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After Weak 4Q14-1Q15, Recovery to
Start from 2Q15e: OW

Industry View
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Stock Rating
Overweight

Sinopec is our top pick among large-caps in 2015. Downstream
earnings recovery and ongoing marketing reform remain near-term
catalysts while we are also encouraged by the long-term strategy
shift from 'Petroleum+Chemical' to 'Energy+New Material'.

Opinion on shares — Positive: We believe the weak results in 4Q14-1Q15
have created a good opportunity to accumulate the stock, given 1) Sinopec's
earnings should be the most resilient among Big 3 as refinery, chemical and
marketing earnings soon return to normal level after one-off inventory
adjustment in 4Q14-1Q15; 2) marketing reform will continue and could
introduce positive earnings contribution as well as potential re-rating; 3)
stronger gas output growth (>20% in 2015e) and yield optimization in refinery
suggest management is maximizing return without heavy spending. Combined
with a visible capex cut by ~12% in 2015, such strategy is a long-term positive
for shareholder value, we believe. For details, please refer to China Oil & Gas:
Asia Insight: 2015: A Year of Downstream? Sinopec Our Favored Pick

Opinion on results - In line: Reported net profit of Rmb46 bn was in line
with our estimate, but 21% lower than consensus.

— E&P: Realized oil price fell from US$97/bbl in 4Q13 to US$74/bbl in
4Q14, leading to 34% E&P EBIT drop to Rmb5.3 bn. Excluding tax, we
estimate the all-in cost at ~US$62/boe in 2014.

— Refinery posted record loss of Rmb13.1 bn in 4Q14, mainly due to
inventory loss. As the normal quarterly EBIT can at least exceed Rmb2 bn,
we estimate an inventory loss of >Rmb15 bn in 4Q14.

— Marketing: Also due to inventory loss, marketing EBIT fell 63% YoY to
Rmb3 bnin 4Q14 vs. Rmb8.1 bn.

— Chemical is the only division with positive EBIT, up 44% to Rmb1.3 bn.

Opinion on outlook - Positive: The company issued profit warning stating
that it is likely to barely break even in 1Q15, vs. 1Q14 net profit of Rmb14 bn.
However, we expect Sinopec to achieve gradual earnings recovery as inventory
loss in refinery and marketing will disappear if crude oil price stays at current
level. A potential crude oil price recovery could boost E&P earnings and lead to
margin expansion in refinery, chemical and marketing segments. Sinopec's
plan to cut 2015 capex to Rmb136 bn implies a more disciplined expansion
strategy and could also benefit shareholders.
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Shr price, close (Mar 20, 2015) HK$6.20
52-Week Range HK$8.23-5.90
Sh out, dil, curr (mn) 26,131
Mkt cap, curr (mn) Rmb711,143
EV, curr (mn) Rmb810,858
Avg daily trading value (mn) HK$734.53
Fiscal Year Ending 12/13 12/14e 12/15e 12/16e
ModelWare EPS (Rmb) 0.57 0.39 0.26 0.39
Prior ModelWare EPS - - - -
(Rmb)

Consensus EPS (Rmb)§ 0.59 0.48 0.34 0.47
Revenue, net (Rmb 2,880,311 2,984,905 2,973,042 3,286,330
mn)

EBITDA (Rmb mn) 178,050 158,610 154,614 180,843
ModelWare net inc 66,132 46,018 30,456 45,401
(Rmb mn)

P/E 8.7 12.7 19.0 12.7
P/BV 1.0 1.0 0.8 0.8
RNOA (%) 12.5 8.4 6.7 8.6
ROE (%) 12.9 8.1 51 6.6
Div yld (%) 438 33 2.2 33

Unless otherwise noted, all metrics are based on Morgan Stanley ModelWare framework
§ = Consensus data is provided by Thomson Reuters Estimates
e = Morgan Stanley Research estimates

Morgan Stanley does and seeks to do business with
companies covered in Morgan Stanley Research. As a result,
investors should be aware that the firm may have a conflict
of interest that could affect the objectivity of Morgan
Stanley Research. Investors should consider Morgan
Stanley Research as only a single factor in making their
investment decision.

For analyst certification and other important disclosures,
refer to the Disclosure Section, located at the end of this
report.

+= Analysts employed by non-U.S. affiliates are not registered with FINRA, may
not be associated persons of the member and may not be subject to NASD/NYSE
restrictions on communications with a subject company, public appearances and
trading securities held by a research analyst account.
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2014 & 4Q14 Results Analysis

Financial and Operational Summary

Exhibit 1: Sinopec: 4Q14 & 2014 Financial Results Review

Unit: Rmb bn 1Q13 2Q13 3Q13 4013 1Q14 2Q14 3Q14 4Q14 YoY QoQ 2013 2014 YoY
Turnover
E&P 56 53 54 56 54 54 55 48 -13% -13% 219 21 -4%
Refining 333 309 329 335 I 329 a3 288 -14% -13% 1,305 1,268 -3%
Marketing & distribution 358 369 381 384 350 3n 390 352 -8% -10%| 1,492 1,464 2%
Chemicals 105 103 108 114 103 107 111 98 -14% -11%! 430 419 3%
Corp & others 349 333 336 341 303 342 33 332 -3% 0%| 1,358 1,309 4%
Inter seg elimination (515) (458) (494) (506) (498) (497) (469) (424) -16% -10%| (1,972) (1.889) -4%
Other operating revenues 9 10 11 17 9 9 11 16 -6% 47% 47 44 6%
Gross Revenue 696 720 725 740 641 715 759 710 4% 6% 2,880 2,826 2%
Cost of goods
Materials costs (569) (602) (592) (609) (517) (583) (632) (603) 1% 5% (2,372) (2,334) 2%
SG&A (16) (18) (18) (20) (16) (18) (16) (18)  -10% 1% (70) (68) 2%
DD&A (19) (20) (20) (22) (21) (22) (23) (24) 9% 8% (81) (90) 1%
Exploration expense (4) (4) 2) (3) (3) (3) (3) (3) -17% -2% (13) (11) -13%
Staff expense (12) (13) (14) (17) (13) (14) (14) 17 0% 24% (55) (57) 3%
Taxes other than income tax (48) (46) (48) (48) (46) (48) (48) (49) 2% 2% (191) (191) 0%
Other opex, net (0) 0 0 @) 0 (1) 0 1 -132% 298% ) 0) -92%
Total Cost (668)  (701)  (693)  (722) (616) (688) (735)  (T13) A% 3% (2,784) (2,752) A%
Operating profit 276 19.2 31.5 18.5 248 275 241 2.9) -116% -112% a7 73 -24%
E&P 16.2 147 15.8 8.0 132 151 136 5.3 -34% -61%! 55 47 -14%
Refining 22 (2.0) 64 19 37 6.0 13 (13.1)  -772% -1069% 9 2) -123%
Marketing & distribution 91 77 10.2 81 88 100 76 30 63% -61% 35 29 -16%
Chemicals 0.2 (0.6) 0.4 09 (1.3) (2.6) 0.5 1.3 44% 195% 1 (2) -351%
Corp & others (0.2) (0.7) (1.2) (0.5) 04 (1.0) 12 05 -199% -55% (3) 1 -143%
Interest expense (3) 3) 2) (3) (3) (3) (3) 2) =17% =T% (11) (11) 6%
Interest income 0 0 0 1 0 0 0 1 -9% 51% 2 2 13%
FX gaini(loss) (0) 1 (0) 2 2) 0 0 1 =46% 212% 3 (0) -106%
Investment income 0 0 0 0 0 0 2 0) -138% -101% ] 3 1599%
Associate 1 0 1 1 1 1 2 0 -98% -99% 2 4 54%
Exception (2) 2 1 0 2) (1) 0 (2) -613% -5888% 2 (8) -321%
Pretax profit 24 21 N 19 20 26 26 (6) -133% -124% 95 66 =31%
Tax expense (6) (6) m (5) (5) m (6) 0 -101% -101% (25) (18) -29%
Minority interest (1) (1) (1) 1) (1) {0) (1) 1 -235%  -186% {4) (1) -65%
Net profit 17 14 22 14 14 18 19 (5) -139% -128% 66 46 -30%
Bps Change Bps Chg
F Ratio 1Q13 2Q13 3Q13 4Q13 1Q14 2Q14 3Q14 4Q14 YoY QoQ 2013 2014 YoY
OP Margin 4% 3% 4% 2% 4% 4% 3% 0% -290 -358 3% 3% 76
E&P 29% 28% 29% 15% 24% 28% 25% 1% -345 -1,351 25% 22% -267
Refining 1% -1% 2% 1% 1% 2% 0% -5% -512 -495 1% 0% -81
Marketing & distribution 3% 2% 3% 2% 3% 3% 2% 1% -126 -1 2% 2% -34
Chemicals 0% -1% 0% 1% -1% -2% 0% 1% 55 95 0% -1% 72
Material cost % of Revenue 82% 84% 82% 82% 81% 82% 83% 85% 261 161 82% 83% 26
SG&A % of Revenue 2% 2% 2% 3% 3% 2% 2% 3% -17 41 2% 2% -1
DD&A % of Revenue 3% 3% 3% 3% 3% 3% 3% 3% 42 45 3% 3% ar
Exploration expense % of Revenue 0.5% 0.6% 0.2% 0.4% 0.5% 0.4% 0.4% 0.4% -6 2 0.4% 0.4% -5
Effective Income Tax Rate 26% 30% 24% 24% 24% 28% 22% 1% -2,298 -2,104 26% 27% g
Net Margin 2% 2% 3% 2% 2% 3% 3% A% -262 -329 2% 2% 65

Source: Company Data, Morgan Stanley Research. Note: Base on IFRS
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Exhibit 2: Sinopec: 4Q14 & 2014 Segment Financial and Operational Review

1013 2013 3Q13 4013 1Q14 2Q14 3Q14 4Q14 YoY QoQ 2013 2014 YoY

1. E&P Segment
Oil production (mmbbl) 82 83 84 83 89 89 91 92 1% 1% 333 361 8%
- China 76 7 79 79 77 78 78 78 0% 0% 311 n 0%
- Qverseas 6 6 6 4 13 11" 13 14 225% 7% 22 50 130%
Gas (bcf) 163 161 162 174 177 177 176 186 T% 5% 660 716 9%
Total production (mm boe) 109 110 111 112 119 118 120 123 10% 2% 443 480 8%
Realised oil price (US$/bbl) 98.8 93.8 90.8 97.4 954 918 96.9 741 -24% -24% 96.2 89.7 7%
Gas price (US$/kef) 59 6.1 6.5 6.6 7.0 69 7.3 83 26% 13% 6.3 74 18%
E&P EBIT (US$ ) 238 21.7 23.2 11.8 18.2 20.5 18.2 7.0 -41% -61% 20.1 15.9 -21%

2. Refining Segment

Refinery Throughput (mt) 59 57 59 58 57 59 60 60 3% 1% 232 235 1%
0il products output (mt) 35 34 35 35 35 a7 37 37 6% 0% 140 146 4%
- Gasoline 1 1 11 12 12 13 13 13 13% 1% 48 51 12%
- Diesel 20 19 20 19 18 18 189 19 2% 0% 77 74 4%
- Kerosene 4 4 4 5 5 5 5 5 17% 0% 17 21 19%
Refining EBIT (US$/bbl) 0.8 (0.8) 25 0.8 1.5 23 0.5 (4.9)  -744% -1079% 0.8 (0.2) -122.3%

3. Mark Segment

Total Marketing Volume (mt) 42 46 47 45 42 46 50 51 13% 2% 180 189 5%
Domestic Marketing Volume (mt) 39 42 43 42 39 42 45 45 8% 2% 165 17 3%
- Retail 27 29 29 29 27 29 30 AN 8% 4% 114 118 4%
- Wholesale & Distribution 12 13 13 13 11 13 15 14 6% -4% 52 53 3%
Marketing EBIT (US$/ton) 348 27.3 35.7 294 343 34.7 249 9.6 67% -61% 31.8 253 -20%
4. Chemi
Chemical production (mt) 8.7 8.6 9.0 9.1 - X:] 8.4 9.3 9.4 4% 1% 353 36.0 2%
- Ethylene 24 24 26 26 26 25 28 28 10% 2% 10.0 10.7 7%
- Synthetic resins 34 33 35 35 35 34 38 39 1% 3% 13.7 1486 T%
- Synthetic rubbers 02 02 03 0.2 03 02 02 02 -13% -12% 1.0 0.9 -2%
- Monomers and polymers 23 23 23 24 22 1.9 21 21 -10% -1% 9.2 8.4 9%
- Synthetic fibers 04 03 04 0.3 0.3 03 03 03 4% -3%. 14 1.3 -6%
Chemical EBIT (US$/ton) 30 (10.9) 6.4 16.8 (24.8)  (501) 79 234 37% 192% 4.0 (9.8) -346%

Source: Company Data, Morgan Stanley Research. Note: Base on IFRS
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EBIT declined by 41% YoV to US$7/bbl in 4Q14, Exhibit 3: E&P: 4Q14 EBIT at US$7/bbl, down by
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Refinery

EBIT loss at US$4.9/bbl in 4Q14, which is the first Exhibit 4: Refinery: 4Q14 EBIT Loss Stood at
time for refinery to incur quarterly loss since 2Q13, US$4.9/bbl

The major reason is inventory loss amid the sharp fall in
crude oil price.
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Marketing
EBIT dropped by 67% to US$9.6/ton in 4Q14, mostly  Eypinit 5. Marketing: EBIT declined by 67% to
due to inventory loss: US$9.6/ton in 4Q14
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Chemical
EBIT expanded to US$23.1/ton in 4Q14, surging 37% Exhibit 6: Chemicals: 4Q14 EBIT expanded to
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Morgan Stanley
Capex
Declined by 13% YoY in 4Q14 to Rmb85bn. E&P capex declined while downstream capex increased.

Exhibit 7: Overall Capex Declined 13% YoY in Exhibit 8: Quarterly Segment Weight of Capex
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2015 Capex cut by 12%

Sinopec budgeted Rmb135.9 bn in capex for 2015,

which represents a 12% YoY decline. Capex is cut for all
major segments. Please refer to for detailed changes by
segment. 80

70
60

Refining Marketing &  Chemicals Corp & others
distribution

=2014 2015 Budget

Exhibit 9: Sinopec: 2015 Capex Budget vs. 2014
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1Q15 Profit Warning

Together with 2014 annual results, Sinopec issued profit warning for 1Q15. According to the announcement, the

company is likely to barely break even in 1Q15 due to low realized oil price for E&P and inventory loss for
downstream.
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INDUSTRY COVERAGE: China Oil & Gas

COMPANY (TICKER) RATING (AS OF) PRICE" (03/20/2015)
Meng CFA, Andy
China BlueChemical (3983.HK) 0(02/11/2015) HK$2.87
China Oilfield Senvices Ltd. (601808.SS) U (12/11/2014) Rmb20.30
China Oilfield Senvices Ltd. (2883.HK) 0(01/13/2012) HK$11.94
China Petroleum & Chemical Corp. (0386.HK) 0(10/29/2014) HK$6.20
China Petroleum & Chemical Corp. (600028.SS) E (02/11/2015) Rmb6.42
CNOOC (0883.HK) 0 (07/14/2009) HK$10.54
Hainan Rubber (601118.SS) U (10/16/2014) Rmb9.39
Hilong Holding Limited (1623.HK) 0(06/13/2013) HK$1.95
Honghua Group Ltd. (0196.HK) U (03/18/2014) HK$0.87
Inner Mongolia Junzheng (601216.SS) U (12/11/2014) Rmb20.53
Offshore Oil Engineering (600583.SS) U (12/11/2014) Rmb10.39
PetroChina (601857.SS) U (02/11/2015) Rmb11.68
PetroChina (0857.HK) E (02/11/2015) HK$8.37
Qinghai Salt Lake (000792.S2) U (10/16/2014) Rmb28.03
Sinofert Holdings (0297 .HK) 0(10/16/2014) HK$1.66
Sinopec Kantons (0934.HK) 0(03/18/2014) HK$5.39
Sinopec Shanghai Petrochemical Co Ltd (0338.HK) 0(02/11/2015) HK$2.56
SPT Energy Group Inc (1251.HK) E (02/11/2015) HK$1.25
Tianhe Chemicals (1619.HK) 0O (07/24/2014) HK$1.15

Stock Ratings are subject to change. Please see latest research for each company.

* Historical prices are not split adjusted.
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