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23 June 2011  

 Economic Uncertainty Priced-in 
 - We adjust our 2011e oil price upward to US$95, reflecting the global economic 

uncertainty and China’s slowdown in growth. 

- China refinery maintenance may peak in early 3Q11; thus, reducing refinery 

outputs and exports.  Even with the moderately declined oil prices, GRM is 

expected to remain negative in 2H11 

- We continue favoring CNOOC as our top pick within the sector.  We reiterate 

our ‘BUY’ rating with a target price to HK$22.3, which is based on the 

assumption of an average of oil price at US$90/bbl in 2011 and CAGR of 9.0% 

in the following 5-years. 

  

 Oil averaged at US$101/bbl ytd: question lies on if OPEC will increase its 

output to bring down the price 

WTI averaged at US$101/bbl from the beginning of this year till June 16.  Although 

prices have eased off since early May, we believe that the crude oil is still trading 

quite bullishly, whereas speculation plays an important part.  According to NYMEX, 

the net long position has approximately doubled since 2010.  Once the crude oil 

trades above its fundamental value, speculative activities from international 

managed funds tend to drive up the price as they start investing in crude oil rather 

than upstream companies. 
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OPEC, specifically Saudi Arabia, repetitively asserts that they are comfortable with 

crude prices ranging between US$70-80/bbl.  With that being said, according to the 

IEA, Saudi Arabia has increased its output from 8.2 to 8.9 million bbl/d in Feb and 

March, but since then cut back to January’s level.  OPEC claims that they still hold 

adequate spare capacity, approximately 3.6 million bbl/day.  During OPEC’s 

meeting in early June, they unexpectedly left the production level unchanged, and it 

was the first time in history that OPEC was unable to reach consensus.  While 

Saudi Arabia strongly propones an increase in production in order to ease market’s 

concern of the overpriced oil, other sub-strong countries in OPEC, lead by Iran, 

opposed the increase of production ceilings.  With the unrest of Libya and Yemen, 

approximately 4% of the world’s output was disrupted.   Saudi Arabia said that they 

are ready to cover as much as 1.6 million bbl/d productions, but other OPEC 

nations said they are close to capacity.  Another factor that causes the unchange in 

production, in our opinion, is the uncertain outlook of the global economy, lead by 

the US sagging employment rate and housing reports, China’s slowdown of growth, 

and the potential of the Euro zone government default.  The worsening of the global 

economy could dampen the global demand, or at least weaken producers and 

consumers sentiment.   

 

 China SOEs wouldn’t get hurt much more since domestic oil prices didn’t 

rock with the WTI in May.   

China oil prices didn’t rock with the WTI seen in May.  While WTI hiked more than 

20% from January to a May high, major China oil indicators increased less than 

5%.  China’s oil prices are still trading at a discount compared to the regional index, 

ie. Singapore.  We see that the downside oil prices has mostly priced in for 

PetroChina, Sinopec, and CNOOC. 

 

Domestic oil and oil products demand have been on a slide with China’s growth 

rate since October of last year.  Total imports of petroleum oil dropped 0.59% mom 

and increased 1.76% yoy in April to 21.54 million bbl.  Imports data in March was 

slightly better, up by 2.89% yoy and 8.65% mom.  However, during the same period 

in 2010, imports were up by 58%, 29% and 31% yoy from February to April.  

Exports of petroleum oil fluctuated quite a bit in 2011.  It was down by 66% yoy in 

February, followed by a gain of 20% yoy in March and 49% yoy in April.  We 

believe the fluctuations were mainly due to the Chinese New Year effect.  We see a 

potential oil demand risk in the near term, but we believe this is a short-term cut 

back while China is fighting inflation and tightening its budget.  Demand re-boost is 

expected early next year.     
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Source: CEIC 
 Refinery gross margin isn’t likely to improve 

Chinese gross refining margin (GRM) is in the negative zone since the beginning of 

2011.  GRM is currently down to more than –US$10/bbl, and major improvement 

isn’t expected.  While oil prices retrieved, China is likely to cut the fuel prices; yet, 

refining margin isn’t likely to improve significantly. 

 

We are anticipating another hot and extreme weather summer, yet the government 

said that power shortage, if not extreme, is highly likely.  We think a lot of 

companies will again turn to the diesel generators.  However, refinery maintenance 

is likely to peak in the third quarter.  The drop in capacity will lead to more imports 

to sustain the needs of diesel.  In the mean time, we believe that both Sinopec and 

PetroChina will need to subsidize smaller refineries to ensure supply.  This internal 

subsidy will hurt both companies to certain degrees. 

 

 Company Profiles 

CNOOC: still our top pick with a target price of HK$22.3 

- Production in 2011 is targeted to reach 355-365mmboe.  US$8.77 billion 

CAPEX, up by 55% from 2010, will mainly be spent on development.  Crude 

price is assumed to be US$82/bbl by the management, which is well below the 

WTI Ytd average of US$101/bbl. 

- Fast growth rate is expected to carry from 2011 to 2015.  CNOOC guides a 

CAGR of 6-10% for the following 5-years, which, in our opinion, would be in the 

upper end. 

- Cost control stays competitive among global peers 

 

Import: petroleum oil
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Source: Company data, Phillip Securities estimates  

  

Sinopec: Neutral with a target price of HK$9.48 

- Sinopec is aiming to increase its natural gas production from 12.5bcm in 2010 

to 20-24bcm by 2015, representing a CAGR of 13.9%, which is the fastest 

segment growth within the Company.   

- Although profitability improved better than expected in the refining division, 

GRM is still under pressure. 

- Capacity of ethylene production is expected to expand to a high-end of 14 

million tones per year by 2015, up by 53.8% increase from 2010. 

Source: Company data, Phillip Securities estimates 

 

 PetroChina: Underweight with a target price of HK$11.2 

- We appreciate PetroChina’s strong reserve position and natural gas expansion 

plan, but we find the Group lacks an aggressive growing force.  We maintain 

our NEUTRAL rating with a 12-month target price of HK$11.2.   

- Oil and gas volumes are expected to grow 3.3% and 10.4% in 2011, according 

to management’s guidance. 

- Much like Sinopec, the GRM of PetroChina isn’t expected to improve in 2H11 

either. 

Financial Highlights 2009A 2010A 2011E 2012E
Sales growth (%) -16.50% 74.01% 15.50% 7.00%
Op profit growth (%) -13.78% 77.07% 16.19% 1.30%
Eps growth (%) -33.33% 83.33% 12.81% 1.39%
Op profit marin (%) 38.33% 39.01% 39.24% 37.15%
Net profit margin (%) 28.03% 29.72% 29.83% 28.27%
ROE (%) 17.65% 27.90% 25.90% 21.30%
ROA (%) 13.14% 16.59% 16.00% 14.10%
p/e (x) 16.00 13.01 12.05 11.80
p/b (x) 2.76 3.30 3.00 2.40
p/sales (x) 4.56 4.55 4.28 3.94
eps (RMB) 0.66 1.22 1.37 1.38

Financial Highlights 2009A 2010A 2011E 2012E
Sales growth (%) -10.04% 42.24% 5.30% 2.50%
Op profit growth (%) 244.39% 15.77% 11.66% 10.75%
Eps growth (%) 121.28% 13.70% 13.17% 10.85%
Op profit marin (%) 6.74% 5.49% 5.82% 6.29%
Net profit margin (%) 4.69% 3.75% 4.03% 4.36%
ROE (%) 17.50% 18.10% 18.46% 17.83%
ROA (%) 7.50% 7.84% 8.34% 8.72%
p/e (x) 9.2 7.9 7.2 6.6
p/b (x) 1.5 1.3 1.2 1.0
eps (RMB) 0.72 0.83 0.94 1.04
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Source: Company data, Phillip Securities estimates 
Peer Comparison 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Bloomberg.com 
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Financial Highlight 2009A 2010A 2011E 2012E
Sales growth (%) -5.0% 43.8% 5.5% 7.5%
Op profit growth (%) -10.1% 30.9% 15.4% 10.6%
Eps growth (%) -11.1% 35.7% 10.5% 10.7%
Op profit margin (%) 14.1% 12.8% 14.0% 14.4%
Net profit margin (%) 10.5% 10.3% 10.8% 11.1%
ROE (%) 12.6 15.7 14.7 14.9
ROA (%) 10.1 9.0 8.8 8.4
p/e (x) 14.65 11.33 10.50 9.7
p/b (x) 1.77 1.68 1.70 1.6
p/sales (x) 1.47 1.08 1.27 1.26
eps (RMB) 0.56 0.76 0.84 0.93
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Current Mkt

cap (RMB bn)

FY09

sales

FY10 sales

growth

FY11e

sales

FY12e sales

growth

FY09 eps

growth

FY10 eps

growth

FY11 eps

growth

FY12 eps

growth
CNOOC 821.9 -16.5% 74.0% 15.5% 7.0% -33.3% 83.3% 12.8% 1.4%
PetroChina 2030.0 -5.0% 43.8% 5.5% 7.5% -11.1% 39.3% 5.3% 4.0%
SINOPEC 667.6 -6.9% 42.2% 5.3% 2.5% 11.6% 13.7% 13.2% 10.9%
Avg -9.5% 53.3% 8.8% 5.7% -10.9% 45.4% 10.4% 5.4%
 

FY09 p/e FY10e p/e FY11e p/e FY12e p/e FY09 p/b FY10e p/b FY11e p/b FY12e p/b
CNOOC 16.3 13.0 12.1 11.8 2.8 3.3 3.0 2.4
PetroChina 14.7 11.3 10.5 9.7 1.8 1.7 1.7 1.6
SINOPEC 8.6 7.9 7.2 6.6 1.7 1.3 1.2 1.0
Avg 13.2 10.7 9.9 9.4 2.1 2.1 2.0 1.7
 

FY09 roe FY10e roe FY11e roe FY12e roe
2009 Profit

Margin
2010e Profit

Margin
2011e Profit

Margin
2012e
Profit

CNOOC 17.7% 27.9% 25.9% 21.3% 28.0% 29.7% 29.8% 27.7%
PetroChina 12.6% 15.7% 16.2% 15.9% 10.5% 10.3% 10.8% 11.1%
SINOPEC 17.6% 18.1% 18.5% 17.8% 4.7% 5.5% 5.8% 6.3%
Avg 15.9% 20.6% 20.2% 18.3% 14.4% 15.2% 15.5% 15.0%  
Source: Company data; Phillip Securities estimates 
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This publication is prepared by Phillip Securities Research Pte Ltd., 250 North Bridge Road, #06-00, Raffles City Tower, Singapore 
179101 (Registration Number: 198803136N), which is regulated by the Monetary Authority of Singapore ( “Phillip Securities 
Research”). By receiving or reading this publication, you agree to be bound by the terms and limitations set out below. 
 
This publication 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 document by mistake, please delete or destroy it, and notify the sender immediately.  
Phillip Securities Research shall not be liable for any direct or consequential loss arising from any use of material contained in this 
publication. 
 
The information contained in this publication has been obtained from public sources which Phillip Securities Research has no reason to 
believe are unreliable and any analysis, forecasts, projections, expectations and opinions (collectively, the “Research”) contained in 
this publication are based on such information and are expressions of belief of the individual author or the indicated source (as 
applicable) only. Phillip Securities Research has not verified this information and no representation or warranty, express or implied, is 
made that such information or Research is accurate, complete, appropriate or verified or should be relied upon as such. Any such 
information or Research contained in this publication 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. In no event will 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 preparation or issuance of this report, (i) 
be liable in any manner whatsoever for any consequences (including but not limited to any special, direct, indirect, incidental or 
consequential losses, loss of profits and damages) of any reliance or usage of this publication or (ii) accept any legal responsibility from 
any person who receives this publication, even if it has been advised of the possibility of such damages.  You must make the final 
investment decision and accept all responsibility for your investment decision including but not limited to your reliance on the 
information, data and/or other materials presented in this publication. 
 
Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material 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 publication 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 publication 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 publication has been made available constitutes neither a recommendation to enter into a particular 
transaction nor a representation that any product described in this material is suitable or appropriate for the recipient. Recipients should 
be aware that many of the products which may be described in this publication 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 research 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 preparation or 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 preparation or issuance of this report, may have participated in or invested in transactions with 
the issuer(s) of the securities mentioned in this publication, 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 preparation or 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 publication. 

 

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 preparation or 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 
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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 preparation or issuance of this report, may at any 
time engage in any of the above activities as set out above or otherwise hold a interest, whether material or not, in respect of 
companies and investments or related investments which may be mentioned in this publication. 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 preparation or issuance of this report, which is not reflected in this 
material, 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 preparation or 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 preparation or issuance of this report, may have issued other material that is inconsistent with, or reach different 
conclusions from, the contents of this material. 
 
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.  
 
Section 27 of the Financial Advisers Act (Cap. 110) of Singapore and the MAS Notice on Recommendations on Investment Products 
(FAA-N01) do not apply in respect of this publication.  
 
This material 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 material may not be suitable for all investors and a 
person receiving or reading this material 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. 
 
Please contact Phillip Securities Research at [65 65311240] in respect of any matters arising from, or in connection with, this document. 
 
This report is only for the purpose of distribution in Singapore. 
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