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CONPET 
Monopoly capped in the domestic market 

 
� Investment case   We issue a research note on Conpet with a Buy recommendation 

and a target price of RON 56.7, which offers a 13.7% potential vs. market price.
Conpet has a natural monopoly position on Romanian oil market as the operator of 
the oil pipeline network which connects upstream sources (domestic and import) with 
local refineries. Its activity is regulated by National Agency for Mineral Resources 
(ANRM), using a 1Y period cost-plus methodology. The company also benefits of a 
fiscal facility called “modernizing quota” calculated as 15.5% of operating revenues for 
grid investments. Currently Conpet’s network is not interconnected with other 
neighborhood countries and its activity is highly dependent of the evolution of local oil 
market and of the commercial decision of its two main clients OMV Petrom(operating 
Petrobrazi refinery) and Lukoil (Petrotel refinery). The company had a solid dividend 
policy with 85-90% payout ratio in the last four years and has a strong cash position 
in the balance sheet, which could be used to finance Conpet’s investments projects
and to diversify the company’s activity. For 2014 we see sales increasing by 2.9% y/y 
to RON 359m, based on higher tariffs and flat quantities for domestic transport and 
unchanged tariffs and slightly lower volumes for imports. We estimate 2014 EBITDA 
at RON 77.4m and 2014 net profit at RON 37m. Using current market price and our 
forecast Conpet trades at 11.7x P/E2014e and 2.3x EV/EBITDA2014e.   

�  Peers comparison We used for relative valuation a group of four companies 
involved in crude oil transport from Europe and Eurasia region: KazTransOil JSC 
(Kazakhstan), Logistica de Hidrocarburos (Spain), AK Transneft OAO (Russia) and 
Jadranski Naftovod DD (Croatia). We derived a target price for Conpet by calculating 
an average value resulting from 2014 P/E, EV/EBITDA, EV/EBIT applied to our 
estimates of 2014 Conpet results. In order to account for the differences in terms of 
size, market liquidity, tax and regulatory regime, accounting policies we applied a 
15% discount to this value and we reached a TP of RON 56.7. 

�  Risks We see as main risk the one determined by the limits of the market in which 
Conpet operates and its highly dependence of its two main clients OMV Petrom and 
Lukoil. Moreover, we mention other possible risks related to Conpet activity: adverse 
regulatory changes in methodology, royalties and tax regime, involvement of political 
factors in company’s management, low market liquidity because of low free float of 
the company. 
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Share data  Financial data (RON) 12/12 12/13 12/14e 12/15e Ratios* 12/12 12/13 12/14e 12/15e

RIC RO COTE, Bloomberg COTE RO  Total Op. Revenues (m) 379 406 411 431 P/E (x)  14.5 13.5 11.7 10.3

52-week range 33.75 – 53.9  Net Profit (m) 30 32 37 42 EV/EBITDA (x) 2.6 2.6 2.3 2.1

Market cap. (RONm) 431.6  EPS  3.44 3.70 4.27 4.82 EV/EBIT (x) 7.9 5.8 5.0 4.2

Free float (%) 11.58  BVPS  68.7 75.2 76.2 77.4 P/Sales (x) 1.3 1.2 1.2 1.1

Performance (%) 1m 3m 12m  Dividend/share 3.27 3.41 3.21 3.61 Gross Div. yield (%) 6.6 6.8 6.4 7.2

Ordinary shares 5.8 9.6 42.4  Payout (%) 94.9 92.2 75 75 Price/book value (x) 0.7 0.7 0.7 0.6
Relative to BET 1.2 1.7 13.4    
   *based on current price 
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Market performance  
 

COTE vs. BET share price performance, rebased   

80.00

90.00

100.00

110.00

120.00

130.00

140.00

150.00

160.00

Jun-13 Aug-13 Oct-13 Dec-13 Feb-14 Apr-14 Jun-14

Conpet (rebased)

BET Index (rebased)

 
 
 
 
 
Conpet shares outperformed BET 
index in the last twelve months, with 
COTE rebased price being 
consistently above the index after the 
transfer to main BSE market in 
Sep’13.  

Source: Bloomberg, BRD-GSG Research 

 

COTE vs. peers share price performance, rebased, RON denominated  
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Since Oct’13 Conpet shares traded 
significantly above its peers. The gap 
widened after Mar’14 when peers 
relative price experienced a decline 
followed by a slight recovery, while 
COTE continues its ascending path.   

                           Source: FactSet, Bloomberg, BRD-GSG Research 
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Company overview 
Conpet on Romanian oil market 

Conpet is the operator of national oil pipelines system in Romania, having a network of 
approx. 3,800 km, used for the transport of crude oil and other products (gasoline, 
ethane and condensate). The company’ activity is a natural monopoly and is regulated by 
the National Agency for Mineral Resources (ANRM), using a cost plus methodology. The 
network is in the property of the Romanian state and Conpet operates under a 30Y 
concession agreement granted in 2002. Conpet is the link between domestic upstream 
facilities (crude oil and other products) or import sources and local refineries.     

Supply chain on Romanian oil market 

 

Source:Conpet 

The pipelines network includes four subsystems: 1) domestic crude oil transport (6.9m 
tons annual capacity) which assures the transport of crude oil from the wells to 
Petrobrazi refinery for OMV Petrom, 2) imported crude oil subsystem with a capacity of 
20.2m tons per year which delivers imported crude from Constanta port (Oil Terminal) to 
Romanian refineries, 3) subsystem for gasoline (0.23m tons annual capacity) and ethane 
(0.1m tons capacity) which was serving Arpechim refinery and 4) railway transport 
subsystem including loading ramps, railway infrastructure of 13.7km, locomotives and oil 
tanks. Currently the grid is closed, i.e. there are no interconnections with neighbourhood 
countries.   

Conpet pipelines network 

 

Source:Conpet 
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Regulatory regime – neutral for investments 

As previously mentioned, the activity of Conpet as a natural monopoly is regulated by 
ANRM with tariffs being set using a cost-plus methodology. Although the regulatory 
regime has some similarities with other methodologies used for utility companies in 
Romania (gas and power transporters and distributors), there is an important difference: 
the cost plus methodology is based on the recognition of operational costs plus a 
“reasonable” profit margin and a modernisation quota for investments vs. the classic 
revenue-cap methodology based on RAB return and cost efficiencies.   

Summary of tariff methodology 

Summary of tariff calculation
ITEM COMMENT
OPEX (materials, personnel) Based on previous year costs, adjusted with inflation
+D&A Adjusted with inflation
+ Royalty and other taxes Royalty tax 10% of operating reveneus
+Value of modernisation quota Fiscal facility, calculated as 15.5% of cash revenues
+Resonable operating margin Historically 7-8% during 2011-2013 period
=REGULATED REVENUES
/Estimated quantities
=ANNUAL TARIFFS Separated for domestic and import subsystem
Source:Conpet, BRD Research  

The tariffs are calculated separately for domestic and import subsystems and are 
reviewed on annual basis. In our view this methodology is neutral to investments and 
cost efficiencies, as the company is not either reworded or penalised for its operating 
performance. 

Another difference vs. the RAB methodology used for other utilities is that network losses 
are not recognized in the tariffs. ANRM set a maximum acceptable loss percentage 
(currently 0.32%) and any excess over this limit is supported by Conpet. However the 
real grid loss is significantly lower at the level of 0.12%, according to the management.   

Modernising quota 

Conpet benefits of a fiscal facility in order to stimulate investments in the network called 
modernisation quota. The facility is calculated as a percentage of transport revenues 
(currently at 15.5%) and is reflected as a non-cash expense in the P&L and as a reserve 
in the balance sheet. The funds from modernisation quota may be used only for 
investments of modernisation or new assets of the public pipelines system. The 
new/modernised assets will become part of public patrimony after the complete 
depreciation. During 2010-2013 period the company did not benefit in full of these 
facility, as the modernizing quota was used in proportion of 65%-77%.      

Operational overview 

On the domestic subsystem the main client of Conpet is OMV Petrom, as domestic 
network and railway infrastructure is designed to link the production facilities of OMV 
Petrom to its refineries. After the shutdown of Arpechim refinery in 2011, OMV Petrom 
operates only Petrobrazi refinery with an annual capacity of 4.2m tons.  

Domestic tariffs have been updated on annual basis during 2007-2014 period and 
increased by 11.4% CAGR.  

Although the methodology stipulates the annual review of tariffs, import tariffs were 
frozen since 2010, on the back of declining imported crude oil quantities and high 
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negotiation power of the clients. Actually, the sole important client on the imported oil 
transport remained Lukoil which supplies its Petrotel refinery using Constanta-Ploiesti 
pipeline operated by Conpet, after Petrom reduced significantly imported crude 
quantities, Rompetrol built its own terminal in 2008 and Rafo closed its refinery from 
Onesti in 2008. Currently the loading factor for import subsystem is below 10%.    

 Domestic tariffs 2007-2014 Imported tariffs 2007-2014, RON/t 
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Source: Conpet, BRD Research 

Financial overview 

Transport revenues had a flat trend during 2011-2013 period (+1.2% CAGR) on the back 
of slightly higher domestic transport revenues (+1.9% CAGR) and lower revenues for the 
transport of imported crude (-3.8% CAGR). The volumes declined for both domestic and 
import subsystems (-3% CAGR and -7.6% CAGR, respectively over 2011-2013), because 
of lower inputs of Petrobrazi and Petrotel refineries, while domestic tariffs were updated 
annually and import tariffs were maintained flat.    

Transported volumes (m tons) Transport revenues (RON m) 

3.0

1.3

0.1

4.4

2.0

6.4

3.1

1.2

0.2

4.5

1.5

6.0

2.8

1.1

0.2

4.1

1.8

5.9

Pipeline Railway Combined Domestic 
total

Import Total

2011 2012 2013

194

91

8

293

46

339

198

86

12

296

36

332

202

88

14

305

43

347

Pipeline Railway Combined Domestic 
total

Import Total

2011 2012 2013

 

Source: Conpet, BRD Research 

Operating expenses increased by 2.6% p.a. during 2011-2013 on the back of re-
evaluation of tangible assets in 2013 (approx. RON 32.7m) and higher raw materials 
expenses (+6.6% p.a. in the last two years), while personnel and third parties expenses 
were stable. Because of flat tariffs and declining volumes, the import subsystem 
generated operational losses in the last two years, offset by the positive result of 
domestic subsystem.  
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As previously mentioned, the modernisation quota facility for investments was 
underutilised in the past, resulting in a significant reserve in the balance sheet of RON 
344m as of Mar’14.  

The company also has a strong financial position with no debt and a significant cash of 
RON 291m (end-Q1’14), representing 38.6% of total assets or 67.4% of its market 
capitalization.   

Conpet was a good dividend payer with a payout ratio of approx. 90% during 2010-2013. 
As a majority state owned company, Conpet should have a payout ratio of at least 50%. 
For the next two years we estimated a payout ratio of 75%.     

Outlook 
Sector overview 

Over the last nine years the refined volumes in Romania contracted significantly from 
14.3m tons in 2005 to 10.4m tons in 2013 (-3.9% CAGR), while domestic crude oil 
production declined from 5.4m tons in 2005 to 4.1m tons in 2013 (-3.4% CAGR) and 
imports scaled back from 8.7m tons in 2005 to 5.5m tons in 2013 (-5.6% CAGR). The 
refinery capacities also contracted and currently there are only three operational 
refineries in Romania: Petrobrazi (OMV Petrom), Petromidia (Rompetrol) and Petrotel 
(Lukoil).  

Oil domestic production, imports and refinery input in Romania 
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Source: Intellinews, Romanian Energy Report May 2014  

In 2008 Rompetrol built its own oil terminal at the Black Sea for supplying its refinery and 
currently transports through Conpet network only during the shutdown of the terminal 
during the maintenance works (approx. 80 th. tons annually).  As previously stated, the 
main client of Conpet is Petrom (83% of 2013 revenues), followed by Lukoil (16% of 
2013 revenues). Thus, Conpet revenues are highly dependent of the commercial policies 
of its two main clients: the rescale of refinery capacities, the sources of crude supply and 
the transport method choosen by the two companies. 

Investment plans 

Benefiting of a strong cash position, Conpet is able to embark on an ambitious 
investment program. The management targets several strategic directions: 1) the 
interconnection of the national grid with other regional systems through the extension of 
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Constanta-Pitesti pipeline to Pancevo (Serbia) in order to offer an alternative crude 
transport route for Pancevo refinery (5m tons annual capacity), 2) the development of 
storage capacities in order to offer storage services to third parties and 3) modernisation 
of the grid through the implementation of a leak detection and location system, cathodic 
protection system and upgrade of SCADA system.  

The first two projects are in a very incipient phase, being more long term targets after 
the feasibility studies will prove their economic viability. Additionally, the interconnection 
with Serbia is a complex project and its development depends also on the implication of 
the two states at political level. According to an initial estimation of Conpet management, 
the construction of the pipeline on Romanian territory will amount to approx. EUR 
182.5m. The development of storage capacities is also in an initial stage. Conpet has a 
storage capacity of 100 th. tons and plans to double it in order to offer storage services 
for third parties (oil producers, which have to maintain a minimum strategic oil reserve). 
The management plans to complete a feasibility study for this strategy by end 2014, 
while initially estimated costs amounting to EUR 20m.  

On short to medium term, Conpet has a pipeline of several investment projects aiming to 
modernize its network. The leak detection and location system will significantly reduce 
the detection of any oil leak and have a positive influence on repair and environmental 
costs. The project is estimated at EUR 11.9m over 2014-2017 period. The company has 
already initiated a pilot project on Videle-Ploiesti segment (estimated cost EUR 1.1m). 
Another project is the implementation of cathodic protection system which could double 
the normal life of a pipeline. The feasibility study was already performed and the cost is 
estimated to EUR 10.25m over the next five years. Additionally, the company plans to 
upgrade its SCADA system which was implemented in 200-2001 period during the next 
four years, but this project is also in an initial stage.  

Risks 
We see as main risk the one determined by the limits of the market in which Conpet 
operates and its highly dependence of its two main clients OMV Petrom and Lukoil. As 
previously showed, the production and imports of crude oil as well as the refined 
quantities in Romania had a descending path in the last decade, which is possible to 
continue, having a direct influence on Conpet transported quantities.  

The relationship with OMV Petrom is rather one of interdependence as Conpet network 
links Petrom’s domestic oil fields to its refinery and the only alternative transport 
available is the railway infrastructure which is not competitive in terms of price. According 
to Conpet management, the tariff for domestic crude transport is about half the tariff on 
railway transport. Of course, if transport tariff increases in the future, OMV Petrom could 
become interested to integrate part of Conpet assets.   

In the case of Lukoil we identified a risk for Conpet in the case the Russian company 
decides to consolidate its refinery business. As Lukoil also owns Burgas refinery which in 
last years operated below its capacity, it is possible that the crude currently refined at 
Petrotel to be directed to Burgas, which has the advantage of direct connection to the 
sea.  

Conpet management identified two directions for addressing those risks generated by 
market limitations: the diversification towards storage activities and interconnection with 
Serbia. As previously discussed in the Outlook section both strategies are in an incipient 
phase with the later being highly dependent of political factors.  
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Moreover, we mention other possible risks related to Conpet activity: adverse regulatory 
changes in methodology, royalties and tax regime, involvement of political factors in 
company’s management, low market liquidity because of low free float of the company.       

Peers comparison 
 
We used for relative valuation a group of four companies involved in crude oil transport 
from Europe and Eurasia region: KazTransOil JSC (Kazakhstan), Logistica de 
Hidrocarburos (Spain), AK Transneft OAO (Russia) and Jadranski Naftovod DD (Croatia). 

Company Mk Cap (EUR m) Price (EUR) EV/EBITDA 2014 EV/EBIT 2014 P/E 2014 ROE (%)

Kaztransoil 1,709.48 4.44 2.87x na 8.84x 10.84%

Logistica de Hidrocarburos 2,170.00 31 na 12.43x 13.25x 83.92%

Jadranski Naftovod DD 245.73 330.77 na 20.54x 19.74x 3.14%

AK Transneft OAO 2,550.00 1,642.19 1.75x na 2.88x 11.78%

Average 1,668.80 502.1 2.31x 16.49x 11.18x 0.2742

Source: Bloomberg, BRD Research  

We derived a target price for Conpet by calculating an average value resulting from 2014 
P/E, EV/EBITDA, EV/EBIT applied to our estimates of 2014 Conpet results. In order to 
account for the differences in terms of size, market liquidity, tax and regulatory regime, 
accounting policies we applied a 15% discount to this value and we reached a TP of RON 
56.7, which currently offers a 13.7% premium vs. market price.      
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Appendix – Financials 

P&L indicators RON m 2011 2012 y/y 2013 y/y 2014e y/y 2015 y/y
Sales       341.1      334.2 -2.0%      348.9 4.4%      359.0 2.9%      375.9 4.7%
Other revenues         42.5         45.0 5.9%       56.91 26.6%       52.00 -8.6%       55.00 5.8%
Total Operating Revenues      383.6      379.1 -1.2% 405.8 7.0% 411.0 1.3% 430.9 4.8%
Raw Materials         14.6         16.1 9.8% 16.6 3.5% 17.1 3.0% 17.6 2.5%
Personnel expenses       100.1       101.1 1.0% 97.9 -3.2% 102.8 5.0% 105.3 2.5%
D&A         49.8         57.9 16.1% 38.2 -34.0% 41.2 7.7% 43.7 6.1%
Royalty         34.1         33.4 -2.0% 34.9 4.4% 35.9 2.9% 37.6 4.7%
Outside services         88.8         89.5 0.8% 88.0 -1.6% 94.1 7.0% 97.9 4.0%
Modernization quota         53.8         51.9 -3.5% 53.3 2.7% 55.6 4.4% 58.3 4.7%
Other operating costs         17.4          2.7 -84.5% 37.47 nm 17.97 -52.0% 18.42 2.5%
Provisions         (1.9)         (2.3) 23.1% 8.67 nm 10.00 15.3% 10.00 0.0%
 Total Operating Expenses 356.8 350.2 -1.9% 375.1 7.1% 374.7 -0.1% 388.7 3.7%
 Operating Income 26.8 28.9 8.0% 30.7 6.1% 36.3 18.1% 42.1 16.2%
 EBITDA 76.6 86.8 13.3% 68.9 -20.6% 77.4 12.3% 85.8 10.8%
 Financial Income/(Loss) 11.1 10.8 -2.1% 11.4 4.7% 10.0 -11.9% 10.0 0.0%
 Profit/(Loss) before Tax 37.9 39.8 5.0% 42.0 5.7% 46.3 10.0% 52.1 12.7%
 Income Tax 9.3 10.0 6.9% 10.00 0.5% 9.25 -7.5% 10.42 12.7%
 Profit/(Loss) after Tax 28.6 29.8 4.4% 32.0 7.5% 37.0 15.5% 41.7 12.7%
Source: Conpet, BRD Research  

Balance sheet RON m 2011
% of 

assets 2012
% of 

assets 2013
% of 

assets 2014e
% of 

assets 2015e
% of 

assets
Tangibles       413.7 62.3%       393.3 60.2%       413.7 56.9%       424.6 57.6%       432.9 57.7%
Other          10.0 1.5%          7.5 1.2%          7.3 1.0%          7.3 1.0%          7.3 1.0%
Total long term assets      423.7 63.8%      400.9 61.4%      421.0 57.9%      431.9 58.6%      440.2 58.6%
Cash and cash equivalents       176.3 26.6%       198.8 30.4%       249.5 34.3%       248.1 33.7%       251.1 33.4%
Receivables         29.9 4.5%         37.1 5.7%         41.8 5.7%         39.9 5.4%         41.8 5.6%
Inventory          9.1 1.4%          9.3 1.4%          7.4 1.0%         10.0 1.4%         10.4 1.4%
Other          24.8 3.7%          7.0 1.1%          7.3 1.0%          7.3 1.0%          7.3 1.0%
Total current assets      240.1 36.2%      252.2 38.6%      306.0 42.1%      305.2 41.4%      310.6 41.4%
Total assets      663.8 100.0%      653.0 100.0%      727.0 100.0%      737.1 100.0%      750.8 100.0%
ST loans         19.2 2.9%          0.0 0.0%            -   0.0%            -   0.0%            -   0.0%
Accounts payable         23.9 3.6%         17.7 2.7%         25.2 3.5%         24.9 3.4%         26.1 3.5%
Other  44.0 6.6% 36.6 5.6% 43.8 6.0% 44.9 6.1% 47.0 6.3%
Total current liabilities 87.1 13.1% 54.4 8.3% 69.0 9.5% 69.8 9.5% 73.1 9.7%
LT loans 2.5 0.4% 3.5 0.5% 3.5 0.5% 3.5 0.5% 3.5 0.5%
Other  0.0 0.0% 0.0 0.0% 3.8 0.5% 3.8 0.5% 3.8 0.5%
Total LT liabilities 2.5 0.4% 3.5 0.5% 7.3 1.0% 7.3 1.0% 7.3 1.0%
Share equity 145.8 22.0% 145.8 22.3% 145.8 20.1% 145.8 19.8% 145.8 19.4%
Reserves 206.2 31.1% 178.0 27.3% 223.1 30.7% 219.5 29.8% 216.2 28.8%
Modernization quota 312.9 47.1% 331.1 50.7% 336.5 46.3% 340.1 46.1% 343.4 45.7%
Retained earnings -90.7 -13.7% -59.7 -9.1% -54.7 -7.5% -45.4 -6.2% -35.0 -4.7%
Total shareholders equity 574.1 86.5% 595.2 91.1% 650.8 89.5% 660.0 89.5% 670.4 89.3%
Total equity and liabilities 663.8 100.0% 653.0 100.0% 727.0 100.0% 737.1 100.0% 750.8 100.0%
Source: Conpet, BRD Research
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