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Anton Oilfield Services Group --------------------------------------- Maintain UNDERPERFORM
Disappointing FY14 results, balance sheet deterioration rings alarm bells
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● Anton Oil reported a disappointing FY14 result that was the worst
among all independent OFS players. 2H14 swung to a net loss of
Rmb226 mn, a further HoH decline from an already-worsened 1H14,
bringing 2014 to Rmb198 mn loss—worst result since its IPO. Anton
Oil also suspended its FY14 dividend (vs 31% payout in FY13).
● The balance sheet deterioration is so rapid that, in our view, it rings
alarm bells. Net gearing went up to 90% in 2014 (from 25% in 2013),
account receivables shot up to 280 days (from 192 days); OCF also
swung to an Rmb620 mn outflow (vs Rmb380 mn inflow in 2013). All
red flags are checked in regard to its working capital situation.
● We cut our 2015-16 earnings and forecast Anton to record
Rmb400-500 mn of net loss in both years. We do not see any signs
of turnaround for Anton over the next 12 months. In our view, there
is likelihood of capital raising required should things stay depressed.
● Our TP is cut to HK$0.5 (from HK$0.9) as we lower our target
multiple to 0.5x 2015 P/B (from 0.8x). We worry that Anton Oil could
run into going-concern issue. We reiterate our UNDERPERFORM.

A slowdown in top-line meets structural increase in costs
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As with its independent OFS peers, 2H14 was extremely challenging,
given the already lacklustre OFS environment (anti-corruption probe)
plus the chain effect from the oil price collapse. And the slowdown in topline was coupled with the continued increase in costs, which in turn led to
a collapse in bottom line. Anton's 2H14 revenue declined 35%, and in
particular China revenue (70% of total revenue) was down 50% YoY.
Significant margin squeeze was visible on the back of declining ASP per
job, a structural trend that we have been highlighting over the past 18
months. Overall EBITDA margin fell 11 pp to 31% (from 42% in 2013).
On the costs side, DD&A increased another 72% YoY in 2H14 (after 66%
increase in 1H14), a result of new land rigs and pressure pump
equipment Anton has added throughout the year. Employee costs
continue to soar by another 13% in 2H14 (after 23% up in 1H14).
Interestingly, there is no mention of the number of employees as of end2014, while it was disclosed every year previously.
Figure 1: Anton Oil—FY14 results summary

Ringing alarm bells to its balance sheet

Click here for detailed financials

The significant slowdown has put enormous pressure on to Anton Oil's
balance sheet, and the deterioration is so rapid that it rings alarm bells.
Net gearing went up to 90% in 2014 (from 25% in 2013), account
receivables shot up to 280 days in 2014 (from 192 days); OCF also
swung to a Rmb620 mn outflow (from Rmb380 mn inflow). All red
flags are checked in regard to its working capital situation.

Disappointing FY14 results, worst year since its IPO

Reiterate UNDERPERFORM, stay away from this name

Note 1: ORD/ADR=200.00. Note 2: Anton Oil is a leading independent oilfield service prodiver in
China and one of the first that went public. Its business is classified into 4 segments: Downhole
operations, Well completion, Drilling technology & Tubular services.

Anton Oil reported a disappointing FY14 result on 25 March that were
the worst amongst all its independent OFS peers. 2H14 swung to a
net loss of Rmb226 mn, a further HoH decline from an alreadyworsened Rmb27 mn net profit in 1H14. This brings FY14 net loss to
Rmb198 mn, a 152% decline vs Rmb382 mn in FY13 as per its
revised-down profit warning issued in January 2015, and is the worst
annual result over its listing history. The company also suspended its
FY14 dividend (vs 31% payout in FY13).

We cut our 2015-16 earnings estimates and forecast Anton Oil to
record Rmb400-500 mn of net loss in both years. We do not see any
signs of a turnaround for Anton over the next 12 months. In our model,
its balance sheet will continue to deteriorate under the depressed
environment, where net gearing will reach 165% by 2016. In our view,
there is a likelihood of capital raising required.
Our TP is cut to HK$0.5 (from HK$0.9) as we lower our target multiple
to 0.5x 2015 P/B (from 0.8x). We worry that Anton Oil could run into
going-concern issue; as a result we reiterate our UNDERPERFORM.
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