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Section One
Executive Summary

The Nigerian Upstream Oil & Gas Sector Report

Executive Summary
Analyst

Since the discovery of crude oil in the early part of the 19th century, the oil and
gas industry has evolved to become an integral part of the global economy
today, shaping the global and domestic policies of many countries. The oil and
gas industry is segmented into the upstream, midstream and downstream
segments and activities across the value chain of the industry including
exploration, resource extraction, refining, transport and the trade of products.

Adeoluwa Eweje
+234 1 270 1690 ext. 318
aeweje@afrinvest.com

This initiation of coverage report focuses on the upstream sector specifically
the exploration and production of crude oil and/or natural gas from
underground or underwater fields which lies at heart of the oil and gas
industry and is the origin of its ever-shifting dynamic. Historically, the
Organization of Petroleum Exporting Countries (OPEC) and non-OPEC members
(most notably Russia) controlled a significant share of global oil production.
However, since 2014, the influence of these countries has somewhat faded as US
global oil production fell to 43.5% as at 2017, from a high of 54.3% in 1973. In
2018, global oil production was estimated to have reached 91.9mb/d due to
increased output by major producers such as Saudi Arabia, Russia and the US, as
well as depleted oil inventories across the world. Going forward, we expect a
moderate increase in production, supported by continued expansion in oil
output by non-OPEC countries (most especially the US).
On the demand side, there was an increase at a CAGR of 1.1% to 95.5mb/d in
the decade to 2016, down from 1.6% in the decade between 1997 and 2006.
This was largely due to sluggish global economic growth which affected oil
demand. In 2017, global oil demand expanded by 1.7% to 97.1mb/d on the back
of stronger growth in China (0.5mb/d) and the US (0.1mb/d). This was sustained
into 2018 but at a slower pace of 1.6% to 98.8mb/d due to weak global
economic growth prospects. Based on our outlook of the oil market, we believe
that sanctions on oil producing countries such as Iran, production challenges in
countries such as Venezuela and OPEC+ output cuts will support oil prices within
the range of US$55.0-US$60.0 in 2019.

According to data from the
Central Bank of Nigeria
(CBN), the oil sector
currently provides c.95.0%
of its export earnings and
about c.60.0% of the
revenue...

Nigerian Upstream Oil and Gas Industry
The Nigerian economy is highly dependent on the production and export of its
oil and gas resources. According to data from the Central Bank of Nigeria (CBN),
the oil sector currently provides c.95.0% of its export earnings and about
Nigeria produces oil and liquids from over 220 fields, most of which are
relatively small and have an average production less than 10,000b/d. Condensate
and Natural Gas Liquids (NGLs) are often mixed with crude oil at the field
facilities prior to evacuation, hence it is not possible to obtain the precise split of
these fractions. As a member of OPEC, Nigeria is subject to crude production
the main JV operators allocated a share of the country's quota. However,
production has been largely unaffected by quotas given exemptions and low
cuts due to already low output and is more impacted by crude thefts,
operational issues and project deferrals.
Also, civil unrest and bunkering regularly disrupts production operations in the
Niger Delta. This insecurity remains a threat even though a lot of progress has
been made since 2009. The government conservatively estimated that 250,000b/
d is stolen from the onshore delta, with the pipelines feeding Forcados, Bonny,
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Escravos and Brass worst affected. In relation to exploration, this has been
limited for many years as drilling in parts of the onshore Delta, particularly the
swamps, is too dangerous to undertake, while land ownership issues can also
delay explorers. Consequently, some IOCs have resorted to drilling deeper under
existing fields, discovering high-pressure gas reservoirs.
Also, deepwater exploration has slowed considerably due to the fiscal
uncertainty caused by the failure to pass the Petroleum Industry Bill (PIB), which
was first drafted in 2008. Without clarity on fiscal terms, exploration will not be
a priority, especially as IOCs already have significant inventories of undeveloped
discoveries, both onshore and in deepwater. However, while we expect fiscal
reforms in the industry to proceed at a slow pace, there may be respite when
deepwater product sharing contracts (PSCs) expire between 2023 and 2028 as
long-lead projects will depend on the fiscal terms negotiated upon renewal.
Another major constraint for explorers is the lack of any new licensing round
since 2007. Limited recycling of acreage and blocks has stifled drilling
opportunities despite good yet-to-find potential. Many licenses that should have
been relinquished in 2017 are still held by the same companies. Given these
issues, the absence of supportive regulation and reforms, funding constraints,
high upstream costs and ongoing fiscal uncertainty, the pipeline of major
projects is very weak. And so, we expect production to start declining post-2020,
despite significant potential for growth.

...deepwater exploration
has slowed considerably
due to the fiscal
uncertainty caused by the
failure to pass the
Petroleum Industry Bill
(PIB), which was first
drafted in 2008.

Cow
SEPLAT is an independent Oil and Gas Exploration and Production (E&P)
company with a strategic focus on Nigeria. The Company extracts crude oil for
exports while gas is sold to the domestic market. The Group has a contractual
agreement with Mercuria Energy Group Ltd. a privately held Swiss
international commodity trading company active in a wide spectrum of global
energy markets to offtake crude oil at the spot market rate while it sells its gas
to the domestic off-takers such as Azura Edo IPP through the Nigerian Gas
Processing and Transportation Company (NGPTC) controlled Escravos to Lagos
pipeline.

The crude oil currently produced by OMLs 4, 38 and 41 is light quality crude oil
Brent crude oil. Forcados blend is a Nigerian crude with low sulphur and metals
content an average API gravity of 38.0 degrees and a sulphur content of
of oil and gas. Revenue from the sale of oil is recognised only after the crude
loading facility or lifting terminals. Gas revenue is recognised when gas passes
through the custody transfer point. Gas sales accounted for up to 21.7% of
78.3%.
-2015), revenue grew at a 5-year
CAGR of 5.0%, despite deep contractions in revenue by 12.0% and 26.4% Y-o-Y
in 2014 and 2015 respectively. This came even as oil production rose by 3.3% and
19.6% Y-o-Y respectively to 24,252 boepd and 29,003 boepd in 2014 and 2015.
The decline was largely due to the abrupt fall in oil prices which began in
H2:2014 and extended into FY:2015. Revenues were also further impacted by

Afrinvest West Africa
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lower production uptime due to third party operated infrastructure (Trans
focados) being shut-in for significant periods of time. For FY:2018 our revenue

forward. Over our forecast

We forecast FY:2019 to FY:2022 revenue to grow at a CAGR of 13.0% to
US$828.33m, before moderating to a 6.0% Y-o-Y decline for FY:2023.
Our methodology for projecting revenue is based on the following assumptions:

•

Average production uptime level at 86.0% over the forecast period

•

Average revenue generated per day

•

Stable and consistent increase in average oil production

•

Consistent increase in gas production

•

Oil prices range of US$55.0 to US$60.0

We are positive about the

revenues and overall
profitability to be impacted
by three major factors over
our forecast period.

On the cost side, cost of sales rose 31.6%Y-o-Y to US$240.1m in FY:2017 as
SEPLAT incurred higher costs in crude handling fees (+311.9% Y-o-Y), royalties
(+63.6% Y-o-Y) and depletion and amortization costs (+51.1% Y-o-Y). We
estimate that cost of sales will further rise 57.7% Y-o-Y to US$378.7m in FY:2018
as the business maintains the current momentum of oil production growth. Over
our forecast period, we project cost of sales to grow and remain steady at an
average of US$444.0m, as we expect the company to maintain production at
FY:2018 levels with a faster growth rate in income from gas.
Furthermore, gross profit rose 195.5% Y-o-Y to US$212.1m in FY:2017, and we
estimate a strong growth of 78.52% Y-o-Y to US$378.7m (FY:2018) and an
average of US$355.1m between FY:2019 and FY:2023. Similar to gross profit,
operating profit expanded to US$112.4m in 2017. We project a significant
expansion to US$302.9m in 2018 and an average of US$236.3m between FY:2018
and FY:2023 based on the expanded oil and gas production. Lastly, the trajectory
outperforming in periods with impressive revenue and vice versa. In 2018
however, we estimate a 483.7% advancement in PBT to US$256.8m based on
higher oil production and prices in the year.

three major factors over our forecast period;

•

stable oil production and an improvement in uptime to an average of 80.0

•
•

stability in oil prices above US$50.0/barrel and persistent improvement in gas
production

In valuing the company, we utilized a blended valuation of the Dividend
Discount Model, Residual Income Model, Net Asset Valuation, EV/EBITDA and
forward P/E valuation models. Our model assumes a sustainable growth rate of
2.0% and produced a blended 12-month target price (TP) of US$1.78/share.
Similarly, we deployed the relative valuation methodology using EV/EBITDA and
forward P/E to arrive at respective value prices of US$2.22 and US$1.86 per share.
We consolidated the various methodologies to arrive at our 12-month blended
target price of US$1.86 or N681.50 (utilising the 1-year futures FX rate of
N366.24). Consequent on the estimated TP and the current market price, the
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Investment Thesis
Despite the recovery of oil prices to a 2-year high in 2018, upstream oil and gas companies have continued to maintain a
cautious investment approach on oil and gas assets largely due to oil price slump experienced and the reality of a subUS$80.0/b price in the medium term. Nigeria remains the largest oil producer in Africa despite recent discoveries of oil
l
outputs have struggled to average 2.0mmboepd in the last decade.
Although, there are several hydrocarbon basins in Nigeria, the Niger Delta has remained the focus of exploration for
over 60 years. Based on remaining proven commercial reserves, the Niger Delta is estimated to be half-way through its
life span. This implies that Nigeria needs to increase deepwater exploration to replace reserves. NNPC had sought to

diversify its focus in recent years beyond the basins, to the north of the Niger Delta given that deepwater exploration
remains considerably slow largely due to the fiscal uncertainty caused by the failure to pass the Petroleum Industry Bill
(PIB), which was first drafted in 2008. Consequently, foreign capital inflow into the oil and gas industry has continued to
decline as evidenced by the NBS report which showed an average decline of 70.0% Q-o-Q between Q1:2018 to Q3:2018.
Despite the implementation of 70.0% local content by contract value on upstream projects in 2010, there remains a
strong dependence on the International Oil Companies (IOCs), particularly for deep water projects. The expiry of
deepwater PSCs over the next 5-10 years could be the next best opportunity for change, although investors need clarity
soon before committing to major new deepwater investments. Hence, Nigeria's upstream outlook post-2020 is poor,
unless this fiscal uncertainty is addressed. We highlight some of our convictions that could attract investment into sector.
1.

Holistic review of the Petroleum Industry Bills and its accelerated Passage would provide the competitive advantage

that Nigeria needs to attract FDI into the sector.
2.

Providing funding for JV ventures especially among the domestic players remain a major challenge to growth in the
oil and gas sector. Several governments partnered JV projects have experienced setbacks due to lack of funding
especially from the government. The PIB seeks to create six incorporated joint ventures (IJVs), which would be able
to raise funds on international capital markets rather than relying on government to jointly fund them as is
currently the case. With a significant reduction in pipeline vandalism on onshore operations, partly attributed to the
increasing participation of indigenous players, there is also a need for increased collaboration (mergers) among
indigenous players operating on marginal fields so as to effectively utilize the oil resources available to them.

3.

To attract investment in the gas sector, the development of comprehensive gas-friendly fiscals remain critical; hence,
an increase in taxation for a sector requiring increased investment is not perceived as commercially attractive for
investors. Historically, pricing regimes which ought to be economic and market driven across the gas to power value
chain have remained far below commercially attractive and sustainable levels. Although, the provisions in the
current draft of the proposed Nigerian Petroleum Industry Bill, (PIB) seeks to attract a significant level of
infrastructure investment in the gas sector. An increase in tax and royalty on gas production will hinder the
development of large discovered offshore resources such as Nwa Doro (which has the potential to triple current gas
production).

SEPLAT, being the only listed fully upstream entity on the NSE, presents attractive opportunity for investors. We are

revenue growth rate of 9.5% over a 6-year period. Our valuation model suggests a forward EV/EBITDA ratio of 3.87x
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The Global Upstream Oil & Gas Industry

The Oil and Gas Industry
Since the discovery of crude oil in the early part of the
19th century, the oil and gas industry has evolved over
Crude oil was initially used by ancient cultures as
medicine and for sealing materials with waterproof
surfaces. However, since the invention of the kerosene
lamp and subsequently the gasoline-powered internal
industry has witnessed several transformations to become
the major source of energy across the globe. Between
1980 and 2004, the oil and gas industry accounted for
over 60.0% of global energy consumption. Given this
importance, the oil & gas industry continues to impact
the world on many different levels, often shaping global
and domestic policies of countries. However, the
influence of the industry is now waning, driven by an
imminent energy transition as the global consensus is a
low carbon world. The increasing adoption of alternative
energy sources due to environmental sustainability
concerns has slightly reduced the share of oil in global
energy consumption to 57.0% as at 2016.
The oil and gas industry is segmented into the upstream,
midstream and downstream sectors. This initiation of
coverage report will focus on the upstream sector as
SEPLAT is an exploration and production company.

The Upstream Sector (Exploration & Production)
Dynamics

Global

The upstream sector lies at the heart of the oil and gas
industry and is the origin of its ever-shifting dynamics.
The sector covers activities related to the exploration and
production of crude oil and/or natural gas from
underground or underwater fields. It is therefore also
known as the Exploration and Production (E&P) sector.
Exploration and production companies as well as
associated service businesses including seismic and drilling
contractors, service rig operators, engineering firms and
scientific, technical, service and supply companies are
involved in this sector. The exploration process involves
conducting geological and geophysical (G&G) surveys
required to explore possible sites, searching for potential
underground or underwater crude oil and natural gas
fields and obtaining leases and permissions from the land
owners to drill. The production process is sophisticated
and involves a high level of efficiency. Also, costeffectiveness is required in the use of materials, time &
labour, short term storage of oil & gas and plug and
abandonment which essentially marks the end of a
well. E&P is a highly risky and capital-intensive business
venture albeit with high returns.
Over the years, the increasing demand for energy largely
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due to growing population and economic activities have
fueled the quest for more oil. This has translated to
higher global investment in the oil and gas industry. For
instance, the rise in global energy demand propped
prices and drove investment in E&P activities between
2008 and 2017. During this period, oil drilling increased
from 0.95m wells to 1.11m wells while the volume of
proven oil reserves also increased from 1.29bb to 1.48bb.
However, in 2014, due to technology advances which
significantly reduced the break-even cost for shale oil to
US$50.00/b and favourable legislation in the US, the
consequent oversupply of oil led to a slump in oil prices.
With the industry facing a period of lower for longer oil
prices and the rise of alternative energy amid climate
change concerns, many upstream businesses
implemented cost reduction techniques to remain
profitable. This resulted in several US upstream
companies halving break-even cost to US$25.00/b. In
2017, the upstream sector accounted for c.50.0% of the
total deal value for the petroleum industry which
increased by c.30.0%Y-o-Y to US$172.2bn according to
EY.

Global Oil Production Trend -Has OPEC Lost Its Grip?
Historically, the Organization of Petroleum Exporting
Countries (OPEC) and non-OPEC members (led by Russia)
significantly controlled global oil production to influence
oil prices and market share until 2014 when the US shale
oil production increased significantly. As a result, OPEC
alone which remains the most organized and influential
body of oil producing countries now accounts for 43.5%
as at 2017 from a high of 54.3% in 1973. Between 2011
and 2013, high oil prices which averaged US$112.00/b
and the reversal of an export ban in the US provided the
incentive for shale oil producers to ramp up oil
production, with the country now becoming the largest
oil producer in the world. This was largely responsible for
the average 1.7% increase in global oil production from
70.2mb/d in 2011 to 75.1mb/d in 2015, higher than a
CAGR of 0.4% in the decade between 2004 and 2013.
In 2016, global oil production increased at a considerably
lower pace of 0.4% to 75.3mb/d, due in part to the
decision of OPEC and Russia to support prices through
output cuts (production cap between 32.5mb/d and
33mb/d). The sustained cut in output drove a 0.9%
contraction in oil production to 74.6mb/d in 2017.
However, global oil production is estimated to have
inched towards 91.9mb/d in 2018 due to rising global oil
demand and a commensurate rally in oil prices which
began in Q3:2017 on the back of depleted oil inventories
across the world.

The Nigerian Upstream Oil & Gas Sector Report

The Global Upstream Oil & Gas Industry
Chart 1: Historical Global Oil production trend from 2010 to 2017

Chart 2: Historical Global Oil Demand trend from 2010 to 2017

Source: OPEC, Afrinvest Research

Global Oil Demand Trend—Emerging Asia Set to Drive
Oil Demand
Global crude oil demand in the 21st century has been
largely dominated by China and other emerging Asian
countries stemming from their large population and the
continuous growth of their consumer class. This was a
departure from what was observed in 20th Century
when the West dominated energy consumption as it
fueled the growth of their industrial sector. Before the
oil price decline in 2014, oil demand had consistently
grown over 25 years. Notwithstanding the increasing
energy efficiency in advanced economies, high
economic growth and increasing global population
were responsible for increasing oil demand across the
globe.
Global oil demand increased at a CAGR of 1.1% to
95.5mb/d between 1997 and 2016, down from 1.6% in
the decade between 1997 and 2006 largely due to
slowing economic growth in the aftermath of the
2008/9 global recession. In 2017, global oil demand
expanded 1.7% to 97.1mb/d, driven by increased oil
demand in China (0.5mb/d) and the US (0.1mb/d) on the
back of stronger growth. The expansion in oil demand
was sustained into 2018 but at a slow pace of 1.6% to
98.8mb/d largely due to slower global economic growth
prospects.

global financial crisis occurred, leading to a significant
reduction in growth which moderated the demand for
crude oil. In the latter part of 2009, oil prices
production by 0.75mb/d and strong improvements in
the global economy, although OPEC reversed its
production cut in 2012. Subsequently, oil prices fell
between 2014 and 2016, owing to oversupply due to
the shale oil production in the US. In January 2016, oil
prices touched a low of US$30.0/b, although supply
disruptions and improving oil demand supported prices
in the second half of the year. In addition, output cut
by OPEC and select non-OPEC members, notably Russia,
positively impacted oil prices from September 2016. In
2017, oil prices surged for the first year since 2012 with
Brent crude averaging US$54.19/b, up from US$43.73/b
in the previous year, supported by production cuts and
increased demand in China and the US. The rally in oil
prices was sustained in 2018 until it reached a 2-year
high of US$86.3/b (03/10/18) after which it trended
lower owing to eight countries being exempted from
the sanctions on Iranian oil as well as increased supply
from the US (17.8mb/d) which now produces more oil
than Saudi Arabia (12.1mb/d) and Russia (11.2mb/d).
Despite weaker prices in the last two months of 2018,
oil prices averaged US$71.7/b, higher than the average
oil prices of US$54.2/b in 2017.
Chart 3: Historical Oil Price Trend (2010-2018)

Global Oil Price Trend
Scale?

Is the US Shale Oil the Tipping

The prices of oil depend mainly on the interplay
between global oil supply and demand. On the supply
side, OPEC and non-OPEC players such as Saudi Arabia,
and more recently, the US are constantly in an oil supply
battle. The rapid increase in oil prices from US$23.00/b
to US$145.00/b between 2003 and 2008 just before the
global financial crisis was due to rising energy demand
in emerging economies, particularly in the Asia region.
However, in 2009, oil prices fell below US$40.00/b as the

Afrinvest West Africa
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Strategic Role of Major Players and Business Model
I.

The Multinational/ International Oil Companies
(IOCs)

The IOCs include ExxonMobil, Chevron, Gulf Oil, Texaco,
British Petroleum (BP), Total E&P and Shell. For the major
part of the 20th century, IOCs which mostly operated as
full vertically integrated companies dominated the global
oil industry with the strategic goal to engage in
prospecting for oil to acquire cheap oil assets and
accumulate inventories of oil across the world. In the
1960s, the IOCs dominance was challenged by the Host
sought to control their oil and gas resources through
national oil companies. The IOCs continued to develop a
sophisticated business model, investing heavily in research
and development to drive the discovery of oil reserves
while minimizing costs of operation. The mode of
operations for some IOCs also began to change from being
fully vertically integrated to the value chain segmentation.
II.

The National Oil Companies (NOCs)

National Oil Companies (NOCs) were set-up by the Host
Government of oil producing countries to effectively
interest in the oil and gas sector. However, NOCs are
sometimes run like typical government businesses, without
transparency and accountability and with weak capital,
corporate governance and expertise to undertake efficient
operations. Hence, they are usually unable to develop
their reserves at the same pace as International oil
companies, although many NOCs go into partnership with
IOCs, providing part funding to drive investments. NOCs
include companies such as Statoil (Norway), Saudi Aramco
(Saudi Arabia), Nigerian National Petroleum Corporation
(NNPC), Pemex (Mexico), the China National Petroleum
Corporation (CNPC), Petroleos de Venezuela S.A. (PdVSA)
and Petrobras (Brazil).
III. The Organization of the Petroleum Exporting
Countries (OPEC)
The Organization of the Petroleum Exporting Countries
(OPEC) is currently a group of 13-member countries,
namely Iran, Iraq, Kuwait, Saudi Arabia, United Arab
Emirates, Algeria, Angola, Ecuador, Equatorial Guinea,
Gabon, Libya, Nigeria and Venezuela. Among OPEC
members are 6 countries located in the Persian Gulf region
of the Middle East, accounting jointly for 34.4% of global
oil production, and exerting enormous control on global
oil market dynamics. Together, OPEC countries account for
74.0% of the world's total proven crude oil reserves and
produced about 43.0% of global crude oil output in 2017.
IV. Non-OPEC members led By Russia
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Some of the other oil producing countries led by
Russia, formed a coalition to protect their collective
interests. These countries include Russia, Azerbaijan,
Bahrain, Brunei, Kazakhstan, Malaysia, Mexico, Oman,
Sudan, South Sudan, Brazil and Bolivia and they
account for about 15.0% of global oil production. Since
2001, the OPEC and non-OPEC bodies have been
unable to agree on production cuts to support oil
prices, until 2016 when an agreement was reached by
OPEC with 10 non-OPEC members led by Russia. NonOPEC members agreed to reduce their production by
0.6mb/d to achieve the 1.8mb/d output cut agreed by
both bodies.
V.

Shale Oil Producers (Mainly USA)

The boom in the U.S. shale oil production caught many
by surprise. It was basically a product of technological
advances in oil and natural gas production. Historically,
the export of US shale oil was banned in the 1970s by
the US government in a bid to guarantee domestic
energy security after the OPEC embargo on oil export
to the US and given the depletion of oil reserves in the
country. The economics of shale oil also required oil
prices to be above US$60.00/b to be profitable for shale
producers. Hence, the unprecedented increase in oil
prices in 2011 renewed the interest of indigenous oil
companies in the US which translated to an increased
investment in the shale oil business and drove a
significant increase in oil output from 5.7mb/d in 2011
to 9.2mb/d in 2014. By Q4:2018, US oil output rose to
17.8mb/d, surpassing the initial forecast of 9.6 mb/d.
VI. The Organization for Economic Cooperation and
Development (OECD) & G7 members
The OECD (Organization for Economic Cooperation &
Development) represents net oil importing countries
mainly 34-member countries including the G7 countries
such as Canada, France, Germany, Italy, Japan, the
United Kingdom, the United States, China, and the
European Union. OECD countries account for 21.0%
and 48.8% of global oil production and demand
respectively, with changes to demand within this bloc
usually affecting prices. Their collective interest is to
have easy access to cheap, clean and secure energy.
Hence, they store oil supplies, and constantly seek
diversification of supply sources to neutralize
unexpected disruptions in energy supply, particularly
from the Middle East. OECD countries also promote the
restricted use of oil reserves to reduce supply
uncertainties which could cause high oil prices and they
provide subsidies to promote domestic production of
crude oil and gas. Unsurprisingly, they are leading the
adoption of alternative energy sources such as solar
and wind.
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The Nigerian Upstream Oil & Gas Industry
Overview of the Nigerian Oil & Gas Industry
The Nigerian economy is highly dependent on the
production and export of its oil and gas resources.
According to data from the Central Bank of Nigeria, the
oil sector currently provides c.95.0% of its export

resources are found in the Niger Delta and offshore in
the Bight of Benin, the Gulf of Guinea and the Bight of
Bonny. There are about 75,000 square kilometres of
onshore swamp and shallow water, leading to a
deepwater frontier up to 200 kilometres offshore.
Nigeria produces high quality sweet crude, from the
prolific Tertiary, Agbada Formation. Reservoirs tend to
be small, with hundreds of small deposits throughout
the delta. The light, sweet quality of Nigerian crude oil
makes it a preferred gasoline feedstock, thus it trades at
a premium to the price of Brent, the North Sea
benchmark crude oil. Based on commercial reserves, the
Niger Delta is approximately half-way through its life.
Nigeria needs more deepwater exploration to replace
reserves.

in the oil and gas sector. The company holds a majority
interest in all joint venture operations in the Niger
Delta.

The Nigerian Upstream Sector (Exploration &
Production)
Historical Overview
After initial large discoveries were made in the 1960s,
commercial success rates fell. From the early 1990s,
commercial success rates started to rise again due to
improved fiscal terms and increasing exploration in the
deepwater sector of the Niger Delta Basin. Drilling
shifted to the deepwater Niger Delta and the inland
basins, with notable deepwater discoveries such as
Bonga, Agbami, Erha, Akpo, Bonga SW/Aparo and
Usan. Since 2004, deepwater exploration has slowed
significantly and generally been less successful than the
period from 1995 to 2003. However, the discovery of
the giant Owowo field in 2012 again illustrates the
potential of the deepwater delta.
Delayed Reforms Restrain Oil Exploration

commercial oil discovery in Nigeria at Oloibiri (in the
present-day state of Bayelsa). In the 1950s and 1960s,
other international oil companies such as Gulf Oil and
Texaco (now Chevron Corporation), Mobil (now
ExxonMobil), Elf Petroleum (now TOTAL) and AGIP
Other international companies such as Addax Petroleum
(acquired by Sinopec in 2009), ConocoPhillips, Petrobras
and others later joined these E&P companies. By the
early 1970s, Nigeria had attained a production level of
over 2.0mb/d and was granted OPEC membership in
1971. The NNPC was established in 1977 as a stateKEY FACTS:

Population
Capital
Liquid Reserves
(Remaining)
Liquid Production
Liquid Reserves/
Production
Gas Reserves
(Remaining)
Gas Production
Gas Reserves/
Production

Exploration in Nigeria has been limited for many years.
Drilling in parts of the onshore delta, particularly the
swamps, is too dangerous to undertake, while land
ownership issues can also delay explorers. Some IOCs
have resorted to drilling deeper under existing fields,
discovering high-pressure gas reservoirs. Deepwater
exploration has slowed considerably due to the fiscal
uncertainty caused by the failure to pass the Petroleum
Industry Bill (PIB), which was first drafted in 2008.
Although it is unlikely that any fiscal reform will be

Chart 4: Drilling Activity and Commercial Success Rates

196 million (2018)
Abuja
9.97 billion barrels (1/1/2019)
2165 thousand b/d (2019)
12.6 years
28.06 tcf (1/1/2019)
5.16 bcf/d (2019)
14.9 years

Source: Wood Mackenzie
Note: Liquids production includes condensates and NGLs, which account for 12.0%
of total. Reserves are for producing assets and those under development and
exclude technical reserves.
Source: Wood Mackenzie , Afrinvest Research
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passed by the National Assembly in the next five years, a
key concern for investors now is looming deepwater PSC
expiries (2023-2028). Their ability to sanction long-lead
projects will depend entirely on the fiscal terms
negotiated upon renewal. This uncertainty means that
there is no fiscal respite for investors. Most of the IOCs
also have significant inventories of undeveloped
discoveries, both onshore and in deepwater. Until these
are developed, further exploration is not a priority. A
major constraint for explorers is the lack of any new
licensing round since 2007. Limited recycling of acreage
and blocks has stifled drilling opportunities despite
good yet-to-find potential. Many licenses that should
have been relinquished in 2017 are still held by the
same companies.
Chart 5: Drilling Activity by Well Type

Weak Investments Prospects to Constrain Oil
Exploration
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disappointing in the last decade despite robust oil
reserves. After reaching a peak of 2.5mb/d in 2010, oil
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than 40 years ago. In 2016, we saw a reduction below
this level to 1.8mb/d due to attacks on oil infrastructure
but production improved to 1.9mb/d in 2017 after a
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forward, oil production is expected to remain weak at
2.1mb/d in the near term. The 200,000 b/d Egina
deepwater field in OML 130 is expected to come on
stream by Q1:2019, while production peaks at around
2.3mb/d in 2021 despite potential for growth. Over the
long term, we expect a gradual decline in production
to 1.4mb/d in 2028 as funding constraints, high
upstream costs and ongoing fiscal uncertainty affect
the pipeline of major projects.
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Nigeria produces oil and liquids from over 220 fields.
Most are relatively small, with average production of
less than 10,000 b/d. Condensate and Natural Gas
Liquids (NGLs) are often mixed with crude oil at the
field facilities prior to evacuation, hence it is not
possible to obtain the precise split of these fractions. As
a member of OPEC, Nigeria is subject to crude
production quotas, with the main JV operators allocated
a share of the country's quota. However, production has
been largely unaffected by quotas given exemptions
and low cuts due to already low output and is more
impacted by crude thefts, operational issues and project
deferrals. NGLs and condensates are excluded from

2000

1992

Production

Source: Wood Mackenzie , Afrinvest Research

regularly disrupts production operations in the Niger
Delta. In this regard, while a lot of progress has been
made since 2009, insecurity remains an existential
threat. The government conservatively estimated that
250,000 b/d is stolen from the onshore delta, with the
pipelines feeding Forcados, Bonny, Escravos and Brass
worst affected.

Afrinvest West Africa
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Liquids Production by Region ('000b/d) 2009-2018
Location
2009
2010
2011
2012
Deepwater
634
785
718
776
Offshore
979
1,024 822
930
Onshore
592
680
749
578
Total Liquids ('000 2,205 2,489 2,289 2,284

2013
752
873
518
2,143

2014
766
849
574
2,189

2015
802
801
590
2,193

2016
810
589
411
1,810

2017
751
631
513
1,895

2018
719
636
678
2,033

2023
504
550
790
1,844

2024
553
493
740
1,786

2025
628
430
681
1,738

2026
666
378
605
1,648

2027
661
332
549
1,543

2028
648
284
487
1,419

b/d)
Source: Wood Mackenzie

Liquids Production by Region ('000b/d) 2019-2028
Location
2019
2020
2021
2022
Deepwater
779
782
717
611
Offshore
637
645
641
590
Onshore
749
795
868
837
Total Liquids ('000 2,165 2,222 2,226 2,038
b/d)

Source: Wood Mackenzie
Volumes represent crude sales. Approximately 12% of the above data comprises condensates, NGLs and LPG
Chart 7: Liquids Production by Location
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volumes actually rose in the 1990s and early 2000s as oil
production increased. However, flaring has declined
since 2005, partly due to attacks on oil infrastructure
which shut-in many onshore fields and the growing
number of domestic gas projects. In 2017, around 750
mmscfd of gas was flared compared with 2,200 mmscfd
in 2005.
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Government Legislation Drove Gas Development in
Nigeria
Commercial gas production started in 1976, but output
has been weak compared to oil production even though
almost all Nigerian oil fields produce associated gas. The
lack of infrastructure and the necessary commercial
framework remains a major obstacle to gas development,
hence gas has been routinely flared for decades. The noflaring legislation introduced in the 1980s was never
enforced as IOCs were more interested in oil rather than
gas development and government would have endured
lower revenues. Indeed, significant investments would
have been required to develop gas production and
infrastructure, thus reducing profitability and in turn
taxes. However, since the 1990s, the environmental and
economic costs of flaring attracted global attention and
operators were mandated to utilise gas. Consequently,
while the proportion of gas flared fell, absolute flared
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Similarly, commercial gas production has increased
significantly since 1997, and is forecast to keep
growing, this rate is much lower than its potential.
Nigeria typically produces around 7.5 bcf/d. As our gas
sales data shows, just over half of this are commercial
volumes. Around 2 bcf/d of gas is reinjected, with the
rest flared or used in-field for fuel. Approximately 30%
are sold to the domestic market, with 70% sent to
NLNG and negligible volumes into the West Africa Gas
Pipeline.
Efficient Gas Infrastructure Restricted by Lack of
Chart 8: Sales Gas Production by Region
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Interconnectivity
Gas infrastructure is concentrated around the Niger Delta,
near the cities of Lagos and Port Harcourt. The Nigeria Gas
Transportation and Pipelines Company (NGTPC), a subsidiary
of NNPC, operates the gas grid. Pipelines are split into
eastern and western grids, and one of the major constraints
has been the lack of connection between them. It is not
currently possible to transport gas from the eastern half of
the Niger Delta to the western half (where Lagos is located).
However, NNPC is responsible for the construction of a new
east-west interconnector (127 kilometre-long, 48-inch
diameter). The pipeline, known as 'OB3' will link the ObiafuObrikom gas plant in OML 61 to the Oben gas plant in OML
4. This will allow gas from the eastern delta to supply the
western delta for the first time. Although contracts were
awarded in 2012, the line is still not yet complete. In the
western delta, most domestic gas is sold into the EscravosLagos-Pipeline-System (ELPs) which is owned by NGTPC. This
line has been partially looped and its eventual capacity will
be 2,000 mmscfd. However, a lack of compression means
that it is constrained to around 1,500 mmscfd.

Chart 9: Domestic Vs Industrial Consumption of Oil Palm (1981 - 2017) – Million MT.

Source: Wood Mackenzie , Afrinvest Research

The Nigerian Gas Market: Price Controls Deter Gas
Development

Ownership of Oil Exports Infrastructure Dominated by
JVs

The 2014 oil price slump was a wake-up call for Sub-Saharan
African countries particularly oil producers to diversify
their interests. In a bid to reduce the negative impact of oil
on their economies, many have turned to natural gas. With a
proven natural gas reserve of about 186.6trn cf., (which
ranks Nigeria 1st in Africa and 9th in the world after Iran,
Russia, Qatar, Turkmenistan, Saudi Arabia, UAE, Venezuela

There are over 3,000 kilometres of short pipelines linking
about 275 flow stations in the Niger Delta. The flow
stations are gathering points for one or more fields.
After basic separation of sediment and water, crude is
pumped to oil terminals where it is treated and stored
primarily for export. The pipelines are owned by the JVs.
All pipelines that deliver oil from the terminals to the
state-owned refineries are owned and operated by
NNPC. Metering points measure wellhead volumes (oil,
gas and water) entering the major export pipelines.
Third-party users pay a tariff to pipeline owners for the
transport and handling of crude. This will vary according
to the distance from the terminal, but typically the cost
of transportation is around US$2.50/bbl. Because the
tariff is based on gross volumes, operators benefit from
having their own crude separation facilities at the field,
so they can send de-watered crude into the network.
NGLs are often spiked into the crude network to
improve its quality, so accurately quantifying NGL and
condensate production is impossible. All mixed volumes
are finally separated at the oil terminals and water is
typically discharged into the sea. Because pipeline
integrity and crude theft is a major problem, the
volumes leaving the oil terminals are less than the input
volumes. These losses are back-calculated and attributed
to each of the producers on a pro-rata basis. To reduce
losses, many third-party suppliers are installing Lease
Automatic Custody Transfer (LACT) units. The LACT unit
accurately measures crude that enters the pipeline
network. In theory, at this point, the pipeline owners

turned their focus to gas production amid improving
infrastructure, tougher regulations against gas flaring, rising
domestic demand and better export opportunities.
The Nigerian power sector is gas-centric with about 70.0% of
electricity generation from gas-fired power plants. This
indicates that a solid base for gas demand exists.
Unfortunately, limited gas infrastructure has contributed to
the high flaring rate (c. 12.0%) and underinvestment in the
sector. Given that major gas reserves are associated with oil,
the gas sector is susceptible to the vagaries of the oil sector.
This indicates that an improvement in the business
environment in the oil sector would also trickle down to the
gas sector. Another major challenge limiting gas production
is the artificially low gas price due to price controls by the
government. This structure makes the sector unattractive
considering the high operational costs involved with capacity
upgrades and processing costs. Similarly, the domestic price
of gas is lower than what is obtainable internationally and
investors seeking higher margins consider this unattractive.

Afrinvest West Africa
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become responsible for the crude, however crude handling
agreements typically state they have no liability for losses
en route to terminal. Third party producers with a LACT
unit are still being allocated losses. However, their losses are
much lower than those without a LACT unit.

pursuant to which the company bears the risk of
exploration and, when oil is found in commercial
quantities, the company is entitled to recoup its
costs. Thereafter, crude oil is produced and shared
by the company and the Nigerian government. In
respect of PSCs involving the Nigerian
government, the OMLs are held by the NNPC.

Chart 10: Oil Infrastructure Map

Source: Wood Mackenzie , Afrinvest Research

•

Marginal fields an arrangement pursuant to
which the private industry or non-governmental
OML holder farms out certain fields within its
licence. In 2003, international oil companies were
made to farm out to indigenous companies fields
that had remained unproduced for more than 10
years. In 2003, many fallow fields were awarded to
indigenous companies, although only 7 out of 24
such fields have begun production due to lack of
access to capital or other obstacles.

•

Service contracts an arrangement pursuant to
which the OML holder enters into a contract with
a contractor that provides risk capital for
exploration and production. If no commercial
discovery is made, the contract is then terminated
with no further obligation on either party. If a
commercial discovery is made, the contractor is
entitled to recover its costs and receive some
additional remuneration.

Operating Framework of the Upstream Oil and Gas
Industry in Nigeria
There are five primary legal arrangements for crude oil
production currently in force in Nigeria:

•

Concession/sole risk an independent company with a
concession bears the full risk and costs of exploration,
development and production, has interests over the
crude oil produced and is liable for all royalties and
PPT payments. Currently, concessions in respect of
OMLs are only awarded to Nigerian companies that
have at least 51% of their shares held by Nigerian
citizens.

•

Joint ventures an arrangement that was formed
when the Nigerian government acquired participation
interests in OMLs held by the Nigerian subsidiaries of
the international oil companies. In a joint venture, the
government holds a majority interest in the OMLs and
the relationship between the Nigerian government
and the international oil companies is governed by the
Joint Operating Agreement. Currently, NNPC directly
participates in six joint ventures with Shell,
ExxonMobil, Chevron, TOTAL, AGIP and Pan Ocean
and currently participates in five joint ventures
through NPDC, its operating subsidiary.

•

Production sharing contracts (PSC)
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an arrangement

Key Players & their Strategic Role in the Upstream
Sector
There are around 150 companies with upstream
interests in Nigeria. The state-owned Nigerian National
Petroleum Corporation (NNPC) is the biggest company
in Sub-Saharan Africa by production and remaining
value due to its non-operated majority shareholding in
all Joint Ventures (JV). IOCs have been present since
the 1950s, with Shell being the most established. The
company operates the deepwater Bonga field with
55.0% interest and has 43.75% interest in the
will come from the development of the Bonga main
field and some onshore projects, such as ForcadosYokri. Shell is also a key shareholder in Nigeria LNG,
the country's only LNG project. Shell is re-positioning
its portfolio, with onshore projects focused on gas
supplies to NLNG while the focus in deepwater is oil.
Despite its long-standing position and recent
divestments, Nigeria is still of key importance within
Shell's global portfolio. We expect more divestments
from its onshore portfolio, once its licences are
renewed in June 2019. ExxonMobil is the largest oil
producer among IOCs. Its production is evenly split
between its shallow and deepwater fields. The NNPC/
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ExxonMobil JV is unique in having no onshore interests,
and this has largely protected it from disruption and
theft. Satellite developments in the JV and in
managing the decline from its mature fields is an
increasingly difficult challenge. ExxonMobil is not
involved in NLNG and has opted for gas re-injection for
oil production. However, like all of the majors, the
company is mandated to supply the domestic market
and it plans to commercialise gas from the Oso field.
Total has a strong position via its 40% interest in its JV
with NNPC and a 10% interest in a Shell JV. In
deepwater, Total has been the most active IOC with the
Akpo and Usan fields starting-up in 2009 and 2012
respectively and the sanctioning of Egina in 2013. Total
is a shareholder in NLNG, but also supplies increasing
volumes to the domestic market. With a small JV
portfolio, it is gas constrained and will rely on
partnerships with indigenous players to meet its entire
domestic and export obligations longer term. Chevron's
oil production is dominated by the deepwater Agbami
and Usan projects. Chevron is also a key player in the
gas sector via its Escravos gas project and gas-to-liquids
plant and most of its JV investments aim to increase gas
supply to the domestic market.
Among the majors, Eni is the smallest by production and
remaining value. It relies on its legacy JV assets (20%)
and its 5% interest in a Shell JV. Eni's only producing
deepwater interests are 12.50% in OML 118 (Bonga),
and an 85% interest in the small Abo field. Eni's
onshore portfolio is gas-dominated and it is focused on
monetising these reserves to supply LNG projects and
the domestic market.

As the influence of the Chinese NOCs has grown, there have
been a number of exits from Nigeria. BG and ONGC Mittal
which picked up acreage in the 2005/2006 licensing rounds
left. Petrobras made Africa a core part of its strategy before
the massive pre-salt discoveries in Brazil. However, following
the oil price crash and corporate mis-management in Brazil,
Petrobras is actively marketing its deepwater interest in
OML 127 and OML 130. ConocoPhillips exited Nigeria in
2014 while Afren went into administration in 2015.

Indigenous Companies Make Inroads into the Upstream
Sector
There are over 100 indigenous oil companies. Since 2010,
NPDC, the E&P subsidiary of NNPC, has acquired an
increasing share of NNPC's portfolio following Shell
divestments. SEPLAT Petroleum Development Company is
one of the leading indigenous companies, now operating
five blocks. Famfa Oil and South Atlantic Petroleum are the
biggest by remaining value due to their respective
participation in Agbami and Akpo. In 2014, Oando Energy
Resources (OER) acquired ConocoPhillips' business units for
US$1.5 billion. Active local companies also include Aiteo,
Eroton, Newcross, Niger Delta E&P, Frontier Oil, Seven
Energy, Amni International and Oriental Energy. Nigeria is
the only country in Sub-Saharan Africa with a homegrown
E&P industry, and the skills base is generally strong.
However, there remains a reliance on the IOCs and western
service companies, particularly for deepwater projects. Since
2010, upstream projects in Nigeria require 70.0% local
content by contract value.
Chart 11: Liquids and Gas Production 2018
Oil

Insecurity and Low ROI Prompts Onshore Divestments
by Majors
With crude thefts and funding constraints escalating,
the majors have reduced their onshore exposure. Since
2010, Shell, Total and Eni have sold or relinquished 17
licences, making way for indigenous players. Subject to
market conditions such as security challenges in host
communities and lower ROI on onshore fields due to a
high level of depletion rate, we expect this trend to
continue. Chevron has also sold its 40.0% interest in five
licences in its JV with NNPC. In the past decade, more
large-cap companies have entered Nigeria, including
NOCs looking to expand beyond their domestic
strongholds. Most notable are deepwater specialists
Petrobras and the Chinese NOCs. Petrobras, CNOOC Ltd
and Sinopec all feature in the top 10 companies by
remaining value. In July 2012, CNOOC Ltd acquired
Nexen.
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when the government signed a concession agreement
with Agip to have one-third of the equity of the
company's Nigerian subsidiary, once a commercial
discovery of oil had been made. This option was exercised
in April 1971. At the same time, a 35.0% stake was also
acquired in Safrap (later Elf and now Total). By 1974,
NNOC had increased its stake in the oil producing
companies to 55.0%. By mid-1979, state participation had
reached 60.0% in all the JVs. Following the
nationalisation of BP in August 1979, the government's
equity increased to 80.0% in the former Shell-BP JV. The
government reduced its interests in the new Shell JV in
1989 and 1993, to give the present participation level of
55.0%.

The Nigerian National Oil Company (NNOC) was formed
in 1971. NNOC was mandated to acquire, on behalf of
the government, assets and liabilities in the existing
foreign oil companies and to participate in oil and gas
exploration. In 1977 the Nigerian National Petroleum
Corporation (NNPC) was formed by the merger of the
NNOC and the Ministry of Petroleum Resources. NNPC
then had responsibility for enforcing upstream laws and
regulations. As NNPC was also involved in the E&P sector,
there was a clear conflict of interest. The Ministry of
Petroleum Resources was re-created in 1986, but
regulatory functions remained with NNPC. In 1988, the
Petroleum Inspectorate was separated from NNPC and
became the Department of Petroleum Resources (DPR) in
the Ministry of Petroleum Resources. In 1990, the
government further transferred responsibility for
assigning oil production allocations to companies from
NNPC to the DPR.
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NNPC is expected to operate as an autonomous
commercial entity and to finance itself either by
raising capital via financial markets or through
Nigeria's equity share in crude production from the
JVs. However, the profits from the JVs accrue directly
to the federal government and the NNPC is treated in
the same way as other state-owned companies in the
distribution of revenues. Thus, NNPC suffers from
inadequate allocation of revenues to meet its
investment commitments in the industry. This has
resulted in calls for the government to reduce its
equity share in the JVs to alleviate the cash call
problems. The introduction of the PSCs in the 1990s
was motivated by the need to reduce NNPC's financial
commitments, as it does not have any funding
obligations under a typical PSC. However, it has the
right to take equity in a PSC which would involve
associated funding obligations. The operations of
NNPC are divided into upstream and downstream. All
of NNPC's upstream activities are managed under the
Exploration and Production Directorate. The
directorate consists of the following business units:

•

National Petroleum Investment Management
Services (NAPIMS) - oversees the government's
investments in the JVs, PSCs and Service
Contracts.

•

Crude Oil Marketing Division (COMD) - markets
Nigeria's share of crude oil production from the
JVs.

•

Nigerian Petroleum Development Company
(NPDC) - NNPC's exploration and production unit.
The NPDC currently operates a number of blocks
in the Niger Delta.

•

Integrated Data Services Limited (IDSL) - NNPC's
land seismic and data acquisition unit.

•

Nigerian Gas Company (NGC) - responsible for gas
distribution and marketing in Nigeria.

Re-structuring NNPC for Improved Performance
The NNPC is run inefficiently given continued losses
on operations, coupled with the lack of transparency
and accountability. Hence, the institution continues to
underperform when compared with other NOCs in
emerging markets. To improve the performance of
NNPC and remove bottlenecks to its operations, a
blueprint was revealed for a re-structured NNPC in
2016. The plan is to create four autonomous,
commercially operated entities that will be allowed to
generate and keep their own profits. The new
business units are:
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•

Upstream (incorporating NPDC)

•

•

Downstream (incorporating a product transport
company, product marketing and retail businesses)

•

Petroleum Act 1969, as amended, Cap P10, LFN

•

Refining (for NNPC's refineries)

•

•

Gas and Power (incorporating a gas transportation
company, gas marketing, and new ventures)

Petroleum Technology Development Fund Act
1973, Cap P15, LFN 2004

•

Petroleum Equalisation Fund (Management
Board, etc.) Act 1975, Cap P11, LFN 2004

In addition, significant roles are still reserved for the
Corporate HQ, including NAPIMS (that oversees NNPC's
investments in the JVs, and represents NNPC as the
concessionaire in deepwater PSCs); and the Crude Oil
Marketing Division. It is expected that NNPC will look to
create incorporated JVs in order to solve the perennial
funding challenges. Already, a stop-gap measure is in
place to redeem outstanding JV cash-call arrears to IOCs.
debt are repaid with incremental oil production revenues
above the base established.
With the ongoing delay in passing the PIB, we expect the
pace of NNPC restructuring to remain slow in the shortterm. Given the likely overhaul of processes and the
agitations this may cause, the reforms will require strong
political will for successful implementation.

Regulatory Institutions in the Upstream Sector
The Ministry of Petroleum Resources, through its
Department of Petroleum Resources (DPR), controls and
supervises the activities of all players in the Nigerian
petroleum industry. The scope of DPR activities stretches
from exploration through to production and marketing
of crude oil and refined petroleum products. However,
the final regulatory powers rest with the Ministry of
Petroleum Resources.

The legal framework for the regulation of the oil industry
in Nigeria is governed by many statutes and subsidiary
legislation is the Petroleum Act (as amended). The
Petroleum Act and regulations consistent with this Act
have established the legal framework for the regulation
of the petroleum industry in Nigeria. Under the 1999
Constitution, as amended, petroleum is under the
exclusive legislative list and as such within the exclusive
legislative competence of the National Assembly. The
Nigerian government legislates through laws passed by
the National Assembly. The various relevant acts as well
as the pending bill relating to regulation of the
petroleum industry are.

Afrinvest West Africa

The Petroleum Industry Reform Bill
The Petroleum Industry Reform Bill is the Buhari
administration's successor to the Petroleum Industry
Bill (PIB), which was first proposed in 2008. The PIRB is
based on the old PIB, but splits it up into four smaller
parts:

•

Petroleum Industry Governance Bill (PIGB) which
proposes a new industry regulator and the
establishment of new national oil and gas
companies.

•

Petroleum Industry Administration Bill

•

Petroleum Host Communities Bill

•

Petroleum Industry Fiscal Bill

The National Assembly passed the PIGB in March
2018. It was received for assent in July 2018, but
President Buhari withheld his signature. With a
presidential election looming in February 2019, none
of the other three bills will pass before then. Looking
forward, the reform process depends on the winner
of the elections. If President Buhari wins the election,
we expect the PIGB to proceed at the currently
sluggish pace. If the opposition wins, there is little
clarity on the direction of the reform bill. We think
that the most likely route to fiscal reform will be via
renegotiation of deepwater PSC contracts when these
expire in the period between 2023 and 2028. The
principal objectives of the proposed PIB are to:

•

Enhance exploration and exploitation of
petroleum resources in Nigeria;

•

Create a conducive business environment for
petroleum operations;

•

Establish a commercially oriented and profitdriven NOC;

•

De-regulate and liberalise the downstream
petroleum sector;

•

Promote transparency in the petroleum sector;
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•

Promote the development of Nigerian content in the
petroleum industry;

with IOCs has embarked on initiatives to reduce oil
theft in the Niger Delta. These include:

•

Protect health, safety and the environment; and

•

•

Optimise domestic gas supplies, especially for power
generation and industrial development.

increasing the joint task force patrol in the Niger
Delta creeks;

•

Provide for a greater share of oil revenues to the
host communities.

improving community relations between the oil
companies and their host communities;

•

educating host communities on the
environmental impact caused by oil spills from
damaged pipelines; and

The Upstream Oil and Gas Industry: Constrained by
Overdue Reforms and Operational Risks

•

using technology for early detection of breaches
in the pipelines.

•

regulation with the Nigerian National Petroleum
Corporation (NNPC) primarily responsible for upstream
production through joint ventures and production
sharing contracts. High operational risks, coupled with
regulatory bottlenecks have slowed exploration and
production activities, keeping investors on the sidelines.
Even though we believe exploration activities may pickup in the medium term on existing offshore assets due to
improving oil prices and NNPC activities, we still think the
industry remains at the mercy of policy reforms that can
incentivize International Oil Companies (IOC) and catalyse
more investments into the sector.

Persistent Insecurity in the Niger-Delta
The Nigerian oil industry continues to face insecurity in
the Niger Delta, mainly from groups that oppose the
activities of the oil companies in the area due to
environmental pollution and poor development indices.
These activities had previously led to significant
disruptions in the production of oil, the most significant
of which was the shutForcados oil terminal and offshore EA fields in 2006. As
part of measures to curtail violence in the region, the
Nigerian government, in 2009, declared a country-wide
amnesty. Under the amnesty, various militant groups
exchanged their arms for a pardon, training
opportunities, a commitment by the government towards
developmental initiatives in the Niger Delta, and other
incentives. Subsequently, the operating environment was
helped by the amnesty, and there was relative stability in
However, attacks on oil and gas infrastructure continued
but remained largely contained. In particular, the theft of
crude oil from pipelines and tank farms increased.
Overview in January 2013, it was estimated that Nigeria
could be losing over 150,000 b/d as a result of these
illegal activities. The Nigerian government in partnership
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In addition to these initiatives, the Nigerian
government passed the Nigerian Content Act, which,
among other things, aims to create more jobs for
Nigerians in the petroleum sector by mandating a
minimum level of local participation in the award of
oil-related contracts.
In 2016, militancy resumed as the amnesty scheme
suffered a setback due to poor funding by the
President Buhari led administration. In Q3:2016, oil
production declined to 1.6mb/d from 2.1mb/d in
Q1:2016, plunging the Nigerian economy deeper into
a recession. Post-2016, calm has returned due to a
delicate deal by the presidency, but militancy remains
a latent risk in the industry. This relatively stable
environment is bringing consistency to oil and gas
production in Nigeria. Nevertheless, a dearth of
infrastructure thin project pipeline facilities and
continued oil theft, vandalism and sabotage, as well
as downtime and repair costs which have added to
the burden of upstream companies indicate that
there is a cap on any potential upside for the sector.

Regulatory Risks: There is power in the bill
At 37.1bn barrels, Nigeria has the 2nd largest proved
oil reserves in Africa (after Libya), and the 11th largest
in the world (after Venezuela, Saudi Arabia, Canada,
Iran, Iraq, Russia, Kuwait, United Arab Emirates, Libya
and U.S.). These assets remain significantly
unexplored with over 1,000 undeveloped discovered
oil fields. The Petroleum Industry Bill (PIB) which
would resolve regulatory and fiscal uncertainties and
support oil and gas projects support is yet to be fully
passed into law since its introduction in 2000. If these
continue to channel investments to less risky markets
or wait for the situation to improve before investing.
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In 2017, the first part of the PIB the Petroleum Industry
Governance Bill (PIGB) which is proposed to tackle the
governance aspect of the PIB has scaled all legislative
approval phases but presidential assent. According to the
Presidency, assent was denied due to errors in the bill,
but local media reports indicate that the weak powers
granted to the Minister of Petroleum Resources is a key
concern. The implication is that passing this bill may yet
take more time. Meanwhile, three bills are outstanding;
Petroleum Industry Administration Bill (PIAB), Petroleum
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Industry Fiscal Bill (PIFB) and the Petroleum Host
Community Bill (PHCB), all of which have still not passed
the issues surrounding the integration of local
communities into the oil and gas business, an
enormous amount of power vested in the Minister. With
these issues left unaddressed, investors will remain on the
sidelines. We estimate that over 850,000b/d of pre-FID
(Final Investment Decision) projects could reach financial
close if these issues are addressed.
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SEPLAT PETROLEUM DEVELOPMENT COMPANY
SEPLAT: How It All Started
SEPLAT Petroleum Development Company Plc. (“SEPLAT”
or “the Company” or “the Group”) is an independent Oil
and Gas Exploration and Production (E&P) company with
a strategic focus on Nigeria, formed as a joint venture in
2009 by Shebah Petroleum and Platform Exploration &
Production. In July 2010, SEPLAT made its first acquisition
by successfully bidding for a 45.0% participating
(working) interest in OMLs 4, 38 and 41 formerly operated by Royal Dutch Shell’s Nigerian subsidiary, Shell Petroleum Development Company (SPDC). The total purchase
price for these assets was USD$340.0m, paid at the completion of the acquisition on 31 July 2010 and a contingent payment of USD$33.0m, paid on 22 October 2012.
Consequently, it was appointed as the operator of the
three on-shore producing oil and gas leases (OMLs 4, 38
and 41) located in the Niger Delta, which include the
Oben, Ovhor, Sapele, Okporhuru and Amukpe fields.
The Niger Delta is one of the most prolific hydrocarbon
basins in Africa and according to BP Statistical Review
between 2012 and 2017, Nigeria’s proportion of Africa’s
oil reserves increased from c.28.0% to c. 29.6% and while
production decreased from c. 26.0% to 24.6% of Africa’s
total oil production. Over the years, International Oil
Companies such as Royal Dutch Shell and Chevron Nigeria
Ltd. had sought to divest their non-material onshore oil
and gas assets in the Niger Delta region. This provided
SEPLAT with the opportunity to acquire the on-shore assets, making it the first indigenous oil company to be
awarded operatorship of the OMLs.
SEPLAT has since evolved to be one of the leading indigenous oil and gas operators in Nigeria with gross operated
oil production from OMLs 4, 38 and 41 of 11.5mmbbl,
12.1mmbbl and 18.8mmbbl, within the first 3 years of
operation (2011, 2012 and 2013). Within the same period
(2011-2013), gross gas production from OMLs 4, 38 and
41 was 41.9bcf, 36.3bcf and 36.2bcf respectively. DMCL
(DeGolyer and MacNaughton Canada Ltd.), a reputable
oil reserve evaluator had estimated in 2013 that the
Group’s reserve working interest (proved plus probable 2P - reserves from OMLs 4, 38 and 41 amounted to
101,756mmbbl of oil and condensate and 573,469mmscf
of gas as at 31 October 2013. DMCL also estimated that
the Company had working interest (2C) contingent resources from OMLs 4, 38 and 41 of 60,467mmbbl of oil
and condensate and 104,693mmscf of gas as of 31 October 2013. Between 2011 (SEPLAT’s first full year of operations) and 2013, revenues and net cash flows from operating activities were US$451.3m and US$218.0m,
US$624.5m and US$51.0m, and US$880.2 million and
US$291.2 million respectively.
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On 1 June 2013, Newton Energy, a wholly-owned subsidiary of the Group, entered into an agreement with Pillar
Oil to acquire a 40.0% participating interest in the
Umuseti/Igbuku Fields. This which added approximately
9,723Mbbl to the Group’s proved plus probable (2P) oil
and condensate reserves and 89,800mmscf of gas reserves.
On the 29th of November 2013, the Chevron Nigeria Limited (CNL) Assets Consortium entered into a sale and purchase agreement with CNL to acquire a 40.0% participating interest in OMLs 52, 53 and 55 (the ‘‘CNL Assets’’) for
total cash consideration of US$800.0m for total cash consideration of US$170.0m while Belema Oil would acquire
a 40.0%participating interest in OML 55 for total cash
consideration of US$330.0m. Consequently, the Company
acquired the 40.0% participating interest in OML 53
which added 1) working interest 2C contingent resources
of 33,032Mbbl of oil and condensate and 222,561mmsccf
of gas 2) working interest 3C contingent resources of
52,507Mbbl of oil and condensate and 416,622mmsccf of
gas to its asset portfolio.

and Diversifying Revenue Sources
SEPLAT operates primarily in the upstream segment of
the oil and gas industry. The group extracts crude oil for
exports while gas is sold to the domestic market. The
group has a contractual agreement with Mercuria Energy
Group Ltd. – a privately held Swiss international commodity trading company active in a wide spectrum of global
energy markets – to offtake crude oil at the spot market
rate while it sells its gas to the domestic off-takers such as
Azura Edo IPP through the Nigerian Gas Processing and
Transportation Company (NGPTC) controlled Escravos to
Lagos pipeline.
The oil currently produced by OMLs 4, 38 and 41 is light
quality crude oil known as the ‘‘Forcados Blend’’ and currently attracts a premium to Brent crude oil prices. Forcados blend is a Nigerian crude with low sulphur and
metals content – an average API gravity of 38.0 degrees
and a sulphur content of 0.18%. Revenue is principally
comprised of proceeds from the sale of oil and gas. Revenue from the sale of oil is recognised only after the crude
products are lifted by a third party ‘‘free on board’’Mecuria - at the designated loading facility or lifting terminals. Gas revenue is recognised when gas passes
through the custody transfer point. Gas sales accounted
for up to 21.7% of SEPLAT’s total sales as at FY:2017
while Crude oil constitutes the remaining 78.3%.
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STRENGTHS

WEAKNESSES

•

•

•

SEPLAT remains one of the indigenous E&P compa-

The Amukpe - Escravos Pipeline project which is

ny that has diversified its export routes

meant to provide an alternative route for crude oil

It is the only Nigerian owned E&P company that

export (particularly when a shut-in or force

has obtained dual listing on the Nigerian Stock

majeure at Transfocados occurs) has continued to

Exchange (NSE) and London Stock Exchange (LSE)

face several delays in completion,

which gives it a unique appeal to investors

•

It has consistently improved on its revenues and
also invested heavily in its gas assets which significantly de-risks any shortfall in oil revenues.

OPPORTUNITIES

THREATS

•

•

It remains highly vulnerable to fluctuating oil pric-

•

Moderating demand in global growth which will

SEPLAT remains strategically positioned to achieve
further acquisitions of OMLs as IOCs continue to
divest.

•

also translate to lower demand for oil in the near
hubs will position it as one of the leading gas sup-

pliers to the domestic market

term will significantly impact revenues

•

It remains highly vulnerable to pipeline vandalisation despite diversifying its export routes

Source: Company filings, Afrinvest Research

ture Performance
Since inception, SEPLAT has acquired an attractive portfolio of assets (OMLs 4,38,41, 53, 55 and OPL 283) in the
prolific Niger Delta region. Currently, the Company’s
portfolio provides a robust platform of oil and natural
gas reserves and production together with material upside opportunities through 2C to 2P conversion and exploration and appraisal drilling. SEPLAT’s initial focus has
been on securing assets in the onshore regions of the
Niger Delta, but the Company also considers the shallow
water offshore areas of the Niger Delta appealing and
aims to access it in the future.

OML 4
SEPLAT currently owns a 45.0% working interest in OML
4 which covers an area of 267 km2 and is located 78 km
North East of Warri, Delta State, Nigeria. The Oben field
is the main commercial field on the block which produces both oil and gas. The Oil Mining License (OML) which
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was initially set to expire on 30 June 2019 has been further renewed for another 20 years. Facilities on the block
include a 60,000 bopd capacity flow station, a 465
mmscfd capacity non-associated gas processing plant and
an associated gas compressor station with five 10
mmscfd associated gas (‘AG’) compressors. As at 2014,
OML 4 accounted for 18.5% of total average daily oil
production which further rose to 26.1% in 2015 largely
due to the drilling of additional wells although reserves
remained unchanged at 27.45mmbbls. We estimate that
OML 4 perhaps accounts for the largest proportion of oil
production although it is hard to substantiate largely
due to the lack of available data for each the OMLs (4,
38 and 41) post 2015 full year report.
Oil production at Oben which accounts for a significant
proportion of total average daily production has been
primarily transported to Shell's Forcados terminal for
exports. However, due to the shut-in of Trans-forcados in
2016, SEPLAT started to barge crude through the 100,000
b/d pipeline at Rapele to the Warri refinery jetty. Despite
the construction of an alternative export route, we estimate that only 3.0mmbbls of crude (about15000b/d)
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were exported in the second half of 2016. In 2017,
SEPLAT upgraded the jetties to double export capacity to
30,000 b/d. Although this route offered less crude theft
risks (usually pipeline vandalism) and also avoids the
crude handling fees of Forcados, the cost of barging
crude remains quite high at around US$13.0/ bbl. We
opine that SEPLAT will prefer to use Forcados exports
which also has a higher export capacity and only resort to
barging crude through Warri as a fall back plan. However, the Amukpe-Escravos Pipeline Project which ( Pan
Ocean/ NNPC JV) which has faced several delays in its
completion partly due to underfunding offers superior
advantage because of its higher export capacity (c.
160,000bopd), lesser leakage and hopefully lesser crude
handling charges. We estimate that the project should
achieve completion by Q1 2019 upon which we also expect SEPLAT and NNPC to conclude negotiations with
Chevron( Escravos operator) to utilise their tank farm.
Oben is also a key gas production and processing hub
central to the SEPLAT’s future gas expansion plans due to
its strategic location with access to Nigeria’s main gas
demand centres particularly in the West. The Oben gas
plant project was expanded from a processing capacity of
90 mmscfd Oben Phase II to 150 mmscfd in 2015 and subsequently 375mmscfd in 2017 to accommodate future
demand for gas. Despite these achievements, we expect
further expansion in the gas infrastructure as major offtakers such as Azura-Edo IPP scale up power generation
which will translate to higher demand for gas. Although,
gas supply has enjoyed minimal disruption in the recent
years owing to fruitful negotiations between the Federal
Government and the surrounding communities, the project remains highly vulnerable to pipeline vandalism on
the Escravos-Lagos-Pipeline system.
OML 38
SEPLAT operates a 45.0% working interest in OML 38
which covers an area of 2,094km2. It is located 48km
North of Warri, Delta State. There are currently three
producing fields on the block, namely Amukpe, Okpohuru and Ovhor (which straddles OML 38 and OML 41). As
at 2014, OML 38 accounted for 65.8% of total average
daily oil production but declined to 41.4% in 2015.There
are three other discoveries - Mosogar, Orogho and Jesse
fields - which have not yet been brought into production.
This provides a significant upside for growth in oil production. Crude oil produced from these fields is gathered
at a flow station at Amukpe and then transferred to the
Trans-Forcados oil pipeline for export. The installed facilities on the block which includes a 45,000 bpd capacity
flow station, a Liquid Treatment Facility (‘LTF’) and two
50,000 bbls crude storage tanks are all located at Amukpe. However, historically, SEPLAT had incurred additional
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charges for exporting wet crude from these fields to the
Forcados terminal. Thus, SEPLAT has sought to upgrade
the quality of crude with the aim of an export grade
specification of 0.5 BS&W MAX, based on the crude handling agreement signed with SPDC. We also believe that
by doing this, SEPLAT would also be able to guarantee
increased export quality crude shipments via the Warri
refinery route. The Oil Mining License (OML) which was
also set to expire on 30 June 2019 was also renewed for
another 20 years.
OML 41

SEPLAT operates on a 45.0% working interest on OML 41
which is located in the North Western Niger Delta region.
The Sapele is the oldest (among the first oil fields in Nigeria to produce oil under the Shell/Total/ Eni JV) and sole
commercially viable field located on the block. Despite
the age of the field, there are opportunities for significant upside in oil production primarily through the development of shallow heavy oil horizons. As at 2014, it accounted for 14.9% of total average daily oil production
which increased to 32.5% in 2015 largely due to the drilling of 3 oil development wells SEPLAT/NPDC JV on the
field although reserves stayed the same at 53.1mmbbls.
However, in 2016, SEPLAT paused drilling to redefine a
full development and drilling strategy which would overlie the productive reservoirs in the main Sapele field. Prior to this development strategy, Sapele shallow field had
remained largely undeveloped due to the heavier nature
of the oil (21° API) relative to that of its neighbouring
blocks. We however consider that the estimated significant accumulation of oil around 500 mmbbls STOIIP
(Stock Tank Oil-Initially-In-Place) over the years represents
a material upside opportunity for oil production. Average
daily gas production which also increased by 5.8% to
8.1mmscfd from 2014 to 2015 is largely due to the increasing offtake at Sapele power plant which is very close
to the Sapele Shallow field. In view of the SEPLAT’s W.I
gas reserves which stands at 122.4 Bscf, we believe there
exists a significant upside for an increased gas production
largely buoyed by the upside in domestic gas demand .
OPL 283
Seplat has a 40.0% non-operated working interest in the
Umuseti/Igbuku Marginal Field Area that is carved out of
OML 56. The block is located in the northern onshore belt
of the Niger Delta and is operated by Pillar Oil Limited
(SEPLAT’s subsidiary). It accounts for The block which consists of Umuseti, as the only producing field came onstream in May 2012 and is currently producing from three
development wells. This was evidenced as oil production
increased between 2014 to 2017, from 0.65kboepd to
1.0kboepd at a CAGR of 11.5%. There are currently 15
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identified oil bearing reservoirs in Umuseti out of which
only 4 of these reservoirs account for production. Oil production from Umuseti is evacuated to a Group Gathering
Facility (‘GGF’) where it is metered and thereafter exported via either the Agip’s Kwale facilities to the Brass terminal or via NPDC’s pipeline to Forcados.
The Igbuku field however, predominantly contains gas
and condensate and is currently undergoing appraisal
prior to development. Facilities on the block include a
5,000 bopd Early Production Facility (‘EPF’)

also being assessed. In 2015, SEPLAT continued to actively
develop its portfolio, by maximising value and focusing
on those that offer the best cash returns. SEPLAT remains
on track to further establish themselves as a leading indigenous independent E&P operator in Nigeria and this
has been done through good reservoir management,
production optimisation, the efficient development of
new reservoirs and the expansion of our surface facilities.

and two 20,000 bbls crude storage tanks to facilitate oil
production. We therefore opine that there exists a material upside in oil production upon further drilling of development wells.
Over the past 5 years, 2P oil & gas reserves
(proven+probable) have increased to 268274.0 mmboe
and 264.0 mmboe respectively. This is largely as a result
of the increased drilling of additional wells and consistent conversion of 2C to 2P reserves which has also further expanded the life span of the reserves from 2045 in
2015 to 2052 in 2016 according to the company financials. In 2014, SEPLAT achieved full year average working
interest production as measured at the LACT (Lease Automatic Custody Transfer) unit of 24,25 bopd for oil and
39.4 mmscfd for gas (total 30,822 boepd), in line with full
year 2014 guidance of 29,000 - 33,000 boepd. The Company achieved a new production record when gross daily
liquids production at OMLs 4, 38 and 41 exceeded 76,000
bopd in December 2014 (highest so far). At its capital
projects, the Company made significant progress on fabrication and installation of new 150 mmscfd gas processing
plant at the Oben field to allow commissioning work to
take place during the first quarter of 2015, making additional gas volumes available to the domestic market.
The gas lift project at Amukpe, targeting the Ovhor field,
was completed and also became operational in 2014.
High levels of rig based activity continued throughout
the year at OMLs 4, 38 and 41 where up to seven rigs
were operating at any one time. During that year,
SEPLAT drilled and completed 23 wells and workovers.
Working interest 2P reserves as assessed independently
by DeGolyer and MacNaughton (DMCL) were 281 mmboe
at 31 December 2014, split equally between oil and gas.
This represents an overall 2P reserves increase of 24.0% yo-y and since 2010; a CAGR of18.0% for oil and 19.0% for
gas.
In 2014, SEPLAT also completed its first exploration well,
the results of which have provided encouraging indications of additional potential in a new deeper play on
OML 38 that is considered to be prospective beneath current well locations in surrounding fields. The exploration
potential of the newly acquired OML 53 and OML 55 is
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SEPLAT considers the following strategies to support its
long-term aim to become a leading African independent
oil and gas exploration and production company.

•

Maximise production, reserves and cash flows from
existing assets

•

Pursue a focused acquisition and farm-in strategy on
assets with development opportunities and significant potential for exploration in order to add value
by increasing production and cash flows in the near
term

•

Take advantage of improving market conditions in
order to monetise its significant existing (and any
future) gas reserves over and above its domestic supply obligations (DSO) by selling to commercial ventures in Nigeria, such as the operators of power
plants and manufacturing plants.
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1. Acquire

2. Explore &
Appraise

3. Develop

4. Produce, Process
& Sell

To date, Seplat
has acquired
direct interests
in % blocks and
a revenue interest in one further block,
located in the
onshore and
swamp areas of
the Niger Delta.
They continue
to pursue new
acquisitions
and farm-in
targets to help
us grow reserves and production.

Seplat continues to appraise
and test upside
at their producing fields
and also have
a number of
discovered but
undeveloped
discoveries on
their blocks,
some of which
may be considered as appraisal targets
in the future.

In recent
years, Seplat
has been one
of the most
active drillers
in Nigeria and
has successfully undertaken
and completed significant
facilities and
infrastructure
projects on a
fast-track
timetable and
within budget.

Seplat has consistently grown oil
production capacity
and has more
than doubled gas
production following significant
processing plant.
Oil produce is marketed and sold
internationally to
off takers at the
export terminal
while gas production is sold under a
number of gas sales
agreements wholly
into the domestic
market.

High Grading
of Portfolio

5. Strong margin Cash flow

6. Shareholder
returns

Disciplined
allocation of
capital

On a year-on-year basis, SEPLAT has been able to expand

makes up for the other part except for 2016 when oil

average daily production save for a setback in 2016, a

prices and output fell to sub US$30 and sub-26,000 bpd

tumultuous year for the oil market, when output fell by

levels respectively. In that period, gas was 61.0% of total

40.3%. After this setback, production recovered and by

production. From 2013 to 2017, gas production grew at a

2018 (using the run rate from 9M:2018) it is estimated

CAGR of 14.0% while oil output grew at a CAGR of 7.5%.

that average daily production reached an all-time high of

We forecast a Y-o-Y increase in the production of both

51,500 bpd for the company. Of the components of total

constituents and thus overall production; both oil and gas

output, crude usually constitute a larger chunk while gas

components are expected to grow 4.2% in 2019 to a combined total of 53,677 bpd.

Oil Production

Gas Production
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SEPLAT has formalised its focus on high ethical standards
in its Code of Conduct, which is in place across the busi-
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ness and sets out its ethical framework for doing busi-
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Source: Company filings, Afrinvest Research
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2016

Stock Exchange (NSE) and the London Stock exchange
(LSE) in 2014, the Company became bound by the corpo-

2017

rate governance regulations of both Nigeria and the
United Kingdom, which include: the Companies and Al-
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15,786boepd in the same period. Consequently, total revenue declined by 55.0%Y-o-Y to US$254.0m. Also, despite
the 37.2% increase in gas production, income from the sale
of revenue still accounted for 58.5% of total revenue.
However, in 2017, the Group implemented an oil price
In 2017, the Group completed all phases of the mandato-

hedging strategy and increased its gas production to guard
against the downside risk of declining crude oil prices. The

ed by the Convention on Business Integrity (on behalf of

group hedged 3.69MMbbls of oil at an average price of

the NSE) and attained a score of 87.81%, surpassing the

US$44.55/bbl. In the same period, gas production by in-

passing score of 70%. This attainment showed the

creased 20.8%y-o-y to 19,070 boepd. This buoyed the significant recovery in revenue, which was up 77.9% y-o-y to

SEPLAT currently has a board of 12 vastly experienced

US$452.2m. In 2018, the strategy was sustained with

members consisting of the Chairman, 3 Executive Direc-

6.6MMbbls of crude oil hedged at an average of US$44.55/

tors, 2 Non-Executive Directors and 6 independent Non-

bbl. As at Q3:2018, oil and gas production were up 69.2%

Directive Directors.

and 44.4% y-o-y respectively, while oil and gas revenues
increased to US$441.0m and US$127.0m respectively. This

FINANCIAL ANALYSIS

was supported by an 88.0% uptime on the Trans Forcados

Operational and Financial Performance - Oil Revenue

system (80.0% year to date, in line with budget). We esti-

Remains the Cash Cow

mate that this run rate for full year 2018.
-2015), reve-

nue grew at a 5-year CAGR of 5.0%, despite deep con-

Chart 17: Oil & Gas Production (2011-2017)

tractions in revenue by 12.0% and 26.4%Y-o-Y in 2014
and 2015 respectively. This came even as oil production
rose by 3.3% and 19.6% Y-o-Y respectively to 24,252
boepd and 29,003 boepd in 2014 and 2015. The decline
was largely due to the abrupt fall in oil prices which began in H2:2014 and extended into FY:2015. Revenues
were also further impacted by lower production uptime
due to third party operated infrastructure (Trans focados)

being shut-in for significant periods of time. However,
the decline in total revenue was partly offset by higher

Source: Company filings, Afrinvest Research

income from gas, which increased by 51.4% and 180.7%
Y-o-Y respectively in the same period (highest growth
recorded within the review period).

ed by the force majeure declared on the Forcados export
terminal on 21 February 2016, following a spill in the subsea crude export pipeline, which disrupted production
and exports. As a result, production uptime level was at

the lowest (19.0%) in the history of the company with oil
production declining 65.0% Y-o-Y to 10,091boepd, even
though gas production was up 10.0% Y-o-Y to
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Revenue Assumptions and Forecast

to continue increasing gas production as evidenced in
45.8% Y-o-Y increase in CAPEX dedicated to achieving

Our revenue estimates for FY:2018 (US$757.3m) is guided
production operations in Q4:2018. However, we forecast

FID on the milestone ANOH gas project by Q1 2019.
V.

Oil prices range of US$55.0 to US$60.0: We also con-

FY:2019 to FY:2022 revenue to grow at a CAGR of 13.0%

sidered the impact of oil prices to the revenue generat-

to US$828.33 before moderating to a 6.0% Y-o-Y decline

ing capacity of the company and concluded that aver-

for FY:2023. Our methodology is based on the following

age oil prices below US$60.0/bbl will severely impact

assumptions:

revenues while higher oil prices will pose an upside risk

I.

to our revenue assumptions.

Average production uptime level at 86.0% over
the forecast period: We considered the production

Chart 18: Gross Revenues (2011-2023f)

uptime and downtime of oil and gas operations of
SEPLAT since inception (2011) to provide a fair analysis of the average number of production days in a
year. As expected, production uptime for 2016 was
an outlier due to the shut-in on Trans-forcados export facility which negatively impacted oil production. However, we prioritised production uptime post
the resumption of the export facility which serves as
the main export route for SEPLAT. We also believe
that the anticipated project completion of AmukpeEscravos Pipeline (Q1:2019), which will offer higher
export capacity and lesser leakages will serve as a

Source: Company filings, Afrinvest Research

Cost of Sales
Royalties

Driven by Crude Handling Charges and

buffer to guaranty stable oil production in the event
of an outage on the Transforcados facility.

tween FY:2013 and FY:2015, fell by 43.3% to US$182.4m
in FY:2016 following significant moderation in crude han-

II.

Average revenue generated per day: We analysed
the historical revenue generated per day based on
the production uptime level and corresponding revenue associated with the production of both oil and
gas. This provided an insight to deduce the average
revenue generating capacity of the company on operational days.

III. Stable and consistent increase in average oil production- Despite the depletion of reserves, we believe that the consistent Y-o-Y 2C to 2P reserves conversion will support the increase in oil production
evidenced by the increase in 2P oil reserves to
251.0mmboe
IV. Consistent increase in gas production: As a revenue

diversification strategy, buoyed by a soaring demand

dling fees (-87.9%) and royalties (-56.2%) as well as the
false majeure on the Folcados export pipelines which accounted for the massive drop in output and consequently
revenues. However, in FY:2017, cost of sales rose 31.6%Y-

o-Y to US$240.1m as SEPLAT incurred higher costs in
crude handling fees (+311.9% Y-o-Y), royalties (+63.6% Yo-Y) and depletion and amortization costs (+51.1% Y-oY).
We estimate that cost of sales will further rise 57.7% Y-oY to US$378.7m in FY:2018 as the business maintains the
current momentum of oil production growth. Over our
forecast period, we project cost of sales to grow and remain steady at an average of US$444.0m, as we expect
the company to maintain production at FY:2018 levels

with a faster growth rate in income from gas. Also, the

for gas both in the domestic market and neighbouring West African countries, we expect the company
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FY:2013 and FY:2017. Although we note a surge to
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Chart 19: Cost of Sales (2013

2023F)

Chart 20: Cost of Sales as a Percentage of Revenue (2013-2023F)

Source: Company filings, Afrinvest Research

71.89% in FY:2016, mainly due to the decline in the comFY:2017 followed the same pattern as gross profit. Operatof sale as a percentage of turnover to peg at 55.6% be-

ing profit fell from US$478.7m in 2013 to US$157.9m in

tween FY:2019 and FY:2023.

2015. However, the company recorded a negative operat-

Gross and Operating Profits

Low Oil Prices Impact

Performance

ing profit of US$157.9m in FY:2016, driven by foreign exchange losses of US$101.5m. Post-2016, operating profit
recovered to US$112.4m in 2017 and we projected a signifi-

-o-Y between FY:2013

cant expansion to US$302.9m in 2018 and average of

and FY:2016, following weak revenue growth during the

US$236.3m between FY:2018 and FY:2023 based on the

period. In FY:2014, gross profit fell by 16.4% Y-o-Y to

expanded oil and gas production.

US$459.4m while it further declined to US$248.8m (45.9%) and US$71.8m (-71.1%) in FY:2015 and FY:2016
respectively. However, it rose 195.5% Y-o-Y to US$212.1m

Profitability Analysis

Profit Before Tax Impacted by

Trend in Oil Prices

in FY:2017, and we estimate a strong growth of 78.52% Y
-o-Y in gross profit to US$378.7m FY:2018 while it would

been similar to that of its revenue, outperforming in peri-

post an average of US$355.1m between FY:2019 and

ods with impressive revenue and vice versa. In FY:2013, PBT

FY:2023.

rose 345.6% Y-o-Y from US$310.0m to US$457.5m, after
which Y-o-Y declines were recorded to 2017 given the weak

revenue performances in those years precipitated by weak-

Chart 21: Gross Profit (2013-2023F)

Chart 22: Operating Profit (2013-2023F)

Source: Company filings, Afrinvest Research
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Chart 23: Cost of Sales (2013

2023F)

Chart 24: Profit Before Tax and Profit After Tax (2013-2023F)

Source: Company filings, Afrinvest Research

er crude oil prices. In 2018 however, we estimate a

yield to maturity corresponding to each future cash

483.7% advancement in PBT to US$256.8m based on

flow on the term structure was selected as the risk-free

higher oil production and prices in the year. Furthermore,

rate for the forecast years. Average over the next five

we note that Seplat has enjoyed tax credits since FY:2013

years was estimated at 14.7%.

between FY:2013-FY:2017, although the company paid

b)

Our beta estimate relied on weekly market price data
over two years period with the assumption of the beta

taxes in the amount of US$21.5m in FY:2015. Finally, we

mean reverting to 0.5% over a five-year period based

after tax (PAT) over the forecast period FY:2019 to

on the historical behaviour of the rolling beta. This

FY:2023 to average at US$203.8m and US$84.0m respec-

formed the basis for the adjustment factor used on the

tively.

adjusted beta to result in an average of 0.52 over the
forecast period.
c)

Our risk premium assumption referenced the Country
Default Spreads and Risk Premiums (January 2019 up-

and overall profitability to be impacted by three major

dated) as calculated for Nigeria (13.6%) by Aswath

factors;

Damodaran

1.

Stable oil production as production uptime improves
to an average of 80.0%, and the success of the com-

d)

The result of our assumptions using the CAPM produce
average cost of equity of 21.8% over our forecast peri-

od
2.

Stability in oil prices above US$50.0/barrel and

The model also assumes a sustainable growth rate of 2.0%

3.

Persistent improvement in gas production over our

which give a blended 12-month target price (TP) of

forecast period

US$1.78/share on the absolute end. Similarly, we deployed
the relative valuation methodology using EV/EBITDA and

Hence, in valuing the company, we utilized a blended

forward P/E to arrive at respective value prices of US$2.22

valuation of the Dividend Discount Model, Residual In-

and US$1.86. We consolidated the various methodologies

come Model, Net Asset Valuation, EV/EBITDA, forward P/

to arrive at our 12-month blended target price of US$1.86

E valuation models. Our absolute valuation assumptions

or N681.50. This represents an upside potential of 28.1%

for cost of equity deployed the Capital Asset Pricing Mod-

from current price of US$1.45 (29/01/2019). Hence, we place

el (CAPM) as detailed below.
a)

BUY

We adopted the sovereign yield curve in deriving the
risk-free rate within the 5-year forecast period. The

Afrinvest West Africa
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Chart 25: Valuation Assumptions and Forecasts
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Afrinvest (West Africa) Limited
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About US
Afrinvest (West Africa) Limited (“Afrinvest”or the “Company”) is a leading independent investment banking firm with a
focus on West Africa and active in four principal areas: investment banking, securities trading, asset management, and
investment research. The Company was originally founded in 1995 as Securities Transaction and Trust Company Limited
(“SecTrust”) which grew to become a respected research, brokerage and asset management firm. Afrinvest (West Africa)
Limited is licensed by the Nigerian Securities and Exchange Commission (“SEC”) as an issuing house and underwriter. We
provide financial advisory services as well as innovative capital raising solutions to High Net-worth Individuals (“HNIs”),
corporations, and governments. Afrinvest is a leading provider of research content on the Nigerian market as well as a
leading adviser to blue chip companies across West Africa on M&A and international capital market transactions. The
company maintains three offices in Lagos, Abuja and Port-Harcourt.
Afrinvest Securities Limited (“ASL”) is licensed by the Nigerian SEC as a broker dealer and is authorized by the Nigerian
Stock Exchange (“NSE”) as a dealing member. ASL acts as a distribution channel for often exclusive investment products
originated by Afrinvest and AAML as well as unique value secondary market trading opportunities in equity, debt,
money market and currency instruments.
Afrinvest Asset Management Limited (“AAML”) is licensed by the Nigerian SEC as a portfolio manager. AAML delivers
world class asset management services to a range of mass affluent and high net worth individual clients. AAML offers
investors direct professionally managed access to the Nigerian capital markets through equity focused, debt focused and
hybrid unit trust investment schemes amongst which are the Nigeria International Debt Fund (NIDF), Afrinvest Equity
Fund (AEF), Balance Growth Portfolio (BGP), Ethical Investment Portfolio (EIP) and Guaranteed Income Portfolio (GIP).

Contacts
Investment Research
Robert Omotunde

romotunde@afrinvest.com

+234 1 270 1680 ext. 314

Jolomi Odonghanro

jodonghanro@afrinvest.com

+234 1 270 1680 ext. 319

Adedayo Bakare

abakare@afrinvest.com

+234 1 270 1680 ext. 317

Omoefe Eromosele

oeromosele@afrinvest.com

+234 1 270 1680 ext. 321

Abiola Gbemisola

agbemisola@afrinvest.com

+234 1 270 1680 ext. 312

Adeoluwa Eweje

aeweje@afrinvest.com

+234 1 270 1680 ext. 318

Ayodeji Ebo

aebo@afrinvest.com

+234 1 270 1680 ext. 315

Bolaji Fajenyo

bfajenyo@afrinvest.com

+234 1 270 1680 ext. 261

Oladipo Ajike

oajike@afrinvest.com

+234 1 270 1680 ext. 180

Jessica Essien

jessien@afrinvest.com

+234 1 270 1680 ext. 171

Ola Belgore

obelgore@afrinvest.com

+234 1 270 1680 ext. 281

Rotimi Ashimi

rashimi@afrinvest.com

+234 1 270 1680 ext. 282

Institutional Sale and Marketing

Investment Banking

Asset Management

For further information, please contact:
Afrinvest West Africa Limited (AWA)

27,Gerrard Road
Ikoyi, Lagos
Nigeria
Tel: +234 1270 1680
www.afrinvest.com

Afrinvest West Africa

|

+234 1 270 1689
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About US

ANALYST'S CERTIFICATION AND DISCLAIMER

The research analysts responsible for this report hereby certify that: 1) all of the views expressed in this report reflect our
personal views about the subject industry, the subject company or companies and its or their securities referred to in this
report, 2) we also certify that no part of our compensation was, is or will be directly or indirectly related to the specific
recommendations, views or opinions expressed in this report, and 3)no part of our compensation is or will be tied to any
specific investment banking transaction between the companies covered in this report and Afrinvest (West Africa)
Limited.

Fair Value Estimate
Our approach to establishing fair value takes into account a weighted average of price estimates derived from a blend
well as other relative/comparable trading multiples valuation models. However, we attach the most weight to EV?
EBITDA valuation methodology, P/E Valuation Model, Free Cash Flow (FCF) model and Residual Income Valuation/Model

fundamentals, as well as key price drivers from the firm, industry and macroeconomic perspectives.
Company-Specific Disclosures
The following disclosures relate to relationships between Afrinvest (West Africa) Limited or its analyst(s) with companies
covered in this report.
COMPANY

SECURITY

Seplat Petroleum Company Plc

SEPLAT
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DISCLAIMER

Investment Ratings
BUY:

The expected total return over the next 12 months is 25.0% or more. Investors are advised to take
positions at

ACCUMULATE:

the prevailing market price as at the report date.

The expected total return over the next 12 months ranges between 10.0% and 25.0% or the upside
potential is above industry average. However, cautious portfolio positioning is advised.

HOLD:

Over the next 12 months, investors are advised to remain neutral as the expected total returns may not
exceed 10.0% based on the prevailing market price as at the report date.

REDUCE:

The expected total return of the stock ranges from nil to negative. Aggressive exit or entry may not be
appropriate as the stock might fluctuate into a 10.0% decline over a 12-month horizon. Thus, the slim
upside potential does not adequately compensate for the inherent risk.

SELL:

The stock trades at a premium to its intrinsic value and is thus expected to lose up to 10.0% or more of
its market value. Immediate exit is therefore advised at the prevailing market price as at the report
date.

However, prices of securities could fluctuate if earnings miss estimate or due to general market, industry or
macroeconomic risk factors.

For more details on company specific valuation methodologies, upside/downside risks to current valuation, contact the
primary analyst or email research@afrinvest.com

Ratings Summary
BUY
Universe
% distribution

Afrinvest West Africa

1
100.0%

ACCUMULATE
0
0.0%

HOLD
0
0.0%

REDUCE
0
0.0%

SELL
0
0.0%

Total
1
100.0%
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DISCLAIMER

information from various sources that we believe are reliable; however, no, representation is made that it is accurate or
complete. While reasonable care has been taken in preparing this document, no responsibility or liability is accepted for
errors or fact or for any opinion expressed herein. This document is for information purposes only. It does not constitute
any offer or solicitation to any person to enter into any trading transaction. Any investment discussed may not be
suitable for all investors. This report is provided solely for the information of clients of Afrinvest who are expected to
make their own investment decisions. Afrinvest conducts designated investment business with market counter parties
and intermediate customers and this document is directed only at such persons. Other persons should not rely on this
document. Afrinvest accepts no liability whatsoever for any direct or consequential loss arising from any use of this
report or its contents. This report is for private circulation only. This report may not be reproduced distributed or
published by any recipient for any purpose without prior express consent of Afrinvest. Investments can fluctuate in price
and value and the investor might get back less than was originally invested. Past performance is not necessarily a guide
to future performance. It may be difficult for the investor to realize an investment. Afrinvest and/or a connected
company may have a position in any of the instruments mentioned in this document. Afrinvest and/or a connected
company may or may not have in the future a relationship with any of the entities mentioned in this document for
which it has received or may receive in the future fees or other compensation. Afrinvest is a member of The Nigerian
Stock Exchange and is regulated by the Securities and Exchange Commission to conduct investment business in Nigeria.

For further information, please contact:
Afrinvest Securities Limited (ASL)
27 Gerrard Road
Ikoyi, Lagos
Nigeria
Tel: +234 1270 1680
Fax: +234 1 270 1689
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