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We initiate coverage of Conpet with a BUY rating and a price target
(PT) of RON 63.1 per share, implying 27.4% upside. We see the
company as a stable dividend payer, generating about a 7-8% dividend
yield per year, but we also see the potential for further upside
stemming from investing the high cash position amassed by the
company into projects with a high IRR or from a potential change in
the current obsolete regulatory methodology, but the path to unlocking
this value bears several risks.  

Current tariff regulation provides a stable dividend flow: Conpet
operates under a cost plus regulatory regime that provides a reasonable
operating margin (in the range of 5-8%) but does not encourage
investments or cost cutting; however, it does not penalise the lack of
these things either. With a relatively constant revenues stream, constant
profit and no need for high maintenance capex, the company generates
a significant cash flow, which is paid yearly, resulting in around an 8%
dividend yield (our estimates for 2014E and 2015E).   

Value locked up in the high cash position: Conpet has amassed RON
290m in cash (at the end of 1Q14) as the maintenance capex is
relatively low and can be supported from the operating cash flow
generated by the company. The cash is held currently as bank deposits,
generating a low and declining 5% interest. While we see potential
upside from unlocking this value, the path to be followed is unclear.
The majority shareholder, the Romanian government, has rejected the
Fondul Proprietatea’s proposal to distribute part of this cash as a special
dividend and is instead requiring investment projects.  

Investments in diversification of business lines: the company is
considering several investments in order to reduce its dependency on a
single client. Among them are an expansion of the pipeline from Pitesti
to Pancevo (Serbia) in order to supply oil to Gazprom’s NIS refinery
(EUR 180m investment), or investments in storage capacities for the
strategic oil reserves (EUR 20m). However, currently assessing the return
on such investments is not possible as they are at an early stage and we
have not included them in our model.  

Mutual dependency: Conpet-OMV Petrom: Conpet operates in
interdependence with its main client OMV Petrom. The pipeline
transport of oil costs half the price for railway transport, according to
management’s estimates. We thus believe that the company still has
leverage over its main client, OMV Petrom, and that eventual further
hikes in tariffs could generate Petrom’s interest in acquiring some of the
assets.  

Trading at low multiples: Conpet trades at a 2014E EV/ETBIDA of just
2.4x, and, if adjusted for the development quota (a non-cash expense
item similar to depreciation), the EV/EBITDA drops as low as 1.9x. With
a stable 7-8% dividend yield and potential upside from the cash held,
we see the discount as too high. We also believe that part of the
discount is due to Fondul Proprietatea (holding a 29% stake) having
announced that it is considering reducing its stake. 
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Key Data 

Market Cap (RON m) 428.1
Daily traded volume (EUR ths) 2.0
Grid length (km) 3,800
Main Shareholders   State (58.7%)
Fondul Proprietatea  29.7%
Free Float  11.6%
Reuters Code COTE.BX
Bloomberg Code COTE RO 
EURRON       4.39
USDRON  3.23
 

 

 

Price Performance 

52-w range (RON) 33.7-52.2

52-w EUR Performance 39.3%

Relative EUR Performance 16.6%
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Buy

Cash in the pipeline

Conpet 
Initiation of coverage

Price: RON 49.5
Price target: RON 63.1

Year Sales Net Profit Shares Out EPS EPS P/E EV/EBITDA ROE Dps Dividend
(RON bn) (RON mil) (mil) (RON) growth (x) (x) (%) (RON) yie ld

2016E 376 42 8.7 4.8 9.0% 10.3 2.2 6% 3.9 8%
2015E 364 38 8.7 4.4 9.5% 11.2 2.3 6% 3.5 7%
2014E 354 35 8.7 4.0 11.5% 12.3 2.4 5% 3.2 7%
2013 349 31 8.7 3.6 1.6% 13.7 2.7 5% 3.4 7%
2012 334 31 8.7 3.6 7.9% 13.9 2.7 5% 3.3 7%
2011 341 29 8.7 3.3 -26.2% 15.0 3.6 5% 2.6 5%
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Investment case 

We initiate coverage of Conpet with a BUY rating and a 12M price target (PT) of RON 
63.1 per share, implying 27.4% upside from the current price. The company operates the 
crude oil system in Romania, deriving most of its revenues and profit from the domestic 
transport of crude oil from the oil wells of Petrom to the Petrobrazi refinery in Ploiesti. 
The second activity is the transport of imported crude oil from the Oil Terminal in 
Constanta to Lukoil’s refinery Petrotel in Ploiesti, currently almost breakeven.  

The company operates under a stable but obsolete regulatory regime, with the tariffs set 
on a yearly basis by the National Authority for Mineral Resources (ANRM) via a cost 
plus methodology, which covers the company’s costs plus a reasonable margin (around 
7%). The methodology does not encourage, in any way, investments or cost cutting; 
however, it does not penalise the lack of these things either. The company is thus 
generating a stable cash flow and paying a decent dividend yield of about 7%, which is 
sustainable going forward as the company is cash rich and its maintenance capex is 
relatively low.  

Besides the current stable profit-generating part of the business, we see additional value 
locked in, in its a huge cash position (RON 290m at the end of 1Q14, or 70% of the 
market cap) and a potential play on tariff hikes. However, the path to unlocking this 
value is unclear currently and hard to quantify.   

Conpet had amassed a huge cash position of RON 290m at the end of 1Q14, or 70% of 
its market cap. However, the main shareholder (the Romanian government) is not 
willing to distribute this cash as a special dividend, having rejected such proposals from 
Fondul Proprietatea. Instead, the focus should be on investing the cash, with several 
projects being envisaged: an expansion of the pipeline from Pitesti to Pancevo in order 
to supply oil to Gazprom’s NIS refinery (EUR 180m investment) or investments in 
storage capacities for the strategic oil reserves (EUR 20m). The projects are at an early 
stage and no assessment of the profitability has been done yet, which makes it 
impossible to quantify for the moment.  

A second lot of potential upside comes, in our view, from the company’s monopolistic 
position: transport via railway is estimated by management as being twice as expensive 
as pipeline transport. Thus, a change in the methodology would not be out of the 
question in order to be able to better adjust the tariffs. A higher tariff could generate 
interest from OMV Petrom in acquiring some of Conpet’s assets, or would at least allow 
the company to generate a higher return on capital.  

While these options are not quantifiable currently, we do see Conpet as at least a stable 
dividend story and we also see some potential for management to cut costs and increase 
the EBITDA, with a targeted 1% EBITDA per year increase for 2014E and 2.5% for 2015-
17E and a 1.5% decline in opex as a percentage of revenues.  

The company trades at a 2014E EV/ETBIDA of just 2.4x, and, if adjusted for the 
development quota (a non-cash expense item similar to depreciation), the EV/EBITDA 
drops as low as 1.9x. We do not see such low multiples as justified: the company does 
pay a stable dividend yield of 7-8% (much higher than the interest on T-Bills) and we see 
upside potential from the use of cash in profit-generating projects. We also believe that 
part of the discount is due to Fondul Proprietatea (holding a 29% stake) considering 
reducing its stake.  
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Current regulatory regime is obsolete and not particularly favourable 

The company operates under an obsolete “cost plus” regulatory regime, with regulator 
ANRM perceiving the reasonable profit for the company in terms of an operating margin, 
unlike in the case of the other regulated utilities (Transgaz, Transelectrica), where the 
profitability is seen as a return on the asset base, encouraging companies to invest more 
and to cut costs. With the tariffs being adjusted every year and not having a five-year 
regulatory period, the company is locked into obtaining a margin of around 7% on top of 
the costs recognised as normal by the regulator. This implies a return on invested capital 
of around 6%, which we do not see as impressive and much below our implied WACC of 
10.5%. Thus, we believe a change in the regulatory regime would be needed in order to 
better reward the shareholders for eventual investments, but we also recognise the 
difficulties in the change given that the company is largely dependent on a single client. 
We understood from management that a change in the regulatory regime is not out of the 
question, but would have to be discussed with the regulator.  

Comparison of regulatory regimes   
   Transelectrica, Transgaz Conpet 

Regime type Revenue cap Cost plus 

Regulatory body ANRE ANRM 

Regulatory period 5 years 1 year 

Cost control 
Inside the regulatory period, inflation

adjusted but decreased by an 
efficiency gain 

Costs are estimated yearly 
and inflation is taken into account

Non-controllable costs Passed-through Not recognised 

Profit calculation 
Based on Regulated Asset Base 

Quantifiable 

Operating margin
Reasonable profitability looking also

at past years 

Tariffs Volumetric or capacity Volumetric only 

Incentive for investment
Via regulated asset base
and higher rate of return 

No incentives 

Grid losses 
Included in the tariff, incentive

to reduce 
A normal level is allowed but

no incentive to reduce 

Source: ANRM, ANRE, Wood Research 

But it does generate a constant dividend stream  

However, the current regime does seem to create stable profit for the company. Our 
discussions with management have pointed out even that negotiations with the regulator 
for the next year’s tariff start from the previous year’s results, with the regulator looking at 
both costs and profit and allowing some upward adjustment. Thus, for the existing part of 
the business, we are actually forecasting a relatively stable flow of revenues over the 
coming years, derived from a relatively small increase in the oil transported (a 2% CAGR 
increase by 2018E), stemming mostly from the lower profitability import part of the 
business and small upwards tariff adjustments. We also recognise some incentive for 
management to cut costs (as the target assumed in the management plan is to cut costs by 
1.5% as a percentage of turnover). As a combined result, we forecast relatively moderate 
net profit growth of a 2013-18E CAGR of 7%. As the company is cash rich and can 
support the maintenance capex through its current cash flow, we believe management is 
likely to continue with its high payout ratio of over 80% in the coming years. This should 
generate a sustainable dividend yield of about 7-8% over the next three years, on our 
estimates.  
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Conpet: estimated net profit and dividend          Conpet: tariffs and quantities estimates  

  
Source: Company data, Wood Research 

Cash hoarded on the balance sheet represents almost 70% of the market cap 

Currently, the company holds RON 290m in cash (as at the end of 1Q14), or 67% of the 
market capitalisation, but the way this cash will be unlocked is unclear currently. Out of 
this RON 290m, RON 110m is cash generated from the development quota and can only 
be used for investments. The company’s prime objective is to use the available cash for 
investments to modernise the pipeline system, and expand its capacities and the services 
provided; however, if the investments do not take place, a special dividend is not out of 
the question. However, it appears to us that the current policy envisaged by the main 
shareholder (the Romanian state) is one that will focus on investments after having 
rejected Fondul Proprietatea’s proposals for an extraordinary dividend payment.  

Maintenance investments are low 

Investments for modernising the asset base can be supported from the operating cash: 
Conpet’s investment plan envisages several investments for its existing assets. The 
investments that need to be done in terms of the existing assets include the Leak 
Detection and Location System (EUR 11.9m), the modernisation of the pipeline cathodic 
protection system (EUR 10.3m) and the upgrading of the SCADA system (EUR 0.6m). We 
forecast that these activities can be supported easily via the operating cash flow generated 
by Conpet over the coming years. The investments are targeting both an increase in the 
lifespan of the pipelines and a reduction in costs. The EUR 11.9m Leak Detection System 
should generate cost savings of about EUR 1m per year, according to management, while 
the modernisation of the cathodic protection system should expand the lifespan of the 
assets by about 20 years.  

But other investments are also envisaged 

Investments for the diversification of business lines are likely to be the way the company 
can increase its profit, in our view, but the exact details are not known yet, so we have 
not included this in our valuation. The company is also looking to diversify the services it 
provides by investing either in providing storage capacities for the strategic reserves 
(estimated at EUR 20m) or interconnection with neighbouring countries, with the largest 
one envisaged being the construction of a Pitesti-Pancevo pipeline, which would provide 
oil to the NIS refinery in Serbia, also using the existing Conpet pipeline from Constanta to 
Pitesti. The cost of the project has been estimated initially at EUR 180m and should 
comprise 320kms of new pipe, of which 280kms in Romanian territory. However, the 
exact details regarding value of the investments needed and where the return on these 
could stand are not yet known and we are not including the investments into our forecast.  
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Natural monopoly or locked company dependent on one client 

The company derives most of its revenues and profit from transporting oil from internal 
production for Petrom to Petrom’s refinery in Ploiesti. Another business segment is the 
transporting of crude oil from the Black Sea Oil Terminal to Lukoil’s refinery, Petrotel, 
also near Ploiesti, though this activity generates currently only 16% of revenues (2013) 
and almost no profit.  

Conpet thus operates currently in interdependence with its main client OMV Petrom. 
We believe the company still has a pricing advantage over its main client due to several 
factors, which would prevent OMV Petrom from switching to a different transport 
system: 1) the price for transporting oil via railway would be 2x higher, according to 
management’s estimates; and 2) the infrastructure is built in such a way that Conpet also 
operates some of the smaller pipelines throughout the country, and not only large trunk 
pipeline, which makes it more difficult technically for Petrom to give up transporting via 
Conpet’s pipelines.  

We thus believe that it would still be possible for tariffs to increase before Petrom would 
consider another transport solution. However, given that the methodology does not 
permit a significant increase in tariffs, we believe that the situation is also beneficial for 
Petrom currently. We do note, however, that a significant increase in tariffs might 
generate interest from Petrom in acquiring interests in the assets.  

Conpet: costs on railway transport vs. pipeline         Conpet: turnover split by client  

  
Source: Company data, Wood Research 

Professional board has targets to cut costs 

Conpet has implemented the provisions of OUG 109/2011, with management being 
selected by professional competences, and having established a management plan and 
variable remuneration linked to a set of five-year targets. The targets to be achieved are 
the following:  

- EBITDA should grow by at least 1% for 2014E and by 2.5% for 2015-17E. 

- Operating expenses should decline by 1.5% in total turnover each year. 

- An average 3% increase in employee productivity over 2014-17E. 

- A 4% per year decline in the number of technical failures. 

- Increasing the company’s visibility on the Bucharest Stock Exchange and keeping the 
company in the top-25, according to the market cap (excluding new listings). 

It thus seems to us that management’s main targets are a focus on cutting costs in order to 
reach the operating expenses decline target and to also achieve the targeted EBITDA 
increase. In terms of market capitalisation, the company is in the top-20 and, according to 
the current companies’ capitalisation, the market cap would have to decline by half 
before Conpet would have to leave the top-25.   
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Volumes of oil processed seem to be stabilising 

We forecast the volumes of oil processed in Romania as stabilising going forward and 
even increasing after the processed oil products exports have declined to zero. Romania 
used to process extra volumes of oil and was a net exporter of refined products in the 
past. However, given the inefficient refineries, most of the refineries have been shut down 
and only the modernised ones have remained in place. Thus, the volume of oil refined 
has shrunk to the size of the domestic market (from 14.7mt in 2005 to 9.8mt in 2012), 
which itself declined in the crisis years. However, the internal market is showing some 
signs of growth and the level of refined products produced domestically seems to have 
stabilised. We thus expect to see some increase in the volumes refined going forward (we 
expect Petrom and Lukoil to grow their refinery input form 5.9m tonnes in 2013 to 6.5m 
tonnes in 2018E). Even if local producer Petrom is faced with a decline in its domestic 
production, we assume that the imported crude will be supplied to Petrom’s refinery to 
replace local production (with imports reaching 20% of total input by 2020E).  

Comparison to peers 

On a 2014E EV/ETBIDA of just 2.4x, Conpet trades at an 83% discount to its industry 
peers and, if adjusted for the development quota (a non-cash expense item similar to 
depreciation), the EV/EBITDA drops as low as 1.9x. However, we note the low 
comparability between the business models and the lack of a perfectly comparable peer 
(even pipelines in CEE operate differently to Conpet). The company is also cash rich, with 
a significant cash position amassed, amounting to RON 290m at the end of 1Q14 
(representing 67% of the market cap), and no debt. The company usually pays a high 
dividend (a 94% payout in 2013, resulting in a dividend yield of 7%) and we expect the 
high yield to continue at 7% in both 2014E and 2015E. While on PE, the company trades 
closer to its peers, the reason for the difference stems from the high cash position, which 
is held currently in bank deposits, which pay only the interest. Since we see the company 
as a stable dividend payer, with decent results but also with upside stemming from the 
potential investments to be realised from its extra cash or an eventual special dividend if 
the investments do not materialise, we see the discount as unjustified.   

Conpet versus industry peers 
Company Country Market cap Div yield EBITDA margin EBIT margin 

(EUR m) 2013 2014 2015 2013 2013 

     
JADRANSKI NAFTOVOD D.D. HR 234 65.6%  24.6%

AK TRANSNEFT OAO-PREF RU 2,892 0.9% 1.2% 47.5%  33.4%

KAZTRANSOIL JSC KZ 1,831 11.9% 10.9%  

GENESIS ENERGY L.P. US 3,536 3.8% 4.2% 4.7% 4.2%  2.7%

DCP MIDSTREAM PARTNERS LP US 4,420 5.1% 5.5% 5.9% 10.7%  7.6%

HOLLY ENERGY PARTNERS LP US 1,496 5.6% 5.9% 6.2% 63.6%  42.1%

TESORO LOGISTICS LP US 3,559 3.0% 3.6% 4.1% 40.6%  26.5%

RUBIS FR 1,853 4.1% 4.6%  

KAZTRANSOIL JSC KZ 1,831 11.9% 10.9%  

SEMGROUP CORP-CLASS A US 2,114 0.9% 1.5% 2.0% 7.3%  2.7%

INTER PIPELINE LTD CA 6,780 3.8% 4.2% 4.6% 45.5%  36.2%

SUNOCO LOGISTICS PARTNERS LP US 6,988 2.7% 3.2% 3.8% 5.0%  3.4%

ENBRIDGE ENERGY PARTNERS LP US 7,441 7.0% 7.0% 7.2% 15.1%  9.7%

PEMBINA PIPELINE CORP CA 9,539 3.8% 3.9% 4.1% 16.4%  13.0%

MAGELLAN MIDSTREAM PARTNERS US 13,448 2.7% 3.2% 3.7% 44.3%  36.8%

MARTIN MIDSTREAM PARTNERS LP US 906 7.7% 7.9% 8.1% 8.3%  5.1%

ROSE ROCK MIDSTREAM LP US 930 3.9% 4.8% 5.5% 6.7%  3.7%

MEDIAN   3.8% 4.2% 4.6% 16.4% 13.0% 

CONPET RO 7% 7% 7% 20%  9%

Discount to peers   81.9% 54.9% 53.7% 21.3%  ‐34.1%

Source: Bloomberg, Wood Research 
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Conpet versus industry peers 
Company P/E EV/EBITDA 

2013 2014E 2015E 2013 2014 2015 

JADRANSKI NAFTOVOD D.D. n.a. n.a. n.a. 5.8  n.a.  n.a.
AK TRANSNEFT OAO-PREF 3.4  3.7  3.4  1.8  1.8   1.8 

KAZTRANSOIL JSC  n.a. 6.8  n.a. n.a. 3.3   3.3 

GENESIS ENERGY L.P. 28.8  36.2  28.8  35.0  21.1   17.5 

DCP MIDSTREAM PARTNERS LP 19.7  23.8  19.7  26.3  15.1   11.9 

HOLLY ENERGY PARTNERS LP 24.9  28.0  24.9  14.8  12.9   11.9 

TESORO LOGISTICS LP 24.7  27.0  24.7  48.3  19.5   16.5 

RUBIS 14.4  16.1  14.4  n.a. 8.7   7.9 

KAZTRANSOIL JSC  n.a. 6.8  n.a. n.a. 3.3   3.3 

SEMGROUP CORP-CLASS A 32.7  40.7  32.7  34.7  15.7   12.4 

INTER PIPELINE LTD 21.5  27.5  21.5  20.9  17.6   13.4 

SUNOCO LOGISTICS PARTNERS LP 25.3  32.2  25.3  15.2  13.8   11.8 

ENBRIDGE ENERGY PARTNERS LP 25.8  31.6  25.8  17.3  12.8   10.9 

PEMBINA PIPELINE CORP 30.4  32.5  30.4  20.3  16.7   15.6 

MAGELLAN MIDSTREAM PARTNERS 23.9  24.7  23.9  25.1  20.7   19.5 

MARTIN MIDSTREAM PARTNERS LP 21.6  26.3  21.6  13.9  12.1   10.6 

ROSE ROCK MIDSTREAM LP 18.5  25.4  18.5  30.5  15.9   11.6 

MEDIAN 24.3 26.7 24.3 20.3 14.5 11.9

CONPET 13.7  12.3  11.2  2.7  2.4   2.3 

Discount to peers ‐43.6% ‐53.9% ‐53.9% ‐86.8% ‐83.3%  ‐80.4%

Source: Bloomberg, Wood Research 
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Company description 

Conpet is the operator of the national crude oil, natural gasoline and condensate 
transportation grid in Romania. The company has a 30-year concession agreement to 
operate the grid granted in July 2002 by the National Agency for Mineral Resources and 
has a monopoly position in Romania. The grid covers 3,800kms of pipelines, with a 
transport capacity of 27.5mt per year split into four main subsystems: the domestic crude 
transportation subsystem (6.9mt per year and 126k cm storage capacity), the imported 
crude transportation subsystem (20.2mt per year, 40k cm storage capacity), the gasoline 
and ethane transportation subsystem (0.23mt per year for gasoline and 0.1mt per year for 
ethanol), and the railway subsystem (12km of railway, upload/download platforms, 13 
locomotives, 40 railcars for crude and 29 railcars for gasoline). There is no connection 
available with the neighbouring countries currently.  

The bulk of Conpet’s revenues are generated by the domestic transport of crude oil in the 
domestic subsystem, from the oil wells of Petrom to the Petrobrazi refinery in Ploiesti. The 
activity accounted for 83% of revenues in 2013. A secondary activity is represented by 
the importing of crude oil from Oil Terminal in Constanta to Lukoil’s refinery, Petrotel, in 
Ploiesti. The activity accounted for 16% of Conpet’s revenues in 2013.  

The activities are regulated by ANRM and the methodology for profit generation is 
described in the section below.  

Romania has a well-developed pipeline system to transport crude from the extraction 
wells to the refineries, but also for importing oil. As the two refineries in Ploiesti are 
landlocked, pipelines are used from the Black Sea cost terminal port (called the Oil 
Terminal) to the Ploiesti refineries. The pipelines then continue to Pitesti as they used to 
serve also the Arpechim refinery (closed by Petrom). The extension could be used 
currently to continue further to Pancevo in Serbia if a deal with Gazprom is reached o use 
the pipeline for supplying oil to the NIS refinery.  

Conpet in numbers 

Conpet: revenues structure    Conpet: EBIT split by activity 

  
Source: Conpet, Wood Research 
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Conpet: volumes transported     Conpet: revenues per tonne realised and tariffs 

  
Source: Conpet, Wood Research 

Conpet: pipeline network     

   
Source: Conpet, Wood Research 
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Tariff-setting methodology 

As a monopoly (having a concession agreement with the Romanian state for 30 years for 
the oil system operation signed in 2002), the company has its tariffs established in 
accordance with a tariff methodology established by ANRM (The National Agency for 
Natural Resources). The tariff methodology is a cost plus type, with the regulator assessing 
yearly the fixed and variable costs of the company, adjusting them along with inflation 
and adding a reasonable profitability to reach the target revenues. The methodology 
established in 2008 splits the tariffs into two parts: the domestic transport tariffs and the 
import tariffs. The methodology includes the following:  

 Tariffs cannot increase more than 10% per year unless inflation is higher than forecast 
and no legislative changes affect the costs.  

 Tariffs are set every year, with no longer-term regulatory period.  

 Costs are assessed every year by the regulatory agency.  

 Costs are justified by the last year’s costs plus an inflation factor. 

 The domestic tariff is calculated as the weighted average tariff for transporting oil via 
the domestic pipelines, the railway and mixed transport. The tariff for each of the 
segments is calculated by adding the corresponding costs generated by the activity 
and dividing them by the forecast quantity.  

Average domestic tariff calculation   

 
Source: Company data, Wood Research 

 The import tariff is calculated for each refinery in part and is the sum of expenses 
needed to transport oil to the specific refinery divided by the quantity of oil 
transported.   

Import tariff calculation   

 
Source: Company data, Wood Research 

 Tariffs are established on an annual basis and can be revised on a half-year basis if 
any of the parameters taken into account register a variation of more than +/-5%. 

 The regulator allows for reasonable profitability.  
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Risks 

We have identified several risks related to Conpet’s activity:  

1. Regulatory risk: we assess the regulatory risk as being high, as we believe that the 
regulatory framework is less complex and is obsolete versus that for other regulated 
monopolies, such as Transgaz or Transelectrica, leaving room for several 
interpretations and implying a much higher dependency on the regulator’s decision, 
which may directly influence the profit that Conpet can achieve.  

2. Investments needed to maintain the system in an active fashion: the company might 
be subject to several investments needed in order to maintain the system as 
operational and in line with the environmental regulations. According to 
management’s statements, EUR 11.9m will be spent on a Leak Detection and 
Location System and another EUR 10.25m for the modernisation of the Pipeline 
Cathodic Protection System.  

3. High dependency on a single client: the revenues related to the services performed 
for OMV Petrom represented more than 80% of the total revenues in 2013. Petrom’s 
oil fields are mature and production is on a downward trend. We assess the 
dependency as high and representing a significant risk related to the future of Conpet.  

4. Political risk: Conpet is state-owned, with the state’s decisions regarding the 
operation of the company affecting its profitability and financial position. While 
private management has been implemented, there might still be misalignments 
between the interest of the minority shareholders and those of the state.  

5. Low market liquidity: the average traded volumes over the past 12 months have been 
as low as EUR 2k per day even after the transfer from the Rasdaq market to the main 
Bucharest Stock Exchange market. The low liquidity is connected with the company’s 
low free float and might increase if the free float grows.   

6. A switch from domestic system volumes to import volumes might cause loss of 
margin: our assumptions are that the overall volume of oil processed in the country is 
not going to decline significantly, but instead that the decline in the oil produced 
internally by OMV Petrom should be replaced with imports. However, currently, the 
profit on the import lines is lower than on the domestic pipelines, due mainly to the 
low capacity utilisation; however, once the volumes grow, the economies of scale (as 
the costs are fixed) could also help to improve margins. 

7. Lukoil can switch production to Burgas: according to company representatives, a 
significant increase in the tariffs charged to Lukoil for imports may not be possible as 
the company could switch production to the Burgas refinery.  

8. Oil Terminal tariffs influence import tariffs: the amounts paid by Lukoil for importing 
oil are dependent on both the transport tariffs charged by Conpet and the tariffs 
charged by Oil Terminal, which operates the discharge of oil from ships and loading 
into the pipelines.  

9. Legal risks: there are several litigations in place from the owners of the land plots on 
which the pipeline is installed. Conpet creates provisions for this litigation on a 
prudent basis.  

10. The risk of fraud/corruption in the granting of contracts, given the monopolistic 
status of Conpet and its state-owned status. Conpet discloses wealth statements and 
the interests of its key directors.  
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Sector outlook 

Romania is one of the countries in the region still holding significant oil reserves, with 
42% of the national supply coming from OMV Petrom’s internal production, while the 
rest is imported. The refining capacity stands at 11.7m tonnes, more than the required 
internal consumption of roughly 9m tonnes per year, so that the country is a net exporter 
of refined products. However, due to a structural mismatch of demand and products, the 
country also imports refined products (mostly diesel). In the market supply chain of the oil 
market, the crude oil from imports and internal production is being brought to the 
refineries via Conpet’s pipeline system and is afterwards distributed via the retail stations 
of Petrom (545 stations), Rompetrol (405 stations), Lukoil (301 stations), MOL (189 
stations), among others.  

Conpet in the oil sector in Romania     

    

Source: Company data, Wood Research 

Domestic oil production and oil supply 

Unlike other countries in the region, Romania still produces a fairly significant amount of 
oil domestically. The only sizeable domestic producer is OMV Petrom, the integrated oil 
company, which produced c.78,400 bpd (or c.4.0m tonnes) of oil in 2013. Petrom had 
51.4m tonnes (370m bbls) of proved (1P) reserves as of end of 2013, implying nearly 13 
years of reserves life. Domestic production is mature and has been declining for decades, 
and, despite the recent success of Petrom to stabilise production (in 2013, its total oil&gas 
production even rose 1% yoy, the first annual increase since its privatisation), we expect 
production to continue to decline as the reserves replacement rates are unlikely to be 
close to 100% (last 3Y average was 48%).  

We, however, expect Petrom to run its 4.2m-tonne Petrobrazi refinery at close to full 
utilisation; thus, we also expect Petrom to replace the declining domestic supply with 
imported crude in the coming years (from as early as 2015-16E), keeping its total supply 
to its refinery flat at around 4m tonnes. Imported crude may reach as much as 20% of 
Petrom’s refining throughput by 2020E. Currently, Petrom needs no imported crude to 
supply its refinery and, in the past few years, has cut back on imported crude materially, 
as it has reduced its refining throughput and refining capacity to better align its refining 
business with the domestic market’s consumption trends. With much reduced domestic 
refining throughput and output, the volumes of products exported from Romania also 
declined substantially.  
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Romania: sources of oil supply (mt)   Petrom: annual domestic oil production (mt) 

      
Source: Company data, Wood Research 

Refined volumes 

We expect domestically refined oil volumes to remain fairly constant over the coming 
years, after a major wave of refining capacity rationalisation over the past few years, 
which left only three modernised refineries in use. Romania used to have a huge refining 
capacity of close to 34m tonnes of oil, but this capacity has been reduced gradually to 
accommodate only the domestic consumption, while products exports have been cut 
back materially. We believe this capacity rationalisation has probably come to an end. 
Currently, there are three major refineries active:  

- Petromidia, acquired by KazMunaiGaz in 2007, which has a capacity of 5mt, 
recently upgraded from 3.8mt. The refinery is located on the Black Sea coast, which 
gives it the flexibility to reach export markets easily, and is operating at close to full 
capacity currently. The refinery has its own oil terminal and does not use the 
transport system to a significant extent anymore.  

- Petrotel in Ploiesti (50km North of Bucharest) is owned by Lukoil and has a capacity 
of 2.5m tonnes. The oil is being supplied via the Conpet pipelines from the Black Sea 
Oil Terminal. The refinery operated at 84% of capacity in 2012.  

- Petrobrazi, which is owned by Petrom and has a capacity of 4.2m tonnes, and a 
major EUR 600m upgrade programme (which has increased complexity materially) is 
just being completed. It was run at 90% utilisation in 2013 and we expect 90% 
utilisation in the coming years. The refinery is located in Ploiesti and is supplied via 
the Conpet pipelines, which collects the oil from different production fields across the 
country.  

Romania: refined products output (mt)    Romania: refining capacity 

      
Source: Company data, Wood Research 

 

 -

 2,000

 4,000

 6,000

 8,000

 10,000

 12,000

 14,000

 16,000

Production Import Stock

2.0

3.0

4.0

5.0

6.0

7.0

8.0

Petrom production Petrom imports

0

5000

10000

15000

0

5000

10000

15000

Total oil products internal production
Net exports
Internal consumption
Refineries own consumption

Petrobrazi 
(OMV 

Petrom), 
4.2

Petromidia 
(KazMunai
Gaz), 5.0

Petrotel 
(Lukoil), 

2.5



 

 

Conpet 15 WOOD & COMPANY

 

Valuation 

Our valuation of Conpet is based on a mixture of our DCF and DDM models. Our 
valuation points to a current equity fair value of RON 546m, or RON 63.1 per share, and 
is based on our detailed cash flow forecasts for 2014-18E and a terminal value. 

Transgaz: valuation summary 
 Equity value (RON m) Value per share (RON)

1. DCF 583 67.4

2. DDM 509 58.8

Resulting price target (50:50) 546 63.1

Current price   49.5

Implied upside  27.4%

Source: Wood Research, Bloomberg  

WACC 

We use a WACC of 10.5% throughout the whole forecast period, as well as to estimate 
the terminal value. Our main assumptions are: 

 A risk free rate (RFR) of 5.0% — our standard for Romania. 

 An equity risk premium (ERP) of 5.5% and a beta of 1.0x. 

 A terminal growth rate of 2.0%. 

WACC computation 

 2014-18E

Beta 1.0 

Risk free rate 5.00% 

Market premium 5.50% 

Cost of equity 10.5% 

Cost of debt pre-tax 6.0% 

Marg. tax rate 16.0% 

Cost of debt after tax 5.0% 

Weight k (e) 100.0% 

Weight k (d) 0.0% 

WACC % 10.5% 

Source: Wood Research 

DCF 

Our DCF model points to a current equity fair value of RON 583m, or RON 67.4 per 
share, and is based on our detailed cash flow forecasts for 2014-18E and a terminal value. 

We also include in our free cash flow estimate the value of the development quota 
expense (net of revenues), which constitutes a non-cash expense currently. However, 
we exclude the quota from the calculation of the terminal value, with the view that the 
expense is only temporary, until more investments have been made.  
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Conpet: DCF valuation (RON m) 
 2014E 2015E 2016E 2017E 2018E

EBIT 32 36 40 41 40 
Corporate Tax Rate [T] 16.0% 16.0% 16.0% 16.0% 16.0% 
EBIT*(1-T)=NOPAT 26 30 34 35 34 
Depreciation & amortisation 42 43 44 44 45 
Development quota (net) 20 20 20 20 20 
Cash from working capital -5 -5 -5 -5 -5 
CAPEX [I] -50 -50 -50 -50 -50 
Unleveraged free cash flow [FCF] 34 38 42 44 44 
Discount factor 0.94 0.85 0.77 0.70 0.63 
Present Value of FCFs [PV:FCF] 32 32 32 31 28 
Sum of [PV:FCF] 

155 
Long term FCF growth rate 2.0% 
Residual value at horizon (modernisation quota adjusted) 284   
PV of residual value 179    
     
Net debt 2013 249    
EV 

583    
Number of shares 

8.66    
Equity value per share 

67.4    

Source: Wood Research 

DDM 

Our DDM model points to a current equity fair value of RON 509m, or RON 58.8 per 
share, and is based on similar assumptions as in our DCF method. 

 We use a cost of equity of 10.5%, a 5.0% RFR, a 5.5% ERP and a beta of 1.0x. 

 To forecast the dividends, we have applied an increasing payout from 50% in 
2014E to 85% in 2018E.  

 A 2.2% terminal growth rate. 

 Since we are not including in our forecast any of the larger investments to be made 
by the company, we have included in our DDM a one-time special dividend in 
2018e, for distributing the cash that we forecast will be available at that point in 
time. We note that once more details of the large investments to be done by 
Conpet appear and we include these in our model, we would cut the value of the 
one-time dividend from 2018E.  

DDM valuation 
  2015E 2016E 2017E 2018E 2019E

Dividends 27.9 30.6 33.4 34.1 33.5 
Special dividend 239 
Discount factor 0.97 1.97 2.97 3.97 4.97 
Present Value 25 25 25 23 166 
Sum  264         

Long term FCF growth rate 2.0%         

Residual value at horizon 402         

PV of residual value 245         

EV 509         

Number of shares 8.66         

Value per share 59         

Source: Wood Research 
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Financials 
 

Source: Wood Research 

 
 

  

INCOME STATEMENT

RONm 2011 2012 2013 2014E 2015E 2016E 2017E 2018E

Turnover 341 334 349 354 364 376 382 385

Domestric transport 293 296 305 304 311 318 318 312

Import 46 36 43 48 52 56 62 71

Modernization quota 35 34 50 35 36 38 39 40

Total operating revenues 384 379 406 396 408 421 427 431

Total volumes transported (mt) 6.40 6.00 5.90 6.04 6.16 6.32 6.46 6.66

Personnel 100 101 98 101 103 105 107 109

Depreciation 49 56 37 42 43 44 44 45

Third parties 123 122 124 129 132 134 136 138

Royalties 26 26 28 30 31 32 32 31

Others 90 90 91 94 96 98 100 102

Modernization quota 54 52 53 55 56 58 59 60

Total operating expenses 357 349 376 364 372 381 386 391

EBITDA 76 86 67 74 79 84 85 85

EBIT 27 30 30 32 36 40 41 40

Financial profit 11 11 11 10 10 10 10 10

Pre-tax profit 38 41 41 42 46 50 51 50

Net profit 29 31 31 35 38 42 43 42

Divdiends 22 28 30 28 31 33 34 33

BALANCE SHEET

RONm 2011 2012 2013P 2014E 2015E 2016E 2017E 2018E

FIXED ASSETS 424 401 421 429 436 442 448 453

CURRENT ASSETS 240 252 306 308 305 303 301 301

Trade and other receivables 30 37 42 43 43 44 45 46

Cash and bank balances 176 199 249 251 246 243 241 239

TOTAL ASSETS 664 653 727 737 741 745 750 754

EQUITY 574 595 651 658 665 674 682 691

LONG TERM DEBT 3 3 7 7 7 7 7 7

SHORT TERM DEBT 87 54 69 72 68 64 60 56

Trade and other payables 24 18 25 28 24 20 16 12

Other liabilities 25 22 23 23 23 23 23 23

TOTAL EQUITY AND LIABILITIES 664 653 727 737 741 745 750 754
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Source: Wood Research 

 

  

CASH FLOW

RONm 2011 2012 2013P 2014E 2015E 2016E 2017E 2018E

Pretax Income 38 41 41 42 46 50 51 50

Tax 9 9 10 7 7 8 8 8

Depreciation & amortization 49 56 37 42 43 44 44 45

Other non-cash adjustments 15 22 -13 7 6 5 5 5

Changes in working capital 1 21 -12 5 5 5 5 5

Other adjustments -3 -71 69 -24 -37 -38 -37 -37

Operating cash flow 109 78 131 79 70 74 76 76

Purchase of fixed assets -26 -33 -57 -50 -50 -50 -50 -50

Investing cash flow -26 -33 -57 -50 -50 -50 -50 -50

Dividends, net -35 -22 -28 -30 -28 -31 -33 -34

Long-term debt issued (repaid) -17 -18 4 0 0 0 0 0

Financing cash flow -52 -40 -23 -28 -25 -27 -28 -28

CASH BALANCE CHANGES

Beginning cash 170 201 206 257 258 253 250 248

 - change in cash flow 31 5 51 1 -4 -3 -2 -2

Ending cash 201 206 257 258 253 250 248 246

RATIOS

 

Number of shares 8.7 8.7 8.7 8.7 8.7 8.7 8.7 8.7

Net debt -157 -199 -249 -251 -246 -243 -241 -239

EPS (RON) 3.30 3.56 3.62 4.03 4.42 4.82 4.93 4.84

 - EPS growth 8% 2% 12% 10% 9% 2% -2%

Dividend (RON m) 22.3 28.3 29.5 27.9 30.6 33.4 34.1 33.5

DPS (RON) 2.57 3.27 3.41 3.23 3.53 3.85 3.94 3.87

 - Payout Ratio 78% 92% 94% 80% 80% 80% 80% 80%

Dividend yield 5% 7% 7% 7% 7% 8% 8% 8%

BVPS (RON) 66.3 68.7 75.2 76.0 76.9 77.8 78.8 79.8

ROE 5% 5% 5% 5% 6% 6% 6% 6%

PER (x) 15.0 13.9 13.7 12.3 11.2 10.3 10.0 10.2

EV/EBITDA (x) 3.6 2.7 2.7 2.4 2.3 2.2 2.2 2.2

EV/EBITDA (x) -adj for dev quota 2.9 2.2 2.6 1.9 1.9 1.8 1.8 1.8

P/BV 0.7 0.7 0.7 0.7 0.6 0.6 0.6 0.6
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Important disclosures 
This  investment research  is published by Wood & Company Financial Services, a.s. (“Wood & Co”) and/or one of  its branches who are regulated by the Czech National Bank as 
Home State regulator and in the UK by the FCA and in Poland by the KFN as Host State regulators. 
 
Wood’s 12‐month ratings and price targets for Conpet 

30/05/2014  BUY– initiation of coverage   

30/05/2014    RON 63.1 
 

Explanation of Ratings 
BUY: The stock is expected to generate total returns of over 15% during the next 12 months as measured by the target price. 
HOLD: The stock is expected to generate total returns of 0‐15% during the next 12 months as measured by the target price. 
SELL: The stock is expected to generate a negative total return during the next 12 months as measured by the target price. 
RESTRICTED: Financial forecasts, and/or a rating and/or a target price is restricted from disclosure owing to Compliance or other regulatory/legal considerations such as a blackout period or a 
conflict of interest.  
NOT RATED: Suspension of rating after 30 consecutive weekdays where the current price vis‐à‐vis the target price has been out of the range dictated by the current BUY/HOLD/SELL rating. 
COVERAGE IN TRANSITION: Due to changes in the Research team, the disclosure of a stock’s rating and/or target price and/or financial information are temporarily suspended.   
 

Equity Research Ratings (as of 30 May 2014) 
  Buy  Hold  Sell  Restricted  Not rated  Coverage in transition 

Equity Research 
Coverage 

46%  31%  21%  N.A.  2%  N.A. 

IB Clients  1%  1%  N.A.  N.A.  N.A.  N.A. 
 

Securities Prices 
Prices are taken as of the previous day’s close on the home market unless otherwise stated. 
 

Valuation & Risks 
Analysis of specific risks to set stock target prices highlighted in our investment case(s) are outlined throughout the report. For details of methodologies used to determine our price targets and 
risks  related  to  the  achievement  of  the  targets  referred  to  in  the  main  body  of  the  report  or  at  http://www.wood.com  in  the  Section  Corporate  Governance  or  via  the  link 
http://www.wood.com/research.html 

Users should assume that the investment risks and valuation methodology in Daily news or flash notes not changing our estimates or ratings is as set out in the most recent substantive research 
note on that subject company and can be found on our website at www.wood.com  
 

Wood Research Disclosures (as of 30 May 2014) 
Company  Disclosures 

CETV  5 

CEZ  5 

Erste Group Bank  5 

Fortuna  5 

S.C. Fondul Proprietatea S.A.  4, 5 

ITG  3 

KGHM  5 

Komercni  5 

New World Resources  5 

Orco Property Group  5 

Pegas Nonwovens  5, 9, 10 

Philip Morris  5 

PKO BP  1, 2, 3 

RC2  4 

SIF2  10 

SNP  3 

Telefonica  5 

Transgaz  1 

Unipetrol  5 

Warimpex  1 
 

 

#  Description 

1  The company currently is, or in the past 12 months was, a client of Wood & Co or its affiliated companies for the provision of investment banking services. 

2  In the past 12 months, Wood & Co or its affiliated companies have received compensation for Corporate Finance/Investment Banking services from this 
company. 

3  In the past 12 months, Wood & Co or any of its affiliated companies have been lead manager, co‐lead manager or co‐manager of a public offering of the 
company’s financial instruments. 

4  Wood & Co acts as corporate broker to this company and/or Wood & Co or any of its affiliated companies may have an agreement with the company relating 
to the provision of Corporate Finance/Investment Banking services. 

5  Wood & Co or any of its affiliated companies is a market maker or liquidity provider in relation to securities issued by this company. 

6  In the past 12 months, Wood & Co, its partners, affiliated companies, officers or directors, or any authoring analyst involved in the preparation of this 
investment research has provided services to the company for remuneration, other than normal course investment advisory or trade execution services. 

7  Those persons identified as the author(s) of this investment research, or any individual involved in the preparation of this investment research, have 
purchased/received shares in the company prior to a public offering of those shares, and the price at which they were acquired along with the date of 
acquisition are disclosed above. 

8  The authoring analyst, a member of the authoring analyst's household, or any individual directly involved in the preparation of this investment research has a 
direct ownership position in securities issued by this company. 

9  A partner, director, officer, employee or agent of Wood & Co and its affiliated companies, or a member of his/her household, is an officer, or director, or 
serves as an advisor or board member of this company. 

10  As of the month end immediately preceding the date of publication of this investment research Wood & Co or its affiliate companies, in the aggregate, 
beneficially owned 1% or more of any class of the total issued share capital or other common equity securities of the company or held a material non‐equity 
financial interest in this company. 

11  As of the month end immediately preceding the date of publication of this investment research the relevant company owned 1% or more of any class of the 
total issued share capital in Wood & Co or any of its affiliated companies. 

12  Other specific disclosures as described above. 
 

WOOD & Company announces that its affiliated company WOOD & Company Funds SICAV p.l.c (through its mutual funds) increased its stake in Pegas Nonwovens to 18.38%. Some 
entities of WOOD & Company Group are investors of these mutual funds. 
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The authoring analysts who are responsible for the preparation of this  investment research have received (or will receive) compensation based upon (among other factors) the 
Corporate Finance/Investment Banking revenues and general profits of Wood & Co. However, such authoring analysts have not received, and will not receive, compensation that is 
directly based upon or linked to one or more specific Corporate Finance/Investment Banking activities, or to recommendations contained in the investment research. 

Wood & Co and its affiliated companies may have a Corporate Finance/Investment Banking or other relationship with the company that is the subject of this investment research 
and may trade  in any of the designated  investments mentioned herein either for their own account or the accounts of their customers,  in good faith or  in the normal course of 
market making. Accordingly, Wood & Co or their affiliated companies, principals or employees (other than the authoring analyst(s) who prepared this investment research) may at 
any time have a long or short position in any such designated investments, Related designated investments or in options, futures or other derivative instruments based thereon.  

Wood & Co manages conflicts of interest arising as a result of preparation and publication of research through its use of internal databases, notifications by the relevant employees 
and  Chinese  Walls  as  monitored  by  Compliance.  For  further  details  see  our  website  at  www.wood.com  in  the  Section  Corporate  Governance  or  via  the  link 
http://www.wood.com/research.html 

The  information contained  in this  investment research has been compiled by Wood & Co from sources believed to be reliable, but (with the exception of the  information about 
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