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Sinopec Corp - H (386 HK)
Energy/materials strategic shift; Chemicals reform potential; Strong non-
fuels marketing growth

Neutral
Price: HK$6.20
20 Mar 2015

Price Target: HK$5.70
PT End Date: 31 Dec 2015

Sinopec's management update outlined some subtle changes to its long term strategy, in our view. The company is 
positioning itself along the energy value chain, moving gradually away from oil/gas to alternative energy sources as well 
as focusing on efficiency/upgrading growth, although no specific plan was provided. Sinopec remains committed to 
further reform – we see potential for reform in the chemicals business, although domestic regulatory hurdles means spin-
offs at the listco level are more challenging vs. parent level. Non-fuels growth in marketing seems to be progressing 
strongly which may be a prelude to a possible IPO from 2016 (not mentioned at briefing) and management seems 
committed to a higher payout level albeit perhaps not 50%.

• Moving up the cost curve? Focusing on the value chain: Sinopec has stated its strategic direction to move from 
petroleum/chemicals toward energy/materials, which mirrors the ‘Made in China 2025’ strategy, which aims to improve 
efficiency and upgrade growth (e.g. specialty chemicals) which links into manufacturing (e.g. auto/airspace sectors). 
Sinopec’s business will continue to be related to oil/gas, but will more focus on alternative/new energy which feels like 
a move up the energy cost curve, in our view. 

• Further reforms; regulatory hurdles: Sinopec aims to continue with its market based approach at listco/parent level. 
The company acknowledged that with the listco under China securities regulation, splitting up segments (e.g. chemicals, 
lubricants, catalysts and water treatment) still needs a regulatory green light.

• Maintaining high payout; no commitment to 50%: Sinopec marketing raised Rmb105bn this quarter and the 
company stated that it does not want to hold too much cash. Mr Fu, Chairman/CEO stated that the company "will try its 
best to maintain or grow payout" but would not commit to sustaining a 50% payout.

• No guidance on opex; budget based on US$60/bl: Sinopec expects further opex cuts this year but no specific targets 
were outlined. In the upstream, oil production cut mainly relates to cutting high cost wells where mature well cost is 
>US$60/bl. Operational targets are based on US$60/bl in FY15.

• Chinese oil demand to plateau soon? Sinopec sees continued oil demand growth in China, but a deceleration in the 
pace of growth in the medium term. The company expects diesel demand to peak in 2017 (with gasoline peaking in 
2025). 

• Lower reserve life – oil price related; minor impairments: Sinopec’s proven reserves decline seems to mainly 
relate to the lower oil prices and the shelving of high cost fields, although the company was keen to highlight additions 
have been largely driven by natural gas (including Fuling). Impairment on reserves were small (Rmb2.5bn in FY14 
mainly on domestic fields) as good cost control measures and a lift in the oil levy threshold have meant a good 
profitability outlook for most upstream assets.

• Strong non-fuels growth in retail; more infrastructure required: Non-fuels marketing revenue growth seems 
strong – revenue growth for January/February is already up 60% y/y. New products at the retail level e.g. auto, 
financial, insurance services will grow as infrastructure is built out this year. There was no comment on the potential for 
retail IPO this year.

• Continued focus on gas; Fuling progressing well: Fuling project seems to be well on track (capex was Rmb12bn in 
FY14 and spending target is Rmb9bn this year with output at 3.5bcm/yr and capacity at 5bcm/yr).
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• See details from the release here.

Investment Thesis
Sinopec is the second-largest oil company in China. It is integrated with E&P, R&M and chemicals. In 2013, crude production was 
0.9mn BOPD and natural gas 0.30mn BOEPD, refining throughout was 4.9mn BOPD, ethylene production 10mn tonnes. Sinopec has 
SEC proven reserves of 4.4bn BOE (70%+ is crude). Our neutral view of Sinopec-H based on the following:

• Headwinds from the global oil market; downstream challenged – With crude oil markets pressured we believe that the oil 
focused Sinopec will be in a period of lackluster returns; additionally, the downstream segment looks to be burdened in 1H15 
(1Q15 theoretical China GRMs beginning in negative territory; chemicals look on track to continue to be a loss-making business).

• Natural gas upside – Strong natural gas production growth as well as further natural gas price hikes should support some 
upstream profitability.

• Lack of positive catalysts in the medium term – Post announcing its USD17.5bn marketing stake sale, we see the pace of 
reform at Sinopec slowing down as the company digests the stake sale (focus on IPO) and previous purchases (international E&P 
assets, Yanbu refinery); additionally, we have increasingly limited visibility on use of the proceeds of the stake sale in the medium 
term. 

Valuation
Our Dec-15 PT of HK$6.0 is based on our DCF valuation of the different segments, using a WACC of 10.5% and a terminal growth 
rate of 3%.

Risks to Rating and Price Target
Upside and downside risks to our rating and price target include: lower/higher domestic oil product demand; a collapse/improvement 
in chemicals profitability from weaker/higher margins; and lower-/higher-than-expected incremental refining margins upside from fuel 
spec reform. 
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Important Disclosures 

• Lead or Co-manager: J.P. Morgan acted as lead or co-manager in a public offering of equity and/or debt securities for Sinopec Corp - H within 
the past 12 months.
• Beneficial Ownership (1% or more): J.P. Morgan beneficially owns 1% or more of a class of common equity securities of Sinopec Corp - H.

• Client: J.P. Morgan currently has, or had within the past 12 months, the following company(ies) as clients: Sinopec Corp - H.

• Client/Investment Banking: J.P. Morgan currently has, or had within the past 12 months, the following company(ies) as investment banking 
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clients: Sinopec Corp - H.
• Client/Non-Investment Banking, Securities-Related: J.P. Morgan currently has, or had within the past 12 months, the following company(ies) as 
clients, and the services provided were non-investment-banking, securities-related: Sinopec Corp - H.
• Client/Non-Securities-Related: J.P. Morgan currently has, or had within the past 12 months, the following company(ies) as clients, and the 
services provided were non-securities-related: Sinopec Corp - H.
• Investment Banking (past 12 months): J.P. Morgan received in the past 12 months compensation from investment banking Sinopec Corp - H.

• Investment Banking (next 3 months): J.P. Morgan expects to receive, or intends to seek, compensation for investment banking services in the 
next three months from Sinopec Corp - H.
• Non-Investment Banking Compensation: J.P. Morgan has received compensation in the past 12 months for products or services other than 
investment banking from Sinopec Corp - H.
Company-Specific Disclosures: Important disclosures, including price charts and credit opinion history tables, are available for compendium reports 
and all J.P. Morgan–covered companies by visiting https://jpmm.com/research/disclosures, calling 1-800-477-0406, or e-mailing research.disclosure.
inquiries@jpmorgan.com with your request. J.P. Morgan’s Strategy, Technical, and Quantitative Research teams may screen companies not covered 
by J.P. Morgan. For important disclosures for these companies, please call 1-800-477-0406 or e-mail research.disclosure.inquiries@jpmorgan.com.

http://gfd-app.emea.jpmchase.net:6080/server/console/chart/?
shareClassId=502061&shareClassServerId=4&chartDesignation=1&actionType=CHART&isAdr=false&isUSDTranslation=false&cos=false&imageTypeId=4&chartHeight=288&chartWidth=456&svrTs=1427101667543

Date Rating Share Price 
(HK$)

Price 
Target (HK
$)

31-May-07 OW 7.95 9.00
27-Aug-07 OW 8.47 11.80
31-Mar-08 OW 6.82 8.00
27-Jun-08 UW 7.35 6.60
30-Oct-08 N 4.41 6.00
27-Feb-09 OW 4.09 5.50
19-May-09 OW 6.14 7.00
18-Aug-09 OW 6.47 8.50
06-Apr-11 OW 8.02 9.40
13-May-12 OW 7.55 9.00
29-Oct-12 OW 8.25 9.50
06-May-13 NR 8.45 --
02-Jul-13 OW 5.46 7.50
03-Mar-14 OW 6.75 8.00
11-Jul-14 N 7.24 8.00
09-Nov-14 N 6.43 7.00
18-Jan-15 N 6.06 6.00
23-Mar-15 N 6.07 5.70

The chart(s) show J.P. Morgan's continuing coverage of the stocks; the current analysts may or may not have covered it over the entire period. 
J.P. Morgan ratings or designations: OW = Overweight, N= Neutral, UW = Underweight, NR = Not Rated
Explanation of Equity Research Ratings, Designations and Analyst(s) Coverage Universe: 
J.P. Morgan uses the following rating system: Overweight [Over the next six to twelve months, we expect this stock will outperform the average total 
return of the stocks in the analyst’s (or the analyst’s team’s) coverage universe.] Neutral [Over the next six to twelve months, we expect this stock 
will perform in line with the average total return of the stocks in the analyst’s (or the analyst’s team’s) coverage universe.] Underweight [Over the 
next six to twelve months, we expect this stock will underperform the average total return of the stocks in the analyst’s (or the analyst’s team’s) 
coverage universe.] Not Rated (NR): J.P. Morgan has removed the rating and, if applicable, the price target, for this stock because of either a lack of a 
sufficient fundamental basis or for legal, regulatory or policy reasons. The previous rating and, if applicable, the price target, no longer should be 
relied upon. An NR designation is not a recommendation or a rating. In our Asia (ex-Australia) and U.K. small- and mid-cap equity research, each 
stock’s expected total return is compared to the expected total return of a benchmark country market index, not to those analysts’ coverage universe. 
If it does not appear in the Important Disclosures section of this report, the certifying analyst’s coverage universe can be found on J.P. Morgan’s 
research website, www.jpmorganmarkets.com. 
Coverage Universe: Darling, Scott L: Anton Oilfield Services Group (3337.HK), CNOOC (0883.HK), Cairn India Limited (CAIL.BO), China 
BlueChemical Ltd (3983.HK), China Oilfield Services Limited - H (2883.HK), China Oilfield Services Limited - A (601808.SS), Hilong Holdings 
Ltd. (1623.HK), Honghua Group (0196.HK), Inpex Corporation (1605) (1605.T), Oil and Natural Gas Corporation (ONGC.BO), PTT Exploration & 
Production (PTTE.BK), PTT Public Company (PTT.BK), PetroChina - A (601857.SS), PetroChina - H (0857.HK), SPT Energy Group Inc. (1251.
HK), Sinopec Corp - A (600028.SS), Sinopec Corp - H (0386.HK), Sinopec Shanghai Petchem - A (600688.SS), Sinopec Shanghai Petchem - H 
(0338.HK)
J.P. Morgan Equity Research Ratings Distribution, as of January 1, 2015

Overweight 
(buy)

Neutral 
(hold)

Underweight 
(sell)

J.P. Morgan Global Equity Research Coverage 45% 43% 12%
IB clients* 56% 49% 33%
JPMS Equity Research Coverage 45% 48% 7%
IB clients* 75% 67% 52%
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*Percentage of investment banking clients in each rating category. 
For purposes only of FINRA/NYSE ratings distribution rules, our Overweight rating falls into a buy rating category; our Neutral rating falls into a hold rating 
category; and our Underweight rating falls into a sell rating category. Please note that stocks with an NR designation are not included in the table above. 
 

Equity Valuation and Risks: For valuation methodology and risks associated with covered companies or price targets for covered companies, 
please see the most recent company-specific research report at http://www.jpmorganmarkets.com, contact the primary analyst or your J.P. Morgan 
representative, or email research.disclosure.inquiries@jpmorgan.com.
Equity Analysts' Compensation: The equity research analysts responsible for the preparation of this report receive compensation based upon 
various factors, including the quality and accuracy of research, client feedback, competitive factors, and overall firm revenues. 
Registration of non-US Analysts: Unless otherwise noted, the non-US analysts listed on the front of this report are employees of non-US affiliates 
of JPMS, are not registered/qualified as research analysts under NASD/NYSE rules, may not be associated persons of JPMS, and may not be subject 
to FINRA Rule 2711 and NYSE Rule 472 restrictions on communications with covered companies, public appearances, and trading securities held by 
a research analyst account.
Other Disclosures 

J.P. Morgan ("JPM") is the global brand name for J.P. Morgan Securities LLC ("JPMS") and its affiliates worldwide. J.P. Morgan Cazenove is a marketing name for the 
U.K. investment banking businesses and EMEA cash equities and equity research businesses of JPMorgan Chase & Co. and its subsidiaries. 
All research reports made available to clients are simultaneously available on our client website, J.P. Morgan Markets. Not all research content is redistributed, e-mailed 
or made available to third-party aggregators. For all research reports available on a particular stock, please contact your sales representative.
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U.S.: JPMS is a member of NYSE, FINRA, SIPC and the NFA. JPMorgan Chase Bank, N.A. is a member of FDIC. U.K.: JPMorgan Chase N.A., London Branch, is 
authorised by the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and to limited regulation by the Prudential Regulation 
Authority. Details about the extent of our regulation by the Prudential Regulation Authority are available from J.P. Morgan on request. J.P. Morgan Securities plc 
(JPMS plc) is a member of the London Stock Exchange and is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and 
the Prudential Regulation Authority. Registered in England & Wales No. 2711006. Registered Office 25 Bank Street, London, E14 5JP. South Africa: J.P. Morgan 
Equities South Africa Proprietary Limited is a member of the Johannesburg Securities Exchange and is regulated by the Financial Services Board. Hong Kong: J.P. 
Morgan Securities (Asia Pacific) Limited (CE number AAJ321) is regulated by the Hong Kong Monetary Authority and the Securities and Futures Commission in Hong 
Kong and/or J.P. Morgan Broking (Hong Kong) Limited (CE number AAB027) is regulated by the Securities and Futures Commission in Hong Kong. Korea: J.P. 
Morgan Securities (Far East) Ltd, Seoul Branch, is regulated by the Korea Financial Supervisory Service. Australia: J.P. Morgan Australia Limited (JPMAL) (ABN 52 
002 888 011/AFS Licence No: 238188) is regulated by ASIC and J.P. Morgan Securities Australia Limited (JPMSAL) (ABN 61 003 245 234/AFS Licence No: 238066) 
is regulated by ASIC and is a Market, Clearing and Settlement Participant of ASX Limited and CHI-X. Taiwan: J.P.Morgan Securities (Taiwan) Limited is a participant 
of the Taiwan Stock Exchange (company-type) and regulated by the Taiwan Securities and Futures Bureau. India: J.P. Morgan India Private Limited (Corporate 
Identity Number - U67120MH1992FTC068724), having its registered office at J.P. Morgan Tower, Off. C.S.T. Road, Kalina, Santacruz - East, Mumbai – 400098, is a 
member of the National Stock Exchange of India Limited (SEBI Registration Number - INB 230675231/INF 230675231/INE 230675231) and Bombay Stock Exchange 
Limited (SEBI Registration Number - INB 010675237/INF 010675237) and is regulated by Securities and Exchange Board of India. Telephone: 91-22-6157 3000, 
Facsimile: 91-22-6157 3990 and Website: www.jpmipl.com. For non local research reports, this material is not distributed in India by J.P. Morgan India Private 
Limited. Thailand: This material is issued and distributed in Thailand by JPMorgan Securities (Thailand) Ltd., which is a member of the Stock Exchange of Thailand 
and is regulated by the Ministry of Finance and the Securities and Exchange Commission and its registered address is 3rd Floor, 20 North Sathorn Road, Silom, 
Bangrak, Bangkok 10500. Indonesia: PT J.P. Morgan Securities Indonesia is a member of the Indonesia Stock Exchange and is regulated by the OJK a.k.a. BAPEPAM 
LK. Philippines: J.P. Morgan Securities Philippines Inc. is a Trading Participant of the Philippine Stock Exchange and a member of the Securities Clearing Corporation 
of the Philippines and the Securities Investor Protection Fund. It is regulated by the Securities and Exchange Commission. Brazil: Banco J.P. Morgan S.A. is regulated 
by the Comissao de Valores Mobiliarios (CVM) and by the Central Bank of Brazil. Mexico: J.P. Morgan Casa de Bolsa, S.A. de C.V., J.P. Morgan Grupo Financiero is 
a member of the Mexican Stock Exchange and authorized to act as a broker dealer by the National Banking and Securities Exchange Commission. Singapore: This 
material is issued and distributed in Singapore by or through J.P. Morgan Securities Singapore Private Limited (JPMSS) [MCI (P) 199/03/2014 and Co. Reg. No.: 
199405335R] which is a member of the Singapore Exchange Securities Trading Limited and is regulated by the Monetary Authority of Singapore (MAS) and/or 
JPMorgan Chase Bank, N.A., Singapore branch (JPMCB Singapore) which is regulated by the MAS. This material is provided in Singapore only to accredited investors, 
expert investors and institutional investors, as defined in Section 4A of the Securities and Futures Act, Cap. 289. Recipients of this document are to contact JPMSS or 
JPMCB Singapore in respect of any matters arising from, or in connection with, the document. Japan: JPMorgan Securities Japan Co., Ltd. is regulated by the Financial 
Services Agency in Japan. Malaysia: This material is issued and distributed in Malaysia by JPMorgan Securities (Malaysia) Sdn Bhd (18146-X) which is a Participating 
Organization of Bursa Malaysia Berhad and a holder of Capital Markets Services License issued by the Securities Commission in Malaysia. Pakistan: J. P. Morgan 
Pakistan Broking (Pvt.) Ltd is a member of the Karachi Stock Exchange and regulated by the Securities and Exchange Commission of Pakistan. Saudi Arabia: J.P. 
Morgan Saudi Arabia Ltd. is authorized by the Capital Market Authority of the Kingdom of Saudi Arabia (CMA) to carry out dealing as an agent, arranging, advising 
and custody, with respect to securities business under licence number 35-07079 and its registered address is at 8th Floor, Al-Faisaliyah Tower, King Fahad Road, P.O. 
Box 51907, Riyadh 11553, Kingdom of Saudi Arabia. Dubai: JPMorgan Chase Bank, N.A., Dubai Branch is regulated by the Dubai Financial Services Authority 
(DFSA) and its registered address is Dubai International Financial Centre - Building 3, Level 7, PO Box 506551, Dubai, UAE. 
Country and Region Specific Disclosures  
U.K. and European Economic Area (EEA): Unless specified to the contrary, issued and approved for distribution in the U.K. and the EEA by JPMS plc. Investment 
research issued by JPMS plc has been prepared in accordance with JPMS plc's policies for managing conflicts of interest arising as a result of publication and 
distribution of investment research. Many European regulators require a firm to establish, implement and maintain such a policy. This report has been issued in the U.K. 
only to persons of a kind described in Article 19 (5), 38, 47 and 49 of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (all such persons 
being referred to as "relevant persons"). This document must not be acted on or relied on by persons who are not relevant persons. Any investment or investment 
activity to which this document relates is only available to relevant persons and will be engaged in only with relevant persons. In other EEA countries, the report has 
been issued to persons regarded as professional investors (or equivalent) in their home jurisdiction. Australia: This material is issued and distributed by JPMSAL in 
Australia to "wholesale clients" only. This material does not take into account the specific investment objectives, financial situation or particular needs of the recipient. 
The recipient of this material must not distribute it to any third party or outside Australia without the prior written consent of JPMSAL. For the purposes of this 
paragraph the term "wholesale client" has the meaning given in section 761G of the Corporations Act 2001. Germany: This material is distributed in Germany by J.P. 
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