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Oil  June crude oil production increased 1.6% yoy to
3.93mb/d, apparent refined oil product demand +6.4%
yoy

On NBS reported data, June China crude oil production was
+1.6% yoy to 3.93mb/d, consistent with previous month’™ s
trend. June apparent refined oil throughput was +6.4% yoy
(+744kb/d yoy without inventory adjustment and
restatement) to 12.3mb/d; June YTD apparent demand was
12.0mb/d, representing 5.8% yoy growth. Similar to the prior
month, June Shandong independent refinery utilization
remained relatively stable (-0.7% mom, -2.5% yoy), and total
throughput looks resilient (+6.9% mom, +7.9% yoy) at
13.1mb/d, which could be new refinery in-service (e.g.,
Dalian). June IP data showed some recovery with 6.3% yoy
(vs. 5.0% in May). Over the weekend, the IEA announced
Chinese oil demand growth of 510 kbpd in 2H2019, based
on the assumptions of economic activity recovery vs. the
tepid growth seen in 1H2019. Some preliminary indicators
such as vehicle sales volume and manufacturing PMI still
showed pressure in June, broadly consistent with our
demand views.

Gas  June production +14% yoy, demand +9% yoy
Gas demand growth has been moderating since heating
season ended (June apparent gas demand was 28.05bcf/d,
+9.6% yoy). Anecdotal feedback from our corporate day
suggests industrial demand faces headwinds (trade
tensions, less economic certainty for export-oriented users
in coastal area). China’ s long-term gas market growth

potential remains intact in our view as the economy matures

and with gas & renewables prioritised (9% gas demand
CAGR to 2025E). Domestic production growth remained
strong (+14% yoy to 16.4Bcf/d) helping contain gas import
dependence <35% (YTD gas imports +12% yoy).

# 1: Rising capex is helping to
contain China oil import dependence
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China Energy  Key monthly data points

B3 2: China Energy data heatmap

Jun-19  May-19 Apr-19 Mar-19 Feb-19 Jan-19 Dec-18 Nov-18 Oct-18 Sep-18 Aug-18 Jul-18 Jun-18 May-18 Apr-18 Mar-18 Feb-18 Jan-18 Dec-17 Nov-17 Oct-17 Sep-17 Aug-17  Jul-17

Crude Oil

Apparent Demand (mb/d) 13.6 133 14.5 13.1 14.1 13.9 14.2 14.2 13.4 12.7 12.8 12.2 12.2 13.0 134 13.0 122 13.3 1.7 127 111 127 17 12.0
Apparent Demand (yoy) 1.1% 2.9% 8.6% 09%  154% 45%[218% 120%| 213%  00% 9.1% 18%  89%  3.0% 9.4% 15% 00%  122% 1 %62%  7.5% 5.0% 7.2% 12% 6.9%
Production (mbid) 39 3.8 3.8 39 3.8 38 39 3.8 38 37 38 37 39 38 38 38 338 3.8 38 38 38 38 3.8 38
Production (yoy) 1.6% 1.6% 13% 36% @ 11% 1.1% 22%  11% 05%  -22% 03%  -25%  -22%  -1.8%  -30%  -37%  -34%  -34%0AT% 24% -03% -28%  -30% -2.8%
Net imports of Crude (mb/d) 96 95 107 92 103 10.1 103 104 96 9.0 9.0 85 8.3 92 96 9.3 8.4 95 7.9 8.8 73 89 8.0 8.2
Net imports of Crude (yoy) 15.6% 35% 115%  03% 21.7% 59%  305% 17.7%| 822%  10%  13.3% 38%  -46%  51%  153% 3.7% 16%  19.9%00%69% 125% 79%  12.0% 33%  121%
Refined Oil Products

Apparent Demand (mbld) 12.3 11.8 12.1 115 12.4 12.2 114 12.0 12.1 12.3 1.3 116 115 1.2 116 11.2 1.4 11.3 10.8 113 115 1.7 107 10.2
Apparent Demand (yoy) 6.4% 51% 4.2% 26% 8.6% 8.3% 5.8% 6.3% 53%  49% 54%  12.9% 6.8% 5.4% 9.3% 4.5% 55%00A2% A4%  7.6% 9.0% [ 154%  6.2% 1A%
Refinery throughput (mb/d) 13.1 12.3 12.7 12,5 12.7 12.7 12.4 12.3 125 12.5 11.9 12.0 12.2 12.2 11.6 116 116 12.1 119 12.1 111 10.8
Refinery throughput (yoy) 79%  24%  51%  30%  97%  97%  42%  21%  45%  40%  6.8% 8.4% 29%  27%  80%  7.4% 6.4%

Shandong independent refiners utilization (%) 60.5%  612%  634%  655%  652%  64.1%  64.9%  620%  621%  64.0% 65.2% 1 652%  657%  64.6%  644%  60.9%  60.1%

Refined product exports (yoy) 13.6%- 20.5% 7.8% 94%  314%  -50% 7.8% 65%  15.7% 0.3% 357%  153%  19.4%  -8.8% -112%  24.0% K
Refined product net exports (yoy) 34.2% 260%  72%  675%  635% -17.0% ATT%  -243%  39.9%  -142%  37.7% 24.3%  140% -238% -359%  10.7%  -11.2%
Gasoline - Apparent Demand (mb/d) 29 29 28 3.2 3.0 29 3.2 3.1 28 3.0 2.8 5 . . 29 2.7 29 29 3.0 2.7 26
Gasoline - Apparent Demand (yoy) 8.8% 13% 2.7% 9.3% 1.7% 80%  102%  11.4% 0.9% 42%  150%  00% A%  76%  22% 6.5% 01%  35%  75% 36%[ 174%  00%  -0.1%
Diesel - Apparent Demand (mbrd) 29 26 27 31 3.1 32 34 33 34 31 31 . 32 32 34 33 34 34 37 37 32 32
Diesel - Apparent Demand (yoy) 9.1%H85% “167% -80% -72%  -50%  -23% 85%  36%  -2.7% 34%  -3.5% 13%  40%  -1.7% 0.6% 8.2% 0.5% 1.2%
Gasoline prices (mom) 23%  -03%  -09%  37%  39%  -22% 13%  02%  -16% 14%  1.9%  -0.5% 36%  31%  39%  -0.7% -1.6%
Diesel prices (mom) 25%  -03%  -06%  38%  44%  -26% % 17%  0.0%  -1.6% 16%  21%  -06%  61%  38%  33%  44%  -05%  54%  -19%
Diesel-gasoline ratio 1.14 113 1.16 1.16 1.24 1.24 1.27 1.22 1.31 ; 1.28 143 1.39 1.41 1.39 1.38 1.40
Gasoline exports (yoy) 2.5% -1.0%- 520%  4.1% 28.1%  385% -12.7% [ 66.7%  281%  10.6%  11.5% 358%  52%
Gasoline net exports (yoy) 25%  -54% 520%  -32% 281%  295%  -12.7% . 66.7%  281%  106%  115% 358%  52%
Diesel exports (yoy) 429%  13.9%  452%  438% -21.1% 19.0% -127%  7.5%  10.0% 24.6% . 333%  11.8%  38.1% -11.0% 37.4%  -8.5%
Diesel net exports (yoy) 436%  128%  538%  33.1% 220%  -158%  101%  43% 61.6%  28.6% -268%  443%  192%  39.0% -19.9% -224%  39.0%  -85%

Apparent Demand (Bom) . . 24.2 243 236 28.1 275 229 222 23.1 227 . 223 219 214 216 24.0 24.0 212 19.9 18.8 19.3 .
Apparent Demand (yoy) 10.6%  135% 94% 16.8%  14.4%  247%  154%  182%  19.8%  185%  159%  172%  162% 11.3%  175%  152%  135%  16.1%|  26.4%7.0%  286%  26.4%
Gas production (Bem) 14.1 15.1 136 15.1 153 14.3 13.4 122 12.9 13.0 122 126 12.9 135 124 13.8 136 126 12.4 1.2 12.0 1.7
Gas production (yoy) 9.3%  11.9% 9.5% 9.5%|  125%  132% 8.1% 9.4% 7.9%  10.7% 5.6% 5.1% 57%206%  44%  44%  22%  23%  145%  99%  10.6%| 14.0%
LNG Imports (mT) . 45 4.1 44 6.6 6.3 6.0 46 44 47 4.1 4.0 4.1 3.4 33 4.0 5.2 5.0 4.1 36 35 3.1 3.1
LNG Imports (yoy) 34.0% 24.6%-M 475%  28.9%  265%  50.0%  327%  306%  422%  56.1%  63.5%  683%  509%  34.8%  52.5%|  942%  36.7%  39.2%

LNG terminals utilization rate (est.) 819% 732%  785% 1080%  83.0% 789% 850%  837%  801%  835%| 688%  69.1% 84.8% 1101% 106.8% 86.1%  758%  73.4%

51%  -36%  -05% 2.4% 2.5% 5.5% 3.5% 1.2%[0098%  2.2% 3.0% 15%  -0.1% 3.3% 0.1% 4.2% 3.0% 35%  -29%  -1.2%
242%  306%  400%  408%  433%  441%  413%  326%  295%  21.1%  144%  143%  151%  14.1%  104%80% | 7.9% | 84% 167% 225%  37.6%

Average LNG import price (mom)
Average LNG import price (yoy)

Coal apparent demand (yoy) kL 2.0% 9.1% 10.5% -0.9% 2.0% -1.9% b o b 7.3%
Coal production (yoy) 48%  -0.9% 1.7% ) -11.5% 48% 184%  02% 1.7% 79%  05%  -32% 12% 7%  -1.5% 35%  -1.9% 5.8% 5.0% 5.9%

Power consumption (yoy) d 7.5% 4.5%

Power production (yoy) 3.8% 5.4% 2.9% 2.9% 6.2% 3.6% 4.8% 4.6% 7.3% 5.7%
Railway & Airlines
Rail - Freight turnover (ton-km mn, yoy)
Rail - Passenger turnover (person km mn, yoy) 8.6%
Airlines - Passenger throughput (yoy)

6.0% 2.4% 2.5% 5.3% 4.8% 8.6%

7%  87%  7.9%  89%  71%  96%  10.2% . . 64%  89%  11.1%  132%
41%  43%  68%  61%  82%  57%  85%  08% 91%  65%  35%  7.6%  84%
11.0% 8.4% 51% 7.9% 5.5% 9.7% 85%  10.3% 9.2% 84%[158%  104%  10.3% 71% 9.7%

Airlines - Freight turnover (yoy) 0.2% 4.5% na.  -14% 0.9% 1.0% 5.1% 4.9% 4.2% 4.4% 4 1.9% X 3.8% 4.5% 9% 92%  81% 8.1%
CNY/USD 6.84 6.91 6.74 6.71 671 6.74 6.87 6.89 6.95 6.88 6.82 6.80 6.65 6.42 6.34 6.28 6.34 6.30 651 6.61 6.62 6.64 6.57 6.72
CNY/USD (mom) 09%  26% 0.4% 00%  -04%  1.9% -03%  -09% 1.0% 0.9% 0.3% 21%000087%  11% 10%  -1.0% 07% 8% 14%  -01%  -04% 11% 22%  -11%
Passenger car retail sales (‘000 units) 1,728 1,561 1575 2019 1219 2021 2233 2173 2047 2060 1,790 1,590 1,874 1,889 1914 2169 1476 2456 2653 2589 2,352 2,343 1875 1678
Passenger car retail sales (yoy) 7.8% AT4%  A70%  -6.9%| A74%  A7.7% -158% -161% -130% -120% = -46%  -53% 23%  79%  112%  34%  -96%  107%  -0.7% 0.0% 0.4% 33%  44% 4.6%
Truck sales (000 units) 183 213 259 313 172 221 283 239 218 220 206 198 263 256 263 325 159 220 267 237 222 225 181 172
Truck sales (yoy) [304% -167%  -14%  -35% 8.4% 0.4% 6.0% 10%  -17%  -21%  137%  14.9%[1318% 19.8%  132%  10.0%| -197% 144%  106%  139%  131%  138%  -14% 6.0%
GFA sold - residential (mn sqm) 1747 1191 1084 1360 1232 nm. 1922 1328 1195 1457 1087 1119 1779 1240 1055 1339 1273 nm. 1875 1379 1211 1468 1057  100.9
GFA sold - residential (mn sqm, yoy) 1.8%  -3.9% 2.7% 16%  -32% n.m. 25%  -37%  -13%  -0.8% 28%110%  57% 85%  -4.4% 2.6% 2.3% nm. 4.3% 41%00586%  57%  2.3% 0.3%
1P (%) 63%|  50%  54%  85%  53%  53%  57% 5.4% 5.9% 5.8% 6.1% 6.0% 6.0% 6.8% 7.0% 6.0% 7.2% 7.2% 6.2% 6.1% 6.2% 6.6% 6.0% 6.4%

Note: Yoy changes calculations are based on reported numbers without restatement.

BHIKIR: China Customs, FE®E AL EKE S, CEIC, EXRE1TRE, ¥4, Datastream

20195 7H15H 2



EERBRAMRR

T ERERTALEER

Demand overview (June 2019): Refined oil products apparent demand +663kbpd YTD, gas

demand +12% YTD

B3 3: Crude oil: Apparent demand growth rate
rebounded to 11.1% in June

Monthly crude oil apparent demand (kbpd)
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B3 4: Shandong teapots utilization rate has declined
to 60.5% in June, 2.5% lower vs. pcp

Chinese independent refiners utilization rate (%)
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B3 5: Refined oil apparent demand increased 6.4%
yoy in June

Monthly refined oil apparent demand (kb/d)
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B3 6: June refined product net exports recovered to
1,327kbpd

Monthly refined products exports (kbpd)
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B 7: Gasoline: May apparent demand improved yoy

China gasoline inventory (mn ton) yoy change in

gasoline apparent demand (%)
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B ik 8: Gasoline Ytd-to-May exports was slightly lower
than 2018’ s

China gross cumulative gasoline exports (mn ton)
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HHRIRIR: 18, China Customs, BRZ1TH
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B3 9: May NBS Diesel apparent demand data
showed recovery in diesel apparent demand

China diesel inventory (mn ton) yoy change in

diesel apparent demand (%)
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B3R 10: Ytd-to-May 2019 diesel exports increased
16% yoy to 9.9mn tons
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B3 11: June natural gas apparent demand remained
resilient at 28bcf/d

Monthly natural gas apparent demand (bcf/d)
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BRISRIR: #18, China Customs, ER&1THE
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B % 12: Gas: June NBS natural gas apparent
demand growth was 9.5%

Yoy change in monthly gas apparent demand (%)
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A& 13: Power: May 2019 consumption growth rate
was 2.3%
YoY change in monthly power consumption (%)
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B ik 14: Power: June 2019 reported power generation
growth was 2.8%

Monthly power generation (bn kWh)
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BHIR: China Customs, ER&KITE, BEXRARE
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Supply overview (June): Consistent oil and gas production growth (+1.6% yoy & 13.9%
yoy); gas imports growth moderated (11.7Bcf/d, +4% yoy)

B3 15: June domestic crude oil production was

¢.3.93mb/d
Monthly crude oil production (kbpd
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B % 16: Oil import dependence contained to ¢.70%,

supported by strong domestic production

Monthly production and net import (kbpd)

Proportion of import in total crude oil supply (%)
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B %k 17: Domestic gas production grew 14% yoy to
16.4Bcf/d

Monthly natural gas production (bcf/d)
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B3 18: Gas import dependence was less than 35%

in June

B 19: NBS May data showed LNG imports of

B3 20: JKM prices have been weak this year, now

Gas production and Import contribution
net import (bcf/d) to gas supply mix (%)

40 45%

F 40%
35%
F 30%
F 25%
F 20%
- 15%
F 10%
F 5%

Proportion of import in
total natural gas
" supply (RHS) | ~ /\/W\f’
\)
20 -
Net Imports (LHS)
10
Production (LHS)
0
2013 2014 2015 2016 2017 2018 2019

0%

4.4mn tons, representing 59% of monthly natural gas
imports
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BHRIRIR: China Customs, ER41HE
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LNG Imports  Solid growth

B3k 21: Based on IHS preliminary data, June LNG imports volume remained relatively stable at 4.86mn tons in June

A
LNG import volume of major provinces ('000 tons)
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Note:

1. The % change numbers in the circle
represent year-to-date yoy LNG import
volume growth for each province

2. The relative size of each bubble
represents year-to-date LNG import volume o/':
BRIRR: HS
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Energy coverage  Key picks, price target methodologies & key risks

Stocks CNOOC (Buy), PetroChina (Buy), ENN (Buy, on CL), Kunlun (Buy), China Gas (Buy), Tian Lun (Buy)
In China big oils, we prefer CNOOC (Buy) and PetroChina (Buy). CNOOC is well positioned as a low cost oil & gas producer,
with an attractive production outlook and reasonable valuation (7% 2019E FCF yield). PetroChina has suffered from
persistent underperformance vs. peers over the last 4-5 years; however we believe improving production trends and gas
price realizations could start to reverse this. In the China gas sector, we prefer ENN (Buy, on CL) with good project quality,
differentiated gas access and growth (in both city gas and integrated energy), China Gas (Buy) on sector leading gas volume
growth and subsidized rural connections, Tian Lun (Buy) given its strong rural-led growth and cheap valuation and Kunlun
Energy (Buy) for its discounted valuation and favourable exposure to pipeline reform, gas infrastructure and city gas growth.
We have downgraded CR Gas to Sell (on July 12) ahead of the results season, mainly because we think the company will
likely miss the gas volume growth guidance and the valuation is not that attractive.

2019578158 7
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B3k 22: Valuation methodologies & key risks

) . 12-month Price . n
Company Ticker Rating . Valuation Methodology Key risks
target price 12-Jul-2019
China Energy
CNOOC 0883.HK Buy HKD 16.45 13.46 SOTP (50%); o . X ) " _— )
o (-) lower-than-expected oil prices, operational risks, production declines, dilutive M&A and project delays.
CNOOC (ADR) CEO Buy UsD  210.50 171.33 EV/DACF (50%)
PetroChina (H) 0857.HK Buy HKD 5.80 4.28 SoTP (-) Lower-than-expected oil prices, production declines, increasing gas import loss, limited gas procurement costs pass-through due to
PetroChina (ADR) PTR Buy usD 74.01 54.87 regulated gas prices, dilutive M&A, assets impairment, environment and safety issues
PetroChina (A) 601857.SS Neutral CNY 7.70 6.67 SOTP (.+/.») hlghe.r/I.ower oil prices, production, gas import loss, gas prices, M&A, assets recovery/impairment, environment and safety,
rising/declining free float from CNPC selldown
Sinopec (H) 0386.HK Neutral HKD 6.65 5.20
- (+/-) oil price (lower hurts Upstream margins, higher hurts refining/chemical margins, positive when in “sweet spot”, inventory gain/losses
Sinopec (A) 600028.SS Neutral CNY 5.71 5.24 sotp driven by oil prices volatility), fuel pricing policies, competition from independent refiners
Sinopec (ADR) SNP Neutral USD  84.83 66.36
ENN Ecological 600803.SS Buy CNY 15.00 10.18 Blended 19/20E () Freeport LNG transaction progress, dilutive M&A, lower-than-expected oil prices, carbon pricing, petrochemical demand, fx, health and
P/E safety risks.
COSL (H) 2883.HK Neutral  HKD 8.50 8.34 Blended 19/20E (+/-) Higher/lower oil prices, stronger/weaker offshore capex increases, big changes in rig day-rates, operational/safety/environmental
COSL (A) 601808.SS  Neutral CNY  9.83 9.88 EV/EBITDA incidents
SEG (H) 2386.HK Neutral HKD 8.16 6.43 Bltér:/(jzch:féif)E (+/-) New orders, project management, operational risks, health and safety risks
COOEC 600583.SS Neutral CNY 6.70 5.36 BIEEQ;;Zgﬁ%fE (+/-) New orders, project management, operational risks, health and safety risks
China Gas sector
ENN Energy 2688.HK Buy* HKD  100.00 79.85 19x Blended 19/20E (-) Regulatory reforms (eg. connection fee, total return), imargin deterioration, failure of integrated energy distribution projects, economic
PIE slowdown
Kunlun Energy 0135.HK Buy HKD 9.95 707 SOTP (-) Weak gas n_larket demgnd_, weak gas sales margin, I_ow plpglln(_e utilization rate and tariff cuts, city gate price/connection fee control policy,
safety and environmental incidents, the progress of National Pipeline Company
China Gas 0384.HK Buy HKD 35.60 31.45 18x Blended 19/20E (-) Regulatory reforms (eg. connection fee, total return), piped gas/LPG margins, government RCG subsidies, economic & property sector
P/E performance
Tian Lun Gas 1600.HK Buy HKD 11.50 9.29 10x Blended 19/20 P/E (39/0 I ) Regu.latory reforms (eg. connection fee, total return),Ipiped gas margins, government RCG subsidies (especially local government policy),
70% M&A & base weighting)  economic & property sector performance
Hong Kong & 0003.HK Neutral HKD 17.12 17.78 SOTP (DCF & (+/-) Gas market demand, gas sales margin, city gate price/connection fee control policy, execution (including construction / budgeting / ramp-
China Gas : : ) 25x Blended 19/20 P/E) up etc.) on underground gas storage; safety and environmental incidents, the progress of National Pipeline Company
CR Gas 1193.HK Sell HKD 36.50 41.35 18x Blenged 19/20E (+) Positive surprises in regulatory reforms/policy; gas demand growth acceleration; dollar margin expansion; beneficial foreign exchange
/E movement.
Towngas China 1083.HK Sell HKD 4.85 6.08 10x aBIended 19/20E P/.E (15& ! (+) Stronggr than expected ggs market d.em.and, better-than-expected gas sales margin, positive city gate price movement/connection fee
85% M&A & base weighting)  control policy, safety and environmental incidents
Sinopec Kantons 0934.HK Buy HKD 4.89 3.07 SOTP ;)e;ower seaborne oil imports, loss of market share, Shandong refinery closures, currency, geopolitical risk, Ordos gas production, declining
China Petrochemical
Hengli 600346.SS Buy CNY 15.36 11.78 Blended 20/21E () Lowerjthar?-expected refllnl.ng margln a.nd chemical products margin; project delay in ethylene cracker; inventory gain/loss when
EV/EBITDA commodity prices are volatile; financing risks
Sinopec Shanghai (A) 600688.SS  Neutral  CNY 4.70 5.13 Blended 20/21E (+/-) Higher/lower-than-expected refining margin and chemical products margin; limited earnings/capex growth potential; market share loss to
Sinopec Shanghai (H) ~ 0338.HK Neutral HKD 3.40 297 EV/EBITDA new competitors; inventory gain/loss when commodity prices are volatile
Tongkun 601233.SS Neutral CNY 14.80 13.76 EV?EE(IJ_:_EDA (+/.-) H|gher/lcwer—than-gxpec.ted chemical product margin (particuarly PET/POY-PTA); market share loss to new competitors; inventory
gain/loss when commodity prices are volatile
Rongsheng 002493.57 Sell CNY 10.30 1157 Blended 20/21E (+) Higher-than-expected polyester products margin (particularly PX-Naphtha); higher-than-expected utilization in the early stage of the new

EV/EBITDA

integrated plant; inventory gain/loss when commaodity prices are volatile

* denoted stock is on Conviction List.

BRKIR: FactSet, &REKREMR
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M4 T1TMk: Hengli Petrochemical Co.. Rongsheng Petrochemical Co.. Sinopec Shanghai Petrochemical (A). Sinopec Shanghai Petrochemical (H). Tongkun Group Co..
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RENTARATMNEMKEERE: China Gas Holdings (HK$31.85), China Tian Lun Gas (HK$9.21). CNOOC (ADR) ($171.67). CNOOC (H) (HK$13.52). ENN Energy Holdings (HK$79.55). Kunlun
Energy Co. (HK$7.22), PetroChina (A) (Rmb6.64). PetroChina (ADR) ($54.50). PetroChina (H) (HK$4.27)
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