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Omnia’s share price graph and Intellidex’s previous calls
Initiate coverage: Hold
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Sensitivity analysis

Background
Terminal growth

Wacc

Omnia Holdings is a specialist chemical services provider with
interests across the chemical, mining and agricultural markets
through three operating divisions: chemicals (Protea Chemicals,
Umongo Petroleum), mining (BME, Protea Mining Chemicals) and
agriculture (Omnia and Oro Agri).
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forecasts to assumptions of the terminal

33 162 growth rate and the weighted average
16 053 cost of capital (Wacc). The highlighted
cell shows our target price in cents.

Investment thesis
levels that would see Omnia’s
chemicals businesses delivering
healthy margins.

The weak state of the South African
economy muddies Omnia’s
investment case. The group, whose
performance is heavily linked to the
local mining and manufacturing
industries, has seen its profitability
deteriorate over the past five or so
years. It recently reported an interim
loss for the first time since 2009 with
all three of its divisions
underperforming expectations.

Depressed activity in the mining and
manufacturing sectors is problematic
for Omnia. It causes margin
pressures, intense competition and
poor-quality order books. The
group’s chemicals subsidiaries,
which were programmed to produce
large volumes, also suffer from
diseconomies of scale.

The headwinds facing Omnia are
unlikely to disappear overnight.
Despite relatively firmer commodity
prices, production levels in the local
mining sector remain depressed.
Many gold and platinum mining
companies – Omnia’s major clients –
are still uneconomical and face
closure in the short term. Uncertainty
regarding the mining charter and
general political uncertainty in the
country also continue hampering
local and foreign investment in the
sector. Although activity in the
manufacturing sector is showing
signs of recovery, it is still far below

Analysis of results
Revenue growth of 12% was driven
purely by the first-time inclusion of
Umongo Petroleum (R559m) and
Oro Agri (R279m). Net operating
expenses soared by 36%, driven
by higher distribution and
administrative expenses.
Distribution expenses were up 22%
due to higher fuel prices, a weaker
rand and the inclusion of new
acquisitions. Administration
expenses rose 23%, driven in large
part by a bad debt provision for a
debtor in the mining division.
The agriculture division reported a
R37m operating loss (1H18:
R111m profit), driven by the
delayed start to the planting
season and unrealised foreign
exchange losses. The mining
division reported a 69% decline in
operating profit as margins remain
under pressure across all its
operating markets. The chemicals
division’s operating profit was flat
at R65m.
Net finance expenses ballooned
142% to R218m (1H18: R90m),
tracking interest-bearing
borrowings and bank overdrafts

Nonetheless, we do not think
Omnia’s 1H19 results are a true
reflection of its profitability. The
results contain many distortions
which are either once off or will
reverse in the second half.
A loss of R37m recorded in the
agricultural division is largely due to
seasonal factors but exacerbated by
adverse currency movements. Omnia
ramps up production of fertiliser
around May and peaks in December.
However, deliveries of fertiliser to
which increased to R5.37bn (1H18:
R2.1bn). These events translated
into a headline loss of R140c/share
(1H18: 420c/share). A dividend of
75c/share was paid (1H18:
200c/share).

Macroeconomic outlook
Omnia’s performance is heavily
linked to activity levels in SA’s
agricultural, mining and
manufacturing industries. Its large
exposure to offshore markets and
products whose pricing
mechanisms are linked to
international prices also makes the
rand a key earnings driver.
In SA, planting is reported to be
complete in KwaZulu-Natal and
Mpumalanga. Planting in the Free
State and the North West was
delayed due to erratic rains, but
farmers are expected to ramp up
following above-average rainfall
received during the first 10 days of
December. This bodes well for
Omnia, which is ready to liquidate
its inventory position during the
fertiliser period.
The group already has a strong
order book with a large portion of
orders having been placed prior to

Key statistics
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farmers begin only at the start of the
summer planting season in
September/October and peak
through December/January. This
mismatch between production and
delivery cycles often results in high
inventory levels, which causes
foreign exchange losses when
combined with adverse currency
movements. However, such losses
reverse in the second half when the
inventory is sold. Costs in 1H19 also
included several once-off items:
acquisitions costs, bad debts
provision and restructuring costs.

clients, which plays a major role in
stabilising volumes.

Overall, Omnia remains a
competitive business capable of
delivering decent value to patient
shareholders. The group’s main
competitive advantage is that it
doesn’t just sell commodities –
fertilisers and explosives – but it also
applies its intellectual capital and
technologies at all key points along
its supply and service chains,
thereby creating value throughout.
This approach effectively locks in

Management is also continuously
adapting the group to suit the
changing environment. To offset the
weak SA environment, it has
expanded into international markets.
Now, the mining division earns more
from markets outside SA than it does
from SA. The agricultural division
generates more than a third of its
profits from outside SA. Omnia is
also restructuring its chemicals
division where it plans to resize
Protea Chemicals and discontinue
non-profitable product lines.
We think Omnia should be able to
sustain operating margins of
between 5% and 7% in the medium
to long term. That and other
assumptions puts the fair value of the
group at R92.25/share, which falls
into our buy region.

the planting season. However,
financially constrained farmers are
likely to squeeze the group on
selling prices.
Activity in SA’s mining sector
remains glum. Mining output was a
positive surprise at 0.5% year on
year for October. However, it is still
1% down in the year to date. Load
shedding and continuing strike
action are likely to ensure there is
no significant recovery in the sector
in the coming months.
We see manufacturing continuing
to recover during the first half of
2019 as investment slowly
improves.
Omnia’s latest acquisitions –
Umongo Petroleum and Oro Agri –
are also going to be instrumental to
the performance of the group in the
short to medium term. Both
acquisitions underperformed during
1H19. But we think Oro Agri is a
good addition. It brings good
intellectual property and its vibrant
research and development
capabilities are valuable to Omnia.
Umongo is too exposed to SA’s
manufacturing industry.

RESULTS IN BRIEF
Turnover (R'm)

Bull Factors

•
•
•

West and east African mining
sectors remain attractive
Medium- to long-term prospects of
open pit coal mining remain
attractive
Diversified operations help
stabilise earnings

Bear Factors

•

•

The local economy, including the
mining and manufacturing
industries, are likely to remain
constrained in the short term
Beleaguered mining sector and
general political uncertainty to
continue hampering local and
foreign investment in the mining
sector

1H19

Change

1H18 FY18

8 654

12%

7 706 17 372

Operating profit (R'm)

124

-75%

488

1 156

Operating margin (%)

1.4%

-77%

6.3%

6.7%

Attributable earnings (R'm)

(94)

N/A

285

666

Heps (cents)

(140)

N/A

420.0

991
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