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Company and Industry Overview

Premier Oil (PMO) is an international exploration and production company based in

the UK with competitive advantages in key production areas including Indonesia and

Vietnam. While oil markets are still volatile and Brent is gradually recovering, their

long term contract with Singapore and Vietnam where oil is sold at premium to Brent

helps sustain the company and encourage growth.

Table 1: Sales revenue comparison with Brent.

Sales Revenue 2011 2012 2013 2014 2015

PMO 826.8M 1408.7M 1501.0M 1629.4M 1067.5M

BP 237.14B 242.55B 214.73B 145.89B

RDSB 470.17B 467.15B 451.24B 421.11B 264.96B

Brent 101.01 119.47 115.55 106.40 52.99

Following the massive drop in Brent oil price in 2015, PMO along with BP and Royal

Dutch Shell experienced a major decrease in sales revenue. The relevant percentage drop

can be compared to show PMO’s performance in the industry.
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Table 2: Percentage change in industry.

Sales Revenue 2014 2015 % Change

PMO 1629.4M 1067.5M -34.49%

BP 214.73B 145.89B -32.06%

RDSB 421.11B 264.96B -37.08%

Brent 106.40 52.99 -50.20%

Further details in the table below conclude that the revenue drop was due a direct

result of Brent price instead of any other internal or external factors.

Table 3: PMO production and RAOP.

2011 2012 2013 2014 2015

Production (kboepd) 40.4 57.7 58.2 63.6 57.6

Realised Average Oil Price ($/bbl) 111.90 111.40 109.00 98.20 52.60

As a major portion of the company’s income is from international sources, the weak-

ened sterling had a positive affect by increasing profit from currency exchanges and

decreasing debt. Combined with outperformance in the Huntington field in the North

Sea, with production rate peaks at 95 kboepd and 93% production efficiency, the com-

pany has had a strong operational performance period.

Future Growth, Strategy and Cash Flow

As both an exploration and production company, Premier aims to be increasingly

upstream independent. The company overall adopts a conservative strategy and utilises

efficient production to generate cashflow. This is then reinvested in development and

exploration to encourage long-term growth of portfolio.

Due to the still low Brent oil prices and relatively high cost of operation in the North
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Sea, Premier hopes to expand their position in Asia. Further investments have been

made in the last quarter to reduce operation costs in the future including the acquisition

of E.On UK. Progress has also been made with lending groups to revise contracts and

debt maturities.

As of June 2016, the Catcher oil field in the North Sea is on schedule for 2017 with

a capital expenditure 20% less than at sanction. Increasing investment in development

resulted in the low risk, high return infill drilling in Asia. The company aims to further

expand their portfolio with exploration prospects in Mexico, Brazil and the UK Southern

Gas Basin, as well as the under-explored but proven hydrocarbon basins with significant

potential to revolutionise the company’s resource base.

With regards to the cash flow statement, it is apparent that the major source of income

is from operating activities, netting $809.5 million in 2015 and $924.3 million in 2014.

With drawdown of long-term bank loans second, $775 million in 2015 and $655 million

in 2014. These mainly went towards the major outtake of capital expenditure, including

operation costs, exploration and development at $992.2 million in 2015 and $1195.50

in 2014. This is in line with the company strategy of investing operating profits into

exploration and development to encourage growth of the company and diversification of

their portfolio.
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Ratio Analysis

Table 4: Ratio analysis

Profitability Ratios 2015 2014

Return on Capital Employed -83.59% -32.12%

Return on Shareholders Funds -150.22% -11.23%

Gross Profit Percentage -77.70% -23.57%

Operating Profit Percentage 75.83% 56.73%

Liquidity Ratios

Current Ratio -1.37 -1.13

Quick Ratio -1.28 -0.98

Efficiency Ratios

Stock Holding Period (Days) 11.49 9.66

Debtors and Creditors Payment Period (Days) 533.17 11.83

Financial Structure

Gearing 42.26% 34.86%

Interest Cover 9.05 3.91

Price/Earnings ratio -141.48p -26.35p

Dividend yield 0% 2.99%

From the ratios above, it is apparent that although operating profits increased and

overall efficiency has not decreased significantly, the major fall in profitability was due

to external factors. Due to this, Premier has increased its gearing and interest cover as

well as reduced dividend yield to sustain the growth of the company.
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Calculations

Return on Capital Employed

ROCE =
ProfitBeforeTax

CapitalExpenditure
(1)

Return on Shareholders’ Funds

ROSF =
NetProfit

Shareholders′Funds
(2)

Gross Profit Percentage

GP =
ProfitBeforeTax

SalesRevenues
(3)

Operating Profit Percentage

OP =
OperatingCashflow

SalesRevenues
(4)

Current Ratio

CR =
CurrentAssets

CurrentLiabilities
(5)

Quick Ratio

QR =
Cash + FinancialInstruments + TradeandReceivables

CurrentLiabilities
(6)
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Stock Holding Period

SHP =
Inventory

CostOfSales
× 365 (7)

Debtors and Creditors Payment Period

DCPR =
TradeandReceivables

CreditSales
× 365 (8)

Gearing

Gearing =
NetDebt

TotalAssets
(9)

Interest Cover

IC =
ProfitBeforeTax

InterestPaid
(10)

Price/Earnings Ratio

PE =
SharePrice

ProfitBeforeTax
(11)

Dividend Yield

DY =
Dividend

SharePrice
(12)

Conclusion

Despite the crash in Brent oil price, which affected the entire production industry,

Premier has shown its ability to depend on a broad international portfolio. Strengthened
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by the falling sterling, the conservative company strategy remains unchanged as profits

are reinvested and further North Sea oil fields are sanctioned as well as international

exploration opportunity gained.

The company is looking forward to a period of rapid growth following the investment

period. Hopefully accompanied by a recovering Brent price and discovery of the high

return hydrocarbon basins.

Following further discussion with loan groups and investors, Premier could poten-

tially invest even more into international fields. As the potential for infill drilling and

hydrocarbon basins could vastly offset the low Brent price and allow the company to

discontinue the high cost production facilities in the North Sea altogether.

FinTech

With the constant development of technology, people will be attracted to more efficient

and convenient ways to manage their finances. From simple mobile banking apps to

international crowdfunding, there will have to be new regulations and technology to

keep up with the developers’ ambitions.

The current stock markets, evolved from medieval forms of bartering, through the

development of easily accessible and even free trading mobile apps will have to become

less verbose and comprehensible at-a-glance in order to facilitate the general public.

As such, it is likely that selling stock would soon be equivalent to selling any other

merchandise as companies adopt more and more aggressive advertising method.

Following the growth of new technologies, new regulations must be put into place to

secure the sector both politically and from cyber-threats. As the finance industry is

comprised of information rather than physical goods, any breach in the system could

become a major security risk.
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