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Fuel subsidy removal

During his inaugural address on Monday 29 May President Bola Ahmed Tinubu announced the end of Nigeria’s fuel subsidy.
Phasing out fuel subsidy was a manifesto pledge and the decision to implement it may have been brought forward by the
absence of any provision for fuel subsidy in the current government budget beyond June. (The current budget was
bequeathed by the previous administration.) Subsidies for petroleum (also known as Premium Motor Spirit, PMS) are

believed to have cost the government in the region of US$9.0bn last year.

Chart 1: Average* petrol price, Naira per litre

550
500
450
400
350
300
250
200 .

150 ooc-ooooo..O....-.. .....o..Ooooooooool.oooooooo. .o'.............. oot

100
50

Oct-16
Jan-17
Apr-17

Jul-17
Oct-17
Jan-18
Apr-18

Jul-18
Oct-18
Jan-19
Apr-19

Jul-19
Oct-19
Jan-20
Apr-20

Jul-20
Oct-20
Jan-21
Apr-21

Jul-21
Oct-21
Jan-22
Apr-22

Jul-22
Oct-22
Jan-23
Apr-23

Source: National Bureau of Statistics (NBS) *Simple average of the data supplied by the NBS for six zones: North Central; North East;
North West; South East; South South; South West.

According to data released by the Nigerian National Petroleum Corporation (NNPC) the price of petroleum in Lagos, for
example, rose from N184/litre (40 US$ cents at the official exchange rate) on 29 May to N488/litre (US$1.05) on 31 May, a

rise of 165%. We will return to the subject of exchange rates later in this report.

As one would expect, there were long queues outside petrol stations in Lagos on Tuesday 30 May. Traffic was light over the

following two days but built up again over the weekend, a testament to the inelasticity of demand for fuel.

The NNPC still stipulates prices at which its stations sell petrol, and clearly these prices will influence private-sector
petroleum marketers. It seems that the NNPC'’s published prices truly reflect input costs, and therefore can be considered
market prices. Differences between published NNPC prices for different regions are small and reflect transport costs (e.g.
the price is 11% more expensive in Sokoto in northern Nigeria than in Lagos). We consider petrol prices effectively

deregulated.
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Chart 2: NNPC prices for petrol, Naira per litre, in selected states
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Clearly, there are multiple knock-on effects - and many opportunities - stemming from fuel subsidy removal. We will look at
public finances, inflation, the consumer, companies, and the stock market. Before we do this, however, we need to consider

how significant fuel subsidy removal is in the context of Nigeria’s international standing.
An historic step

Over several decades, Nigeria’s multilateral partners, with a high degree of consistency, have called for three key reforms:
removal of fuel subsidy; unification of foreign exchange rates, if not an actual free float of the currency (unification of foreign
exchange rates was also mentioned during the President’s inaugural address); effective power sector reform (ditto). The
International Monetary Fund (IMF), the World Bank (WB) and a host of development agencies and donor nations over the
years have made these demands, which have gone unheeded (for the most part). Now one of these key reforms has been

passed. It is an historic step.

This administration has pushed ahead where previous administrations have either not attempted to reform the fuel subsidy
or begun to reform it and then backtracked in the face of opposition. There is no shortage of calls in Nigeria today to
mediate, negotiate and generally water down what the President has decreed, but there is no sign that the Federal

Government is going to reverse its decision.
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Chart 3: Nigeria, Foreign Direct Investment, US$m Chart 4: Nigeria, Foreign Portfolio Investment, US$m
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Source: NBS, Coronation Research

Reforming one price, petroleum, may prove difficult to do in isolation, i.e. without influencing other prices, in our view. We

will explore some of these connections later.

While we are optimistic, it is likely premature to predict a surge in foreign direct investment (FDI) and foreign portfolio
investment (FPI) on the back of fuel subsidy reform. Private-sector foreign investors have faced difficulties (thanks in part to
low liquidity in foreign exchange markets) for some years now, and have suffered several sudden currency devaluations (in
2016 and 2017, for example). However, there are specific investment opportunities now and we believe Nigeria’s investment

credentials are improving.
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Public finances and eurobonds
The first beneficiary of fuel subsidy removal is the Federal Government of Nigeria (FGN). In 2022 the FGN'’s budget for fuel

subsidy was N4.0 trillion (US$8.6bn), which represented 22.1% of its total budget of N18.1 trillion (US$39.0bn). The
subsidy swallowed up 40.1% of budgeted aggregate FGN revenues of N9.97 trillion.

Charts 5&6: Federal Government of Nigeria eurobond yields
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Source: Bloomberg, Coronation Research

Doing away with fuel subsidy clearly has positive implications for Nigeria’s fiscal deficit, which was budgeted at N8.17
trillion (US$17.6bn) in 2022. The government-owned NNPC's purchases of petroleum products take the form of swaps, of

the NNPC'’s crude oil for imported products, with petroleum (until 31 May) sold at subsidised Naira prices.
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Charts 7&8: Federal Government of Nigeria Eurobond prices, US$
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Given the nature of the swaps, it seems that the NNPC is saving itself the equivalent barrels of oil, with the value accruing

to the government (its shareholder). Removing fuel subsidy is therefore a US dollar saving for the FGN.
Chart 9: FGN US dollar Eurobond yield curve
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International bond markets have been quick to spot this, with yields of FGN US dollar Eurobonds tightening across the curve
immediately after the announcement. The average yield of six traded FGN Eurobonds fell from 11.7% immediately before
the announcement to 11.0% at the end of last week. (An international rally in bonds, following the resolution of the US debt
ceiling issue, was also a contributory factor.) Even then, this does not seem like excessive optimism to us, and we continue to

believe that FGN US dollar Eurobonds represent good value.
Anincentive torefine

Consider the case of an integrated oil producer and refiner in Nigeria. When it extracts oil and sells it, it earns US dollars.
When it diverts its own production for refining it makes products for domestic consumption priced in Naira. Until 31 May the
price of the petroleum component of those products was regulated and far below the free market price. This was a

disincentive to refine. The disincentive has now been removed.

The same was true of refiners, unless they were compensated with subsidies to bridge the gap between the true cost of their
products (i.e. crude oil plus all refining costs plus finance costs) and the subsidised petroleum price. The removal of subsidies

provides an incentive to refine.

Chart 10: Share price of selected downstream companies (I Jan 2023 = 100)

420
370
320
h)
U4
270 !
!
220 "
- - p----,
170 _I’ ‘\\ J__-_-_-a'-‘ v
120 ---c,;_-_-;-—-u-—-gﬂ-------------------—-—---------,
70
™ ™ ™ ™ ™ ™
o N o o qQ o
=== TOTAL MRSOIL === CONOIL

Source: Bloomberg, Coronation Research

Investors have also marked up the prices of mid and downstream oil companies, reasoning that, in the absence of the rigid

pricing formula that accompanied the subsidised price, it will be possible to improve retail margins.
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Implications for listed companies

The stock market was enthused by the announcement of fuel subsidy removal, with the NGX All-Share Index gaining 5.23%
the day after it was announced. Since then, the market has been more circumspect with barely any further gain in the index

overall. We believe the market is beginning to assess the broad-based costs of fuel subsidy removal to listed companies.

Chart 11: NGX All-Share Index in 2023, (1 Jan 2023 = 100)
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Source: Bloomberg, Coronation Research

It is often said that the fuel subsidy is a subsidy for the wealthy, in particular those who drive cars. This ignores the fact that
many domestic generators are fueled with petrol rather than diesel, in particular small domestic generators in widespread
domestic and commercial use. Transport costs are not only borne by those who drive cars but by users of buses, taxis and
okada motobike taxis. Transport costs are reflected in the costs of fresh food, packaged food, and almost all other goods. It

is fair to say that fuel price removal is an inflationary shock for everyone.

Ultimately, these costs will be borne by companies across the board, whether in the form of increases in direct costs or in
response to demands for salary increases. One way or another, fuel price rises will work their way into the cost base. It is
unlikely that companies will respond with immediate salary increases so we expect the consumer to be hit in pocket. After

the disruption caused by cash shortages early this year, the first half of 2023 is a tough one for the Nigerian consumer.

Choose industries with inelastic demand

Given that the consumer will be under pressure, we have reservations about companies that benefit from discretionary
spending. Brewers and some consumer product companies may face challenges. Companies that may continue to perform
well are those whose products enjoy inelastic demand, notably telecom companies and banks. We will explore these themes

in future publications.

Note that there are, at this stage, limited implications for fixed income investments arising from fuel subsidy removal.
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A fully liberalised fuel price

One of the assumptions in this report is that fuel prices are now full liberalised, i.e. that they reflect market prices, including
a market price for wholesale fuel and a market price for foreign exchange. We can check this assumption using a Premium

Motor Spirit (PMS) pricing template and see how it applies to the prices announced by the NNPC for 31 May.

The two principal variables in the pricing template are European wholesale petroleum prices and the Naira/US dollar
exchange rate. Since we know the European wholesale petroleum price (available from Bloomberg, among other sources)

we can derive - we have to say approximately - the implied Naira/US dollar exchange rate.

Chart 12: European wholesale gasoline prices, US$ per metric tonne
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Source: Bloomberg, Coronation Research

Note that fuel subsidy was not a cash payment: rather it represented an opportunity cost (recorded in the annual government
budget) of what would have been realised on behalf of the Federal Government of Nigeria if the country had not entered into
swaps (of barrels of oil) for imported petroleum products. That budgeted cost had an implied exchange rate attached to it

which was the official exchange rate, or the I&E Window rate. The question is what the implied exchange rate is now.

A necessary caveat when using this method is that information is scarce and is not up to date, therefore we have used several
bold assumptions to update it ourselves. Nevertheless, we are satisfied that our assumptions are reasonable and that the
exchange rate implied by newly-announced petroleum prices is much closer to the parallel market rate (which, according to

various sources is around N750/US$1) than the I&E Window rate (of around N465/US$1).
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Table 1: PPPRA PMS pricing formula, March 2021

Table 2: Summary model* of petrol pricing formula, June

S/MT  Naira/litre

$/MT  Naira/litre

Average gasoline price (FOB Rotterdam) 561.96 169.22 Average gasoline price (FOB Rotterdam) 795.56 427.36
Av freight rate (NWA to West Africa) 21.63 6.51 Av freight rate (NWA to West Africa) 21.63 11.62
Expected ex-coastal price 175.73 Expected ex-coastal price 438.98
Summary expenses (1) 13.89 Summary expenses (1) 21.16
Expected landing cost 189.61 Expected landing cost 460.14
Summary margins & charges (2) 16.81 Summary margins & charges (2) 23.53
Expected ex-depot price 206.42 Expected ex-depot price 483.67
Retailers margin 6.19 Retailers margin 8.67
Expected retail price (lower band) 209.52 Expected retail price (lower band) 488.00
Expected retail price (upper band) 212.61 Expected retail price (upper band) 492.34
(Average FMDQ I&E Naira US$ FX rate) 403.80 Implied Naira / USS$ FX rate 720.36

Coronation Research

(2): Wholesaler margin at N4.03/l + Admin charge at N1.23/l +

Marine Transport Average (MTA) at NO.15/I

Source : Petroleum Products Pricing Regulatory Authority (PPRA),
(1): Average lightening expense at N4.81/I + Nigerian Ports Authority
charge at N2.49/1 + NIMASA charge at N0.23/I + Jetty thru'put charge

at N1.62/1 + Storage charge at N2.58/I +Average financing cost N2.17/1

Transporters allowances (NTA) at N3.89/1 + Bridging fund at N7.51/1 +

Source : Coronation Research
*Assumes structure of PPRA formula of March 2021, inflates all
Summary Expenses, Summary margins & charges and Retailer's

margin by 40% to allow for inflation

The table on the left hand side represents a summary of the actual Petroleum Products Pricing Regulatory Agency (PPRA)

template from March 2021, the most recent we can locate. The European wholesale price is given as US$561.97 per metric

tonne (MT) and the exchange rate is the I&E Window rate (at that time) of N403.80/US$1.

The table of the right hand side represents the same calculation, reproduced by us, with the important additional caveat that

the formula may well have changed since 2021. And we have increased key expenses, margins and charges by a notional 40%

to allow for inflation. This time the European wholesale price is US$795.56 per metric tonne. And the implied exchange rate

is much closer to the parallel exchange rate than the I&E Window rate. The price of petroleum appears to be fully liberalised.

Research | Nigeria | Fuel Subsidy
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Risks

As the government of President Bola Ahmed Tinubu is in the process of being formed (following general elections in February
and March this year) key fiscal and monetary policies cannot be described with any certainty. While the manifesto of the All
Progressives Congress (APC) contains clear policies, it is not known which policies will be prioritised nor when they will be

implemented. At the time of going to press key ministerial appointments have yet to be made.

The removal of fuel subsidy is an APC manifesto pledge and was announced by the President during his inaugural address on
29 May, immediately followed by re-pricing of petroleum prices (or Premium Motor Spirit, PMS) by the NNPC. Readers
should be aware that previous attempts to reform the fuel subsidy, several years ago, were reversed. There is no guarantee

that the current policy will not be reversed or amended.

This report discusses what we consider to be the likely effects of fuel subsidy removal, but only in isolation. We are unable to
assess the effects of fuel subsidy removal in the context of other fiscal and monetary policies. These policies, yet to be
announced and implemented, may have a significant effect on the possible outcomes described in this report. For example,
one cannot rule out the creation of a stabilisation fund designed to cushion consumers from the effects of fuel subsidy

removal, but how such a stablisation fund (if any) would be funded is an open question.
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Disclaimer & Disclosures

The analyst(s) and/or Head of Research has (have) produced this report independently of the company or companies, and
independently of the issuer of security or securities, covered in this report, and (has) have done so using publicly-available
information. Information used in the preparation of this report is believed to be accurate at the time of going to press, though
not verified independently. No liability is accepted for errors nor omissions of fact, nor is any warranty given for the
reasonableness, accuracy or completeness of the information presented. Market information may have been gathered from
different sources, including official and government sources, and processed in arriving at the opinion(s) expressed in this

report.

This report is intended as background information for clients of Coronation Asset Management Ltd and clients of its

subsidiaries and affiliates and is not to be read as a solicitation, approval or advice to buy or sell securities.

Neither Coronation Asset Management Ltd, its directors, employees and contractors, nor its subsidiaries and affiliates, nor
the directors, employees and contractors of its subsidiaries and affiliates, accept(s) responsibility for losses or opportunity
costs, whether direct or consequential, that may be incurred as a result of trading, or not trading, in securities covered in this
report, or other securities, as a result of any decision taken after reading this report. Clients of Coronation Asset
Management Ltd, and of its subsidiaries and affiliates, who read this report, should not rely on it for the purposes of making
investment decisions and should make their own evaluation of the potential performance of securities; the risks involved in
buying or selling securities; the volatility and liquidity of securities; and of other factors such as interest rates, exchange rates,
exchange rate liquidity, trading costs, settlement and custody. Clients of Coronation Asset Management Ltd and of its
subsidiaries and affiliates, who read this report, should assess their own investment objectives and financial capacities when

taking investment decisions and should consult a relevant financial adviser in these respects.

This report is intended for the clients of Coronation Asset Management Ltd and of its subsidiaries and affiliates. Copying and
reproduction of this report, and onward forwarding, is only allowed with the specific permission of Coronation Asset
Management Ltd, its subsidiaries and affiliates. Receipt of this report does not qualify you as a client of Coronation Asset
Management Ltd, its subsidiaries and affiliates. If you are in unauthorised receipt of this report, you are requested to notify

Coronation Asset Management Ltd, or one of its subsidiaries or affiliates, and to return or delete the report.

This report is intended for corporate and institutional clients of Coronation Asset Management Ltd and of its subsidiaries
and affiliates, where those clients are regulated and professional investment customers and market counterparties. This

report is not intended for individual investors.

This report is not intended for distribution to, or use by, any person or entity in any jurisdiction or country where such

distribution or use would be contrary to law or regulations.

Coronation Research is a department within Coronation Asset Management Ltd which supplies research services to
Coronation Asset Management Ltd and is ring-fenced with regard to the activities of Coronation Asset Management Ltd. The
Head of Research, contractors and employees of Coronation Research do not receive any non-public information regarding

the investments or investment objectives of Coronation Asset Management Ltd and do not take part in its internal meetings.

Research | Nigeria | Fuel Subsidy 13



CORONATION

Coronation Asset Management Ltd and its subsidiaries are incorporated under the laws of the Federal Government of

Nigeria and are licensed by the Central Bank of Nigeria and by the Securities and Exchange Commission of Nigeria.

Your attention is brought to the fact that the analyst(s) and/or Head of Research, mentioned at the beginning of this report
is (are) employed by Coronation Asset Management Ltd in the Federal Republic of Nigeria, and while subject to the laws of
the Federal Republic of Nigeria is (are) not subject, as the author(s) of this report, to the laws of other countries, notably the
United States of America ('US'), the member states of the European Union ('EU'), or the United Kingdom ('UK', during and

after its membership of the EU) as these laws may affect the production, publication and distribution of this report.

Your attention is brought to the fact that the analyst(s), and/or Head of Research, mentioned at the beginning of this report,
is (are) not registered or qualified as research analysts with the Financial Industry Regulatory Authority in the US, nor
registered with the Financial Conduct Authority of the United Kingdom. No liability for compliance with those laws with
respect to this report is accepted by Coronation Asset Management Ltd, its directors, staff and contractors, or those of its

subsidiaries and affiliates.

Where this report is distributed to clients and potential clients of Coronation Asset Management Ltd, and of its clients and
affiliates, in the European Union ('EU'), including the United Kingdom ('UK'), during and after its membership of the EU, this
report is either: a) distributed by virtue of a contract between Coronation Asset Management Ltd, its subsidiaries and
affiliates, and the client for research services, or: b) distributed as a free sample, for a given period of time, pursuant to a

future contract for the sale of research services.

The opinions expressed in this report concerning the company(ies) and securities covered accurately represent the personal
views of the analyst(s) and Head of Research, whose names are given at the beginning of the report. No part of the
compensation of the analyst(s) and Head of Research mentioned at the beginning of this report is, or will be, related to the

views or recommendations(s) given in this report.

Conflicts of Interest

The compensation of the analyst(s) and/or Head of Research, mentioned at the beginning of this report is not linked to the
recommendations, forecasts, estimates or opinions expressed in this report, nor to commissions or spreads or other gains

generated in trading securities, whether covered in this report or not.

This report is produced by the Research Department of Coronation Asset Management Ltd and may be used, after its
publication, by other departments of Coronation Asset Management Ltd for advisory or trading purposes, or otherwise for
the assessment of companies and securities. However, it is the policy of Coronation Asset Management Ltd that no
department influences the opinions, estimates, forecasts or recommendations of the Research Department, nor is privy to
the contents or recommendations of the Research Department's reports and recommendations ahead of their publication. It
is also the policy of Coronation Asset Management Ltd that members of the Research Department are not privy to knowledge
of advisory mandates, or other fiduciary relationships, engaged in by other departments. Coronation Asset Management Ltd,

its directors, contractors and staff, and its subsidiaries and affiliates and their directors, contractors and staff, and connected
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parties may have positions in the securities covered by this report and may have advisory and/or other fiduciary relationships

with companies covered in this report. As such, this report should not be considered free from bias.

Disclosures for companies cited in the report

The table below outlines currently known conflicts of interest that may unknowingly bias or affect the objectivity of the

analyst(s) with respect to an issuer that is the subject matter of this report. Disclosure(s) apply to Coronation Asset

Management or any of its direct or indirect subsidiaries or affiliates with respect to any issuer or the issuer's securities.

A) The analyst(s) responsible for the preparation and content of this report (as shown on the front page of this report)
holds personal positions, directly or indirectly, in securities of the company(s) to which this report relates.
B) The analyst(s) responsible for this report, as indicated on the front page, is a board member, officer or director of
the company (ies)
C) Coronation Asset Management or its affiliates have recently been the beneficial owners of 1% or more of the
securities mentioned in this report.
D) Coronation Asset Management or its affiliates have managed or co-managed a public offering of the securities
mentioned in the report in the past 12 months.
E) Coronation Asset Management or its affiliates have received compensation for investment banking services from
the issuer of these securities in the past 12 months.
F) Coronation Asset Management or its affiliates expects to receive compensation for investment banking services
from the issuer of these securities within the next three months.
G) The company (s) covered in this report is a client of Coronation Asset Management or its affiliates.
H) Coronation Asset Management has other financial or other material interest in the company
Security Name Available Disclosure
Zenith Bank

Guaranty Trust Holding Company

Access Bank D,E,F,G

FBNH Holdings E,F,G
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United Bank for Africa

Stanbic IBTC Holdings

MTN Nigeria Communications D,G

Airtel Africa G

Dangote Cement

BUA Cement

Coronation Research's equity research rating system

Coronation Research's Investment ratings are a function of the research analyst's expectation of a stock's performance
relative to relevant indices or peers. The benchmark used in deciding our stock rating is the trailing three-year average yield

of the 12-month T-Bill plus one standard deviation rounded to the nearest per cent.

Coronation Asset Management uses the following rating system:

The analyst considers the stock undervalued and expects the stock to outperform

B the benchmark over the next 12 months or the stated investment horizon.

The analyst considers the stock to be fairly valued and expects the stock to perform
in line with the benchmark over the next 12 months or the stated investment

Hold: horizon.

The analyst considers the stock overvalued and expects the stock to underperform

Sell: the benchmark over the next 12 months or the stated investment horizon.

Under Review (UR): Where the company covered has a significant material event with further
information pending or to be announced, it may be necessary to temporarily place

the investment rating Under Review. This does not revise the previously published
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rating but indicates that the analyst is actively reviewing the investment rating or
waiting for additional information to re-evaluate the expectation of the company's

performance.

This applies when the stock is either not covered by Coronation Research or the
rating and price target has been suspended temporarily to comply with applicable
‘ regulations and/or firm policies in certain circumstances, including when Coronation
Not Rated: Asset Management is acting in an advisory capacity in a merger or strategic
transaction involving the company or due to factors which limits the analysts' ability

to provide forecasts for the company in question.

Price targets reflect the analyst's estimates for the company's earnings. The
. achievement of any price target may be impeded by general market and
Price Targets: . .
macroeconomic trends and by other risks related to the company or the market and

may not occur if the company's earnings fall short of estimates.

In cases where issuing of research is restricted due to legal, regulatory or contractual obligations, publishing investment
ratings will be restricted. Previously published investment ratings should not be relied upon as they may no longer reflect the
analysts' current expectations of total return. While restricted, the analyst may not always be able to keep you informed of

events or provide background information relating to the issuer.

If the investment rating on a stock has not been reviewed for a period of one year, coverage of the stock will be discontinued
by Coronation Research. Investment decisions should be based upon personal investment objectives and should be made
only after evaluating the security's expected performance and risk. Coronation Research reserves the right to update or

amend its investment ratings in any way, and at any time it determines.

Ratings and Price Target History

Ticker Date Recommendation Date Recommendation Date Recommendation Target
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price, Naira/s

ZENITHBANK  8-Apr-22 Buy 16-May-22 Buy 28-Jul-22 Buy 30.86
GTCO 8-Apr-22 Buy 16-May-22 Buy 28-Jul-22 Buy 36.63
ACCESS 8-Apr-22 Buy 16-May-22 Buy 28-Jul-22 Buy 12.88
FBNH 8-Apr-22 Sell 16-May-22 Sell 28-Jul-22 Sell 8.34
UBA 8-Apr-22 Buy 16-May-22 Buy 28-Jul-22 Buy 11.72
STANBIC 8-Apr-22 Buy 16-May-22 Buy 28-Jul-22 Buy 45.00
MTNN 8-Apr-22 Buy 16-May-22 Buy 28-Jul-22 Buy 274.41
AIRTELAFRI 8-Apr-22 Sell 16-May-22 Sell 28-Jul-22 Sell 1,051.07
DANGCEM 8-Apr-22 Buy 16-May-22 Buy 28-Jul-22 Buy 328.65
BUACEMENT  8-Apr-22 Not Rated 16-May-22 Not Rated 28-Jul-22 Sell 44.60
Coronation Research Investment Rating Distribution
Buy 70.0%
Sell 30.0%
Hold 0%
Under Review 0%

By accepting this document, you agree to be bound by all the preceding provisions. The information contained in this

document is confidential and is solely for the use of those persons towhom it is addressed and may not be reproduced, further

distributed to any other person or published, in whole or in part, for any purpose without the written consent of Coronation

Asset Management.
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