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NewOcean Energy Ltd. (00342.HK)

A transitional period

We believe that NewOcean Energy (“NewOcean” or “Company”) is

currently undergoing an expansionary transition brought about by
its recent JV with Sinopec Guangdong. Maintain “Buy”.

Strong 1H13 results are a testament NewOcean 1H13 results,
which were in line with our expectations, saw revenue up +16.6%YoY
to HK$6,857mn; net profit up +65.7%YoY to HK$379mn; 1H13 EPS
increased 58.3% to HK$0.277/share.

Marine fuel sales increased 9-fold  Sales of marine fuels reached
203,000tonnes during 1H13 resulting in a turnover of HK$943.5mn, a
9-fold increase versus last year. Margins were thin (around 1.3%)
even after considering contribution from its associate company
responsible for fuel oil distribution. However, gross margins should
begin to expand in 2H13 as the company commences marine bunker
sales around the Pearl River area and as its 70,000tonne oil terminal
begins operations during 4Q13.

LPG margins and NPM expansion continues  Gross margins for
NewOcean’s LPG business continued to improve after shifting sales
more towards lucrative clients, allowing LPG gross margins to
continue to expand to 9.36%. Furthermore, financing costs shrank
about 15%YoY to HK$123.9mn as the company shifted higher-interest
bearing RMB debt to USD denominated loans that bear an effective
interest of approximately 2.3%. The reduction in cost helped
NewOQcean to expand its net margins by 160bps to 5.5%.

Valuation = We believe that the accretive benefits of NewOcean’s
transition will be more apparent during the 2H13, while current
valuations are not demanding. We maintain our target price of
HK$5.30/share and "Buy" recommendation.

Financials

HK$mn 2011 2012 2013E  2014E _ 2015E
Revenue 10,117 12,456 17,881 21,372 25,510
Growth(%) 19% 23% 44% 20% 19%
Net profit 303 813 725 820 1030
Growth(%) 121%  168%  -11% 13% 26%
EPS(HKS) 0.23 0.62 0.55 0.63 0.79
DPS(HK$) 0.02 0.04 0.03 0.04 0.05
P/E(x) 20.0 7.6 8.5 75 6.0
P/B(x) 5.0 2.4 1.6 1.2 0.9
ROE(%) 1%  32% 19% 16% 15%

Source: Company data, CMS(HK) estimates

Buy

(Previous: Buy)

TP: HK$ 5.30

Current Price HK$4.70
China Merchants Securities (HK)
Michael Yuk
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yukmt@cmschina.com.cn
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Key data

HSI Index 21,970.29
HSCEI Index 9,905.76
S/O (mn) 1,483.40
Mkt cap (HK$) (mn) 6,957.14
BVPS (HK$) $1.97

Major share holder Holding (%)

Uniocean Investment 33.08%
Free float 49.77%
Industry Oil & Gas
Share performance
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Appendix: Financial summary

Statement of financial position Statement of comprehensive income

| HK$mn 2011 2012 2013E 2014E 2015E | HK$mn 2011 2012 2013E 2014E 2015E
Current Assets 8433 9856 11897 13717 16093 Revenues 10117 12456 17881 21372 25510
Cash & equivalents 878 1196 1118 1391 1913 Cost of sales (9690) (11399) (16361) (19662) (23470)
Trading investments 29 7 7 7 7 Sales taxes 0 0 0 0 0
Trade notes 0 0 0 0 0 Op expenses (99) (227) (250) (299) (357)
Trade receivables 2128 2069 2988 3572 4263 Admin exp (181) (202) (288) (346) (413)
Other receivables 565 1104 1568 1874 2237 Financial costs (205) (276) (245) (232) (222)
Inventories 434 705 1031 1239 1479 Impairments (40) 13 (72) (85) (102)
Other current assets 4399 4774 5185 5635 6194 FV changes 8 20 0 0 0
Non-current assets 2189 2497 2797 3097 3397 Others 422 59 89 107 128
Investment property 0 0 0 0 0 Op Profit 537 720 1000 1085 1296
PPE 1203 1604 1904 2204 2504 Non-op inc 0 0 0 0 0
Intangible assets 96 290 290 290 290 Non-op exp 0 0 0 0 0
Other non-current assets 890 604 604 604 604 PBT 333 446 755 854 1073
Total assets 10622 12353 14694 16814 19490 Taxes (30) (18) (30) (34) (43)
Liquid Liabilities 8308 9436 10546 11285 12242 Net Profit 303 813 725 820 1030
Bank loans 6783 5907 5538 5282 5091 NCI 0 2 0 0 0
Trade payables 1074 3258 4662 5602 6687 Parents 303 811 725 820 1030
Prepaid Accounts 0 0 0 0 0 EPS- (HK$) 0.23 0.62 0.55 0.63 0.79
Other liguid liabilities 451 271 346 401 463
Long term Liabilities 466 332 332 332 332 Ratios
Loans 445 187 187 187 187 | 2011 2012 2013E 2014E 2015E
Others 21 146 146 146 146 YoY growth rate
Total Liabilities 8775 9768 10878 11617 12574 Revenue 19.3% 23.1% 43.6% 19.5% 19.4%
Issued capital 131 131 131 131 131 Op profit 103.2% 34.1% 38.7% 8.6% 19.4%
Retained Earnings 645 1417 1837 2352 3077 Net profit 120.6% 168.1% -10.8% 13.1% 25.7%
Reserves 1048 1021 1829 2692 3682 Profitability
NCI 24 17 19 22 26 Gross margin 42% 85% 85% 80% 8.0%
Parents 1848 2585 3816 5197 6916 NP margin 30% 34% 41% 3.8% 4.0%
Total equity and liabilities 10622 12353 14694 16814 19490 ROE 1.3% 31.6% 19.0% 15.8% 14.9%
ROIC 25% 8.4% 9.8% 9.6% 10.0%
Statement of cash flows Liquidity
| HK$mn 2011 2012 2013E 2014E 2015E DI/IA 68.2% 49.3% 49.3% 39.0% 32.5%
CF from OA 53 1968 560 800 976 ND/A 53.2% 39.6% 31.3% 24.3% 17.3%
Net profit 333 813 725 820 1,030 Liquid ratio 0.9 1.0 1.1 1.2 1.3
D&A 46 96 86 99 113 Quick ratio 0.9 1.0 1.0 1.1 1.2
Finance costs 103 240 209 198 181 Operating efficiency
Investment income 0 0 0 0 0 Asset turnover 1.0 1.0 1.0 1.2 1.3
Changes of WC (3) 1,332 (229) (103) (147) Inventory 16.3 226 23.0 23.0 23.0
Others (425) (273) (260) (249) 829 AR turnover 76.8 60.6 61.0 61.0 61.0
CF from IA (326) (100) (264) (266) (258) AP turnover 40.5 104.3 104.0 104.0 104.0
Capital expenditure (50) (755) 36 34 42 Per share ratios(HK$)
Other investments (276) 655 (300) (300) (300) EPS 0.23 0.33 0.55 0.63 0.79
CF from FA 233 (1542) (374) (261) (196) CFs 0.00 0.93 0.20 0.38 0.52
Borrowings 358 (1261) (369) (256) (191) BVPS 093 1.98 2.92 3.98 5.30
Share capital 0 0 0 0 0 DPS 0.02 0.04 0.03 0.04 0.05
Changes of reserves 293 587 (642) 457 185 Valuation ratios
Dividends (5) (5) (5) (5) (5) PE 20.0 7.6 8.5 7.5 6.0
Others (413) (864) 642 (457) (185) PB 5.0 2.4 1.6 1.2 0.9
Net cash flow (40) 325 (78) 272 522 EV/EBITDA 228 14.1 10.7 9.3 7.3
Source: Company data, CMS(HK) estimates
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RATING DEFINITION & DISCLAIMER

RATING DEFINITION
BUY Expected to outperform the market index by >10% over the next twelve months
Expected to outperform or underperform the market index by 10% or less over the next
NEUTRAL
twelve months
SELL Expected to underperform the market index by >10% over the next twelve months
DISCLAIMER

This document is prepared by China Merchants Securities (HK) Co., Limited (“CMS HK”). CMS HK is a licensed
corporation to carry on Type 1 (dealing in securities), Type 2 (dealing in futures), Type 4 (advising on securities),
Type 6 (advising on corporate finance) and Type 9 (asset management) regulated activities under the Securities and
Futures Ordinance (Chapter 571). This document is for information purpose only. Neither the information nor opinion
expressed shall be construed, expressly or impliedly, as an advice, offer or solicitation of an offer, invitation,
advertisement, inducement, recommendation or representation of any kind or form whatsoever to buy or sell any
security, financial instrument or any investment or other specific product. The securities, instruments or strategies
discussed in this document may not be suitable for all investors, and certain investors may not be eligible to
participate in some or all of them. Certain services and products are subject to legal restrictions and cannot be
offered worldwide on an unrestricted basis and/or may not be eligible for sale to all investors.

The information and opinions, and associated estimates and forecasts, contained herein have been obtained from or
are based on sources believed to be reliable. CMS HK, its holding or affiliated companies, or any of its or their
directors, officers or employees (“CMS Group”) do not represent or warrant, expressly or impliedly, that it is accurate,
correct or complete and it should not be relied upon. CMS Group will not accept any responsibility or liability
whatsoever for any use of or reliance upon this document or any of the content thereof. The contents and
information in this document are only current as of the date of their publication and will be subject to change without
prior notice. Past performance is not indicative of future performance. Estimates of future performance are based on
assumptions that may not be realized. The analysis contained herein is based on numerous assumptions. Different
assumptions could result in materially different results. Opinions expressed herein may differ or be contrary to those
expressed by other business divisions or other members of CMS Group as a result of using different assumptions
and/or criteria.

This document has been prepared without regard to the individual financial circumstances and investment
objectives of the persons who receive it. Use of any information herein shall be at the sole discretion and risk of the
user. Investors are advised to independently evaluate particular investments and strategies, take financial and/or tax
advice as to the implications (including tax) of investing in any of the securities or products mentioned in this
document, and make their own investment decisions without relying on this publication.

CMS Group may have a long or short position, make markets, act as principal or agent, or engage in transactions in
securities of companies referred to in this document and may also perform or seek to perform investment banking
services or provide advisory or other services for those companies. This document is for the use of intended
recipients only and this document may not be reproduced, distributed or published in whole or in part for any
purpose without the prior consent of CMS Group. CMS Group will not be liable for any claims or lawsuits from any
third parties arising from the use or distribution of this document. This document is for distribution only under such
circumstances as may be permitted by applicable law. This document is not directed at you if CMS Group is
prohibited or restricted by any legislation or regulation in any jurisdiction from making it available to you. In particular,
this document is only made available to certain US persons to whom CMS Group is permitted to make available
according to US securities laws, but cannot otherwise be made available, distributed or transmitted, whether directly
or indirectly, into the US or to any US person. This document also cannot be distributed or transmitted, whether
directly or indirectly, into Japan and Canada and not to the general public in the People’s Republic of China (for the
purpose of this document, excluding Hong Kong, Macau and Taiwan).

China Merchants Securities (HK) Co., Ltd
48/F, One Exchange Square, Central, Hong Kong
Website:http://www.newone.com.hk
Tel: (852) 3189-6888 Fax: (852) 3101-0828
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