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TOTAL: Price-driven earnings rebound supported by mild volume
recovery, but structural risks remain

TotalEnergies Marketing Nigeria PLC delivered a sequential recovery in topline
performance for Q1’2026 as revenue advanced 9.5% quarter-on-quarter to N197.1
billion naira from approximately N180 billion naira recorded in Q4’2025. However,
despite the rebound on a quarterly basis, revenue declined 11.03% year-on-year from
N221.6 billion, reflecting the lingering impact of demand destruction triggered by
elevated fuel prices across the domestic downstream market. The improvement in
quarterly revenue performance reflects continued recovery momentum in sales
volumes following multiple quarters of severe consumer adjustment after subsidy
removal and FX pass-through effects, with Q3’2025 to Q1'2026 all delivering
sequential topline expansion. Nevertheless, our analysis indicates that the current
recovery remains largely price-led rather than purely volume-driven. Data from the
Nigerian Midstream and Downstream Petroleum Regulatory Authority (NMDPRA)
showed that average PMS prices increased 8.31% quarter-on-quarter to
approximately ¥945/litre in Q1’2026 from N872/litre in Q4'2025, with PMS prices
reaching as high as ¥1,249/litre in March 2026. The close correlation between revenue
expansion and PMS price appreciation suggests that pricing effects remained the
dominant driver of topline growth in Q1'2026, although the magnitude of revenue
growth slightly exceeding price growth points to mild volume recovery within
TotalEnergies’ retail and corporate distribution channels.

Revenue contraction and cost rigidity drive earnings collapse

Revenue composition further highlights the ongoing structural shift within the
company’s operating model. White products, which include Premium Motor Spirit
(PMS), Automotive Gas Qil (AGO), and Aviation Turbine Kerosene (ATK), recorded a
relatively muted quarter-on-quarter revenue increase of 1.2%. While this suggests that
broad-based retail fuel demand remains relatively measured, we believe consumption
patterns could become increasingly sensitive to further PMS price adjustments should
global oil prices continue trending higher amid escalating geopolitical tensions.
Conversely, lubricants and other non-white product segments recorded a strong
29.9% quarter-on-quarter rebound, reflecting stronger pricing power and the
relatively inelastic nature. Consequently, white products contribution to total revenue
declined to 65.73% from 71.11% in Q4’2025, while lubricants and other products
expanded their contribution to 34.27% from 28.89%.This transition suggests that
TotalEnergies is increasingly pivoting toward higher-margin, less price-sensitive
segments capable of absorbing elevated macroeconomic costs and pricing volatility.
The shift also reflects the growing importance of B2B and industrial demand channels
within Nigeria’s downstream energy landscape, particularly as corporates continue to
rely heavily on diesel, lubricants, and alternative fuel products amid persistent national
grid instability and rising energy costs.

In our view, this evolving product mix could provide an important earnings buffer in
periods where higher PMS prices potentially weaken mass-market retail consumption.
As a result, continued expansion in lubricants and industrial product penetration may
increasingly support margin stability even if white product demand moderates over
subsequent quarters.

Slower cost growth amplified operating efficiency gains

Despite topline growth remaining relatively moderate, TotalEnergies recorded a
significantly stronger improvement in profitability due to disciplined cost containment
and operational efficiency gains. Cost of sales increased only marginally by
approximately 4% quarter-on-quarter, materially below the pace of revenue growth.
This divergence created substantial operating leverage and allowed the company to
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expand profitability at a faster rate than sales growth. The moderation in cost
escalation reflects improved sourcing efficiency, lower international logistics
exposure, and stronger inventory optimization following the company’s increasing
reliance on domestic supply channels linked to the Dangote Petroleum Refinery. The
reduced dependence on imported refined products appears to have lowered freight-
related expenses and shortened inventory conversion cycles, collectively supporting
margin expansion during the quarter.

Gross profit expansion signals structural operational turnaround

Gross profit surged 65.0% quarter-on-quarter during the period while gross profit
margin expanded materially to 13.7% from 9.1% in Q4'2025, confirming a significant
turnaround in operational efficiency and inventory management.The sharp margin
recovery suggests that TotalEnergies successfully optimized its local sourcing strategy
through improved access to lower-cost domestic supply from Dangote refinery.

EBITDA momentum reinforces earnings recovery

EBITDA advanced 33.6% quarter-on-quarter to N9.989 billion from N7.478 billion
recorded in Q4'2025, reflecting improved earnings quality across the business.

The improvement in EBITDA was largely supported by expanding gross margins,
slower cost growth and stronger contribution from premium lubricant segment.
EBITDA margin consequently improved to 5.1% from 4.2%, highlighting enhanced
operational efficiency despite the still challenging macroeconomic environment.
Importantly, EBITDA growth outpaced revenue growth materially, suggesting that the
company is entering a more efficient operational phase following several quarters of
inventory dislocation and import-driven cost pressure. This also reinforces the view
that management’s transition toward leaner inventory structures and localized
procurement is beginning to produce meaningful profitability benefits.

Finance cost decline reflects structural shift in working capital model

Finance costs declined 6.0% quarter-on-quarter to ¥4.77 billion from ¥:5.07 billion
despite higher short-term borrowings, reflecting a structural shift in the company’s
inventory financing model following increased domestic sourcing from the Dangote
Petroleum Refinery. Historically, imported fuel purchases relied on letters of credit
(LCs) and extended shipping cycles, causing interest costs to accumulate while
products remained in transit. However, faster inventory turnover and shorter delivery
timelines associated with local sourcing have reduced financing duration and lowered
interest accumulation periods. Consequently, while borrowings increased to support
bulk local purchases, finance costs declined due to more efficient working capital
utilization and reduced cash entrapment within inventory.

Profitability returned to positive territory amid margin recovery

The combination of stronger gross profitability, slower cost escalation, and lower
finance costs enabled TotalEnergies to return to profitability during Q1'2026. Profit
before tax improved significantly from a loss position of approximately N580.58
million nairain Q4’2025 to a profit of ¥1.9 billion in Q1'2026. The recovery was further
supported by a substantial reduction in tax expense, which declined approximately by
70% during the period. Consequently, profit after tax rebounded from a loss of N3
billion naira in Q42025 to a positive N1.171 billion in Q1'2026. Margin performance
reflected this broader earnings recovery trend. Gross profit margin improved to 13.7%
from 9.1%, while EBITDA margin strengthened to 5.1% from 4.2%. Profit before tax
margin recovered from negative 0.32% to positive 1.0%, while profit after tax margin
improved from negative 1.71% to 0.59%.
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Inventory normalization reflects transition toward leaner sourcing structure
Inventory trends support the view that TotalEnergies Marketing Nigeria Plc is
transitioning from an import-heavy model toward a leaner domestic sourcing
framework. Inventory levels expanded significantly between Q2'2024 and Q4’2024
due to import stockpiling and supply uncertainty following subsidy removal, before
normalizing in Q1'2025-Q2°2025 as elevated prices and weaker demand forced
inventory clearance. Another inventory build-up occurred between Q2’2025 and
Q4’2025 amid bulk purchase positioning tied to the Dangote Petroleum Refinery
transition. However, Q1’2026 saw inventory levels decline by 26.80% from N133.46
billion naira in Q4’2025 to N97.692 billion naira in Q1'2026, reflecting improved supply
reliability, faster inventory turnover, and more efficient procurement cycles. Going
forward, reduced dependence on imported products should limit excessive inventory
accumulation and support stronger working capital efficiency and cash flow
conversion.

Balance sheet weakness continues to pressure valuation outlook

Despite the operational rebound in Q1'2026, TotalEnergies Marketing Nigeria Plc
continues to face pressure from prior-period losses, which continue to weaken cash
flow prospects and valuation support. Shareholders’ funds declined 41% YoY to N44.2
billion in FY’2025, while cash and cash equivalents fell sharply to ¥43.3 billion in
FY’2025 from N91.3 billion in FY’2024, reflecting sustained liquidity pressure. Although
total borrowings declined 28.1% YoY to ¥N83.18 billion in FY’2025 from ¥115.7 billion in
FY’2024, short-term borrowings increased 18.79% QoQ to ¥101 billion from ¥85 billion
in Q4'2025, suggesting increasing reliance on short-term financing to support
operational liquidity and inventory funding needs. In our view, weaker retained
earnings, rising borrowings and expected higher capital expenditure requirements will
continue to pressure free cash flow generation despite improving operational
performance. Consequently, we maintain a conservative valuation outlook and lower
target price forecast for the company.

Outlook remains constrained despite operational recovery

Looking ahead, we expect elevated geopolitical tensions between Iran and the United
States to sustain upward pressure on global crude oil prices, with likely pass-through
effects to domestic PMS pricing. While this may continue supporting topline revenue
growth in nominal terms, we believe the sustainability of price-led expansion remains
limited due to persistent consumer sensitivity to higher fuel prices. Although recent
quarters suggest early signs of volume stabilization, the broader demand environment
remains fragile. Historical pricing trends continue to indicate that sharp PMS price
increases eventually trigger varying degrees of demand destruction across retail
consumers and transportation channels. Nevertheless, we expect relatively inelastic
corporate and industrial demand segments to remain resilient. Telecommunications
operators, manufacturing facilities, logistics operators, airlines, and commercial
enterprises continue to depend heavily on diesel and fuel products especially in periods
of recurring grid instability and unreliable public power supply. Consequently, B2B
demand channels should continue absorbing elevated pricing levels more effectively
than retail consumers.We also expect lubricant sales to remain a key earnings
stabilizer in coming quarters. Given the potential moderation in white product revenue
growth amid weaker consumer demand and the absence of strong seasonal
consumption catalysts, lubricant expansion may increasingly become the primary
driver supporting revenue resilience and margin sustainability.
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FY’26 earnings outlook: Gradual stabilization but no rerating catalyst

For FY’2026, we revise our revenue forecast lower to a modest 1.03% YoY growth,
projecting revenue of N775.54 billion versus N767.63 billion in FY’2025, down from our
previous expectation of 8-10% YoY growth (N830-850 billion). The downward revision
reflects our expectation that while recent quarters indicate gradual volume
stabilization, elevated PMS prices and persistent consumer sensitivity will likely
constrain broad-based demand recovery. We expect the geopolitical tension between
Iran and the United States to sustain upward pressure on crude oil prices and domestic
PMS pricing. Also, historical trends suggest further price increases could trigger
additional demand moderation across retail consumers.

Consequently, we expect FY'2026 growth to remain supported primarily by gradual
recovery in white products and stronger contribution from lubricants and other
higher-margin segments, particularly from resilient B2B and industrial demand
channels. We forecast gross margin to average 10-11% in FY'2026, EBITDA margin to
stabilize around 3.96%, and profit after tax to settle at approximately N3.286 billion
naira from a loss position of N17.178 billion naira.

Valuation and recommendation

Despite the improving operational recovery recorded during Q1'2026, we do not
believe current earnings momentum fully offsets the company’s medium-term
valuation risks. Our revised discounted cash flow valuation incorporates expectations
for higher capital expenditure requirements and cash flow constraints.

Consequently, we revise our target price downward to N278.38, representing an
implied downside of 51.67% relative to the company’s market price at the time of this
report. While operational efficiency is improving and profitability has returned to
positive territory, we believe the current market valuation already overprices near-
term recovery expectations amid a still fragile macroeconomic environment and
structurally constrained consumer demand backdrop. Accordingly, we maintain a
SELL recommendation on TotalEnergies Marketing Nigeria Plc.

Income statement ‘ ‘ ‘

(N'million) 2025A 2026E 2027E 2028E 2029E

Revenue 767,634 775,544 802,856 831,875 862,199 893,471
Gross profit 82,074 84,540 86,679 90,246 93,311 96,812
EBITDA 22,141 30,719 33,298 33,258 33,577 34,12
Profit before tax - 12,500 4,004 7,598 8,894 16,432 16,104
Profit after tax - 17,178 3,286 6,450 7,891 15,082 15,617
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Important disclosure

This document is issued by Zedcrest Investment Managers Limited (“Zedcrest Wealth” or the
“Fund Manager”), an asset management firm registered with the Securities & Exchange
Commission (“SEC"), Nigeria.

This document is provided exclusively for the information of the recipient. It is not intended as,
and does not constitute, an offer or solicitation for the purchase of Units of any Fund or the
Securities of any Company. Recipients must inform themselves about and adhere to any
restrictions on the distribution of this document and the offering, sale, and trading of the
securities.

The information herein is confidential and intended solely for use by those to whom it is
addressed. It is not intended for public distribution and may not be reproduced, redistributed, or
published without the written permission of Zedcrest Wealth. Zedcrest Wealth, its advisers,
directors, employees, or affiliates do not accept any liability for the actions of third parties in this
respect.

Analyst certification
The research analyst(s) hereby certify that:
1.  The opinions and views expressed in this report are their genuine, independent
perspectives, based on publicly available information.
2. Their compensation is not directly or indirectly linked to the specific recommendations,
estimates, or opinions presented in this report.
In other words, the analyst(s) affirm that their research is impartial, unbiased, and free from any
potential conflicts of interest.

Ratings definitions

Buy: A 'Buy'rating is assigned to stocks that we believe are significantly undervalued, yet possess
robust fundamentals, and are expected to generate a potential return of at least 15.00% or more,
based on the difference between the current market price and our analysts' target price

Hold: A 'Hold' rating is assigned to stocks that we believe are fairly valued, with limited potential
for significant price movement, and are expected to generate a potential return within the range
of +5.00% to +14.99%, based on the difference between the current market price and our
analysts' target price

Sell: A'Sell' rating is assigned to stocks that we believe are overvalued, with deteriorating or weak
fundamentals, and are expected to generate a potential return of less than +5.00%, based on the
difference between the current market price and our analysts' target price.

Rating Suspended: This designation is assigned to a stock when we are unable to provide an
investment rating or target price due to insufficient fundamental data, or when legal, regulatory,
or policy restrictions prevent us from publishing a rating or target price.

Extra-normal situations: Our standard rating methodology does not apply in exceptional
circumstances where non-quantifiable factors and material considerations that cannot be
reliably estimated come into play. In such cases, our analysts may exercise professional judgment
to assign ratings that deviate from those expected under our standard methodology, taking into
account unique circumstances that cannot be fully captured by our quantitative approach.

Analyst’s compensation

The research analyst(s) who prepared this report are compensated based on a combination of
factors, including:

- The quality and accuracy of their research

- Client feedback and satisfaction

- Competitive market factors

- The overall performance and revenue of the firm, which includes contributions from Asset
Management, Securities Trading, Stock Broking, and other business units

This compensation structure is designed to align the analysts' interests with the firm's overall
success and the value delivered to clients.

Valuation and risks

For a detailed analysis of our valuation methodology and potential risks associated with any
recommended security, please refer to our most recent company-specific research report. If you
have any further questions or concerns, please don't hesitate to contact the analyst listed on the
front of this report
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Frequency of next update
We will provide an update to our view on the company when significant developments or financial
news occur, prompting a reassessment of our position.

Conflict of interest policy

Zedcrest Wealth and its affiliates maintain a policy ensuring research analysts' independence.
Analysts are not involved in activities suggesting representation of Zedcrest Wealth's interests in
a way that could compromise their impartiality. To avoid conflicts, analysts report to separate
lines, independent of Securities Trading, Wealth Management and Stock Broking departments.
However, these departments may trade based on published research, potentially creating
conflicting interests with clients.

General disclaimer

This research report is based on publicly available information considered credible by our
analysts. However, facts and views presented may not reflect information known to other
Zedcrest business. While reasonable care has been taken, Zedcrest Wealth its officers, and
employees disclaim responsibility for any errors or omissions. The report's accuracy, fairness,
and completeness have not been verified, and its contents should not be relied upon for
investment decisions.

Ratings, forecasts, and opinions are subject to change without notice and may not reflect future
performance. Past performance is not indicative of future results, and investments may fall or
rise due to various factors.

Zedcrest Wealth and its affiliates shall not be liable for any losses arising from the use of this
report. This report provides general information only and does not constitute personal
investment advice. Investors should independently evaluate investment risks and suitability, and
all investment decisions are their sole responsibility. Any investment decisions should be based on
public information or offering documents, not this report. Zedcrest’s other business units may
issue inconsistent trading ideas or recommendations.
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