
   

 

A Financial Derivatives Company Publication 

  :01-2715414, 6320213;    Email: info@fdc-ng.com; Website: www.fdcng.com 

FDC Bi-Monthly Update  

Volume 8, Issue 5 

March 1, 2018 

FDC Bi-Monthly Update 



 2 

  

Nigeria’s GDP Growth Expands marginally in 2017 (0.83%) 3 

Improving Nigeria’s Business Operating Environment to 

Enhance Economic Growth 

6 

Nigeria’s Vision 20:2020: Review and Prospects 10 

Global perspective - A bigger gig : OPEC mulls a long-term 

alliance with Russia to keep oil prices stable 

16 

 

Macroeconomic Indicators 20 

Stock Market Update 25 

Equity Report : Transnational Corporation of Nigeria PLC 29 

Inside This Issue: 



 3 

 

NIGERIA’S GDP GROWTH EXPANDS 

MARGINALLY IN 2017 (0.83%) 

The widely anticipated GDP growth numbers 

were released and as expected, real GDP 

growth advanced further to 1.92%. This tepid 

growth is still within the margin of  error of  the 

market consensus of  1.99%. Full year growth 

for 2017 is 0.83%, significantly below the popu-

lation growth rate of  2.5%.   

Drivers of Growth in Q4’17 

Most of  the sectors recorded an improvement 

in performance, but the major drivers of  

growth where Transport, Agric, Oil and gas and 

power. Growth in the oil sector slowed from 

25.89% in Q3’17 to 8.38% in Q4’17 due to a 

decline in oil production to 1.91mbpd from 

2.03mbpd in the prior quarter. The non oil sec-

tor however recorded a faster pace of  growth 

of  1.45% compared to Q3’17. The contribution 

of  the non-oil sector to GDP was 91.32% in 

2017 while the oil sector accounted for 8.68%. 

Sectoral Breakdown 

Out of  the 46 economic activities measured by the NBS, we would breakdown the sectors into 

three broad categories: the top 10 sectors in terms of  size, the fastest growing and the biggest em-

ployers of  labour.  
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Top 5 Employers of Labour 

 2016
Metal Ores 20.74

Water & Waste Mgt 9.27

Agriculture 4.11

Art & Entertainment 3.72

ICT 1.95

Education 1.35

Coal Mining 1.00

 2017
Metal Ores 21.37

Electricity & Gas 16.43

Crude Petroleum & Gas 4.72

Water & Waste Mgt 4.16

Art & Entertainment 4.13

Transportation 3.86

Agriculture 3.45

The largest sectors in terms of  contribu-

tions in Q4’17 were: mining and quarry-

ing, real estate, agriculture, manufac-

turing, trade, professional services, 

ICT, other services, construction and 

financial services.   

Top 10 Largest Sectors 

Sectors that employ the highest number of  Nigerians include: agriculture, transportation, 

trade, education and construction.  

Fastest Growing Sectors 

A critical assessment of  the latest figures also revealed that most of  the sectors that outper-

formed GDP were interest rate insensitive, as they enjoyed some level of  intervention or subsidy 

from the government. Conversely, interest rate sensitive activities slowed, due to the high cost of  

credit and accessibility constraints. 

The sectoral breakdown of  banks’ credit to the private sector over the same period showed an 

improvement in the sectoral exposure of  banks. Only trade, real estate and ICT sectors recorded 

considerable declines in real growth. If  this continues, banks might extend additional lending to 

these growing sectors, in a bid to reduce NPLs and sustain growth, as rates on government secu-

rities maintain a downward trend. 

Implications 
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Q4’17 growth rate is reflective of  Nigeria’s continued 

movement along the economic recovery path. In the first 

two months of  2018, external reserves have crossed 

$41bn, the naira has traded relatively flat against the dol-

lar in the parallel market and inflation has dropped for 

the 13th consecutive month. However, recovery remains 

gradual, fragile and uneven. 

Sustained recovery would depend on the interest rate 

cuts, stable oil production and agricultural output. An 

accommodative stance would improve loan access by pri-

vate sector and SMEs alike. The inability of  the MPC to meet in January will have a ripple ef-

fect on the timing of  a potential decline. The apex bank has adopted a forward guidance policy 

in communicating a likely drop in rates at the next MPC meeting. 

As general elections approach, we expect an increase in government spending and intervention 

funds towards agriculture, manufacturing, construction and other non-oil sectors. This would 

sustain the positive growth trend of  these sectors in the coming months. 

Outlook 

However, the negative growth recorded by most interest rate sensitive sectors underlines the need 

for a shift to a more accommodative monetary stance, which will lower lending rates and propel 

sustainable growth within these lagging sectors. 

1 

1Source: NBS  
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IMPROVING NIGERIA’S BUSINESS OPERATING 

ENVIRONMENT TO ENHANCE ECONOMIC GROWTH 

In 2017, Nigeria jumped 24 places to 145th po-

sition on the World Bank’s Ease of  Doing 

Business ranking. While this points to some 

strategic successes, the country remains less at-

tractive to investors than higher ranked African 

peers, such as Tanzania, Kenya, Ghana, and 

South Africa2. The key challenges holding Ni-

geria back are its infrastructure deficit, high in-

terest rates and social unrest. A more favorable 

business environment is likely to entice the 

startup of  new businesses and the expansion 

of  existing ones across different sectors of  the 

economy. This, in turn, would boost the output 

of  these sectors and the economy’s total out-

put. Growth in the economy, driven by a better 

business operating environment, is likely to fur-

ther entice new businesses as the confidence of  

investors and business owners are usually 

strengthened by a thriving economy.  

Challenges to Nigeria’s business environment 

According to the World Bank, Nigeria reduced 

the bureaucracy to register new businesses. 

Starting a business is now faster through the 

electronic approval of  registration documents. 

Nigeria also increased the transparency of  deal-

ing with construction permits by publishing all 

relevant regulations, fee schedules and pre-

application requirements online.3 While these 

measures are welcome, other inherent deter-

rents to successful business operations still ex-

ist. The first challenge is the infrastructure defi-

cit, specifically in road transportation and 

power supply.  

 

2The World Bank, 2017. “Doing Business 2018: Reforming to Create Jobs,” , The World Bank Group, pp.4 
3World Bank. Ibid. pp. 24  
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According to the Minister of  

National Planning, Senator 

Udo Udoma, the country cur-

rently spends 0.5% of  its GDP 

on infrastructure, well below 

the required 3%-5% needed to 

meet its infrastructure require-

ments. Road transportation, the 

most common form of  trans-

portation in Nigeria, is particu-

larly bad and has a significant 

negative effect on the cost of  

distribution both in time, and 

wear and tear on distribution 

assets (e.g. trucks). Out of  the 

195,000 kilometers of  road in 

the country, only about 31% is 

tarred.4 Countries such as Sin-

gapore, Denmark, and the UK, 

which have 100% of  their 

roads tarred, are ranked 2nd, 3rd 

and 7th respectively with the 

world’s best operating environ-

ment.5 It is also noteworthy 

that of  the tarred roads in Ni-

geria, a large proportion is in 

very poor condition.6  

The infrastructure deficit in the 

power sector is equally chal-

lenging. Given the country’s 

total population of  180 million, 

the energy need is estimated at 

98,000MW per day. However, 

Nigeria only generates an aver-

age of  3,500MW daily, creating 

a deficit of  94,500MW.7 The 

low power supply, coupled with 

a large population, makes elec-

tricity costly. This translates to 

a higher operating cost for 

businesses as electricity is an 

integral part of  total operating 

expenses. Nigeria is ranked 

172nd among 190 economies in 

the ease of  accessing electricity. 

The ranking measures the time 

and cost to get connected to 

the electrical grid, as well as the 

reliability of  the electricity sup-

ply.8  

In addition to infrastructure 

deficiencies, high interest rates 

and credit inaccessibility have 

been major deterrents to busi-

ness growth in Nigeria. Data 

shows that Nigeria’s commer-

cial banks charge the 26th high-

est interest rates on loans as 

compared to 186 other econo-

mies.9  

 

4Media and publicity unit, 2017. “135,000km road network in Nigeria un-tarred- ICRC”. Infrastructure Concession Regulatory Commission (ICRC). 
http://www.icrc.gov.ng/135000km-road-network-nigeria-un-tarred-icrc/ 
5World Bank. Ibid. pp. 4 
6Media and publicity unit, 2017. Ibid. http://www.icrc.gov.ng/135000km-road-network-nigeria-un-tarred-icrc/  
7Admin, October 11 2016. “World Bank: Nigeria’s Power Deficit Hits 94,500 MW”. Independent Energy Watch Initiative. 
http://iwin.org.ng/index.php/news/item/4255-https-newtelegraphonline-com-world-bank-nigerias-power-deficit-hits-94500-mw  

8
World Bank. Ibid. pp. 183 

9Central Intelligence Agency, 2017. “Country Comparison to the World”. Federal government of the United States.  
https://www.cia.gov/library/publications/the-world-factbook/fields/2208.html  

http://www.icrc.gov.ng/135000km-road-network-nigeria-un-tarred-icrc/
http://www.icrc.gov.ng/135000km-road-network-nigeria-un-tarred-icrc/
http://iwin.org.ng/index.php/news/item/4255-https-newtelegraphonline-com-world-bank-nigerias-power-deficit-hits-94500-mw
https://www.cia.gov/library/publications/the-world-factbook/fields/2208.html
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Improvement in infrastruc-

ture is key to building an ena-

bling business environment. 

China, which leads the world 

in infrastructure investment, 

has a business operating envi-

ronment much more favor-

able than Nigeria, ranking 75 

positions higher. Infrastruc-

ture development, including 

roads and rails, electricity, and 

telecommunications, have 

been a top priority for the 

Chinese government. Be-

tween 2001 and 2004, invest-

ment in rural roads grew by 

51% per annum. In recent 

years, China has drawn up 

ambitious plans, pledging to 

significantly develop the en-

tire nation’s urban infrastruc-

ture up to the level of  a mid-

dle-income country.10 Nige-

ria’s budgetary 

spending on 

infrastructure 

also needs to 

be raised sig-

nificantly to 

improve the 

business envi-

ronment.  

When it comes to interest 

rates, among the world’s top 

20 countries with the lowest 

interest rates, 16 made the list 

of  the world’s 40 economies 

with the best business operat-

ing environment. These coun-

tries include: France, Japan, 

Netherlands, Norway and 

Finland among others. While 

a low interest rate alone might 

not explain why these econo-

mies have productive operat-

ing environments, theoretical 

evidence highlights a strong 

correlation between a low in-

terest rate environment, credit 

accessibility and business 

growth. This suggests that the 

monetary authorities in Nige-

ria need to lower the bench-

mark interest rate in order to 

encourage lending to the real 

sector and to stimulate eco-

nomic activities. 

Lessons learned from other countries 

A low interest rate environment supports pri-

vate individuals in raising capital to start their 

businesses, as repayment is more manageable. 

In contrast, high interest rates signify higher 

finance costs and lower profit margins for new 

businesses.  

Another deterrent to a healthy business cli-

mate is social unrest within Nigeria. There 

have been several instances where citizens and 

expatriates with businesses in the country have 

been taken hostage for huge ransoms. Parts of  

the country also experience terrorist attacks. 

These unpleasant conditions contribute to un-

ease in the business community and a reluc-

tance to invest in new activities or expand op-

erations.  

10World Bank. Ibid. pp. 5  
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In sub-Saharan Africa, signifi-

cant lessons can be drawn 

from Rwanda, the economy 

with the most favorable oper-

ating environment in the re-

gion. Rwanda has rapidly im-

proved on the World Bank’s 

Ease of  Doing Business Rank-

ing. The country, which ranked 

150th in 2008, has risen to the 

41st position in 2017. Between 

these periods, the economy 

has expanded by about 

72.4%.11 This achievement is 

connected to the Rwandan 

government’s constant dia-

logue with the private sector to 

determine its perspectives and 

needs. This has given the gov-

ernment a clear understanding 

of  the specific needs and chal-

lenges entrepreneurs face.12 

Businesses in Nigeria could 

equally benefit from such a 

strategy.  

The importance of  a business-

friendly environment cannot 

be overemphasized in Nigeria’s 

economic expansion pursuit. 

Nigeria has a long way to go to 

build the competitiveness of  

its business operating environ-

ment. If  the deficiencies are 

not addressed, they will con-

tinue to impede investments 

and growth in key sectors of  

the economy, threatening the 

government’s economic diver-

sification efforts. The good 

news is Nigeria made the list 

of  the top 10 improvers on 

the Ease of  Doing Business 

ranking in 2016/17, despite its 

relatively low position.13 This 

result needs to be consolidated 

and improved upon to ensure 

that such improvement trans-

lates to growth.   

11World Bank. 2017. “Countries and Gross Domestic Product”.  https://data.worldbank.org/indicator/NY.GDP.MKTP.CD 
12World Bank. Ibid. pp. 5 
13World Bank. Ibid. pp. 22 

https://data.worldbank.org/indicator/NY.GDP.MKTP.CD
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NIGERIA’S VISION 20:2020: REVIEW 

AND PROSPECTS 

In 2009, the Federal Republic of  Nigeria set some ambitious objectives. One of  which was to be-

come among the top 20 economies in terms of  GDP size by 2020. With the end date of  the vi-

sion 20:2020 plan fast approaching, it is imperative to evaluate the progress made so far.  

Nigeria’s Vision 20:2020 focuses on two 

broad objectives:  

 to make efficient use of  human and 

natural resources to achieve rapid 

economic growth; and 

 To translate the economic growth into 

equitable social development for all 

citizens.14  

The strategies to achieve these objectives 

include: 

 to urgently and immediately address 

the major constraints to Nigeria’s 

growth and competitiveness, such as: 

epileptic power supply, weak 

infrastructure and institutions among 

others;  

 to aggressively pursue a structural 

transformation of  the economy from a 

mono-product to a diversified and 

industrialized economy;  

 to invest in human capital to transform 

the Nigerian people into active agents 

for growth and national development; 

and  

 To invest in infrastructure to create an 

enabling environment for growth, 

industrial competitiveness and 

sustainable development.15  

As regards the vision’s overall goal, Nigeria’s 

position in terms of  GDP size has risen 

compared to 2010, albeit remaining below 

20th. While this shows an improvement and 

that the country is close to achieving its vi-

sion, an assessment of  other economic indi-

cators shows mixed results.  

Two Years to go. Where are We?  

14National Bureau of Statistics, December 2010. “Nigeria Vision 20:2020, Abridged Version”, Federal Government of Nigeria. pp 2. 
15National Bureau of Statistics, Ibid. pp. 3-4.  
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World’s largest economies in 2010 and 2016 

Countries and Nominal GDP (2010)        Countries and Nominal GDP (2016) 

Based on the most recent 

nominal GDP data from the 

World Bank, Nigeria is not 

among the world’s top 20 

economies with respect to 

GDP size. It was the 26th larg-

est economy in the world in 

2016. However, in 2010 when 

the vision 20:2020 was cre-

ated, Nigeria was the 30th.  

A look at how it has fared in 

terms of  meeting its broad 

objectives shows mixed re-

sults. Firstly, the aim to 

achieve rapid growth did not 

materialize.  While the Nige-

rian economy grew by 7.8% in 

2010, economic growth has 

slowed and contracted by 

1.5% in 2016. In a similar 

vein, the country has not been 

able to achieve significant im-

provements in terms of  re-

cords of  social development. 

Nigeria’s progress on the Hu-

man Development Index 

(HDI) is also not encouraging.  

Between 2010 and 2015, Ni-

geria’s HDI increased to 0.527 

from 0.5 in 2010. In compari-

son to other economies, its 

ranking has not significantly 

improved. In 2010, it ranked 

153rd among 188 economies; 

in 2015 it was 152nd.18 In a 

similar vein, the country’s gini 

coefficient, which measures 

income inequality, widened to 

48.8 in 2013 from 43 in 2009.  

These statistics demonstrate 

that the economy has not 

fared noticeably better after 

the adop-

tion of  

the Vi-

sion 

20:2020 

in 2009.19  

 

16 17 

16World Bank. 2017. “Countries and Gross Domestic Product”.  Available at https://data.worldbank.org/indicator/NY.GDP.MKTP.CD 
17World Bank. 2017. “Gross domestic product ranking”. Available at https://data.worldbank.org/data-catalog/GDP-ranking-table 
18United Nations Development Programme. 2017. “Human Development Indicators”. United Nations. http://hdr.undp.org/en/countries/profiles/NGA#  
19Available at https://www.cia.gov/library/publications/the-world-factbook/fields/2172.html  

https://data.worldbank.org/indicator/NY.GDP.MKTP.CD
https://data.worldbank.org/data-catalog/GDP-ranking-table
http://hdr.undp.org/en/countries/profiles/NGA
https://www.cia.gov/library/publications/the-world-factbook/fields/2172.html
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The reason for the poor per-

formance is not farfetched as 

the government did not appear 

to take any concrete action to-

wards the Vision 20:2020 

goals. For example, the coun-

try allocated 6.54% of  its total 

annual expenditure to the edu-

cational sector in the 2009 

budget. By 2010, when the vi-

sion’s implementation was in-

tended to have commenced, 

the sector’s allocation had de-

clined to 5.4%. This was de-

spite the plan’s strategy of  in-

vesting in human capital. 

However, in line with the strat-

egy to develop infrastructure, 

the government increased its 

allocation for capital expendi-

ture from 29% of  the total 

budget in 2009 to 34% in 

2010.20 Although this increase 

was commendable, relative to 

GDP, the total capital expendi-

ture in 2010 was 2.5%, much 

below the international bench-

mark of  70%.21 The Eco-

nomic Planning Minister, Mr. 

Udo Udoma, further disclosed 

that infrastructure spending 

has declined to 0.5% of  GDP 

as at 2017.  

Furthermore, despite the fact 

that the vision did well by 

identifying some fundamental 

constraints (weak institutions 

and epileptic power supply) to 

growth and tackling them, lit-

tle progress has been seen in 

this regard. Nigeria’s institu-

tions have remained weak and 

largely corrupt. Its corruption 

perceptions index (CPI) has 

only improved slightly in the 

six years following 2010. In 

2010, Nigeria’s CPI was 24 

points (out of  100 - the closer 

to 0, the more corrupt) while it 

was 28 in 2016.22 Similarly, the 

country’s rank in terms of  en-

forcing contract deteriorated. 

The index, reported by the 

World Bank, 

measures 

time and 

cost to re-

solve a com-

mercial dispute and the quality 

of  judicial processes. Nigeria’s 

rank has declined from 90th 

(out of  181 economies in 

2008) to 96th (out of  190 

economies in 2017).23 

This suggests persistent weak-

ness in the country’s institu-

tions. In the same vein, there 

has been no significant im-

provement in the country’s 

power situation. On the aver-

age, on grid power supply was 

approximately 

3,608MWh/hour in 2017. As 

at 2011, it was about 

3,500MWh/hour.24 Mean-

while, the country’s population 

has grown faster by approxi-

mately 17.3% between 2010 

and 2016.25  

Reasons for the sub-optimal performance  

20Budget Office of the Federation. 2017. “Budget Document”.  Federal Government of Nigeria. http://www.budgetoffice.gov.ng/index.php/resources/internal-
resources/budget-documents  
21National Planning Commission. 2017. “Nigeria’s current infrastructure stock and investment levels”.  Federal Government of Nigeria. 
http://www.niimp.gov.ng/?page_id=1019  
22Transparency International. 2017. “Corruption perceptions index 2016”. The Civil Society Legislative Advocacy Centre (CISLAC). 
https://www.transparency.org/country/NGA  
23World Bank, 2017. “Doing business 2018”. pp. 183 
24National Bureau of Statistics and Nigerian Electricity Regulatory Commission. 2016. “Power Generation Statistics 2010 – 2014”. Federal Government of Nigeria. 
http://nigerianstat.gov.ng/elibrary?queries[search]=POWER%20GENERATION%20STATISTICS%202010%20-%202014  
25Available at https://www.google.com.ng/search?q=nigeria+population&oq=nigeria+population&aqs=chrome.0.69i59j0l5.3648j0j7&sourceid=chrome&ie=UTF-8  

http://www.budgetoffice.gov.ng/index.php/resources/internal-resources/budget-documents
http://www.budgetoffice.gov.ng/index.php/resources/internal-resources/budget-documents
http://www.niimp.gov.ng/?page_id=1019
https://www.transparency.org/country/NGA
http://nigerianstat.gov.ng/elibrary?queries%5bsearch%5d=POWER%20GENERATION%20STATISTICS%202010%20-%202014
https://www.google.com.ng/search?q=nigeria+population&oq=nigeria+population&aqs=chrome.0.69i59j0l5.3648j0j7&sourceid=chrome&ie=UTF-8
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Nigeria has had two different 

administrations since the 

adoption of  Vision 20:2020, 

each having its own economic 

growth plan. Under President 

Jonathan the Transformation 

Agenda was the focus. With 

President Buhari, it is the Eco-

nomic Recovery and Growth 

Plan (ERGP) and the focus 

seems to be squarely on the 

ERGP as opposed to the Vi-

sion 20:2020. However, it is 

noteworthy that the three 

plans have been predomi-

nantly based on the bedrock 

of  driving economic expan-

sion and an inclusive growth 

i.e. growth that advances equi-

table opportunities for every 

section of  the society.  

Given a similar objective by 

the ERGP which is currently 

running, the implementation 

of  the necessary reforms by 

the present administration 

could still lead to an achieve-

ment of  the vision 20:2020 

objectives. The ERGP is fo-

cused on achieving economic 

growth, but without the aim 

of  placing the country among 

the largest 20 economies in the 

world. The necessary reforms 

might therefore lead the coun-

try to its desired position of  

being among the top 20 

economies by 2020, with no-

ticeable improvement in the 

living standard of  its populace.  

To begin with, the current ad-

ministration could harmonize 

the ERGP strategies with the 

Vision20:2020 objectives. One 

of  the major objectives of  the 

ERGP is to restore growth 

and diversify the economy.26 

Strong growth (more than 

other economies above Nige-

ria on the GDP ranking) could 

help the country overtake oth-

ers and get to the 20th posi-

tion.  

In 2017, the Nigerian econ-

omy remained largely depend-

ent on oil. The economy grew 

1.4% in Q3’17, mainly under-

pinned by a 25.44% growth in 

oil output.27 The government 

would have to significantly in-

crease its infrastructural 

spending to drive growth in 

other sectors such as agricul-

ture and manufacturing. 

Higher spending on road, rail 

and power projects will stimu-

late investment in other sec-

tors and drive their growth. 

For instance, an improved 

transport system will facilitate 

the distribution of  goods and 

services, reduce congestion 

and improve productivity. In-

creased infrastructure spend-

ing is crucial to support 

growth in the economy.  

Prospects - Vision 20:2020 vis–a-vis ERGP 

26Ministry of Budget & National Planning. 2017. “Economic Recovery & Growth Plan”. Federal Government of Nigeria. pp 12 
27National Bureau of Statistics. 2017. “Nigerian Gross Domestic Product Report (Q3 2017)”. Federal Government of Nigeria. 
http://nigerianstat.gov.ng/elibrary?queries[search]=q3%202017  

http://nigerianstat.gov.ng/elibrary?queries%5bsearch%5d=q3%202017
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The country’s budgetary 

allocation to capital pro-

jects has reduced to 28% 

in the proposed budget 

for 2018 compared to 

29% in 2017 and 34% in 

2010. The Senate, in the 

process of  scrutinizing 

this appropriation bill 

would need to raise this 

significantly in order to 

support economic ex-

pansion and enhance liv-

ing  

standards. In addition to a 

higher allocation, it is impera-

tive that the budget be passed 

early to ensure timely imple-

mentation.  

A complementary monetary 

policy is also needed for 

growth. Monetary authorities 

need to adopt a more accom-

modative monetary policy 

stance that would provide 

cheaper access to credit for 

the private sector. Cheaper 

and easier credit access would 

boost activities in the real sec-

tor which will feed into the 

overall output of  the econ-

omy.  

The implementation of  these 

reforms in the course of  pur-

suing the ERGP objectives by 

the current administration 

would be positive for the 

economy. The economy may 

not only grow like the ERGP 

aims, but it could also take the 

position of  one of  the leading 

economies in the world and 

make ordinary citizens feel the 

benefits of  these changes. As 

the economy grows, there 

would be more employment, 

higher income 

will be available 

to individuals 

and this would 

translate to a re-

duction in pov-

erty rate.  

To become one 

of  the top 20 

economies in 

2020, Nigeria 

has to outper-

form other 

countries above it on the gross 

domestic product (GDP) 

ranking in 2018 and 2019.  It 

must step up its efforts to im-

prove economic growth. Al-

though the present administra-

tion has been more focused 

on the ERGP, if  it coordinates 

this strategy with robust an-

nual expenditures and favor-

able monetary policies, it will 

likely improve the perform-

ance of  the economy overall. 

At 2020, it is hoped that the 

country would look back at 

2010 and point to significant 

progress.  
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A BIGGER GIG 

OPEC MULLS A LONG-TERM ALLIANCE 

WITH RUSSIA TO KEEP OIL PRICES 

STABLE 

Global Perspective: Culled from The Economist  

OIL bears be-

ware. On Febru-

ary 20th Suhail 

al-Mazrouei, 

OPEC’s rotating 

president and 

energy minister 

of  the United 

Arab Emirates, 

said the 14-

member produc-

ers’ group is working on a plan for a formal alli-

ance with 10 other petrostates, including Russia, 

aimed at propping up oil prices for the foresee-

able future. If  it comes to anything, it could be 

OPEC’s most ambitious venture in decades. 

The result will not be, he insists, a 

“supergroup”. The notion of  Saudi Arabia and 

Russia joining forces as the Traveling Wilburys 

of  the oil world may be a bit jarring. It remains 

an idea in “draft” form. But whatever its 

chances, it attempts to shift a belief  widely held 

by participants in oil markets: that non-

American oil producers are helpless against the 

shale revolution. 

That belief  has strengthened because of  a re-

newed flood of  American shale production in 

the latter part of  2017 after prices of  West 

Texas Intermediate climbed above $50 a barrel. 

The International Energy Agency (IEA), the 

industry’s forecaster-in-chief, says America 

could overtake the two biggest producers, Rus-

sia and Saudi Arabia, this year. Such countries, it 

added, faced the “sobering thought” that Amer-

ica’s rise to the super league was reminiscent of  

the first wave of  shale growth that ended with 

an oil-price crash in 2014. 

 

One aim is to allay fears that a current pact will unravel 
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The shale resurgence comes at a delicate time 

for OPEC, Russia and the rest. It is largely their 

actions that have pushed up prices. In 14 

months they have come close to their goal of  

curtailing oil production in order to return the 

oversupply of  global crude to its more manage-

able five-year average (see chart). They still have 

about 74m barrels to go. As yet, Mr Mazrouei 

says, there is no “exit strategy” for when the 

agreement is reviewed in June.  

Fareed Mohamedi, chief  economist at Rapidan 

Energy Group, an American consultancy, likens 

their task to central bankers unwinding ultra-

easy monetary policy. They risk spooking the 

markets if  they send the wrong signal. So the 

proposal of  a pact lasting into the foreseeable 

future is a way to reassure the market that the 

grown-ups will continue to regulate supply. 

“They’re saying, ‘Daddy is back’.” 

A shift is under way in relations between Saudi 

Arabia and Russia, the two leaders of  the 

OPEC/non-OPEC cabal. They appear to have 

set aside a mistrust, bordering on enmity, that 

was exacerbated by their support for opposing 

sides in the Syrian civil war. “The Russia-Saudi 

relationship is real. ‘Put a ring on it’, to quote 

Beyoncé,” says Helima Croft, an oil analyst at 

RBC Capital Markets. She says both countries 

need high prices to soothe tensions at home. 

 

Since King Salman of  Saudi Arabia visited 

Moscow for the first time in October, the two 

countries’ oil ministers have frequently popped 

over to each other’s capitals. Mr Mohamedi says 

Muhammad bin Salman, the Saudi crown 

prince, needs oil at $70-80 a barrel to keep the 

economy steady as he enacts reforms, in par-

ticular the partial privatisation of  Saudi Aramco, 

the state oil company. He believes Russia can 

help with that. Vladimir Putin, Russia’s presi-

dent, who faces elections in March, sees eye-to-

eye with Prince Muhammad. 

Furthermore, the two countries are discussing 

unprecedented investments in each other’s oil 

industries. A Russian sovereign wealth fund is 

considering buying shares in the Aramco listing. 

Aramco is mulling a stake in a vast liquefied-

natural-gas project in the Russian Arctic. 
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The possibility of  a long-term co-operation be-

tween the two countries to support oil prices 

also has a defensive logic. Not only is rising 

American oil production a threat, but in the 

coming decades, demand for oil is expected to 

wane as it is replaced by cleaner sources of  en-

ergy. This could cause a race to the bottom as 

big producers try to sell their oil before it be-

comes worthless. Restraining production is a 

way to postpone such feral 

competition, at least until 

Russia and Saudi Arabia 

can wean their economies 

off  oil. 

But the perils of  such a 

strategy may outweigh its 

benefits. If  it works, and 

prices rise sharply above 

$70 a barrel, it will flush 

out yet more production in 

America and other big producing countries 

such as Brazil, as happened before in 2014; that 

would reinforce what the IEA calls the risk of  

history repeating itself. So OPEC and non-

OPEC producers would need strategies to keep 

prices from rising too high as well as falling too 

low. Bassam Fattouh of  the Oxford Institute 

for Energy Studies, a think-tank, says that 

might require joint investment approaches, 

which are “extremely difficult, if  not impossi-

ble”. 

If  prices tumble, countries would need to cut 

production further. In OPEC’s history Saudi 

Arabia has reluctantly played the role of  swing 

producer, regulating its output to keep the mar-

ket in balance. A successful long-term arrange-

ment would need Russia and OPEC members 

to share more of  the burden, which they have 

mostly been loath to do. 

A further concern is Saudi Arabia’s OPEC 

strategy once Aramco 

sells shares to investors. 

Mohamed Ramady, the 

author of  a new e-book, 

“Saudi Aramco 2030”, 

says that relations be-

tween partially privatised 

oil companies and their 

governments become 

strained when the inter-

ests of  governments 

clash with those of  shareholders. “Privatising 

Aramco could then become a double-edged 

sword for the kingdom,” he writes. 

At present, Saudi Arabia’s rulers appear to be-

lieve that the risks are worth taking. They may 

have more to fear from a restive population at 

home than shale producers abroad. But they 

underestimate the risk of  shale, and overesti-

mate their own ability to manage the market, at 

their peril. 
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MACROECONOMIC INDICATORS  

28Source: FGN 

Power output declined by 9.78% during the period due to 

3,81MWh/H on February 25th from 4,213MWh/h on Feb-

ruary 16th. Power generation touched a six-month low of  

3,138MWh/H on February 24th. This was driven by in-

creased gas constraints at power plants and high frequency 

constraints at the distribution stage. 

Month-on-month, power output has recorded increases. 

Average Power output during the review period (February 16th – 25th), stood at 3,930MWh/H, 

compared to 3,807MWh/H in the corresponding period in January. 

Outlook    

Earlier than expected showers are positive for dam water levels and hydroelectricity, however, 

dilapidated infrastructure will continue to pose a challenge to power output. 

MONEY MARKET   

Average opening position of  the interbank 

market was N210.48bn long between February 

16th-27th, compared to N268.34bn long in the 

corresponding period in January.  

The DMO issued a sum of  N27.2mn in 5-Year 

FGN bonds at a coupon rate of  14.5%, and 

N52.44bn worth of  10-Year bonds at 13.98%. 

There were no T/bill auctions during the pe-

riod. Secondary market rates for 91-day T/bills 

increased during the period by 0.6% to 13.98% 

on February 26th. 182-day and 364-day bills de-

clined by an average of  0.26% to close at 

14.27% and 13.43% respectively. 

Average NIBOR (OBB, O/N) was 14.07% pa 

during the review period, compared to 11.45% 

pa in the corresponding period in January. 

OBB and O/N reached a high of  25.17% and 

26.67%, before closing at the period low of  

5% and 5.57% on February 27th following the 

receipt of  FAAC disbursements of  N635bn. 

The total OMO sales for the period stood at 

N177.04bn, compared to N714.99bn in the 

corresponding period in January. 

POWER SECTOR  

28 



 21 

 

29Source: FMDQ 
30Source: FMDQ, CBN, FDC Think Tank  

 Outlook   

We expect interest rates to inch upwards in the coming 

weeks as CBN continues to mop up liquidity via 

OMO auctions. Additionally, recent strengthening of  

the naira could lead to an uptick in forex demand, fur-

ther constraining naira liquidity.  

Outlook    

The naira is expected to remain relatively stable, supported by the regular CBN interventions and 

robust activity on the IEFX platform.  

FOREX MARKET   

The naira appreciated by 0.3% to N362/$ dur-

ing the period, before retreating to close at 

N363/$ on February 27th. The IEFX rate 

closed relatively flat at N/360.15/$ on February 

27th, after depreciating to N360.70/$ on Febru-

ary 23rd. Total turnover during the review pe-

riod at the IEFX window was $1.48bn com-

pared to $3.10bn in the corresponding period in 

January. Year to date, a total of  $9.34bn has 

been sold as at February 27th. The IFEM rate 

traded within the band of  N305.9/$ and 

N306.5/$, to close the period at N305.9/$.  

EXTERNAL RESERVES    

External reserves rose to $41.82bn on February 21st, supported by strong oil proceed. This repre-

sents a 7.87% gain YTD, and is equivalent to 11.62 months of  imports and payment cover.  It is 

important to note that the pace of  external reserves accretion is on the decline. Gross reserves 

gained 2.78% from February 1st- 21st, compared to the 3.56% accretion in the corresponding pe-

riod in January.  

Exchange Rate   

29 

30 
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Oil prices closed the review period at $67.58pb 

on February 27th, a 4.5% gain from $64.64pb 

on February 16th. Protests by oil field security 

in Libya have led to a force majeure at El Feel 

field. This affected exports from Mellitah, as 

the field has an average output of  90,000bpd. 

Oil prices received additional support following 

a comment by Saudi Arabia’s oil minister, 

Khalid al-Falih, that the country’s oil produc-

tion will be less than the output cap for Q1 

2018. 

Nevertheless, Brent prices are still lower than 

January highs. Average price for the period was 

Oil Prices   

Outlook 

Libyan oilfield security guards are protesting against poor salary packages. We expect the Minis-

try of  Defence, the arm of  government which pays these workers, to begin negotiations with the 

group representatives. Protest could be short lived, however, political instability will still pose a 

challenge to oil output in the country, in the run up to the presidential election scheduled for 

year end. 

Outlook 

The accretion in external reserves is expected to 

continue, albeit at a slower pace, as the expecta-

tions for oil price and production remains posi-

tive.  

COMMODITIES MARKET - EXPORTS   

31 

32 

31Source: CBN 
32Source: Bloomberg 
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Outlook  

Ghana’s Cocobod has announced its plans to end 

subsidies to farmers in a bid to save $450million. 

This will affect over 800,000 farmers, threatening 

the output of  the West African country, which ac-

counts for 19.5% of  global cocoa production.  

Cocoa prices advanced 3.42% to $2,207/mt on February 27th, from $2,134/mt on tighter global 

supply. Indonesia, the third largest producer, is also set to raise export tax on the commodity. 

Cocoa  

Natural gas increased by 3.91% during the review pe-

riod to close at $2.66/mmbtu on February 27th amidst 

reports of  lower US natural gas stocks. According to 

the EIA, US gas inventories declined by 6.58%  in the 

week ending February 16th. 

Natural Gas   

Outlook  

Gas prices may dip in the coming weeks as Iran rolls out plans to increase gas exports. Also, 

weather forecasts for March show expectations of  warmer temperatures, as we approach the spring 

season. This could lead to a softening in global demand. 

33 

34 

33Source: Bloomerang 
34Source: Bloomerang 
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Wheat  

Wheat prices gained 1.1% during the period to 

close at $4.76/bushel on February 27th to as 

crop harvest in the US remains subpar due to 

harsh weather. Prices are now at a six-month 

high. 

Corn  

Corn prices gained 0.8% in the period, to close at 

$3.78/bushel on Feb 27th, from $3.75/bushel on 

February 16th on increased demand from South 

Korea. 

Grains- Outlook 

Grain futures will be affected by the US Fed Re-

serve Chairman’s comments to continue rake 

hikes in 2018. This hawkish policy will nudge 

prices lower in the short term as equities and 

commodity market prove less attractive to inves-

tors.  

Sugar 

Sugar prices closed at $0.1315/pound on 

February 27th, 2.16% lower than $0.1344/

pound on February 16th, on lower sales. 

Prices are now at a 2-year low. 

Outlook 

If  the price of  sugar stays at current levels, some producers may be forced out of  business. This 

will soften supply and introduce some balance into the market. 

 IMPORTS   

35 

36 

35Bloomberg. 
36Ibid.  
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STOCK MARKET UPDATE  

37Source: NSE, FDC Think Tank 

The NSE-All Share Index (NSE ASI) maintained its bearish trend in the review period, as the 

market lost 0.72% to close at 42,299.56 from the 15th of  February’s close of  42,604.04. The YTD 

return on the index increased to 11%. 

Market capitalization moved in tandem with the NSE-ASI as it lost 0.72% to close at N15.18trn, 

losing N109.4bn during the review period. The stock market is currently trading at a price to 

earnings (P/E) ratio of  13.90x, a 0.64% dip compared to its close of  13.99x as at 15th of  January 

2018. Although the market lost during the review period, the market recorded 5 days of  gains and 

2 days of  losses. 

Furthermore, the number of  losers (61) outpaced the number of  gainers (27) while 84 stocks re-

mained unchanged. This resulted in a negative market breadth of  0.44x. 

Trading activity on the bourse slowed in the period compared to the first half  of  the 

month. Average volume trade  d fell by 31.81% to 457 million units. However, the average 

value of  transactions during the period increased by 18.49% to N5.51bn compared to 

N4.65bn in the previous period. 

37 



 26 

 

SECTOR PERFORMANCE 

In the review period, two out of  six NSE sec-

torial indices closed positive, with the insurance 

sub-index performing the best, gaining 1.58%. 

The boost in the insurance sector was driven 

by significant gains recorded by Nascon Allied 

Industries Plc (10.00%), Aiico Insurance Plc. 

(8.57%), and Continental Reinsurance Plc 

(4.73%). However, the oil and gas sub-index 

performed the least, losing 3.44%. The bearish 

sentiment in the global oil market was driven 

primarily by the strengthening of  the US dollar 

from a three-year low and the rise in US crude 

production. Additionally, the decline can be at-

tributed to losses recorded by oil players. The 

banking sub sector recorded a marginal loss, 

declining by 0.02% during the review period. 

This was driven primarily by profit taking ac-

tivities on high priced stocks in the sector. 

The best performing stocks were JAPAUL OIL & MARITIME SERVICES PLC (38.89%), 

LIVESTOCK FEEDS PLC (14.58%), FIRST ALUMINIUM NIGERIA PLC (13.51%), NAS-

CON ALLIED INDUSTRIES PLC. 10.00% and RED STAR EXPRESS PLC (9.57%). 

38Source: NSE, FDC Think Tank 

38 
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Outlook 

We expect the price correction to persist in the short term weighing on the NSE-ASI perform-

ance. Furthermore, trading activities on the exchange are likely to be volatile in the near term as 

Corporates release mixed results for FY’17. 

Top price losers were COURTEVILLE BUSINESS SOLUTIONS PLC (-30.95%), UNIC DI-

VERSIFIED HOLDINGS PLC (-26.47%), WEMA BANK PLC (-19.20%), DIAMOND BANK 

PLC (-18.28%) and STERLING BANK PLC (-16.67%). 
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ANALYST’S NOTE 

Analyst 

Recommendation: SELL    

                

Market Capitalization: 

N81.30 billion  

 

Recommendation 

Period: 365 days 

 

Current Price: N2.00  

 

Industry: Conglomerate  

  

Target Price: N1.50  

EQUITY REPORT -  TRANSNATIONAL CORPORATION OF 

NIGERIA PLC 

Transnational Corporation of  Nigeria Plc (Transcorp) recorded 

impressive earnings in the ninth month of  2017 (9M’17). The 

company’s revenue grew by 35% to N56.76bn from N41.92bn 

in 9M’16. However, only two of  its four business segments – 

power and hospitality – recorded earnings during the period, 

accounting for 83% and 17% of  revenue respectively. The re-

maining two segments, the agro-allied and oil and gas divisions 

generated no income during the period under review.  

The growth in the top line was accompanied by a greater in-

crease in cost. Cost of  production rose by 41% to N32.13bn in 

the 9M’17 period, neutralizing the growth in the top line. This 

spike in costs can be attributed to the high cost of  natural gas 

and fuel, a key input to the generation of  power. Natural gas 

and fuel costs increased by 61.89% to N24.75bn during the pe-

riod, partly due to increased usage and, to a larger extent, the 

volatility in gas supply during the period.  
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Also noteworthy in 

the 9M’17 corporate 

result is the drastic 

decline in foreign 

exchange (forex) 

losses. Transcorp’s 

forex losses declined 

by 94% to -N1.15bn 

from N18.45bn. This improvement is due to 

the relative stability in the foreign exchange 

market, which has been strongly supported by 

the Nigerian government. However, any threat 

to the government’s ability to support the naira 

could reverse the improvement in Transcorp’s 

forex position.  

On the other hand, a quarterly comparison of  

Transcorp’s results show an improvement in 

operating performance between Q2’17 and 

Q3’17. Revenue grew by 23%, with the cost of  

production growing at a lower rate of  13%. But 

the overwhelming combination of  an increase 

in administrative costs and a decline in interest 

income and other operating income narrowed 

the net operating margin.  

Transcorp is particularly exposed to policy and 

political risks, which heightens as elections ap-

proach. As a result, the factors outside the con-

trol of  the group remain key concerns. Thus, 

Transcorp is a company with little upside and 

we recommend a SELL. 
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INDUSTRY AND COMPANY OVERVIEW 

Transcorp was incorporated in 2004 as a private limited liability company and subsequently 

quoted on the Nigerian stock exchange (NSE) in 2006. It remains one of  the most capitalized 

conglomerates listed on the NSE, boasting of  a share price appreciation of  159.74% year-on-

year, owing to the commendable progress in power generation.   

Revenue drivers bogged down by elections and weak economic growth 

Transcorp’s power segment has been the main driver 

of  revenue growth over the years, accounting for 83% 

of  revenue. It operates one of  the six power generat-

ing plants in Nigeria, Ughelli power plant, located in 

Delta state. With an installed generating capacity of  

about 1000 megawatts (MW), the plant is currently 

operating at about 60%, owing to the boost from its 

gas turbine. Between 2013 and 2016, the 4-year 

CAGR was around 89%, owing to the accruing re-

turns from the operations of  the Ughelli power plant. 

However, a major constraint to the growth of  the sector is the absence of  a cost reflective 

electricity tariff, which has prevented investment in infrastructure required to improve opera-

tions beyond current levels. With elections on the horizon, the government is unlikely to ap-

prove a cost reflective tariff  policy, irrespective of  the increase in power generation and trans-

mission costs. Meanwhile, the cost of  operating the power plant has been on the rise and the 

power plant has been constrained by the cap on power tariffs. 

In its other revenue driving segment, hospitality, the company maintains direct and indirect 

control over four hotels, Transcorp Hilton, Abuja; Transcorp Hotels Calabar; Transcorp Ho-

tels Port Harcourt and Transcorp Hotel, Ikoyi. This segment currently accounts for about 17% 

of  its total revenue and has been a key contributor to the company’s brand visibility. However, 

its 4-year CAGR between 2013 and 2016 was -0.60%, owing to Nigeria’s economic woes, 

which slowed both economic activities and business tourism.  
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Transcorp’s Business Segment 

Asset maintenance and slow-developing partnerships drag down Transcorp’s 
revenue potential 

While revenue is restricted in two of  

Transcorp’s segments, it is altogether absent in 

its other two areas. The oil and gas and agro-

allied segments of  the group are currently not 

contributing to revenue inflows, but these busi-

ness segments have costs related to them. This 

is partly due to the maintenance of  assets in-

volving both direct and indirect costs associated 

with them. Revenue potential is also delayed due 

to ongoing negotiations on possible partner-

ships and the bureaucracy of  putting oil proc-

essing license in place. Process in these sectors 

will remain slow as the economic and policy en-

vironment remain the same, as no radical 

changes are expected. 

In short, Transcorp’s business segments are 

heavily influenced by external factors, such as 

electricity tariffs, economic shocks or agricul-

tural policy. This makes it cumbersome to deter-

mine the future and leaves the group more ex-

posed to policy risk. This is of  particular con-

cern in an electoral cycle, as policies are deter-

mined based on political convenience and not 
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Income Statement for Transcorp Plc (FY Dec 2016)

N'000 2013 2014 2015 2016

Revenue 18,825,278           41,338,136        40,753,506        59,424,619          

Cost of sales (4,451,535)            (13,703,608)       (16,423,115)      (29,258,812)        

Gross profit 14,373,743           27,634,528        24,330,391        30,165,807          

Administrative expense (9,213,184)            (12,281,087)       (9,613,617)         (10,377,108)        

Other operating income 1,236,976             391,578              504,460              475,959                

Other gains - net 3,852,974             (2,119,549)         (186,816)            451,361                

Operating profit 10,250,509           13,625,470        15,034,418        20,716,019          

Finance income 1,313,513             1,897,400           1,165,227          363,016                

Finance expense (2,531,871)            (7,791,272)         (6,818,984)         (8,303,471)           

Foreign exchange gain/(loss) (6,061,132)         (18,703,912)        

Profit before tax 7,718,638             5,834,198           2,154,302          (6,291,364)           

Income tax expense (2,074,249)            (4,427,338)         (1,287,972)         4,801,350            

Profit for the year 5,644,389             1,406,860           866,330              (1,490,014)           

 
Balance Sheet for Transcorp Plc (FY Dec 2016)

N'000 2013 2014 2015 2016

Property, plant & equipment 88,586,001         93,518,593      109,761,030       124,660,561        

Intangible assets 31,985,609         38,451,180      38,886,750         38,951,969          

Investment property 1,575,000           2,738,164        1,706,600            1,706,600            

Debt and equity securities -                        -                     1,764,937            2,207,943            

Deferred tax -                        -                     -                        3,356,550            

Prepaid lease rental (long term) 65,000                 35,000              5,000                    58,704                  

Non-current assets 122,211,610      134,742,937    152,124,317       170,942,327        

Inventories 1,431,175           1,682,224        4,597,456            4,722,545            

Trade and other receivables 8,445,628           27,938,086      31,353,769         54,104,539          

Prepaid lease rental (short term) 30,000                 30,000              30,000                  30,000                  

Debt and equity securities 8,150,771           3,431,598        358,887               -                         

Cash and cash equivalent 9,195,229           2,930,517        14,419,520         2,361,320            

Current assets 27,252,803         36,012,425      50,759,632         61,218,404          

Total assets 149,464,413      170,755,362    202,883,949       232,160,731        

Ordinary share capital 19,360,499         19,360,499      19,360,499         20,323,996          

Share premium 7,213,368           7,213,368        7,213,368            6,249,871            

Treasury shares (25,784)               (137,790)          (345,819)              (345,819)              

Other reserves -                        -                     (587,547)              (14,662)                 

Retained earnings 31,678,187         30,070,219      28,138,355         27,207,214          

Equity attributable to equity holders of the company58,226,270         56,506,296      53,778,856         53,420,600          

Non  controlling interests 28,450,237         33,248,555      33,726,375         33,027,997          

Total equity 86,676,507         89,754,851      87,505,231         86,448,597          

Borrowing (long term) 39,452,293         37,138,699      61,844,507         72,943,568          

Deposit for shares -                        -                     2,410,000            2,410,000            

Deferred tax 7,598,529           11,593,635      10,502,430         7,158,798            

Non-current liabilities 47,050,822         48,732,334      74,756,937         82,512,366          

Trade and other payables 6,283,466           13,769,258      17,687,690         31,586,476          

Taxation 3,921,635           5,984,570        5,695,106            4,137,597            

Borrowing (short term) 3,656,983           10,639,349      15,363,985         25,600,695          

Advance deposit 1,875,000           1,875,000        1,875,000            1,875,000            

Current liabilities 15,737,084         32,268,177      40,621,781         63,199,768          

Total liabilities 62,787,906         81,000,511      115,378,718       145,712,134        

Total equity and liabilities 149,464,413      170,755,362    202,883,949       232,160,731        
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Mr Tony Elumelu 

Board Director 

 

MANAGEMENT 

The board of  Transcorp Plc is currently led by Mr Tony Elumelu, 

CON, an entrepreneur and philanthropist. Over the years, he has 

shown commitment to the long-term prosperity and development 

of  Africa. He has extensive experience in financial services, having 

been a key advocate for United Bank of  Africa (UBA), one of  the 

biggest banks in Nigeria by asset size. As a visionary leader, his 

business interests have a footprint across 20 African countries. Be-

ing an economist with a background in financial services, Mr Elu-

melu can provide strategic direction for the group, leveraging on his 

experience from serving on numerous boards and his influence in 

the African market space. But, this will not entirely mitigate the po-

litical risk faced by the group.  

Mr Adim Jibunoh, the current President/CEO, is an ardent portfo-

lio manager. He currently presides over the investment and operat-

ing activities of  the conglomerate. He harnesses corporate perform-

ance of  all direct and indirect subsidiaries, while giving overall stra-

tegic guidance to these companies.  

However, some of  the key challenges facing the company are ex-

ogenous factors outside the control of  the management. Over the 

years, Transcorp grew inorganically by acquiring government assets. 

As a result, its operations have been widely subjected to both politi-

cal and regulatory scrutiny. This has led to extreme volatility and 

share price fluctuations, which has largely eroded shareholders’ 

value. Since its listing on November 23, 2016, Transcorp has lost 

over 70% of  its value.  

Mr Adim Jibunoh 

President /CEO 
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 Improvement in operating capacity of  the 

power plant 

 Opportunity to consolidate position in the 

hospitality segment,  leveraging on the Hil-

ton brand 

 Diversified business portfolio 

 Stability in the economic and business en-

vironment 

The most potent risk to 

Transcorp revolves around pol-

icy and financial risks. A possi-

ble change in policy might be 

unfavorable to the group. Due 

to the capital intensive nature of  

most of  Transcorp’s business 

segments, which are internation-

ally sourced, a withdrawal of  the 

government’s support of  the 

naira will be detrimental to the 

operations of  Transcorp’s busi-

ness segments. The worsening 

of  the naira against other cur-

rencies will increase their for-

eign exchange losses at the end 

of  the accounting period. 

In addition, the inability of  the 

power distribution companies 

(DISCOs) to charge consumers 

cost-reflective tariffs, constrains 

the DISCOs’ ability to accept 

more power from the genera-

tion companies like Transcorp 

Ughelli power plant. This poses 

a threat to the power plant’s 

ability to earn more income and 

could prove to be a compelling 

threat to Transcorp, given its 

continuous investment in ex-

panding the capacity of  its 

power plant. While the accre-

tion in Nigeria’s external re-

serves may minimize the foreign 

exchange risk, the possibility of  

adopting a cost-reflective tariff  

policy before 2019 is very slim. 

 

THE BEARS SAY  

THE BULLS SAY 

 Policy risk – Transcorp could be adversely 

affected by a policy reversal, especially in 

the power business segment 

 Tariff  hikes are unlikely in an electoral cy-

cle 

 Foreign exchange risk 

 Increasing cost of  the power business seg-

ment 

 Exposure to politicking –  restraining busi-

ness tourism and initiatives, reducing occu-

pancy rate in the hospitality segment 

 High infrastructure requirement and bu-

reaucracy in an unpredictable business en-

vironment discourages investment 

 The long payback period is a deterrent to 

investments in infrastructure 

 Volatility in gas output due to vandalism 

and other supply shocks 

 High finance cost due to the unattractive-

ness of  major assets to some investors 

 No dividend payment since 2015 

Risks and Outlook  
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APPENDIX - Our valuation of  TranscorpPlc  

Using the Discounted Cash Flow (DCF) methodology, we estimated a stock price of  N1.50, 

which is a 25% downside on the current price of  N2.00 as at February 21 2018. The discount 

rate (Weighted Average Cost of  Capital (WACC)) of  16.4% was derived using a 13.38% risk free 

rate (FGN 5-year Bond as at January2018), a Beta of  2.028, after a tax cost of  debt of  7.7%, and 

a market risk premium of  6.34%. The long term cash flow growth rate to perpetuity calculated is 

2%. 

Based on our analysis above, we place a SELL rating on the stock. 

Important Notice 

This document is issued by Financial Derivatives Company. It is for information purposes only. It does not constitute any offer, recommenda-

tion or solicitation to any person to enter into any transaction or adopt any hedging, trading or investment strategy, nor does it constitute any 

prediction of likely future movements in rates or prices or any representation that any such future movements will not exceed those shown in 

any illustration. All rates and figures  appearing are for illustrative purposes. You are advised to make your own independent judgment with 

respect to any matter contained herein.  

© 2018. “This publication is for private circulation only.   Any other use or publication without the prior express consent of Financial Deriva-

tives Company Limited is prohibited.” 

 
DCF Valuation

N'000 2017E 2018E 2019E

EBIT 22,813,645           25,642,994           22,888,024           

Less: Taxes (3,878,320)            (5,128,599)           (4,577,605)           

EBIAT 18,935,325           20,514,395           18,310,419           

Plus: D&A Expense 3,739,817              3,537,567             4,067,208             

Less: CAPEX -                          -                          -                          

Less: Change in working capital 5,261,352              (6,018,739)           2,180,233             

Free Cash Flow (FCF) 27,936,494           18,033,223           24,557,860           

WACC 16.4% 16.4% 16.4%

Present Value (PV) of FCF 24,008,112           13,318,201           15,586,509           

2017 2018 2019

Terminal value 174,402,940        

Present value of terminal value 110,690,954         

DCF Calculation Valuation

PV of explicit period 52,912,822           

PV of terminal value 110,690,954         

Enterprise Value 163,603,777         

+ Cash 2,361,269              

- Borrowings (98,544,263)          

Equity Value 67,420,783           

Share price 1.50


