
 

Page | 1 | PHILLIP SECURITIES RESEARCH (SINGAPORE) 
MCI (P) 118/10/2015  
Ref. No.: SG2016_0161 
  

China Aviation (Singapore) Oil 

Soar into the sky  
 
SINGAPORE | OIL AND GAS| RESULTS 

 Share of profit from associates and JVs met 75% of our full year expectations of 
US$45.0mn 

 US$47.8mn net profit met 67.8% of our full year expectations of US$70.5mn 

 Switched valuation method from discounted FCFE to PE ratio. We upgrade to “Buy” 
rating with a higher TP of S$1.92, implying a 31.5% return from the last closed price of 
S$1.46. 

 
Results at a glance 
(US$ mn) 1H16 1H15 y-y (%) Comments

Revenue 4,487.6    4,605.0   (2.5) Due mainly to the decline in jet fuel prices averaged at US$49.02/bbl in 1H16 (vs 

US$73.45/bbl in 1H15), but the price downturn was partially offset by the 

increase in revenue of other oil products

Gross profit 23.1          14.5         59.1 Due mainly to the increase in jet fuel volume imported to China and higher gains 

from trading and optimisation activities

Operating profit 16.1          10.6         51.5 Due mainly to higher administrative costs offset by the drop in other operating and 

interest expenses 

Associates and JVs 33.5          22.8         47.0 Due mainly to higher profit contributions from Pudong (US$29.61mn in 1H16 vs 

US$20.9mn in 1H15) and 275.8%YoY growth in OKYC (US$2.5mn in 1H16 vs 

US$0.66mn in 1H15)

Net profit 47.8          32.1         48.6 Due to higher tax expenses resulting from the recognition of deferred tax liabilities 

and provision of income tax

Source: Company , Phillip Securities Research (Singapore)  
 
CAO is expanding its business and improving profitability. In view of higher working 
capital (which could lead to declining or even negative CFOs), we think that PER is a more 
appropriate valuation method. Based on the average forward PER of 14.2x from its peers 
and an estimated FY16 EPS of US$10.1 cents (S$13.5 cents), we derived a higher TP of 
S$1.92 and upgrade our rating to Buy. 

Low oil price fueled aviation sector boom, benefiting aviation fueling business 
correspondingly 
CAO performed outstandingly in 1H16 with mid double-digit growth in gross, operating, 
and net profit, albeit the top line dipped slightly. Riding on the growth of global civil 
aviation traffic, CAO’s jet fuel supply has been experiencing strong demand, especially in 
China market. The jet fuel supply and trading volume increased by 11.77% yoy to 6.74mn 
tonnes in 1H16, which offset the 49.8% yoy decrease in jet fuel price. As a result, the 
revenue dropped moderately by 16.6% yoy to US$3,247.3mn in 1H16. 

Figure 1. Revenue and volume of jet fuel supply and trading 

 
Source: Company, PSR 
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KEY FINANCIALS

Y / E D ec, U SD  mn F Y 15 F Y 16 e F Y 17e F Y 18 e

Revenue 8977 8792 10277 12209

Net Profit 61.3 86.8 105.8 130.3

EPS (cents) 7.1 10.1 12.3 15.1

P/E (x) 7.4 14.2 11.7 9.5

P/B (x) 1.0 2.6 2.4 2.3

Dividend (Cents) 3.0 3.0 3.7 4.5

Dividend Yield, % 4.2 1.6 1.9 2.4

Source: Company Data, PSR est.
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According to China Aviation Administration of China (CAAC), the revenue passenger 
kilometer (RPK) in China increased by 14.5% yoy to 331.5 bn persons kilometer from Jan-16 
to May-16, together with 10.7% yoy increase in passenger during the same period. 
Referring to Figure 2 and 3, not only the China air traffic is trending up, but global air 
passenger volume is also on an upward trajectory. International Air Transport Association 
(IATA) reported a 6% yoy RPK growth in the first 5 months. Since China is still the biggest 
market for CAO, we expect that the jet fuel trading volume will grow by 13% in FY16. 

 

Figure 2. China RPK and passenger traffic 

 
Source: CAAC, PSR 

Figure 3. Air passenger volumes 

 
Source: IATA Economic, IATA Monthly Statistics 

 

Gains from other oil products trading surged, proving the success of product mix 
diversification 
In 1H16, the revenue contributed by the oil product trading segment amounted to 
US$1,240.3mn with 74.1% yoy up. The high double-digit growth was attributable to the 
154.2% yoy increase in trading volume which reach 6.89mn tonnes. The segment mainly 
engage in fuel oil and gas oil trading, with fuel oil being the major revenue generator. 
Referring to Figure 4 and 5, according to Joint Organizations Data Initiate, the import and 
export volumes of fuel oil in Singapore improved in the first 4 month this year, and are 
hovering above their 5-year averages. Riding on the upward momentum, we expect CAO to 
see stronger growth in fuel oil trading in Singapore in the foreseeable future.   
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Figure 4. Revenue and volume of other oil products  

 
Source: Company, PSR 

Figure 5. Singapore fuel oil import (kbbl) 

 
Source: Jodi, PSR 

Figure 6. Singapore fuel oil export (kbbl) 

 
Source: Jodi, PSR 

 

Investments in associates and joint ventures enhance the profitability substantially 
SPIA’s shared profit boosted by 41.4% yoy, amounting to US$29.6mn. The substantial 
increment was mainly due to higher refueling volume and profit margin which resulted 
from the oil price recovery in 1H16. Due to higher operating profit from storage leasing 
activities, profit from OKCY, with the largest growth of 275.8% yoy, amounted to US$2.5mn 
during the same period. Though Xinyuan’s profit declined, as well as CNAF HKR made 
further loss, the overall investment portfolio is still robust and should see higher growth in 
2H16. 
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Figure 7  

 
Source: Company 

 

Medium-term catalyst: China government plans to build more than 500 airports by 2020 
The State Council guided that China will have more than 500 general aviation airports in 
major agricultural areas, major forest regions, and over 50% of 5A tourist scenic spots by 
2020. At the same time, it also further opens up lower altitude airspace for civilian use.  
Since CAO has been actively seeking expansionary deployment in oil-related fields, this 
could pose a good opportunity for the Group to widen its jet-fuel supply networks as well 
as to increase its equity investment. We think that its monopolistic position of CAO and its 
parent company CNAF could give it an edge in gaining market share. 

 

  

Valuation 
CAO will leverage on the low oil price period and lift the trading volume of both jet fuel and 
other transportation fuels, hence it is expected to increase its working capital expenditures. 
Therefore the discounted FCFE model applied previously was not suitable given the FCFE 
will decline or even be negative in the near future. Now we change to PE model which is 
more applicable.  

We use World Fuel Services, Bangkok Aviation Fuel, and San-Ai Oil as peers. World fuel 
Services is a global transportation fuels provider, which is a goal CAO aims to achieve. The 
rest of the companies are single region fuel providers.  

Based on our FY16e EPS of US$10.1 cents (S$13.5 cents) and the average forward PER of 
14.2x, we derived a higher TP of SG$1.92 and upgrade to Buy. 

 

  

Peer comparison 

Company

Bloomberg 

Ticker

Mkt Cap (SGD 

mn)

EV (SGD mn) EV/EBITDA 

TTM

P/E P/B FRW P/E Net D/E 

(%)

ROA 

(%)

ROE 

(%)

China Aviation Oil Singapore Corp Ltd CAO SP 1,262.7 1,033.8 21.4 12.2 1.5 13.1 Net Cash 3.8 5.8

United States

World Fuel Services Corp INT US 4,502.7 4,606.7 10.9 17.6 1.7 14.5 9.9 3.7 9.6

Thailand

Bangkok Aviation Fuel Services PCL BAFS TB 953.2 934.1 10.3 24.4 4.1 19.7 0.4 11.5 18.1

Japan

San-Ai Oil Co Ltd 8097 JP 644.3 504.6 CA 9.3 0.6 8.5 Net Cash 2.8 6.9

Average 10.6 17.1 2.2 14.2 5.1 6.0 11.5

Source: Bloomberg, Phillip Securities Research (Singapore) Estimates  
  

 
 

http://dict.youdao.com/w/monopolistic/#keyfrom=E2Ctranslation
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Financials

Income Statement Balance Sheet

Y/E Dec, USD mn FY14 FY15 FY16e FY17e FY18e Y/E Dec, USD mn FY14 FY15 FY16e FY17e FY18e

Revenue 17,061   8,977    8,792    10,277     12,209    ASSETS

Cost of sales (17,034)   (8,942)   (8,748)   (10,224)    (12,144)   PP&E 6.8      6.2        5.6      5.1      4.5      

Gross profit 27.4        35.4      43.9      52.8         64.8        Intangibles 2.4      1.8        1.3      0.8      0.3      

Operating profit 10.9        22.3      32.0      39.1         48.4        Associates & JVs 270.1  265.6   294.5  294.5  294.5  

Finance costs (3.1)         (1.0)       (1.2)       (1.2)           (0.8)          Others 7.6      7.6        7.6      7.6      7.6      

Associates & JVs 43.2        42.3      58.6      71.1          86.7         Total non-current assets 286.9 281.3   309.1 308.0 306.9 

Profit before tax 51.0        63.6      89.4      109.0       134.2      Inventories 38.1    56.8     61.8    90.2    119.1  

Tax expense (1.9)         (2.3)       (2.6)       (3.2)           (3.9)          Receivables 959.4  337.5   433.6  557.5  728.5  

Net profit 49.2        61.3      86.8      105.8       130.3      Cash 94.3    170.5   269.8  266.6  317.3  

Net profit, adj. 49.2        61.3      86.8      105.8       130.3      Total current assets 1,092 565      765     914     1,165 

Total Assets 1,379 846      1,074 1,222 1,472 

LIABILITIES

Others 6.2      6.2        7.5      7.5      7.5      

Per share data (cents) Total non-current liabilities 6.2      6.2       7.5      7.5      7.5      

Y/E Dec FY14 FY15 FY16e FY17e FY18e Payables 818.9  246.9   352.5  471.9  633.7  

EPS, reported 5.7          7.1         10.1      12.3          15.1         Loans and borrowings - - 41.7    - -

EPS, adj. 5.7          7.1         10.1      12.3          15.1         Others 0.0      0.3        - - -

DPS 2.0          3.0         3.0         3.7            4.5           Total current liabilities 819.0 247.3   394.2 471.9 633.7 

BVPS 64.1        68.7      78.0      86.3          96.5         Total Liabilities 825.2 253.4   401.8 479.4 641.2 

EQUITY

Share capital 215.6  215.6   215.6  215.6  215.6  

Cash Flow Reserves 337.9  377.1   456.9  527.4  615.1  

Y/E Dec, USD mn FY14 FY15 FY16e FY17e FY18e Total equity 553.5 592.6   672.5 742.9 830.7 

CFO

Net profit 49.2        61.3      86.8      105.8        130.3       Valuation Ratios

Adjustments (35.5)       (40.1)     (55.9)     (66.6)         (81.4)        Y/E Dec FY14 FY15 FY16e FY17e FY18e

WC changes 36.1        32.8      4.6         (33.0)         (38.0)        P/E (x) 8.7 7.4 14.2 11.7 9.5

Cash generated from ops 49.8        54.0      35.5      6.2            10.8         P/B (x) 1.0 1.0 2.6 2.4 2.3

Others (2.6)         (1.9)       (2.0)       (2.0)           (2.0)          EV/EBITDA (x) 38.8 18.4 41.2 34.1 26.7

Cashflow from ops 47.2        52.1      33.5      4.2            8.8           Dividend yield (%) 3% 4% 2% 2% 2%

Growth & Margins (%)

CFI Growth

CAPEX, net (0.5)         (0.4)       (0.5)       (0.5)           (0.5)          Revenue 9.6% -47.4% -2.1% 16.9% 18.8%

Divd from associates & JVs 35.1        37.2      49.8      60.4          73.7         Gross profit -47.8% 29.4% 23.8% 20.4% 22.7%

Others 0.3          0.4         0.5         0.5            0.5           Operating profit -65.1% 104.8% 43.2% 22.2% 23.7%

Cashflow from investments 35.0        37.2      49.9      60.4         73.7        Net profit -30.0% 24.7% 41.7% 21.8% 23.2%

Margins

CFF GP 0.2% 0.4% 0.5% 0.5% 0.5%

Loans, net of repayments (28.6)       -             41.7      (41.7)         -               OP　 0.1% 0.2% 0.4% 0.4% 0.4%

Dividends (13.7)       (12.8)     (25.8)     (26.0)         (31.7)        NP 0.3% 0.7% 1.0% 1.0% 1.1%

Others (1.5)         (0.3)       -             -                -               Key Ratios

Cashflow from financing (43.9)      (13.0)    15.9      (67.8)        (31.7)       ROE (%) 8.9% 10.3% 12.9% 14.2% 15.7%

Net change in cash 38.3        76.3      99.3      (3.2)          50.8        ROA (%) 3.6% 7.2% 8.1% 8.7% 8.9%

Effects of exchange rate (0.4)         (0.1)       - - - Net debt or (net cash) (94)      (171)     (228)    (267)    (317)    

Ending cash 94.3        170.5    269.8    266.6       317.3      Net gearing (x) Net cash Net cash Net cash Net cash Net cash

Source: Company, Phillip Securities Research (Singapore) Estimates

*Forward multiples & yields based on current market price; historical multiples & yields based on historical market price.  
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Total Returns Recommendation Rating

> +20% Buy 1

+5% to +20% Accumulate 2

-5% to +5% Neutra l 3

-5% to -20% Reduce 4

< -20% Sel l 5

We do not base our recommendations  entirely on the above quanti tative return 

bands .  We cons ider qual i tative factors  l ike (but not l imited to) a  s tock's  ri sk 

reward profi le, market sentiment, recent rate of share price appreciation, 

presence or absence of s tock price catalysts , and speculative undertones  

surrounding the s tock, before making our fina l  recommendation 
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Important Information  

This report is prepared and/or distributed by Phillip Securities Research Pte Ltd ("Phillip Securities Research"), which is a holder of a financial adviser’s license under the 
Financial Advisers Act, Chapter 110 in Singapore.  

By receiving or reading this report, you agree to be bound by the terms and limitations set out below. Any failure to comply with these terms and limitations may 
constitute a violation of law. This report has been provided to you for personal use only and shall not be reproduced, distributed or published by you in whole or in part, 
for any purpose. If you have received this report by mistake, please delete or destroy it, and notify the sender immediately.  

The information and any analysis, forecasts, projections, expectations and opinions (collectively, the “Research”) contained in this report has been obtained from public 
sources which Phillip Securities Research believes to be reliable. However, Phillip Securities Research does not make any representation or warranty, express or implied 
that such information or Research is accurate, complete or appropriate or should be relied upon as such. Any such information or Research contained in this report is 
subject to change, and Phillip Securities Research shall not have any responsibility to maintain or update the information or Research made available or to supply any 
corrections, updates or releases in connection therewith.  

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this report are as of the date indicated and are subject to change at any time without 
prior notice. Past performance of any product referred to in this report is not indicative of future results.  

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This report should not be relied upon exclusively or as 
authoritative, without further being subject to the recipient’s own independent verification and exercise of judgment. The fact that this report has been made available 
constitutes neither a recommendation to enter into a particular transaction, nor a representation that any product described in this report is suitable or appropriate for 
the recipient. Recipients should be aware that many of the products, which may be described in this report involve significant risks and may not be suitable for all 
investors, and that any decision to enter into transactions involving such products should not be made, unless all such risks are understood and an independent 
determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein with respect to any product should not be 
considered to be a disclosure of all risks or a complete discussion of such risks.  

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of any product. Any decision to purchase any product mentioned in this 
report should take into account existing public information, including any registered prospectus in respect of such product.  

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or 
persons involved in the issuance of this report, may provide an array of financial services to a large number of corporations in Singapore and worldwide, including but 
not limited to commercial / investment banking activities (including sponsorship, financial advisory or underwriting activities), brokerage or securities trading activities. 
Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or 
persons involved in the issuance of this report, may have participated in or invested in transactions with the issuer(s) of the securities mentioned in this report, and may 
have performed services for or solicited business from such issuers. Additionally, Phillip Securities Research, or persons associated with or connected to Phillip Securities 
Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this report, may have provided advice or investment 
services to such companies and investments or related investments, as may be mentioned in this report.  

Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons 
involved in the issuance of this report may, from time to time maintain a long or short position in securities referred to herein, or in related futures or options, purchase 
or sell, make a market in, or engage in any other transaction involving such securities, and earn brokerage or other compensation in respect of the foregoing. 
Investments will be denominated in various currencies including US dollars and Euro and thus will be subject to any fluctuation in exchange rates between US dollars and 
Euro or foreign currencies and the currency of your own jurisdiction. Such fluctuations may have an adverse effect on the value, price or income return of the 
investment.  

To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, 
directors, employees or persons involved in the issuance of this report, may at any time engage in any of the above activities as set out above or otherwise hold an 
interest, whether material or not, in respect of companies and investments or related investments, which may be mentioned in this report. Accordingly, information may 
be available to Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, 
employees or persons involved in the issuance of this report, which is not reflected in this report, and Phillip Securities Research, or persons associated with or 
connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this report, may, to the 
extent permitted by law, have acted upon or used the information prior to or immediately following its publication. Phillip Securities Research, or persons associated 
with or connected to Phillip Securities Research, including but not limited its officers, directors, employees or persons involved in the issuance of this report, may have 
issued other material that is inconsistent with, or reach different conclusions from, the contents of this report.  

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where 
such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities Research to any 
registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.  

This report is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any 
particular person. The products mentioned in this report may not be suitable for all investors and a person receiving or reading this report should seek advice from a 
professional and financial adviser regarding the legal, business, financial, tax and other aspects including the suitability of such products, taking into account the specific 
investment objectives, financial situation or particular needs of that person, before making a commitment to invest in any of such products.  

This report is not intended for distribution, publication to or use by any person in any jurisdiction outside of Singapore or any other jurisdiction as Phillip Securities 
Research may determine in its absolute discretion. 
 
IMPORTANT DISCLOSURES FOR INCLUDED RESEARCH ANALYSES OR REPORTS OF FOREIGN RESEARCH HOUSES 
Where the report contains research analyses or reports from a foreign research house, please note: 

(i) recipients of the analyses or reports are to contact Phillip Securities Research (and not the relevant foreign research house) in Singapore at 250 North Bridge 
Road, #06-00 Raffles City Tower, Singapore 179101, telephone number +65 6533 6001, in respect of any matters arising from, or in connection with, the 
analyses or reports; and 

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore who is not an accredited investor, 
expert investor or institutional investor, Phillip Securities Research accepts legal responsibility for the contents of the analyses or reports. 

 
 


