
  
 

Meter Reader  
A Weekly Analysis of Large Cap Oil and Gas Stocks 

August 28, 2012 
 

Please see disclosures on the final page.                                                                 Page 1 
 
 

PetroChina (PTR) 
Pent-Up Profits  
 

 
 
Summary and Recommendation 
 
A generational change in political leadership in China expected in November may lead to more 
market-oriented energy policy and better profits for Contrarian Buy-recommended PetroChina 
(PTR).  Estimated Net Present Value (NPV) of $210 a share illustrates the upside (see table 
Functional Cash Flow and Present Value on page 2).  A 4% dividend yield and low 4.6 unlevered 
cash flow multiple (EV/Ebitda) protect investors on the downside.  Profitable crude oil 
production contributes practically all of current profits.  Yet, losses continue in downstream 
operations according to latest quarterly results released on August 23, mainly due to price 
controls on refined products and natural gas (see table Next Twelve Months Operating and 
Financial Estimates on page 3).  For example, the company recovered only about half of the cost 
of rapidly growing imports of liquefied natural gas.  At the very least, controlled prices would 
allow greater downstream profits to offset downward pressure on crude oil price should that 
occur.  More likely, controlled domestic prices drive up demand and global crude oil price while 
penalizing the ability of domestic companies, like PetroChina, to invest in the development of 
new supply.  In addition to domestic sources, PTR produced 9% of its oil and gas overseas in the 
first half of 2012, including oil in Iraq (see slide Overseas on page 2).  In Canada, PTR 
announced in May 2012 a 20% interest in Royal Dutch Shell’s Kitimat LNG project after a $5 
billion natural gas deal with Encana fell through last year.  Finally, among other valuation 
measures PTR’s debt is low at 0.18, reserve life is longer at 13 years and the stock is out of favor 
at a price below its 200-day average (see Tables 1-4 on pages 4-7) 
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Disclaimer:  This analysis was prepared by Kurt Wulff, Manager of McDep LLC.  The firm used sources and data 
believed to be reliable, but makes no representation as to their accuracy or completeness.  This analysis is intended for 
informational purposes and is not a solicitation to buy or sell a security.  Past performance is no guarantee of future 
results. 
 
McDep or its employees may take positions in stocks the firm covers for research purposes.    No trades in a subject 
stock shall be made within a week before or after a change in recommendation. 
 
Certification:  I, Kurt H. Wulff, certify that the views expressed in this research analysis accurately reflect my 
personal views about the subject securities and issuers.  No part of my compensation was, is, or will be directly or 
indirectly related to the specific recommendations or views contained in this research analysis. 
  
Research Methodology/Ratings Description:  McDep LLC is an independent research originator focused on oil and 
gas stocks exclusively.  The firm applies the forty years of experience of its analyst to estimate a present value of the 
oil and gas resources and other businesses of covered companies.  That value is compared with a company’s stock 
market capitalization and debt.  Stocks with low market cap and debt relative to present value tend to outperform stocks 
with high market cap and debt relative to present value.  Buy recommendations are expected to deliver a total return 
better than 7% per year above inflation.  Hold recommendations assume the attributes of the underlying business are 
reflected in the current price of the stock.  Sell recommendations are expected to deliver a total return less than 
inflation.  


