Oando set to secure capital as N20bn offer closes 

The credit crunch has led to a fundamental shift in the way many companies finance themselves. Just as some companies were seeking to issue bonds instead of borrowing from the banks, others have actually banked on shareholders’ confidence to achieve the same objective. 

Pundits have warned that the inability of some of these companies to tap financial markets quickly could lead to problems. There is a common believe among market watchers that the economic pick-up will leave some companies struggling to secure working capital. Oando plc, is one big company that was prepared to access the market as quickly as possible and made its foray into the capital market on January 25, 2010 by issuing 301,694,876 ordinary shares of 50 kobo each to its shareholders at N70 per share. 

As the exercise comes to a close tomorrow (February 19, 2010) preliminary reports indicated that Oando shareholders may have given unwavering support to the offer. This should be expected because the offer was supported by ambitious profit forecast for the years ended December 31, 2010, 2011 and 2012. 

Specifically, the directors are of the opinion that barring any unforeseen circumstances, the company’s profit before tax will be N26.40 billion, N61.08 billion and N86.40 billion in 2010, 2011 and 2012 respectively. Indeed, gross profit is expected to grow by 139 percent in 2010, and grow by 62 percent in 2011 and 21 percent in 2012. Analysts at FSDH Securities Limited noted that Oando has been able to attain a desirable position in the country’s oil & gas industry looking at its profitability in the last 5 years. Its turnover increased from N103.06 billion in 2004 to N339.42 billion in 2008 representing a Compound Annual Growth Rate (CAGR) of 34.71 percent, and grew significantly by 82.59 percent between 2007 and 2008. 

An analysis of the turnover indicated that 80.82 percent, 2.75 percent and 16.44 percent was generated within Nigeria, other West Africa countries and other countries respectively. 

“Oando’s growth strategy combined with costs reduction strategies resulted in impressive performance in the profit before tax which increased from N1.46 billion in 2004 to N8.34 billion in 2008, representing a CAGR of 54.52 percent and a growth of 52.24 percent between 2007 and 2008. 

The return on average equity stood at 18.08 percent in 2008, up from 15.26 percent in 2007. The return on average assets stood at 4.30 percent a marginal increase from 3.72 percent recorded in 2007. In addition, the return on average capital employed decreased from 11.61 percent in 2007 to 10.33 percent in 2008,” FSDH stated. 

Return Analysis According to FSDH an investment in Oando stock since January 02, 2003 held up to February 15, 2010 shows a total growth of 229.92 percent. 

An investment worth of N100,000 in Oando stock in January 02, 2003 purchased 1,846 units after adjusting for transaction cost is estimated at 4 percent and at a price of N52.00 per share. The investment earned net dividends (that is less withholding tax of 10%) of N43,633.00 and total bonus of 1,200 units. The accumulated shareholding increased by 50 percent to 3,046. The market value at the valuation date is N93.99. The total value of the investment of N329,916.66 is made up of market value of N286,284.14 and dividend earned of N43,632.52. The CAGR in return within the period is 22.01 percent. 

Meanwhile, Oando shares remained on strong demand in the secondary market, even at the technical suspension price of N93.99 per unit. 

Stockbrokers attributed the development to a reflection of investors’ confidence in the company. According to brokers, “If a company is selling a Rights Issue at a discount and investors are still buying the shares in the secondary market at a higher price it means that the company has a very promising future that the investors are buying into with the expectation of reaping higher returns. The positive demand for the shares of the company implies that the existing shareholders are unwilling to sell their shares to willing buyers. Ordinarily, this would have fueled a jump in the share price of Oando as demand for the shares are greater than supply, but for the technical suspension, the price still remained at N93.99 per share at the stock market. 

The company paid a total dividend of N6.00 per share to its shareholders in the last Annual General Meeting (AGM) held in Uyo, Akwa Ibom State , having earlier received N3.00 per share as interim dividend. Speaking to newsmen recently, Group chief executive officer, Oando, Wale Tinubu said, “the Rights Issue is very important for the company as it will help refinance the acquisition of upstream asset, provide additional capital to fund the operation of the upstream business and also short and medium term investments in its gas and power business segment”. 

According to him, “The net Rights Issue proceeds is estimated at N20.437 billion after deducting the total cost of the Issue estimated at N681,312 million, (representing 3.23 per cent of the Issue), will be applied as follows: upstream assets refinancing N14.919 billion; operational capital development and upstream business development N3.883 billion; technology N3.658 billion; people N225 million and working capital N1.634 billion.”
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