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Energy She” drOpS OUt Of race fOI' Target Price: Bt180.00
(C&G) . Price (16/07/12): Bt173.00
Neutral Cove—Negative PTTEP TB/ PTTE.BK
What's new? Bloomberg reported that Shell pulled out Financial summary
of the race for Cove Energy, leaving PTTEP as the
sole bidder for the East African-focused oil exploration FY Ended 31 Dec 2011 2012 2013€ 20148
i X ) Revenues (Btm) 169,646 196,267 241,738 227,120
firm. PTTEP’s 240pence/share offer remains the Net profit (Btm) 44748 56,412 66,406 50,186
hlgheSt bid. PTTEP today extended its tender offer fill EPS (Bt) 13.48 16.99 20.00 17.83
July 25. BLS/Consensus (x) n.m. 1.01 1.00 0.89
i . EPS growth (%) +71%  +261%  +17.7% -10.9%
PTTEP has won? Technically, the race remains Core profit (Btm) 47190 55,054 66,406 59,186
open—the submission deadline for third parties (ex- Core EPS (Bt) 14.21 16.58 20.00 17.83
Shell) to place a bid is July 21. Nonetheless, we doubt Core EPS growth (%) +15.2% +16.7% +20.6% -10.9%
that any potential suitors for Cove would want to equal PER (x) 12.8 10.2 8.6 9.7
PTTEP’s bid, let alone make a higher offer. As such, Core PER (x) 12.2 10.4 8.6 9.7
the transaction will probably be completed by mid Aug. EUIEEIT DA 56 47 3.7 36
PBV (x) 2.9 26 22 1.9
Net debt/equity to breach threshold on Cove Dividend (Bt) 5.40 6.80 8.00 7.13
purchase ... Given an effective total cost for Cove of Dividend yield (%) 3.1 3.9 46 4.1
£1.4bn, or about US$2.2bn (including capital gains tax ROE (%) 24.0 26.7 21.5 21.2
Net gearing (x) 0.4 0.3 0.2 0.0

payments for Cove’s shareholders), we anticipate that

PTTEP’s net debt/equity ratio would rise to 0.6x from
0.3x currently—breaching its policy threshold of 0.5x. CGRating - 2011 A

Management said that the firm will use cash on-hand
of US$1bn with debt financing making up the balance
to finance the purchase of Cove Energy.

...so renewed recap risk—but when & how much?
We hold view that the size of the takeover will
ultimately force a recapitalization. Based on Cove’s
8.5% stake in the field, PTTEP will also have to spend
at least another US$1.8-2bn on project development.
Our earlier ballpark calculation suggested a $1.3bn
recapitalization, implying a modest 7% share dilution
effect. But given that Cove Energy’s holding in the
Rovuma field is small, it's conceivable that PTTEP
would try to acquire further stakes in the field, in which
case its recapitalization needs would be significantly
greater.

In our view, PTTEP is likely to wait till next year to
make a cash call, as the consortium partners in the
Rovuma field are due to make a final investment
decision on the proposed LNG project in 3Q13.
However, the firm might recap earlier if it thought it
was at risk of a credit rating downgrade.

SEE REQUIRED DISCLOSURES SECTION AT END OF NOTES



Action: We regard the acquisition as a short-term negative for the stock. Recap concerns
will rise and the dilution effect may perhaps be greater than we earlier anticipated, while
the project’'s commercialization is six years in the future (the field is currently undergoing
appraisal and exploration). The first gas would then be expected to flow in 2018—
assuming no significant delays. As such, it's very difficult to quantify how much
incremental value the project could create for PTTEP.
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Figure 2: Sector comparisons

Bloomberg Price Market Cap PER (x) EPS Growth (%) PBV (x) ROE (%) Div Yield (%)
Code (local curr.) (US$ equivalent)  FY12  FY13  FY12  FY13  FY12 FY13 FY12 FY13  FY12 FY13

CNOOC 883 HK HKD15.08 86,444.89 9.9 10.1 -0.5 -2.1 22 1.9 24.0 21.4 3.0 3.2
Oil & Natural Gas Corp ONGC IN INR287.00 44,418.94 9.3 8.6 +36.1 +8.7 1.9 1.7 211 19.2 3.6 35
Reliance Industries RIL IN INR720.00 42,656.57 1.2 10.6 +1.6 +5.8 1.4 1.2 12.9 12.1 1.1 1.3
Origin Energy ORG AU AUD11.99 13,378.55  14.9 144  +15.7 +3.5 1.0 1.0 6.9 6.9 4.2 4.3
PetroChina 857 HK HKD9.40 251,969.02  10.6 103  +16.8 +2.5 1.6 1.4 14.3 14.7 4.0 4.4
China Petroleum & Chemical 386 HK HKD6.73 79,771.44 7.3 6.8 +8.4 +6.7 1.0 0.9 16.4 15.7 3.9 4.6
GAIL (India) GAIL IN INR353.50 8,118.61 11.6 10.9 +3.7 +6.6 2.0 1.8 18.9 17.2 23 2.4
PTT Exploration & Production PTTEP TB Bt173.00 18,134.82 102 86  +26.1  +17.7 26 2.2 26.7 27.5 3.9 4.6
PTT PTTTB Bt331.00 30,209.12 8.2 7.2 +9.4 +13.7 1.3 1.2 19.7 19.9 4.3 4.9
Simple average 10.4 9.7 +13.0 +7.0 1.7 1.5 17.9 17.2 34 3.7

Note: Prices as at 16/07/12
Sources: Company, Bualuang estimates/Research, Reuters
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BUALUANG SECURITIES PUBLIC COMPANY LIMITED — DISCLAIMER

BUALUANG SECURITIES PUBLIC COMPANY LIMITED (BLS) is a subsidiary of BANGKOK BANK PUBLIC COMPANY LIMITED (BBL).
This document is produced based upon sources believed to be reliable but their accuracy, completeness or correctness is not
guaranteed. The statements or expressions of opinion herein were arrived at after due and careful consideration to use as information for
investment. Expressions of opinion contained herein are subject to change without notice. This document is not, and should not be
construed as, an offer or the solicitation of an offer to buy or sell any securities. The use of any information shall be at the sole discretion
and risk of the user.

BUALUANG SECURITIES PUBLIC COMPANY LIMITED MAY BE IN RELATIONSHIP WITH THE SECURITIES IN THIS REPORT.
“Opinions, projections and other information contained in this report are based upon sources believed to be accurate including the draft
prospectus, but no responsibility is accepted for any loss occasioned by reliance placed upon the contents hereof. Bualuang Securities
Public Company Limited may from time to time perform investment, advisory or other services for companies mentioned in this report, as
well as dealing (as principal or otherwise) in, or otherwise being interested in, any securities mentioned herein, This report does not
constitute a solicitation to buy or sell any securities”. Investors should carefully read details in the prospectus before making investment
decision.

BUALUANG SECURITIES PUBLIC COMPANY LIMITED IS OR MAY BE A CO-UNDERWRITER IN RESPECT OF THE INITIAL
PUBLIC OFFERING (“IPO”) OF SECURITIES OF SRIRACHA CONSTRUCTION PUBLIC COMPANY LIMITED. “Opinions, projections
and other information contained in this report are based upon sources believed to be accurate including the draft prospectus, but no
responsibility is accepted for any loss occasioned by reliance placed upon the contents hereof. Bualuang Securities Public Company
Limited may from time to time perform investment, advisory or other services for companies mentioned in this report, as well as dealing
(as principal or otherwise) in, or otherwise being interested in, any securities mentioned herein, This report does not constitute a
solicitation to buy or sell any securities”. Investors should carefully read details in the prospectus before making investment decision.

BUALUANG SECURITIES PUBLIC COMPANY LIMITED ACTS AS MARKET MAKER AND ISSUER OF DERIVATIVE WARRANTS on
the securities ADVANC, AOT, BANPU, BAY, BCP, BEC, BGH, BH, BIGC, BJC, BLA, BTS, CPALL, CPF, DTAC, EGCO, ESSO, GLOW,
HMPRO, HEMRAJ, INTUCH, IRPC, IVL, KBANK, KTB, LH, MINT, PS, PTT, PTTEP, PTTGC, SCB, SCC, SPALI, STA, TCAP, THAI,
TISCO, TOP, TMB, TPIPL, TRUE, TUF. Before making an investment decision over a derivative warrant, a potential investor should
carefully read the prospectus for the details of the said derivative warrant.

This research report was prepared by Bualuang Securities Public Company Limited and refers to research prepared by Morgan Stanley.
Morgan Stanley does not warrant or guarantee the accuracy or completeness of its research reports. Morgan Stanley reserves copyright
and other proprietary rights in the material reproduced in this report. Morgan Stanley is under no obligation to inform Bualuang Securities
or you if the views or information referred to or reproduced in this research report change.

Corporate Governance Report disclaimer

The disclosure of the survey result of the Thai Institute of Directors Association (“lOD”) regarding corporate governance is made
pursuant to the policy of the Office of the Securities and Exchange Commission. The survey of the IOD is based on the information of a
company listed on the Stock Exchange of Thailand and the Market for Alternative Investment disclosed to the public and able to be
accessed by a general public investor. The result, therefore, is from the perspective of a third party. It is not an evaluation of operation
and is not base on inside information.

The survey result is as of the date appearing in the Corporate Governance Report of Thai Listed Companies. As a result, the survey
result may be changed after that date. Bualuang Securities Public Company Limited does not conform nor certify the accuracy of such
survey result.

Score Range Number of Logo Description
90 - 100 AbAAA Excellent
80 -89 AbLAA Very Good
70-179 AAA Good
60 — 69 Ab Satisfactory
50 - 59 A Pass
Below 50 No logo given N/A
BUALUANG RESEARCH — RECOMMENDATION FRAMEWORK
STOCK RECOMMENDATIONS SECTOR RECOMMENDATIONS
BUY: Expected positive total returns of 15% or more over OVERWEIGHT: The industry, as defined by the analyst's
the next 12 months. coverage universe, is expected to outperform the relevant
primary market index over the next 12 months.
HOLD: Expected total returns of between -15% and NEUTRAL: The industry, as defined by the analyst's
+15% over the next 12 months. coverage universe, is expected to perform in line with the
relevant primary market index over the next 12 months.
SELL: Expected negative total returns of 15% or more UNDERWEIGHT: The industry, as defined by the
over the next 12 months. analyst's coverage universe, is expected to underperform
the relevant primary market index over the next 12
months.
TRADING BUY: Expected positive total returns of 15%
or more over the next 3 months.
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