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CHINA PETROLEUM & CHEMICAL CORPORATION (SINOPEC, � � � � � � ) 
 

Sector : Oil & Petrochemical Chairman : SU Shulin 
HKSE Code : 00386    
Market Price : HK$7.86 (26/08/2008)    
HSI   : 21,056.66 (26/08/2008)    
H Shares Issued : 16,780.48 million    
H-share Mkt Cap. : HK$131,894.6 million    
52-week Hi / Lo : HK$13.40 / HK$5.91    

 

SUMMARY OF THE INTERIM RESULTS FOR THE SIX MONTHS ENDED 30TH JUNE 2008 

Interim Results Highlights 
   

 1H2008 1H2007  
 RMB million  RMB million Change  
·  Turnover and other operating revenue 734,783  563,870  +30.3% 
·  Other income (Government subsidy and VAT refund) 33,402  - N/A 
·  Total revenue 768,185  563,870  +36.2% 
·  Operating expense  (760,963) (510,286) +49.1% 
·  Operating profit 7,222  53,584  -86.5% 
·  Profit attributable to shareholders 8,255  36,375  -77.3% 
    

 RMB RMB  
·  Basic EPS 0.10 0.42 -76.2% 
·  DPS – interim  0.03 0.05 -40.0% 
 

 

·  Sinopec reported a 77.3% y-o-y drop in net profit to RMB8.26 billion for the six months ended 30th 
June 2008, as the Mainland’s top refiner recorded a huge refining loss amid controlled refined oil 
product prices but sharply rising crude oil cost in China during 1H08. 

·  Total turnover increased 36.2% y-o-y to RMB768.2 billion, as demand for refined and chemical 
products stayed strong during 1H08. Besides, Sinopec also received a government grant of 
RMB30.33 billion and VAT refund of RMB3.07 billion in 1H08, for the compensation of maintaining 
stable refined oil product supply in the Mainland under the rigid pricing mechanism, which incurred 
a huge refining loss. Excluding the one-off item, Sinopec would have recorded a top-line growth of 
30.3%.  

·  Operating expenses jumped 49.1% y-o-y in 1H08, mainly due to higher purchasing cost of crude 
oil. As a result, operating profit of Sinopec slumped a sharp 86.5% y-o-y to RMB7.22 billion. 
Purchased crude oil, products and operating supplies and expenses, which accounted for 88.6% of 
total operating expenses (1H07: 86.2%), climbed 53.3% y-o-y to RMB674.1 billion in 1H08. The 
throughput of crude oil purchased externally (excluding 3rd-party processed crude oil) increased 
10.4% y-o-y to 66.7 million tonnes, while the average cost for external crude oil purchase jumped 
54.4% to RMB5,326 per tonne. 

·  EPS for 1H08 was RMB0.10 (1H07: RMB0.42). An interim dividend of RMB0.03 per share was 
proposed, down 40% from an interim DPS of RMB0.05 a year earlier. 

·  As of 30 June 2008, Sinopec had total debts of RMB166.3 billion, up from RMB127.8 billion as of 
31 Dec 2007. With cash on hand amounted to RMB9.8 billion, the net debt-to-shareholders’ equity 
ratio of Sinopec jumped to 50.3% as of 30 Jun 2008 from 38.8% as at the end of last year. 
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Business highlights 

·  Breakdown of turnover (external sales), other operating revenue and other income by segments 

 1H2008 
(RMB million) % 

1H2007 
(RMB million) % 

 
Change 

Exploration and Production 20,345 2.6% 14,464 2.6% +40.7% 
Refining 100,698 13.1% 55,785 9.9% +80.5% 
Marketing and Distribution 394,781 51.4% 307,307 54.5% +28.5% 
Chemicals 118,188 15.4% 108,390 19.2% +9.0% 
Corporate and others 134,173 17.5% 77,924 13.8% +72.2% 
Total 768,185 100.0% 563,870 100.0% +36.2% 

·  Sinopec produced 147.38 million barrels of crude oil in 1H08, up 2.4% y-o-y. The average crude oil 
price realized was RMB4,275 per tonne, up 52.3% y-o-y. Growth in the Group’s natural gas output 
turned sluggish in 1H08, up by only 3.3% y-o-y to 144.15 billion cubic feet (bcf), as gas production 
was distorted by the Sichuan earthquake and tight operating cash flows during the first half. The 
average realized price of natural gas was RMB886 per thousand cubic metres, up 11.6% y-o-y.  
Lifting costs of crude oil and natural gas amounted to RMB604 per tonne, up 9.8% y-o-y. Special 
oil levy, a windfall tax on domestic oil production, jumped more than four folds to RMB16.5 billion in 
1H08. Overall, thanks to better oil and gas prices, the Exploration and Production segment’s 
operating profit rose 19.1% y-o-y to RMB27.1 billion in the first half. 

·  Owing to sharply higher crude oil prices but unparallel rise in refined product prices in the Mainland, 
the refining segment was hard hit during 1H08. Refinery throughput grew 6.7% y-o-y in 1H08, 
boosting the Group’s output of refined oil products by 10.1% y-o-y. However, due to a 54.7% y-o-y 
rise in the average cost of crude oil processed, the Group’s refining margin slumped into a deficit of 
RMB752/tonne, compared with a positive margin of RMB265/t a year earlier. As a result, the 
segment reported an operating loss of RMB46 billion, versus a profit of RMB5.7 billion in 1H07. 

·  The marketing and distribution segment reported an operating profit of RMB22.3 billion, up 
33.0% from a year earlier. The Group added 290 gas stations to a total of 29,188 by the end of 
1H08, of which 28,551 (30 Jun 2007: 28,153) were self-operated. During the first half, Sinopec sold 
63.02 million tonnes of refined oil products in the Mainland, up 8.8% y-o-y. Meanwhile, the 
chemicals segment reported an operating profit of RMB4.5 billion in 1H08, down 46.9% y-o-y, 
mainly due to a greater rise in raw material costs when compared with product prices. 

Outlook & Prospect 

·  Refining operations see further pressure in Q3 Beijing announced on 19th June 08 to raise retail 
gasoline and diesel prices by 18%, the first hike in 8 months, in order to ease pressure on oil 
refinery. However, Management of Sinopec revealed that the refining segment would see further 
weakness in Q3, as the oil procurement cost would jump further in the quarter due to a one-month 
time lag in cost-fixing when compared with international oil prices. Nonetheless, the Group also 
pointed out that another government monetary grant for Q3 is highly expected.  

·  Huge pressure on cash flow Sinopec revealed that it experienced huge pressure on operating 
cash flow in 1H08, due to a big loss in the refining segment. As a result, along with the impact of 
Sichuan earthquake, exploration in the Puguang gas field lagged behind schedule in 1H08. The 
Group’s proven reserves of natural gas grew only by 0.7% h-o-h.  

·  Valuation undemanding Sinopec issued another profit warning in its interim results that it expects 
to see profit to fall by more than 50% in Q1-Q3. Besides, the Group has also scaled back some of 
its investment plans to cope with tight cash flow pressure. However, the Group’s refining business 
is seen bottoming out beyond Q3, amid retreating international crude oil prices, bigger room for 
refined product price hike on easing inflationary pressure in China as well as pending demand for 
fuel products after the Beijing Olympics. Any further positive policy change like the adjustment of 
threshold level of special oil levy would also lend support to Sinopec’s share prices. Trading at an 
undemanding FY09E P/E of 11x, we give the counter a ‘Hold’ recommendation accordingly. 

Recommendation: HOLD  
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Important Disclosure / Analyst Certification / Disclaimer 
  
This document is published by East Asia Securities Company Limited, a wholly-owned subsidiary of 
The Bank of East Asia, Limited (BEA).  
 
The research analyst primarily responsible for the content of this report, in part or in whole certifies 
that the views on the companies and their securities mentioned in this report accurately reflect 
his/her personal views. The analyst also certifies that no part of his/her compensation was, is, or will 
be, directly, or indirectly, related to specific recommendations or views expressed in this report.  
 
This report has been prepared solely for information purposes and has no intention whatsoever to 
solicit any action based upon it. Neither this report nor its contents shall be construed as an offer, 
invitation, advertisement, inducement or representation of any kind or form whatsoever. The 
information is based upon information, which East Asia Securities Company Limited considers 
reliable, but accuracy or completeness is not guaranteed. Information and opinions expressed 
herein reflect a judgment as of the date of this document and are subject to change without notice. 
Any recommendation contained in this report does not have regard to the specific investment 
objectives, financial situation and the particular needs of any specific addressee. This report is not to 
be taken in substitution for the exercise of judgment by respective readers of this report, who should 
obtain separate legal or financial advice. East Asia Securities Company Limited and / or The BEA 
Group accepts no liability whatsoever for any direct or consequential loss arising from any use of 
this report or further communication given in relation to this report.  
 
At time of this report, East Asia Securities Company Limited has no position in securities of the 
company or companies mentioned herein the report, while BEA along with its affiliates and/or 
persons associated with any of them may from time to time have interests in the securities 
mentioned in this report. BEA and its associates, its directors, and/or employees may have positions 
in, and may effect transactions in securities mentioned herein and may also perform or seek to 
perform broking, investment banking and other banking services for these companies.  
 
BEA and/or any of its affiliates may beneficially own a total of 1% or more of any class of common 
equity securities of the subject company or companies mentioned in this report and may, within the 
past 12 months, have received compensation and/or within the next 3 months seek to obtain 
compensation for investment banking services from the subject company or companies mentioned 
in the report. 
 
This document is not directed to, or intended for distribution to or use by, any person or entity who is 
a citizen or resident of, or located in, any locality, state country or other jurisdiction, publication, 
availability or use would be contrary to law and regulation. 
 


