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Sinopec (00386.HK)

Up for sale

Sinopec has announced that it plans to sell as much as 30% of its oil
retail unit (fueling stations) to private investors. We calculate that
FY14 EPS could surge to RMB1.389/share (from RMBO0.704/share) as
a result. Assuming a disposal gain of RMB79.8bn in FY14 and a 8.4x
pro-forma FY15 EPS of RMBO0.652/share (10% less than current FY15
estimates due to less contribution), we think a fair value for Sinopec
could be HK$8.53/share. Maintain Buy.

What's the impact?  Sinopec operated 30,532 fuel stations across
China as of the end of 2013 with ‘Marketing and Distribution' assets
totaling RMB266,107mn as of 1H13. If 30% of these assets were sold at
2x book value, Sinopec could see a disposal gain of RMB79,832mn or
approximately RMBO0.685/share from the divestiture, which would raise
our FY14 earnings estimate to RMB1.389/share (from RMBO0.704/share).

Who are the would-be buyers?  We believe that international oil
majors (e.g. ExxonMobil, Shell, BP), who have been waiting years to
increase market share or gain access to China's fast growing retail fuels
market, would be the main buyers of Sinopec fueling stations. HK-listed
companies like NewOcean (342.HK, BUY, TP:HK$9.83/share) and
possibly ENN (2688.HK, NR) may buy fueling stations in key locations
that would complement their retail oil and gas businesses.

Longer-term implication  Beyond the one-off gain from the possible
sale during FY14, Sinopec would have to find ways to make up for the
loss in revenue and profits beyond the current financial year. ‘Marketing &
distribution’ is the company's biggest revenue contributor (1H13 revenue:
RMB729.245bn or 51.5% of revenue) and second largest operating profit
contributor (1H13 operating profit: RMB16.852bn or 36.1% of operating
profit) respectively. A highly successful shale gas development could
make up for some of the lost revenue and income over time.

Valuation = We have not changed our earnings estimates. We maintain
that Sinopec is a "BUY" with a target price of HK$7.20/share, a 15%
premium above the stock’s historical mid-cycle valuation of 7.3x earnings,
which translates to 8.4x our FY13 EPS of RMBO0.680/share. We will
review and adjust our earnings estimates to factor in Sinopec's potential
sale accordingly pending additional information.

Financials
RMBmMn 2011 2012 2013E 2014E 2015E
Revenue 2,505,683 2,786,045 2,899,311 3,017,183 3,139,846
Growth(%) 31% 11% 4% 4% 4%
Net profit 78,445 66,796 83,000 85,988 89,370
Growth(%) 1% -15% 24% 4% 4%
EPS(RMB) 0.65 0.57 0.68 0.70 0.73
DPS(RMB) 0.22 0.23 0.27 0.28 0.29
P/E (x) 7.6 8.7 7.2 7.0 6.7
P/B (x) 1.0 1.1 0.9 0.9 0.7
ROE (%) 14% 12% 12% 10% 9%

Source: Company data, CMS(HK) estimates
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We have not changed our earnings estimates. We continue to give 15%
premium above the stock’s historical mid-cycle valuation of 7.3x earnings to
reflect increased crude price pass through. We maintain our target price of
HK$7.20/share, which translates to 8.4x our FY13 EPS of RMB0.680/share.

Maintain “Buy”.

Figure 1: Peer Analysis

Operating
Share price Market cap margin ROAA ROAE

Company Stock Code (LC$) (HK$mn) (%) Net margin (%) (%) (%)
Industry Peers
CNOOC Ltd. 883.HK 12.62 551,843 34.2 25.7 12.9 21.6
PetroChina Co. Ltd. 857.HK 7.95 1,820,890 8.1 5.3 54 11.1
Sinopec 386.HK 6.05 769,533 3.6 2.3 5.7 13.6
Average 15.3 111 8.0 15.4
International Oil Majors
ExxonMobil Co. XOM.US 94.07 3,183,150 11.9 10.7 10.7 21.8
BP PLC BP.US 49.41 1,177,158 21 3.1 8.7 215
Chevron Co. CVX.US 112.71 1,694,429 15.7 11.8 10.4 17.6
Royal Dutch Shell PLC RDSA.LN 2,166.50 1,843,547 8.0 5.7 6.9 13.4
ENI SpA ENILIM 17.25 671,686 11.8 6.1 4.0 9.8
TOTAL SA FP.FP 44.44 1,126,489 12.0 59 5.6 13.3
Average 10.3 7.2 7.7 16.3

Div.- Div. FY13 FY14 2-yr forward
Free cash flow payout ratio yield P/B P/E P/E EPS CAGR

Company yield % (%) (%) X) X) X) (%)
Chinese Oil Majors
CNOOC Ltd. N/A 26.7 4.6 13 6.8 6.9 0.8
PetroChina Co. Ltd. 3.2) 45.0 4.6 1.1 9.3 8.7 10.6
Sinopec 2.2 41.7 4.7 11 7.2 7.0 9.6
Average (0.5) 37.8 4.6 1.2 7.8 7.6 6.8
International Oil Majors
ExxonMobil Co. 3.0 33.4 2.7 2.4 12.3 12.1 2.6
BP PLC N/A 29.0 4.5 N/A 10.0 9.7 N/A
Chevron Co. 0.1 34.9 35 15 10.3 10.2 0.1)
Royal Dutch Shell PLC 0.4) 69.2 5.2 1.3 10.5 9.9 18.8
ENI Spa 0.2 76.9 6.3 1.1 12.3 10.6 8.5
TOTAL SA (0.9) 67.0 5.3 15 9.1 8.8 185
Average 0.4 51.7 4.6 1.5 10.8 10.2 9.7
Sources: CMS(HK)
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Appendix: Financial summary

Statement of financial position

Statement of comprehensive income

|RMB billion 2011 2012 2013E 2014E 2015E | RMB bhillion 2011 2012 2013E 2014E 2015E
Current Assets 343 365 403 435 470 Revenues 2506 2786 2899 3017 3140
Cash & equivalents 25 10 34 38 42 COGS (2032) (2301) (2377) (2459) (2543)
Trading investments 0 0 0 0 0 Gross Profit 474 485 522 558 597
Trade notes 0 0 0 0 0 Op (369) (386) (403) (435) (469)
Trade receivables 59 81 87 93 99 Admin exp (59) (61) (64) (69) (74)
Other receivables 28 20 24 25 26 Financial (5) (10) (8) (8) 9)
Inventories 203 218 228 237 247 Impairments 0 0 0 0 0
Other current assets 27 35 29 42 56 FV changes 0 0 0 0 0
Non-current assets 802 902 1021 1153 1302 Inv income 0 0 0 0 0
AFS Investment 2 2 2 2 2 Op Profit 106 99 119 123 128
PPE 566 589 739 894 1055 Non-op inc 0 0 0 0 0
Intangible assets 8 6 6 6 6 Non-op exp 0 0 0 0 0
Other non-current assets 226 304 273 250 239 PBT 105 91 113 117 122
Total assets 1145 1267 1424 1588 1772 Taxes (26) (24) (30) (31) (32)
Liquid Liabilities 444 513 546 581 618 Net Profit 78 67 83 86 89
Bank loans 68 73 75 78 82 NCI 5 3 4 4 4
Trade payables 177 216 223 230 238 Parents 73 64 79 82 85
Prepaid Accounts 0 0 0 0 0 EPS (yuan) 0.65 0.57 0.68 0.70 0.73
Other liquid liabilities 199 225 248 273 298
Long term Liabilities 193 205 198 200 203 Ratios
Loans 117 125 128 136 146 | 2011 2012E 2013E  2014E  2015E
Others 76 81 70 65 57 YoY growth
Total Liabilities 637 719 744 781 821 Revenue 31% 11% 4% 4% 4%
Issued capital 87 87 87 87 87 Op profit 1% -7% 20% 4% 4%
Retained Earnings 213 244 407 526 649 Net profit 1% -15% 24% 4% 4%
Reserves 173 180 173 173 173 Profitability
NCI 35 37 35 35 35 Gross 19% 17% 18% 19% 19%
Parents 472 511 667 785 909 NP margin 3% 2% 3% 3% 3%
Total equity and liabilities 1145 1267 1424 1588 1772 ROE 14% 12% 12% 10% 9%
ROIC 14% 12% 12% 11% 10%
Statement of cash flows Liquidity
|RMB billion 2011 2012 2013E 2014E 2014E D/IA 16% 16% 14% 13% 13%
CF from OA 151 142 177 186 193 ND/A 14% 15% 12% 11% 10%
Net profit 105 91 112 117 122 Liquid ratio 0.8 0.7 0.7 0.7 0.8
D&A 64 70 83 98 112 Quick ratio 0.3 0.3 0.3 0.3 0.4
Finance costs 8 10 8 8 9 Operating efficiency
Investment income 0 0 0 0 0 Asset 2.2 2.2 2.0 1.9 1.8
Changes of WC 4 (13) (12) 9) (8) Inventory 36.6 34.6 35.0 35.2 35.4
Others (29) (15 (14) (29) (41)  ARtumover 86 107 11.0 11.3 11.5
CF from 1A (140) (162) (168) (174) (181) AP tumover 31.9 34.2 34.2 34.2 34.2
Capital expenditure (132) (146) (150) (155) (160) Per share ratios(yuan)
Other investments (9) 17) (18) (19) (20) EPS 0.65 0.57 0.68 0.70 0.73
CF from FA 3) 6 (8) (8) (8) CFPS 0.22 (0.03) 0.24 0.26 0.28
Borrowings 4 30 5 8 10 BVPS 5.85 5.49 6.69 6.92 8.16
Share capital 0 0 0 0 0 DPS 0.22 0.23 0.27 0.28 0.29
Changes of reserves 0 0 0 0 0 Valuation
Dividends (19) (25) (32) (33) (34) PE 7.6 8.7 7.2 7.0 6.7
Others 13 1 18 17 16 PB 1.0 1.1 0.9 0.9 0.7
Net cash flow 8 (14) 1 4 5 EV/EBITDA 5.5 5.7 4.6 4.3 6.0
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 humerous 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://ww.newone.com.hk
Tel: (852) 3189-6888 Fax: (852) 3101-0828
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