
2016 is Crunch time for Nigeria - Com-

modity market turbulence to take its toll 

on Africa's economic giant 

The bible says in Genesis 41:29-30 that, seven fat years in Egypt 

will be followed by seven lean years in the time of Joseph. It was 

to warn the profligate children of Egypt to reduce their ostenta-

tious and extravagant ways.  They were advised to save some 

wheat or grain in preparation for the tough times ahead. 

Even in biblical times, the cyclicality of economics was acknowl-

edged.  Therefore, it is surprising that various Nigerian admin-

istrations in the last 20 years failed to heed this basic principle of 

putting something aside for the rainy day. 

I am saying this today to illustrate the Macro-economic Cul-de-sac 

which Africans largest economy and country by population is fac-

ing.  The country is confronted by its steepest decline in oil reve-

nue by 57.25% to $4.12bn, leaving a significant shortfall to fund 

the budget for 2016. The funding gap which translates into an 

amount of N2.2trn is 1.93% of GDP.   The countercyclical budget 

is meant to stimulate the economy into the path of recovery.  

There is also the more profound issue of the external sector im-

balance resulting from the acute shortage of foreign currency par-

ticularly US dollars from oil.   

This external shortfall in dollars resulting more from the sharp fall 

in the yield (spread) for a barrel of oil which has fallen by 91.57% 

from $95pb to $8pb.  This is more than the 65% fall in the nomi-

nal price of oil in the market.  In the good old days, the quarterly 
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dollar inflow was in excess of $18bn per year.  This is now down 

to a paltry $8.48bn. The effect of this picture is that the Nigerian 

economy is now tottering on the edge of an extended period of 

slow GDP growth. 

This is happening at a time of a crisis of false expectations.  The 

people had been conned into believing that the economy was in 

good shape by an outgoing administration that tried to paint an 

optimistic picture to a miserable electorate.  This paper is to situ-

ate the current Nigerian situation in the context of the global com-

modity crisis and seek to project the likely outcome in 2016, in 

what can be best described as a year of economic turbulence. 

In layman's language, we can say that most Nigerians should fas-

ten their seat belts in anticipation of the rough tide ahead.  The 

first question that needs to be addressed is what is the current 

commodity crisis and is it different from previous ones? 

The present commodity crisis has its origin in the unexpected slow 

down in China.  The Chinese economy had been growing in double 

digits for a decade. Therefore a decline to 7% in the last 2 years 

had major repercussions to global commodity producers.  The 

$10.36tn economy, which is the second largest in the world, had 

to cut back on its demand for many primary and secondary prod-

ucts.  This also coincided with flat-lining in the Eurozone, which is 

also the 3rd largest market in the world.   

The EIU expects the four year slide in agricultural commodity pric-

es to come to a halt in 2016 – 2017. The EIU FFB index fell by 

18.2% in 2015, extending average annual declines of 5.4% in 

2012 -2014, but it will recover some ground in the coming two 

years, rising by 3.4% in 2016 and 4.9% in 2017.  Tightening mar-

kets will be the prime drivers of this increase.  Global demand for 

food and beverages will continue to grow steadily, underpinned by 

demographic and income trends. 

This is the global picture of agricultural commodities.  On the oth-

er hand, we see the outlook for the oil market has deteriorated 

sharper than we originally anticipated.  However, the consensus is 

that in spite of geographical tension and the distortions created by 

the Saudi attitude towards forcing oil prices down, that we should 

see some recovery in oil prices during the year.  The EIU says al-

so that ―although the oil supply – demand balance will tighten, 
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putting upward pressure on prices, we do not expect crude oil 

price to come back to pre–2014 level in 2016/2017‖.  Despite a 

dip in U. S. production, global crude supply will expand further in 

2016 on the back of continued output growth from OPEC and to a 

lesser extent Russia.  

Therefore, the revenue and foreign exchange earnings picture for 

Nigeria in 2016 will remain bleak to challenging. For example, the 

price of oil has been below 50pb for over 15 weeks. This has 

blown a huge hole in the budget of the FGN but more for the 

states.  The Nigeria budget of 2016 is based on a benchmark price 

of $38pb which is very conservative in real terms, but will be test-

ed in a market that is now trading at $33pb.  What does this 

mean to the two main economic constituencies? 

 

The Government 

The FGN has accepted that the party is over.  In other words, a 

reality check.   

Luckily, the Nigerian electorate endorsed the APC government be-

cause of its lack of trust and confidence for the PDP.  The APC 

have not shown a proper understanding of economics and are still 

trying to figure out what the problem is.  It has run out of time, 

because the honeymoon is over.  Now the government has to re-

ignite the economy to life and simultaneously convert economic 

wealth into economic well being for the people. 

Therefore, the key decisions that will put the economy into a path 

of general dynamic equilibrium requires for the reduction or possi-

ble elimination of subsidies.  This will reduce distortions, increase 

government revenue whilst empowering the government to fund 

the social safety net for the poor and underprivileged.  The Feder-

al government is embarking on an ambitious fiscal programme 

increasing its spending by 25% at a time when revenues are 

sharply lower.  It is to make three critical decisions 

The removal of subsidies, which will reduce expenditure by N1trn 

or 25% of the previous budget.  It will automatically increase 

available revenue for sharing by the same amount for the states 

of the federation. This singular and important decision will not on-

Page 3 

 

   A Financial Derivatives Company Publication 

 :  7739831, 7798998, 2715414;    Email: fdc@hyperia.com;  Website: www.fdcng.com 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



ly change the economic destiny of Nigeria but also reduce its im-

port bill by over 20%  and allow the Naira some breathing space.  

What is happening is that Government has refused to accept that 

market economics works in African countries.  That economic re-

form is not incompatible with patriotism.  The fundamental mis-

conception that a strong currency is synonymous with a  strong 

economy is defining the national economic narrative.  Therefore, 

we see a Central Bank that is attempting to defend a currency at 

a value which is unsustainable.  It therefore appears to send panic 

and frantic signals into a market that is extremely nervous. 

The CBN means well but is confusing economic agents with mixed 

signals.  Therefore the key issues facing the government are the 

fact that adjustment of the Naira is now imminent, inevitable and 

imperative.  This adjustment will have huge consequences for 

government finances, investment flows, export values and trade 

patterns.  There will be short term pain, but medium term gain.  

Therefore what do we expect? The currency will be allowed to 

glide into a path of quasi-equilibrium.  An initial band of 185-220, 

will open the floodgates of demand, but will also encourage some 

investment inflows. Foreign Direct Investment in 2011 was as 

high as $8.1bn and fell to $1.4bn in 2014. However, FDI had 

crashed to near zero in the last few months.   

Nigeria‘s gross external reserves are now below $29bn and can 

barely cover 4 months of imports and payment.  Therefore any 

resistance to a currency adjustment and the adoption of a policy 

framework that allows for appreciation of the Naira when the fun-

damentals improve and slide when conditions deteriorate will be 

fool hardy.  Therefore, the Nigerian public have run out of pa-

tience and now want forex availability at a market price instead of 

rationing that is open to abuse. 

The Beauty is that the people, the markets and the CBN have the 

same objective i.e. to ensure macro-economic stability.  Therefore 

in 2016, we expect an adjustment of approx 10-15% of the Naira 

even after oil prices recover.  We believe that the import bill will 

fall by approximately 20 -25% because of the fictitious import of 

refined products. 
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Source:  EIU 

Chart 2 :Foreign Direct Investment 

Source:  CBN 

Chart 3:External Reserves $‘bn 



Investors & Manufacturers 

These are the foot soldiers of the economy, especially the small 

and medium scale industries.  They want to see government ex-

penditure increase and translate into consumer spending and ac-

tivity.  They had enjoyed a subsidized exchange rate, rent seeking 

pricing in government contracts etc.  This group will need to come 

to terms with a more efficient government, fiscal system, devoid 

of ghost workers and leakages and where productivity will be the 

key determinant of reward.   

However, the FGN will need to put many things in place for this to 

happen, not to say the least being the hiring of capable hands and 

firms to help recalibrate the way government works.   

The efficiency unit of the Finance Ministry is already kicking in the 

correct direction.  The availability of forex and the relaxation of 

controls are critical to empowering these investors and manufac-

turers.  The lowering of interest rates has not translated into more 

loans.  This is because loans are a function of risk and liquidity, 

not of lower interest rates alone.   The markets now have come to 

accept the inevitability of a change in policy.  The government is 

now in the best position to capitalize on the mood of investors and 

the people to accept the new economic order. 

The beneficiaries of economic injustice in the guise of local con-

tent and economic added value , will need to be competitive.  This 

is because the FGN is going to provide a level playing field to en-

courage new investments.  The advantage of investment over 

debt is that it brings with it cash, technology, employment which 

are critical to the Buhari agenda.  Therefore, the markets are will-

ing and ready for new investments in the magnitude of $5 - 10bn 

in the next eighteen months.  The markets are also expecting that 

Nigeria will raise $4.5bn of external debt from multiple sources 

including the Eurobond markets,  multilaterals and the Paris Club.  

The conditions precedent to the borrowing will help instill fiscal 

discipline and strengthen the hands of Buhari's strict agenda.   

One sector that will be in treacherous waters is the banking sys-

tem.  This industry in 2016 will be under margin compression 

pressure.  The final removal of COT and the Single Treasury Ac-

count will wipe out at least 20% of revenues.  This combined with 
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the slash in forex availability means that trade finance activity will 

nose dive.  Therefore, it is imminent that banks might have to 

slash their workforce and compensation.  This will become even 

more pressing because of the loan quality problems now plaguing 

the industry.  Attempts to recapitalize will be difficult and futile 

because of the slump in share prices of banks.  Therefore, this will 

be a tough year for banks.  Yet, we believe that there will be a 

rejuvenation of the cashless policy which will lead to new efficien-

cies in the payment and settlement space.   

The outlook therefore is for new investments, more currency and 

trade flows but at a Naira exchange rate that is adjusted for the 

sharp fall in oil prices.  I will like to end this piece with an objec-

tive assessment of the economic outlook.   

The good news is that huge resources both from private and pub-

lic sources will go into productivity sensitive infrastructure pro-

jects especially road, transport, rail and marine, power and hous-

ing sectors.  This will be at the expense of the consumer goods 

sector.  We will see gross capital formation spike to 15.7% of GDP 

or  $77bn.  This will be followed by a gross multiplier effect on 

GDP leading to a growth recovery to 4 - 5% in 2017 

 

The tough news 

The state governments will remain technically insolvent through-

out 2016.  Some states like Lagos, Rivers, Akwa Ibom will coast 

along, others might need to fire staff and rationalize their expec-

tations and expenditure. 

The CBN will develop a more pragmatic exchange rate policy that 

allows it the flexibility to strengthen the Naira when things get 

better and adjust when necessary. The removal of subsidies will 

make the work of the CBN much easier than at present.  External 

Reserve management will be a major thorn in the flesh of the 

CBN.  It will need to decide, how much of this asset it will use to 

support the Naira with infrequent interventions.  The delicate bal-

ance between reducing interest rates to accommodate the fiscal 

growth objectives of the finance ministry and attracting interna-

tional investment flows when the U.S. has increased interest rates 

is a major challenge. 
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In summary, therefore we look forward to a year of economic re-

covery from a low of 2.34% in 2015 to a high of 3.5 - 4% in 

2016.  This will be taking place in an improved macro-economic 

environment that will reduce uncertainty from high to medium 

and risk level from high to moderate. 
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What to Expect from Real Estate in 2016 

There are high expectations for the real estate sector in 2016 giv-

en the N433bn allocated to works, housing and power in the 

budget. It is expected that there will be a rebound in real estate 

activities as soon as funds are released, especially for construction 

when contractor arrears are paid. Also, private investors who pre-

viously adopted a wait and see approach will likely return to real 

estate now that the government‘s plan for the sector has been 

made known. However, we fear that the lack of clarity in ex-

change rate policy and a continuous squeeze on household wallets 

might continue to have a negative impact on demand for proper-

ties and development of new projects. In 2016, real estate profes-

sionals that can distinguish themselves from competitors in terms 

of providing customers with the right price, suitable location, good 

finishing and other value-added services will thrive in the chal-

lenging environment. 

 

Trends in 2015 

Growth 

The latest report from the National Bureau of Statistics (NBS) 

shows that the real estate sector grew by 2.06% in Q3‘15, which 

was 0.92% and 3.85% lower than figures recorded in Q2‘15 and 

Q3‘14 respectively. With respect to its contribution to GDP, the 

sector accounted for 7.57% of the total GDP, down from 8.69% 

recorded in Q2‘15.  

Similarly, the construction sector contracted marginally by 0.11% 

in Q3‘15, which represents a decline of 6.52% and 11.42% com-

pared to figures recorded in Q2‘15 and Q3‘14 respectively. The 

sector‘s contribution to GDP also fell to 3.22%, compared with 

4.5% recorded in Q2‘15 and 3.32% in Q3‘14.  

Although the growth figures for the real estate and construction 

sector (R&C) in Q4‘15 are yet to be released, we expect it to be 

somewhat similar to Q3‘15 given the weak macroeconomic envi-

ronment in 2015.  
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The Ugly Side of 2015 

Lower crude oil prices negatively impacted the government‘s rev-

enue profile in 2015, and in turn, the real estate and construction 

(R&C) sectors. The majority of large-scale construction projects in 

Nigeria are undertaken by the government. The decline in reve-

nues affected the government‘s ability to honor its obligations to 

contractors, thereby causing a slowdown in construction activities. 

In addition, the implementation of the Treasury Single Account 

tightened liquidity in the system, which had a negative impact on 

the R&C sectors. A decline in disposable income caused by the 

weak macroeconomic environment also resulted in lower demand 

for properties, especially those in the high-end areas. 

Furthermore, the CBN‘s forex ban of 41 items affected the con-

struction sector as about 16 building materials were included in 

the ban. This meant that property developers could not access 

forex at the cheaper official rate and had to resort to the more 

expensive parallel market, thereby increasing their costs.  

Some private investors also cut down on activities in the R&C sec-

tors due to the weak macro environment, while others held back 

investment in anticipation of a clearer economic policy direction 

and government plans for the sectors in 2016.  

 

The Bright Side of 2015 

Despite the weak macroeconomic conditions, the low-end proper-

ties performed considerably well. Furthermore, some major prop-

erty developments were completed (See Table 1).  
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A combination of new properties and a decline in demand resulted 

in an increased vacancy factor, especially in the high-end areas of 

Lagos. 

 

Opportunities and Risks in 2016 

Opportunities 

In the first quarter of 2016, the budget will likely be approved by 

the national assembly. Hence, there should be a rebound in con-

struction activities as funds are released. Following the govern-

ment‘s commitment to improving infrastructure development in 

the country, real estate is expected to become more attractive. 

Lagos and Abuja will likely benefit the most from new develop-
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 Residential Vacancy Factor Commercial Vacancy Factor 

 Q3’15 Q4’15 Q3’15 Q4’15 

Victoria Island 32% 35% 17% 25% 

Ikoyi  23% 25% 7% 13% 

Lekki 59% 63% 56% 58% 

 

Table 2 : Vacancy Factor in Lekki, Ikoyi and Victoria Island 

Source : FDC Research 

Name Location Type 

Civic Centre Towers Victoria Island, Lagos Office 

Landmark Towers Oniru, Lagos Mixed Use 

Vita Towers Victoria Island, Lagos Residential 

Jabi Lake Mall Abuja, Lagos Retail 

Festival Mall Festac, Lagos Retail 

Delta Mall Warri, Delta State Retail 

Circle Mall Lekki, Lagos Retail 

The George  Ikoyi, Lagos Hotel 

Park Inn  Abeokuta, Ogun State Hotel 

 

Table 1 : Major Property Developments in 2015 

Source : FDC Research, Northcourt, Broll 



ments given their importance in the country as well as their cur-

rent alignment in terms of governance; the same political party at 

the center and state means there will be better coordination in 

achieving common goals. It is also an advantage for real estate in 

Lagos that the current minister of works, power and housing was 

a former governor of Lagos state. 

Considering that the government‘s intention for the real estate 

sector is now clearer, we think this will boost confidence levels of 

private investors in the sector. The government‘s anti-corruption 

stance is also likely to reduce the amount of money going out of 

the country and increase inflows into sectors in the economy such 

as real estate.  

Furthermore, the reduction of the benchmark interest rate by the 

Central Bank should also be a catalyst for growth in real estate as 

it is expected to encourage borrowing for both buyers and proper-

ty developers. Ongoing projects scheduled for delivery in 2016 

would likely be completed and mega cities such as the Eko Atlan-

tic city will continue to attract investors provided that no addition-

al headwinds materialize.  

As a result of the above, new property developments may lead to 

a further increase in vacancy factor and the surplus might cause 

rental prices to fall slightly. 
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Name Location Type 

Madina Tower  Lagos Office 

The Wings Towers  Lagos Office 

Eden Heights Lagos Residential 

Alliance Place  Lagos Office 

Heritage Place Lagos Office 

World Trade Centre  Abuja Mixed Use 

Maryland Mall  Lagos Retail 

Benin Mall  Edo Retail 

Abeokuta Mall  Ogun Retail 

 

Table 3 : Major Property Developments Scheduled for Delivery in 2016 

Source : FDC Research, Northcourt, Broll 



Risks 

Despite the opportunities, we fear that if the current macroeco-

nomic headwinds persist, the R&C sector may continue to experi-

ence a slowdown in activity and growth. A continuous decline in 

oil prices implies that the government may not meet its revenue 

projections, which may inhibit its ability to fund all items in the 

budget. Hence, there is a risk that the government may not make 

much progress with infrastructure and housing developments. 

In addition, continuous forex restrictions and the resultant in-

crease in the price of building materials may discourage new de-

velopments. The alternative option is for property developers to 

raise property prices to reflect the increase in costs, but this is 

unlikely to yield any meaningful response from buyers given the 

squeeze on household wallets. Even with lower interest rates, in-

vestors may be unwilling to take loans to expand their businesses 

if buyers show no significant interest in demand for properties.  

 

Conclusion 

The real estate and construction sector is poised to recover from 

the slowdown in 2015 if government can honor its commitments 

in the budget. However, a lack of clarity in exchange rate policy 

and the possibility of a further plunge in government revenues 

may hinder progress in the sector.  

Regardless, we believe that even with a lackluster demand, prop-

erties with the right pricing, suitable location, good finishing and 

interesting perks will not stay in the market for long. 
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Collective Investment Schemes (CIS) In-

dustry in Nigeria 

Generally speaking, the CISs‘ industry in Nigeria has not been 

given the attention it deserves; the growth in mismanaged funds 

over the years and the few players in this space point to the static 

nature of the industry. Recent data (December 31, 2015) from 

the Securities & Exchange Commission (SEC) shows that the net 

asset values of funds management and collective investment 

schemes was valued at N263.81bn, which translates to 1.25% of 

Nigeria‘s capital market and 0.23% of the GDP. 

Lack of proper management has contributed to their lack luster 

performance, despite the fact that CISs have been available in 

Nigeria for over 20 years. One of the first registered unit invest-

ment schemes was in the early 1990s and many followed shortly 

thereafter. There are currently about 60 funds. These funds are 

managed by a total of 28 fund managers comprising of commer-

cial bank‘s subsidiaries and other financial institutions.  

While Nigeria‘s current performance in the CIS industry is poor, 

with just 18.4% market capitalization to GDP ratio, a quick glance 

at its economic colleagues suggest that there is opportunity for 

improvement. CISs form an integral part of financial markets in 

countries such as South Africa, Malaysia, China and India which 

produce CIS industries with a market capitalization to GDP ratio of 

69% and above. 
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Country % Market Capitalization to GDP 

Nigeria 18.4% 

South Africa 160.1% 

Malaysia 159% 

United States 118% 

China 75% 

India 69% 

Kenya 36.7 

Ghana 9% 

 



Further research into these markets shows that the depth and 

breadth of these financial markets are not only in their financial 

product offerings but also their sophistication. A global competi-

tiveness report from the World Bank on financial market sophisti-

cation showed that Nigeria consistently ranked below the middle 

of the pack. Rankings range from 43 to 135 out the 140 countries, 

and register well below South Africa, Nigeria‘s continental eco-

nomic peer. 

www3.weforum.org/docs/gcr/2015-2016/

Global_Competitiveness_Report_2015-2016 

 

Challenges Leading To the Poor CISs Perfor-

mance 

There are a number of challenges that contribute to the lack lus-

ter performance of Nigeria‘s CISs, including a lack of sufficient 

data on the industry, poor communication of the value of the CISs 

to investors, and poor distribution outlets. However, there are 

three major challenges that CISs has yet to overcome, in addition 

to the fund mismanagement discussed above. These are out-

dated and ineffective regulation, gun-shy investor sentiment, and 

perhaps most importantly, a significant unbanked population. In 

terms of regulation, defining the scope of CISs regulation and 

deepening the industry remain a challenge. Without regulatory 

involvement and structure investor confidence cannot be restored.   

Just like two sides of the same coin, the CIS regulatory function in 

Nigeria can be a challenge and an opportunity giving different cir-

cumstances. 
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Financial Sophistication 

Nigeria 

Ranking 

South 

Africa 

Ranking 

Affordability of Financial Services 122 21 

Availability of Financial Services 86 6 

Financing through local equity market 43 1 

Ease of access to loans 135 32 

Venture capital availability 128 47 

 



The presence of lax and loosely enforced rules and regulations 

could enhance an environment of widespread theft and misman-

agement of funds. Systemic financial auditing and tight manage-

ment controls are ways to ensure proper management of funds. 

Globally, there have been cases in which managers were convict-

ed and charged for theft and deliberate mismanagement. This 

therefore makes the function of regulators as protectors of inves-

tors paramount. 

On the other hand, strict regulations would help promote a 

healthy investment environment. One that would guarantee the 

safety of investors‘ funds and ensure confidence is maintained. 

The poor state of regulation in the case of CISs does little to en-

courage individual investors who are already nervous to invest in 

Nigeria‘s financial markets following the 2008 stock market crash 

and the recent rout in markets. The stock market capitalization 

crashed to N4.6trn from a peak of N13.5trn recorded in 2008. Till 

date, this has left a bitter taste in the mouth of investors. A good 

number of investors who participated in the stock market have 

refused to engage in further transactions. 

But perhaps the largest challenge is convincing Nigerians to even 

participate in the country‘s formal financial system. About 46.3% 

of Nigeria‘s population is unbanked. Accordingly, wooing them to 

invest in such schemes is premature, to say the least. Financial 

inclusion is a critical first step to the success of CISs in Nigeria, 

and a challenge that exceeds the scope of this discussion. None-

theless, so long as 46.3% remain uninvolved, growing a success-

ful CIS industry will be an uphill battle. 

 

Opportunities to grow and develop the CISs sec-

tor 

The same challenges, when looked at another way, can by and 

large also be seen as opportunities.  

From the regulatory perspective, the SEC is more than willing to 

see the CIS industry realize its potential in Nigeria. They have or-

ganized round table discussions, public seminars and open discus-
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sions to encourage more domestic investor participation. The cen-

tral issues have been on regaining investor confidence in the mar-

kets and promoting accessibility to the Nigerian capital markets. 

The governing body is also proposing that fund managers attain 

certain qualifications as well as adopt international standards for 

reporting. These efforts are aimed at professionalizing the man-

agement of collective investment schemes. 

The entire investing public also presents an opportunity for 

growth of CISs. Data from the Central Bank of Nigeria in June 

2015 showed that about N13.5trn accounted for total time and 

savings deposits held in Nigerian banks. These investors ought to 

be the first targets for collective investment schemes. Their choice 

of time and savings deposits may be due to the lack of investment 

options, or lack of awareness of options, rather than preference. 

To this end, SEC began a campaign to educate savers and inves-

tors on the importance of growing the sector.  

Finally, the unbanked population, while a very challenging seg-

ment to engage, still presents the most attractive opportunity in 

the long term, as the Central Bank of Nigeria proceeds with its 

financial inclusion initiative. Reforms in the Nigerian financial ser-

vices subsectors such as banking, insurance and microfinance 

subsector will encourage financial institutions to make incursion 

into untapped markets as these. Once this is achieved, institu-

tions can leverage on the existing platforms to introduce collective 

investment schemes and other investment products. It is there-

fore important that SEC‘s awareness programme has to be inte-

grated with the CBN‘s initiative. 

 

Trends/Outlook 

While the challenges facing the effective implementation and up-

take of CISs are significant, we believe the sector is destined to 

record growth similar to its peers in other economies. There is no 

doubt that there is support from the stakeholders to overcome the 

hurdles. A number of financial institutions are willing to provide 

these services to ―new markets‖; Regulators, such as the NSE and 

SEC, have shown their resolve to educate investors of its im-

portance and guarantee them of its safety; and fund managers 

are eager to obtain a competitive edge through CISs distribution.  
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This will make the difference in the industry as more fund manag-

ers compete for more market share. We therefore believe that the 

outlook is positive. 

As the CISs market begins to mature, we would expect to see an 

increase in the size of total assets under the CISs as a percentage 

of total investment alternatives. There will also be more invest-

ment awareness among retail investors. The heightened aware-

ness among investors will be the primary driver of increased CIS 

penetration, thus reinforcing CISs as a demand pull product ra-

ther than a push product. 

The Nigerian economy will also benefit considerably from these 

developments. A deeper and broader capital market and the influx 

of foreign and domestic investors would be the initial signs. An-

other impact would be a larger contribution of the financial ser-

vices industry to non-oil GDP. This would definitely lead to in-

creased productivity for the country. Furthermore, the CIS indus-

try has been acknowledged to give support to small and medium 

enterprises (SMEs) by giving access to investment and funding. 

Easy access to funding and support for SMEs would give the econ-

omy a solid boost; SMEs are the lifeline of most economies. 

Reference: 

– w w w 3 . w e f o r u m . o r g / d o c s / g c r / 2 0 1 5 - 2 0 1 6 /

Global_Competitiveness_Report_2015-2016 

– ht tps: / /www.kpmg.com/IN/en/ Is suesAndIns igh ts/

Art iclesPubl icat ions/Documents/Indian-Mutual-Fund-

Industry.pdf 

– BlackRock, March 31, 2014. Professional Guide to Investment 

Trust: Debunking the Myths https://www.blackrock.co.uk/

literature/brochure/adviser-guide.pdf 

– Collective Investment Schemes in Emerging Markets. http://

news.mak.ac.ug/documents/Makfi les/theses/Grace%

20Flavia%20Lamuno.ps 

– Securities and Exchange Commission, Nigeria. DATE. TITLE OF 

PAGE. http://www.sec.gov.ng/collective-investment-schemes-

explained.html 
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Global Perspective – Culled from the FT 

IEA warns oil market could ‗drown in oversupply‘ 

 The oil market ―could drown in oversupply‖ as a rise in Iranian 

output offsets production cuts elsewhere, threatening a fur-

ther price collapse, the world‘s leading energy forecaster has said. 

In a stark assessment of the challenges facing the global oil in-

dustry, the International Energy Agency warned on Tuesday of an 

overhang of at least 1m barrels a day for a third consecutive year 

in 2016. 

Production outside the OPEC cartel would decline this year, the 

IEA said. But that would be offset by slower demand growth 

and higher production from Iran now that sanctions linked to its 

nuclear programme had been lifted. 

―Unless something changes, the oil market could drown in over-

supply,‖ the wealthy nations‘ energy watchdog said in its closely 

watched monthly oil market report. 

It said if Iran — a powerful member of the producers‘ group — 

moved quickly to offer its oil under attractive terms and its OPEC 

peers such as Saudi Arabia refused to ―stay on the sidelines‖, 
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prices could lurch lower. 

In this scenario the Paris-based agency said there would be enor-

mous strain ―on the ability of the oil system to absorb‖ the glut. 

―The exact pace of the flow is hard to tell, but Iran is showing 

they are back in the game,‖ said Neil Atkinson, the new head of 

the IEA‘s oil market division. 

―Saudi Arabia and others are going to ensure they don‘t lose out. 

They are not going to give up the fight and say ‗welcome back‘. 

For all intents and purposes, this is a free market.‖ 

Oil sank to fresh 12-year lows this week below $28 a barrel, but 

had rebounded slightly on Tuesday as hedge funds took profits on 

their bets on lower prices. 

However, those gains were short-lived, as crude fell back in early 

Asian trading on Wednesday. 

West Texas Intermediate traded as low as $27.92 a barrel, down 

1.9 per cent from Tuesday, while Brent, the international bench-

mark, was down 0.5 per cent at $28.61, after dropping on Mon-

day below $28 for the first time since September 2003. 

Robust data on Chinese oil consumption had been the prop for 

prices on Tuesday. 

Oil prices have tumbled almost 75 per cent in 18 months as the 

largest producer countries have refused to give ground, with sup-

plies and inventories ballooning to near-record levels. 

Global oil stocks rose by 1bn barrels in 2015 from the year before 

and the IEA has forecast a further increase of 285m barrels over 

the course of 2016. 

―Despite significant capacity expansions over 2016, this stock 

build will put storage infrastructure under pressure and could see 

floating storage become profitable,‖ IEA added. 

Iran has vowed to boost output by 500,000 b/d. The IEA esti-

mates that about 300,000 b/d of additional crude from the power-

ful Opec member could be flowing to world markets by March. 
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This will offset the first year-on-year fall in non-Opec supply — of 

600,000 b/d in 2016 — since at least 2012. Last year production 

from outside the Opec producers‘ group, led by the ―stubbornly 

robust US‖, grew 1.3m b/d from the previous year to 57.6m b/d. 

 

Iran storms back into glutted oil market 

Increase in output ordered following lifting of sanctions 

 

 

 

 

 

 

OPEC production — led by Saudi Arabia and Iraq — has been 

ramped up over the past 12 months. It averaged 32m b/d in 

2015, some 1m b/d more than 2014. 

―OPEC has effectively been pumping at will since late 2014, when 

the group agreed to maintain production in defense of market 

share,‖ said the IEA. ―This year is likely to see output well beyond 

32m b/d from the 13-member group.‖ 

Separately, while there had been ―one of the highest volume in-

creases in global oil demand this century‖ in 2015, the IEA fore-

cast a lower rate this year. 

―The new year has been awash with pessimism about economic 

growth,‖ it said. 

A warmer winter, a stronger dollar and subsidy cuts in producer 

nations have also weakened the demand outlook. 

Overall the IEA expects demand growth to moderate from almost 

1.7m b/d in 2015 to 1.2m b/d this year. 
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Macroeconomics Indicator 

 

Inflation 

The headline inflation for December was 9.6%, higher than 9.4% 

in November, the highest level seen since February 2013. The rise 

can be linked to the increase in imported food items due to the 

unceasing shortage in foreign exchange supply. The fuel supply 

bottlenecks and the festive season also contributed to the hike. 

The core index stayed flat for the 3rd consecutive month, while 

the food sub-index increased to 10.6% from 10.3% in the preced-

ing month. All other major food categories increased at a faster 

pace in December, with the exception of eggs, milks and cheese 

category.  The urban index increased from 9.4% to 9.7% in De-

cember, while the rural index rose at a slower pace to 9.4% from 

9.3% in the previous month.  

 

Outlook 

We expect the inflation rate to maintain upward trend in the com-

ing months. This will be driven by imported inflation following the 

continued use of forex controls. The CBN recently halted the sale 

of dollars to Bureau De Change (BDC) operators while oil prices 

are struggling to stay above $30pb in the global market. The hike 

in electricity tariffs which will be effective from February 1 is ex-

pected to impact on prices.  

 

Money Market 

The money market commenced the year with a significantly high 

liquidity position. The market opened with N1.14trn, 26% higher 

than December‘s opening position of N903.04bn. The high market 

liquidity is attributable to the impact of the accommodative policy 

stance of the CBN at the MPC meeting held in November. The in-

flows from OMO repayments complemented the reduction in CRR 

to 20%.  Banks made provision for forex during the period under 

review which resulted in the decline in liquidity to as low as 
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Source:  NBS 

Chart 4: Headline Inflation (%) 

Source: FMDQ, FDC Research 

Chart 5: NIBOR (% p.a.) 



N324bn in the first week of the month. This resulted in an uptick in 

interbank interest rates (OBB, ON) from the band of 0.5-1%p.a. to 

1-2.50%p.a. However, there were refunds of excess provision for 

forex sales during the period which boosted liquidity. The CBN re-

sumed its frequent intervention through OMO auctions after sus-

pending it for about 2 months in order to moderate market liquidity 

level. The DMO held its bi-monthly Treasury bill raising approxi-

mately N232bn at an average yield of 5.758%p.a. Furthermore, an 

estimated N75bn was issued at the monthly auction for January. 

The short term interest rate (OBB, ON) averaged 1.43%p.a. relative 

to the 0.8%p.a. in the corresponding period in December.  

 

Outlook 

The market is anticipated to remain liquid following the suspension 

of the weekly forex sales by the CBN to BDCs and the IFEM. The 

expected inflow of the monthly Federation Accounts Allocation Com-

mittee (FAAC) for December estimated at N350bn will further boost 

market liquidity. The CBN is likely to continue the sales of OMO auc-

tions to moderate market liquidity. Thus, interbank interest rates 

(OBB, ON) may trade within the band of 1-2.5%p.a. 

 

 

Oil Market 

 

Oil prices 

Brent crude prices averaged $32.09pb in the period of January 4th 

– 19th, which is 17.7% lower than the average of $39.02pb in the 

previous month. In January 19th, Brent crude prices fell to a 13 

year low of $28.76pb while WTI sold for $28.46pb in the global 

market. The Chinese equity market turmoil and the surprise devalu-

ation of the Yuan, the strengthening of the dollar against a basket 

of other currencies and the removal of nuclear sanctions placed on 

the 3rd largest oil producer in OPEC – Iran weighed heavily on pric-

es of the black gold.  
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Outlook 

We expect oil prices to trade at current levels in the short-term. The 

Iranian oil barrels will come on-stream as the country plans to push 

out 500,000bpd in the next few weeks and 1mbpd after a month. 

This will increase the glut in the market. The slowdown in China and 

other emerging economies will dampen the demand for oil. Three 

(3) major investment banks – Morgan Stanley, Goldman Sachs and 

Citigroup have projected that oil prices will crash further into 

$20pb. The current low price environment is detrimental for Africa‘s 

largest economy as they rely heavily on the proceeds from oil.  

There will be a significant reduction in government revenues and 

foreign earnings.  

 

Oil Production 

Nigeria‘s oil output slowed in December to 1.79mbpd from 

1.86mbpd in November, which 18.6% lower than the production 

benchmark of 2.2mbpd and 0.5% below Nigeria‘s OPEC quota of 

1.8mbpd. Oil production in the fourth quarter of 2015, was an aver-

age of 1.86mbpd higher than 1.85mbpd in the third quarter of the 

same year. This increase can be linked to the reduction in the inci-

dence of pipeline vandalism during the quarter.   

 

Outlook 

Oil production is projected to average 2.2mbpd as stated in the 

2016 budget. This production target appears unrealistic due to cur-

rent headwinds in the energy sector. In the southwest of Nigeria, 

pipeline vandalism has resurfaced, threatening the volume of oil 

produced.  In the oil & gas sector, there has been a significant out-

flow of foreign direct investments as well as projects being delayed 

or even slashed due to the very low oil price environment. This will 

tamper with the volume of oil barrels produced in the long-term. 

 

Forex Market 

The persistent foreign exchange scarcity due to dwindling oil prices 

continues to weigh negatively on the local currency. At the parallel 
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market, the naira reached an all time low on the 15th of January, 

depreciating against the dollar by 14.6%, trading at N305/$ com-

pared to N266/N at the beginning of the year. The currency ap-

preciated at the interbank market by 1.05%, trading at N197.28/

$ compared to N199.37/$. The administrative measures taken by 

the CBN to stop dollar sales to Bureau De Change (BDC) will also 

exert further pressure on the currency.    

 

Outlook 

The naira is expected to remain volatile in the coming month driv-

en by speculative demand as a result of the downward trend in oil 

prices and dwindling external reserves. CBN‘s suspension of forex 

sales to the BDCs will continue to weigh on the market. 

 

External Reserves  

The external reserves has maintained a downward trend, as re-

serves depleted to a low of $28.62bn as at January 15th, 2.92% 

lower than $29.48 in the previous month, and 16.9% lower than 

$34.51bn same period last year. Foreign portfolio inflows have 

been declining amid sustained low oil prices which have had a 

negative impact of external reserves. The reserves import and 

payment cover is 4.63 months 

 

Outlook 

We expect the external reserves to continue in the downward 

trend, albeit at a slower pace, following the decision of the CBN to 

suspend the sales of forex to BDCs. The apex bank has stated 

that it will intervene at the IFEM only when it is necessary.  

 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Page 27 

 

   A Financial Derivatives Company Publication 

 :  7739831, 7798998, 2715414;    Email: fdc@hyperia.com;  Website: www.fdcng.com 

Source: CBN, FDC Research   

Chart 8 : External Reserves ($'bn) 

Source: CBN, FDC Research   

Chart 7 : Forex N/$ 



Stock Market Update 

The euphoria that greeted the late Santa Claus rally of 2015 had 

hardly worn off before a carnage of unprecedented proportions hit 

the stock market in the first two weeks of the year. Foreign portfo-

lio investors hurriedly offloaded their equity positions on the bourse 

amidst foreign exchange restrictions and reservations on the gov-

ernment‘s position on valuation of the currency. Rout in oil prices 

also raised fears on the health of the economy given that 70% of 

government‘s revenue is funded by revenue from the sale of crude 

oil. On Monday 18th, Light Brent crude traded at $28.57, its lowest 

point in 13 years. 

The NSE ASI closed at 22,550.83 at the close of trading, its lowest 

point since December 2012. Market capitalization also reduced by 

21.27% from N9.85 trillion to N7.76 trillion shedding over N2 trillion 

in the two weeks under review. Consequently, the year-to-date 

(YTD) return on the market was -21.27% making the NSE the worst 

performing bourse in the world already this year. 

All sectors recorded negative performance in the first half of the 

month. Banking sector led the losers chart shedding 23.19% as for-

eign portfolio investors dumped stocks of Zenith (down 35.94%), 

Guaranty Trust (-25.58%) and FBNH (-30.02%). Consumer goods 

sector didn't fare any better as it lost 21.15% during the period un-

der review. Nigerian breweries (-30.88%), Guinness (-14.54%), 

Nestle (-18.25%) and Cadbury (-26.30%) were also sold off by 

portfolio investors concerned over weakening market fundamentals.  

Industrial goods sector also shed 22.13% as Dangote cement, the 

most capitalized stock on the index lost 27.29% in the first two 

weeks of the year. The insurance sector managed to loose just 

6.38% as 77% of the stocks in the sector are already trading at the 

price limit of 50kobo.  

During the period, financial services sector dominated activities on 

the exchange accounting for 60.43% of total value traded. Consum-

er goods sector accounted for 24.97% whilst industrial goods, oil 

and gas and conglomerates accounted for: 9.44%, 0.90% and 

1.14% respectively. Total volume of shares traded within the period 

was 2.61bn, while market breadth decreased to 0.09x as 9 stocks 

advanced against 63 stocks that declined. 118 stocks remained un-
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changed during the period under review.  

 

Corporate Disclosures 

Guinness Nigeria Plc has acquired the rights to distribute McDow-

ell‘s, which is a mainstream spirits brand of United Spirits Limited 

(USL) in Nigeria. USL is an Indian mainstream business, which is 

also a subsidiary of Diageo Plc. 

FCMB announced that its Q3 2015 results will be released before 

the end of January 2016. This was communicated in a letter to the 

NSE in which a warning was sounded on earnings expectations giv-

en the rise in impairments. 

 

Outlook  

The market is currently in bear territory having been oversold in the 

first two weeks of January. Market P/E ratio is currently attractive 

at 7.2x but market fundamentals are too weak to attract investors 

despite the strong technical indicators.  

We expect the market to record marginal gains in the last two 

weeks of the month as long-term investors take advantage of low 

prices whilst speculators cut losses and unwind their positions. 

However, release of full year 2015 results may depress the market 
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further as several listed companies have reviewed earnings forecast 

downwards.  

Spotlight will be on crude oil prices and the central bank as inves-

tors expect decisive action(s) from the CBN following the increased 

pressure on the naira.  

Whilst it is almost impossible to time the market, several value 

stocks are trading at all time lows and it can be argued that the 

market is about to bottom out. Long-term investors can pick up 

bargains in stocks with good fundamentals at current price levels.  
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Corporate Focus - Presco 

 

Equity Report: Presco Plc (Presco) 

Analysts Recommendation: BUY 

Recommendation Period: 365 days 

Target Price: N42.17 

 

Analysts Note 

As the bloodbath at the Nigerian stock exchange continues and the 

Nigerian economy slows down, investor concern over the country‘s 

economic path is increasing. Many investors have also decided to 

stay and watch till the economic storm subsides. However, the 

prescient and forward-looking investors are considering various sec-

tors of the Nigerian economy that could gain significantly in the 

coming years. One of such industries is agriculture. Besides the 

common rhetoric of Nigeria‘s huge agricultural potential, the current 

government has shown commitment towards ensuring agriculture 

becomes a major foreign exchange earner. Agricultural products 

that could earn Nigeria significant foreign exchange include oil 

palm, rubber and cocoa. Presco Plc, Nigeria‘s leading fully integrat-

ed palm oil company with investments in rubber cultivation, is a 

significant player in the country‘s agricultural sector. 

Despite adverse economic conditions that have seen many compa-

nies significantly lose revenue and market share, Presco continues 

to flourish. Presco‘s Q3‘ 2015 financials shows that revenue in-

creased by 16.2% while net earnings increased by an astonishing 

58.8%. This growth in revenues and net earnings can be attributed 

to Presco‘s expansion of its oil palm cultivation area and improved 

yields.  

 

Profile 

Presco is a fully integrated agricultural company that is involved in 

the cultivation of oil palm and the extraction, refining and fractiona-

tion of crude palm oil into finished products. Incorporated in 1991, 

Presco is a subsidiary of Siat S.A, a Belgian agro-industrial company 
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specialized in industrial as well as smallholder plantations of tree 

crops. Presco is the only fully integrated palm oil company in Nige-

ria with oil palm plantations, palm oil mill, palm kernel crushing 

plant and vegetable oil refining plant. Presco has operations in 

Obaretin Estate (Edo State), Ologbo Estate (Edo State) and Cowan 

Estate (Delta State). The specifications of the company‘s facilities 

are as stated below: 

 11,760 hectares of oil palm plantations  

 Palm oil mill with capacity of 60 tons of fresh fruit bunches/hour 

 Refinery/fractionation plant with a capacity of 100 tonnes/day 

 Palm kernel crushing plant with a capacity of 60 tonnes/day 

Presco is the Nigerian market leader for specialty fats and oils, and 

its products include special palm oil; refined, bleached and deodor-

ized palm oil (RBDO); palm fatty acid distillate (PFAD); olein; stea-

rin; crude palm kernel oil (CPKO); refined palm kernel oil (RPKO).  

Presco‘s plan of scaling up investments has seen it grow its asset 

base. Both current assets and non-current assets had a compound 

annual growth rate (CAGR) of 4.1% and 12.8%, respectively. Be-

tween 2011 and 2014, profit after taxation (PAT) had a CAGR of 

20.42%. 

Source: Presco Plc Annual Reports 
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 2014 2013 2012 2011 CAGR

N'000 N'000 N'000 N'000 %

ASSETS

Non-current assets 31,749,381           28,494,018      25,543,349        22,137,157       12.77%

Current assets 3,195,791             4,169,281        2,463,156          2,832,866         4.10%

Total non-current liabilites (10,689,340)         (10,882,004)    (8,129,003)        (3,656,075)       42.99%

Total current liabilites (4,296,684)            (4,399,226)      (2,789,404)        (2,574,962)       18.61%

Net Assets 19,959,148           17,382,069      17,088,098        18,738,986       2.12%

CAPITAL AND RESERVES

Share capital 500,000                 500,000            500,000              500,000             0.00%

Share premium 1,173,528             1,173,528        1,173,528          1,173,528         0.00%

Retained earnings 18,213,854           15,708,541      15,371,339        17,083,877       2.16%

Other reserves 71,766                   -                     43,231                (18,419)             N/A

Total Equity 19,959,148           17,382,069      17,088,098        18,738,986       2.12%

COMPREHENSIVE INCOME

Revenue 9,137,704             8,485,143        11,251,521        8,536,172         2.30%

Profit Before Taxation* 3,420,308             2,333,971        3,875,622          2,721,457         12.11%

Taxation (814,996)               (996,768)          (387,553)            (924,680)           -6.12%

Profit After Taxation* 2,605,312             1,337,203        3,488,069          1,796,777         20.42%

PRESCO PLC



Management 

Presco Plc has an experienced management team that has helped 

ensured its growth through the years. This team that is currently 

driving Presco‘s goal of scaling up its already large operations and 

diversifying its revenue stream is led by Mr. Pierre Vandebeeck. Mr. 

Pierre Vandebeeck, a Belgian native, chairs the Board of Directors 

at Presco Plc. Mr. Vandebeeck commenced his accomplished career 

with Afrifina S.A in 1969 before moving to the Democratic republic 

of Congo where he solidified his knowledge of agricultural products 

such as cocoa, coffee, rubber and palm plantations and worked in 

various capacities in these sectors. He subsequently joined Socfinco 

S.A. in 1974 and introduced its Nigerian chapter. Mr. Vandebeeck 

also previously served as plantation manager at Adapalm and the 

10,000-hectare Risopalm oil palm project. He joined Presco in 1991 

as a managing director and before assuming the position of chair-

man in 2010. Mr. Vandebeeck‘s studied Chemistry at the Higher In-

stitution for Chemistry, Sint Truiden, Belgium and earned a Tropical 

Agriculture Engineering from Agricultural College, Vilvoorde, Bel-

gium. 

Mr. Felix Onwuchekwa Nwabuko is the Managing Director/CEO of 

Presco. He is a seasoned charted accountant with a vast knowledge 

and experience in different industries, international and local. His 

experience includes a ten year professional stint with KPMG, eight-

een years of managerial expertise in large scale industrial oil palm 

plantation and processing enterprises as well as a seven year run in 

finance project management in the UK. He is also the MD of Siat 

Nigeria Limited. Mr. Nwabuko is an alumnus of Manchester Business 

School, United Kingdom and University of Benin, Nigeria. He is also 

a fellow of institute of Chartered Accountants of Nigeria, Associate 

of Chartered Institute of Taxation Nigeria and a member of the In-

stitute of Directors, United Kingdom. 

Mr. Georges Piana, another Belgian native on the board, serves as 

an executive director. He joined Presco Plc as a Chief Operating Of-

ficer in March 2012. He has also garnered professional experience 

with PetroFina International Group, Fina Petróleos de Angola, Total 

Uganda Limited (subsidiary of Total Overseas), Total Petrochemi-

cals, EGMF (Entreprise Générale Malta Forrest of the GFI Group). 

With these establishments he held roles involving Management, 
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Control, Administration and Budgets, Audit, Overseas HR Manage-

ment, Recruitment & Selection, Asset And Cash Management. He is 

an alumnus of IAG (Institut d'Administration et de Gestion) de l'UCL 

à Louvain-la-Neuve.  

Mr. Nicholaas Marthinus Oosthuizen serves as an Executive Director 

on the board of Presco Plc.  He has a bachelor‘s degree in Agricul-

ture in Plant Production from the University of South Africa.  His 

previously worked as a General Manager Of Kapunga Rice Project, 

Tanzania prior to stints as a Regional Production Manager Of AZ-

Agro, Member Of Dreyfuss Group, Russia and Agro-Technical Advi-

sor Of Kaboji Farm And Member Of Flour Mills Of Nigeria. 

In sum, the Presco‘s executive management team comprises of in-

dividuals that possess the requisite experience to steer the compa-

ny towards actualizing its full potential in the Nigerian palm oil in-

dustry and wide agricultural space. 

 

The Bulls Say and the Bears Say 

Bulls Say: 

 Investment  in rubber production has led to further diversifica-

tion of Presco‘s revenue stream 

– The company has also increased investment in its oil palm 

business  

 Nigeria‘s growing population provides Presco a strong market 

base and a leads to increased demand for palm oil products 

 Proximity to raw materials 

 High tariff on imported palm oil products gives Presco and other 

domestic producers the opportunity to compete 

 Favorable government policies aimed at supporting agro-allied 

business, especially businesses such as palm oil with huge ex-

port potential 
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Bears Say: 

 Intense competition from major palm oil producers and industri-

al estates such as Okomu and PZ Wilmar 

 Foreign exchange pressures which could weaken the naira and 

lead to higher finance costs 

 Persistent macroeconomic headwinds that have reduced con-

sumer demand for products that use palm oil as a key ingredi-

ent 

 Despite tariffs imposed on imported palm oil products, local 

crude palm oil is still regarded as being expensive and this had 

resulted in higher smuggling of palm oil products 

 

Investment Thesis 

FDC places a BUY recommendation on Presco Plc based on a com-

prehensive review of the company‘s intrinsic valuation, an analysis 

of its increased investment in its palm oil business as well as diver-

sification into rubber production, improved operational efficiency, 

utilization of higher yields, experienced management and favorable 

government policy targeted at promoting agro-allied business, es-

pecially those with huge export potential. Presco‘s current price is 

due to overall negative investor sentiment in the Nigerian bourse, 

which has already lost about 21% YTD. 

In addition, recent results from Presco underscore the companies 

drive towards improving its bottomline and strengthening its foot-

print on the Nigerian agricultural landscape. For Q3‘2015, Presco‘s 

revenue increased significantly by 16.2% compared to Q3‘2014. 

The 9-month result also shows improvement in operational efficien-

cy. Cost of sales as a percentage of revenue dropped dramatically 

from 57.8% in Q3‘2014 to 41.5% in Q3‘2015. Selling, general and 

administrative expenses as a percentage of revenue increased mar-

ginally from 19.9% in Q3‘2014 to 20.6% in Q3‘2015 while net in-

come margin jumped from 32.1% to 43.8% during the respective 

period.  

In view of Presco‘s current and future investment plans, alongside 

the country‘s desire to improve export earnings through sale of 
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cash crops, Presco is a company that evinces Nigeria‘s potential as 

an agricultural powerhouse. The company plans to increase its oil 

palm plantation to a target of 20,000 hectares in 2020 from its cur-

rent 11,760 hectares. Its rubber cultivation is projected to cover 

10,000 hectares in 2020.  And besides its expansion into rubber 

production, Presco also intends to delve into cocoa production. 

Hence, given the company‘s ambitious goals and Nigeria‘s resolve 

to invest in agriculture, Presco present an immense upside potential 

for the savvy investor. 

 

Valuation 

We derived our valuation for Presco Plc by using the discounted 

cash flow methodology. Our fair value estimate for Presco Plc is 

N42.17, which is a 27.8% upside on the current price of its share 

as at 20 January, 2016. The discount rate (weighted average cost 

of capital) of 14.0% is derived using a 12.17% risk free rate (the 

yield for a 5-year FGN bond maturing in February 2020), a beta of 

0.52541, a cost of equity of 15.3% (capital asset pricing model), an 

after-tax cost of debt of 8.3%, and a market risk premium of 6%. 

The long term cash flow growth rate to perpetuity calculated is 

6.38%.  

By taking into account Presco‘s current investment, its planned in-

vestments, the growth prospects of the commodities it sells, the 

prevailing economic condition, its goal of ensuring improved operat-

ing efficiency, we forecast a five-year revenue growth CAGR of 

14.4%. Furthermore, the company‘s earnings are projected to have 

a five-year CAGR of 18.7%.  
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Risk 

The major risks that could hamper Presco Plc from achieving its 

goal of boosting revenues and earnings as well as diversifying in-

clude policy risk, currency risk, market risks, poor weather condi-

tions and security challenges. 

In addition, the persistent security challenges in the north-east limit 

Presco Plc‘s sales strategies in the area, thereby negatively impact-

ing its potential to increase revenue and expand its client base in 

the region.  Adverse weather conditions such as inadequate or ex-

cessive rainfall is another factors 

While these risks that Presco faces could severely threaten the 

achievement of its long term objectives, the company has an ade-

quate risk management policy aimed at ensuring that it delivers 
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2015E 2016E 2017E 2018E 2019E Terminal Value

N'000 N'000 N'000 N'000 N'000 N'000

Revenues 10,233,986           11,768,420      13,532,952        15,562,092       17,895,522           

Cost of Sales (4,125,040)            (3,765,894)      (4,330,545)        (4,979,869)       (5,726,567)            

Gross Profits 6,108,946             8,002,525        9,202,408          10,582,223       12,168,955           

Gain/(loss) on biological assets revaluation 1,770,440             892,354            985,658              1,092,962         1,214,455             

General & Administration Expenses (311,616)               (633,036)          (923,624)            (1,354,604)       (1,105,963)            

EBITDA 7,567,770             8,261,844        9,264,441          10,320,580       12,277,447           

Depreciation & Amortisation (2,073,623)            (2,293,965)      (2,668,352)        (3,043,634)       (3,501,402)            

EBIT 5,494,147             5,967,879        6,596,089          7,276,946         8,776,045             

Less: Taxes (1,517,926)            (1,554,079)      (1,717,670)        (1,894,970)       (2,285,346)            

EBIAT (Unleveled Net Income) 3,976,221             4,413,799        4,878,419          5,381,976         6,490,698             

Plus: Depreciation Expense 2,073,623             2,293,965        2,668,352          3,043,634         3,501,402             

Less: CAPEX (4,382,993)            (4,127,477)      (4,674,180)        (4,638,416)       (5,310,058)            

Less: Change in working capital (980,086)               139,143            644,076              (603,918)           351,757                 

Unlevered Free Cash Flow (FCF) 686,765                 2,719,430        3,516,668          3,183,276         5,033,799             70,313,466       

Discounting Period 1                              2                         3                           4                          5                              

 6.38% long term 

cash flow growth 

rate to 

perpetuity 

Discount Rate (WACC) 14.0% 14.0% 14.0% 14.0% 14.0%

Discounting Factor 0.88 0.77 0.68 0.59 0.52

Present Value of Unlevered FCF 602,453                 2,092,704        2,373,976          1,885,099         2,614,994             36,526,944       

Enterprise Value 46,096,170           

Net Debt 3,928,155             

Equity Value 42,168,015           

Shares Outstanding ('000) 1,000,000             

Price per share (N) 42.17

PRESCO PLC
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value to its customers and shareholders. For instance, the company 

protects itself from currency risks by ensuring that its net exposure 

to foreign currency is kept at an acceptable level. Additionally, 

Presco‘s recent results show its ability to ensure sustainable growth 

even in times of intense macroeconomic headwinds. Given its histo-

ry of managing the dynamic Nigeria oil palm and agricultural land-

scape, alongside the solid experiential knowledge of its manage-

ment, Presco is positioned to flourish. Presco is a company with an 

immense upside potential. 
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Important Notice 

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


