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Sector Comment

Oil Industry Highlight

Possible opening up of China's oil production industry

China's shake-up of the oil sector seems to be gathering pace after
Premier Li Kegiang's pledge at the National People's Congress to
allow non-state capital in oil and power projects and to speed up
development of mixed ownership. We think Anton, UEG, CNOOC
could be the key winners.

Our view is that "non-state capital" does not necessarily mean allowing
new players direct ownership rights for oil & gas production projects in
China and that "mixed ownership" is more of an expansion of the PSC
(production sharing contracts) structure that has already been used by
Chinese oil majors to develop marginal E&P projects. We believe that due
to national security issues, SOEs' will still have majority equity interests in
any oil & gas produced in China, until a new breed on Chinese "oil minors"
are more competent in fully developing oil & gas projects on their own.

In that respect, who amongst HK-listed oil companies could be part of this
burgeoning new breed of E&P companies? We believe that some oil
service companies like Anton (3337.HK, BUY, TP:HK$5.70) who have
been eyeing the domestic E&P market for years would be a possible
contender to bid for the operating rights of oil & gas projects if a
transparent bidding system was allowed. Another possibility would be
UEG (467.HK, BUY, TP:HK$1.59), who has extensive overseas E&P
production experience from its 2010 acquisition of BP's assets in Pakistan,
combined with a well established foothold of the domestic market, plus a
mandate for acquiring both overseas and possibly domestic E&P projects
for future growth.

As for the three oil major's we believe that CNOOC (883.HK, BUY,
TP:HK$19.00), PetroChina (857.HK, BUY, TP:HK$10.55), followed by
Sinopec (386.HK, BUY, TP:HK$7.20) would also be the main
beneficiaries of opening up the domestic market, as they will still be able
to cherry-pick the most profitable projects while being able to leverage on
non-state capital to develop those projects that are more capital intensive
and technically more demanding.

Financials
Price 14EPS 15EPS 14PE 15PE PB Rating
Anton 5.40 0.29 0.35 1862 1543 4.7 BUY
UEG 1.29 0.11 0.11 11.73 11.73 2.2 BUY
CNOOC 12.36 1.97 2.13 6.27 580 1.3 BUY
PetroChina 8.06 0.93 0.98 8.67 822 11 BUY
Sinopec 6.76 0.88 0.92 7.68 735 1.1 BUY

Source : CMS(HK) research estimates Remark: EPS in HK$; PE. PB x.

Overweight

(Previous: Overweight)
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Sector information

%
No. of listed
Market cap(bn)

Sector performance

% Im 6m 12m

Absolute return 9.2 50.0 67.0
Relative return 3.2 496 67.4
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RATING DEFINITION & DISCLAIMER

RATING DEFINITION
OVERWEIGHT Expected to outperform the market index by > 20% over the next 12 months
NEUTRAL Expected to outperform the market index by 10%-20% over the next 12 months

UNDERWEIGHT Expected to outperform or underperform the market index by <10% over the next 12 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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