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Thailand Energy Sector

Year Ahead 2024: Resilient
earnings, attractive valuation

BCP and PTT remain our Top Picks

We remain POSITIVE on the Thai energy sector given its resilient earnings
outlook and attractive valuation. We forecast flattish aggregate earnings
for the sector in FY24E followed by strong 13% growth in FY25E. At the
same time, valuations remain attractive with average sector P/BV of
0.79x, well below its 10-year average of 1.14x. BCP remains our Top Pick
on its gross refining margin (GRM) outperformance, potential upside risk
from synergies, and lower P/E (5.5x) in the sector. We also like PTT for its
earnings growth outlook and valuation discount, especially when
compared to PTTEP. We upgrade our FY24E earnings for TOP by 55% and
raise our TP to THB60 as we factor in lower cost associated with oil spill
(from USD2/bbl to USD1/bbl in FY24E). The TP upgrade also incorporates
the impact of rolling over our target price to end-2024E.

Muted oil price outlook

We maintain our oil price forecast at USD80/75 per bbl in 2024-25E, down
from USD83/bbl in 2023. We expect oil demand growth to exceed 1mbd
globally in 2024E, driven by resumption of jet fuel demand and continued
growth in the petrochemical sector. This is likely to be sufficient to absorb
global output growth of 1mbd. Despite continuing output growth in non-
OPEC+ countries (US, Canada, Guyana and Brazil), we think voluntary
output cuts by OPEC+ will be sufficient to keep the market balanced and
oil prices in the USD80/bbl range.

Stay bullish refining

Refining remains our most preferred segment as we see on-going tightness
in the refined product market lasting through at least 2025E. Our GRM
forecast remains unchanged at USD7/bbl for both FY24E and FY25E.
Slowdown in capacity addition (from 1.9mbd in 2023E to 1.1mbd in 2024E),
low existing product inventories, and logistical inefficiencies will likely
keep crack spreads elevated, led by diesel and jet fuel.

Potential regulatory changes and their impacts

We see potential downside risks to earnings for PTT and PTTGC if the
proposed change to natural gas cost for gas separation plants (GSP) is to
be adopted. This would increase the gas feed cost for GSP as it would
create a single pool price which includes the price of the most costly LNG
imports into the GSP feed cost structure. We estimate potential downside
risks to earnings of up to 6.3%/5.5% in FY24/25E for PTT and 64%/39% for
PTTGC based on prevailing prices in 3Q23.
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1.1

Fig 1:

BCP and PTT remain our top picks

Flattish earnings in FY24E; growth to resume in FY25E
We expect energy sector earnings to improve to flat growth in FY24E
compared to the 38% YoY decline in FY23E due to the high-base in FY22A
caused by the impacts from the war in Ukraine. We forecast aggregate
sector profit of THB212b in FY24E, essentially unchanged from FY23E. This
is because profit growth at PTT, BCP, and PTTGC are offset by lower
earnings from PTTEP and TOP. However, we expect growth to resume in
FY25E with a 11% YoY aggregate profit increase to THB235b, driven by PTT
and TOP. Note that sector earnings in FY25E will still be below pre-war
levels in FY21 mainly because of very weak profit at PTTGC due to the
petrochemical downcycle.

Energy sector aggregate profit

Company 2021 2022 2023E 2024E 2025E

BCP
IRPC
PTT

3,119 17,993 9,904 10,865 11,060
6,028 622 428 255 1,710
146,790 160,536 104,170 106,116 121,288

PTTEP 44,137 90,721 77,636 75,716 70,678

SPRC
TOP

-168 9,510 3,617 4,993 5,801
4,579 45,125 11,464 9,520 17,041

PTTGC 42,878 13,792 1,814 4,531 7,387
Total profit 247,363 338,300 209,034 211,997 234,965

Source:

1.2

Fig 2:

Company, MST

Valuation remains attractive

We believe Thai energy sector valuations remain attractive with essentially
all stocks trading well below their 10-year P/BV multiples. We think this
steep valuation discount is unjustified given resilient earnings outlook and
that the 10-year multiples include periods with very depressed valuations
(downturns in 2016 and during Covid pandemic). Thai energy companies are
also active in pursuing their carbon emissions goals with most companies
that we cover aspiring to achieve Net Zero by 2050 and others by 2060.

Thai energy current P/BV vs 10-year average
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1.3 BCP is our refinery top pick

BCP remains our top pick for three main reasons. First, BCP consistently
outperforms its peers in terms of GRM, as it is best positioned to take
advantage of low light-sweet crude premium and high diesel crack spread
(of which BCP has the highest yield among Thai refiners). Second, it is the
only company that will benefit from earnings accretion from acquisition
with potential upside from synergy which offers up to 17% and 20% upside
risks to our FY24-25E earnings forecasts, respectively. Lastly, BCP faces
limited headwinds, neither in its operations (oil spill impact TOP and SPRC)
nor exposure to petrochemical downcycle (IRPC, PTTGC). Valuations remain
attractive at 0.8x P/BV, 5.5x P/E and 3.6x EV/EBITDA for FY24E.

Fig 3: BCP’s consistent GRM outperformance vs peers Fig 4: Potential synergies offer upside risks to FY24-25E
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1.4 PTT best of the big-caps

We like PTT the most among big-cap energy names. First, we expect 8%
normalised EPS CAGR in FY24-25E driven by margin expansion for core gas
business (falling gas cost) and subsidiaries’ earnings growth (mostly
refining). Second, we view PTT as attractively valued at just 0.86x P/BV (vs
10-year average 1.2x and our TP implied P/BV of 1.0x). PTT is also trading
at a 0.25x P/BV discount to PTTEP’s 1.12x P/BV compared to its historical
premium of 0.06x. Last, PTT offers high dividend yields of 5.1%-5.9% in
FY23-25E. While potential regulatory changes pose potential downside risks
(details below), we think the long-term impact is much less than the current
price levels would imply and the risk is likely priced in.

Fig 5: PTT net profit breakdown Fig 6: PTT P/BV vs PTTEP’s
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2. Muted oil price outlook
2.1 Maintain our Brent oil price forecasts at USD80/75 per
bbl in 2024/25E
We maintain our Brent oil price forecasts of USD80/bbl in 2024E and
USD75/bbl in 2025E, down from USD83/bbl in 2023. Despite slower demand
growth and rising output by non-OPEC+ countries (led by the US, Canada,
Brazil, Guyana, and Norway), we believe OPEC+ will continue to maintain a
balance in the oil market. The recent round of voluntary cuts for 1Q24,
which are deeper and have greater participation by OPEC+ member
countries, is an encouraging sign that the group will continue to work
together going forward.
Fig 7: Brent oil prices Fig 8: Our Brent oil price forecasts
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2.2 Demand growth likely to exceed 1mbd in 2024E
Diverging demand forecasts
Oil demand growth forecasts for 2024E remain divergent among major
forecasters. The International Energy Agency (IEA) remains the most bearish
of the three, expecting just 1.1mbd demand growth next year. Even so, this
figure has already been revised upwards in Dec from the 0.93mbd the IEA
had forecasted earlier. At the opposite end, OPEC remains the most bullish
with its forecast of 2.25mbd demand growth in 2024E following 2.45mbd
growth in 2023E. OPEC expects robust growth even for developed markets
(+0.26mbd) as well as accelerating growth in Asia ex China & India as well
as in other emerging economies. The US Energy Information
Administration’s (EIA) forecast is in the middle as it forecasts 1.34mbd
demand growth in 2024E. We note, however, that the EIA’s forecast for
2023E is the most conservative at just 1.85mbd growth vs the IEA’s 2.3mbd
and OPEC’s 2.45mbd.
Fig 9: Avg oil demand/supply growth by major agencies Fig 10: Oil demand growth by region
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Regardless of the forecasts, we believe demand growth is likely to be well
above 1mbd. This is because jet fuel demand remains almost 1mbd below
its pre-COVID level while demand for petrochemical feedstock is likely to
keep increasing given significant new capacity. The average demand
forecasts for the three agencies stand at 1.56mbd for 2024E and the median
value being 1.34mbd.

Fig 11: Oil demand growth forecasts Fig 12: Oil supply growth forecasts
(m_f%) i EIA ~ IEA mOPEC mAvg (mbd) EIA * I[EA mOPEC* mAvg
: 5.0
2.5 4 2.3
2.2 4.0 - 3.6
2.0 4
1.6 3.0 -
1.5 A
2.0 - 1.7
1.0 A 1.0
0.5 - 1.0 -
0.0 T T 0.0 -
2022 2023E 2024E 2022 2023E 2024E
Source: IEA, EIA, OPEC, MST Source: IEA, EIA, OPEC, MST
Note: OPEC forecasts for non-OPEC supply growth only
Jet fuel remains the key growth driver
Part of the reason global oil demand growth is likely to be well over 1.0mbd
in 2024E is the normalization of jet fuel demand. At just 7.1mbd, demand
for jet fuel in 2023E is still nearly 1mbd below where it was in 2019. In
2024E, jet fuel demand is likely to grow another 400kbd to 7.5mbd which is
still half a million bpd below its 2019 level. We also expect gasoline demand
to continue growing albeit at a slower pace (+0.4mbd in 2024E vs +0.6mbd
in 2023E). On the other hand, demand for diesel/gasoil is likely to remain
stagnant on lower electricity generation usage. Likewise, demand for
residual fuel oil is likely to normalize as its usage in electricity generation
continues to normalize from a very high base in 2022 (due to gas shortage
in that year).
Fig 13: Global gasoline demand Fig 14: Global jet fuel/kerosene demand
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Non-OPEC+ production growth to cap oil prices
US continues to lead output growth

As was the case in 2023, we expect global supply growth to be driven by
non-OPEC+ countries in 2024E. The US will again lead production growth,
although the pace of increase is set to slow down markedly to 0.6mbd in
2024E from 1.3mbd in 2023E. Canada is emerging as a surprise growth driver
with potentially up to 240kbd of growth. The other countries that will see
significant output increases are Guyana (160kbd), Norway (120kbd), and

Brazil (120kbd).

Fig 15: 2023E output growth by selected country

Fig 16: 2024E output growth by selected country
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Rising production from Iran and Venezuela

Rising output from Iran and Venezuela has further complicated OPEC+
efforts to balance the market in 2023. In Nov 2023, Iranian output has grown
to 3.19mbd, up 530kbd (20%) from the Dec 2022 level. Similarly, Venezuelan
output grew 140kbd YTD, equivalent to 21% production growth. We believe
output from these two nations may climb further in 2024E given easing
sanction measures and enforcement by Western countries.

Fig 17: Changes in OPEC+ output YTD
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2.4 Voluntary cuts by OPEC+ to balance the market
Despite continued growth in non-OPEC+ output growth (US, Brazil, Guyana)
and potential for further increases in Iranian and Venezuelan supplies, we
believe the additional voluntary cuts announced by OPEC+ will be sufficient
to balance the market. The extra voluntary cuts amounting to 2.2mbd
include rollover of voluntary cuts of 1mbd by Saudi Arabia and 0.3mbd by
Russia. In addition, Russia has promised to reduce its fuel export by another
0.2mbd, bringing its voluntary reduction to 0.5mbd. Unlike in the preceding
4 months, this time around, the two major producers will be joined by other
OPEC+ countries. Iraq will reduce output by 223kbd, UAE by 163kbd, Kuwait
135kbd, Kazakhstan 82kbd, Algeria 51kbd and Oman 42kbd. These cuts are
equivalent to about 5% of existing production for these countries. We think
the broad-based effort shows OPEC+ intent to help balance the market
which would help keep oil prices in the USD80/bbl range.
Fig 18: Actual and target output for OPEC+19 in the cut deal Fig 19: OPEC+ voluntary production cuts 1Q24
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Based on current demand growth, we think 1Q24 could see oil supply deficit
if OPEC+ carries out its voluntary cut to the full extent. This is also partially
aided by the seasonal dip in US output. Heading into 2Q-4Q24E, we think
the market will be relatively balanced with potential for small surpluses.

Fig 20: Global oil demand/supply balance
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3. Stay bullish refining

3.1 Singapore GRM forecasts at USD7/bbl in 2024-25E

We maintain our Singapore gross refining margin (GRM) forecasts at
USD7.0/bbl in 2024-25E as we expect demand/supply balance to remain
tight. We forecast GRM will drop marginally to USD6.5/bbl in 2026E. Our
long-term assumption from 2027E is USD5.5/bbl which we view as
conservative given the long-term average of USD6.1/bbl (2006-19 average).

Fig 21: Singapore GRM Fig 22: Our Singapore GRM forecasts
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3.2 Slower pace of refinery start-ups
We expect the pace of new refinery start-ups to slow markedly, from over
1.9mbd in 2023E to just 1.1mbd in 2024E. This is likely to match with
demand growth of 1mbd or more, keeping the market relatively tight.
Moreover, the majority of new capacity is located in Africa and North
America with just 130kbd of capacity being added in Asia Pacific / Middle
East. The biggest refinery start-ups next year are Dangote refinery in
Nigeria (650kbd) and Dos Bocas refinery in Mexico (340kbd). The regional
capacity growth in 2024E contrasts sharply with 2022-23E where essentially
all of the new refining capacity was located in APAC and the Middle East.
Given that Asia Pacific and the Middle East will likely account for 50% or
more of global demand growth, the relatively little new capacity in these
two regions will likely support Singapore gross refining margins.
Fig 23: Quarterly refinery start-ups Fig 24: New refinery start-ups by region
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3.3 Lower China’s and India’s oil product exports

China’s exports of oil products remained well contained in recent months.
While diesel exports recovered to 270kbd in Nov, this was less than half of
the peak seen in Dec 2022. Likewise, gasoline exports remained subdued at
240kbd, well below the peak of 510kbd. Note that exports of jet
fuel/kerosene continued to rise although this was likely driven by more
international flights as China accounted for jet fuel on outbound flights as
exports.

Going forward, we expect China’s exports of oil products to remain subdued.
For one, the government has maintained its cap on crude oil import quotas
for independent (so-called “teapot”) refineries at 243m tons for 2024,
unchanged from 2022-23 levels. This is likely to limit the volume of
feedstock these refineries have. In fact, we have seen utilization rates
among independent refiners retreat in recent months, likely due to lack of
feedstock. The recent additional quota for fuel oil import of 3m tons is
likely to be just a small and temporary reprieve. For state-owned refineries,
we also expect their product exports to be restricted by limited export
quotas as well as stronger domestic demand.

Securities

Fig 25: China net exports of diesel and gasoline Fig 26: China refinery utilization rates
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Besides China’s exports, India’s exports of oil products has also been coming
down in recent months. During Apr-Oct 2023, India’s exports of diesel,
gasoline and kerosene declined by 1% from the same period of last year.
This was mostly driven by a 10% YoY decline in diesel exports which more
than offset growth in other product categories. We believe part of the
reason for India’s reduced export volume was the growth in domestic
consumption as demand for these fuels grew 6-13% YoY during this period.
Fig 27: India’s exports of oil products Fig 28: India’s YoY demand growth (Apr-Nov 2023)
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3.4

Fig 29: US gasoline inventories

Inventories remain well below 5-year averages

Inventories for key refined products remain low compared to historical
levels. In the US, gasoline inventories are 2% below their 5-year average for
this time of year whereas middle distillate inventories (diesel, jet fuel) are
10% below their 5-year average.

€ Maybank
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Fig 30: US middle distillate inventories
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Fig 31: Singapore distillate inventories

EIA, MST Source: EIA, MST

Similarly, inventories in Singapore - a key oil trading hub for Asia - remain
at the low end of the range. Distillate inventories are 27% below their 5-
year average for this time of year. At the same time, residue inventories
(mostly fuel oil for ship bunkering) are 8% below their 5-year average. Only
inventories of light distillates (which include naphtha for petrochemical
feedstock and gasoline) are 2% above their 5-year average.

Fig 32: Singapore residue inventories
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3.5 Diesel crack spread continues to lead

We expect diesel crack spreads will continue to lead the pack. This is
because of the low diesel inventories globally, limited supplies of crude oils
that produce the most diesel yield, and limited impact of EVs on diesel
demand. Diesel may also benefit from the knock-on impacts of increasing
jet fuel demand, both coming from the middle distillate pool. On the other
hand, we think high sulfur fuel oil (HSFO) will continue to suffer from the
impacts of IMO2020 and increasing adoption of alternative ship bunkering
fuels (LNG, LPG, and others).
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Fig 33: Gasoline crack spread over Dubai
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Fig 34: Jet fuel crack spread over Dubai
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Fig 35: Diesel crack spread over Dubai

Source: Bloomberg, MST

Fig 36: High-sulfur fuel oil (HSFO) crack spread over Dubai
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4.1

Fig 37: Domestic vs global LNG prices

Potential regulatory changes and their
impacts

Proposed change to gas cost structure for GSP
Existing price structure

Currently, the feed cost for PTT’s GSP (gas separation plants) is based on
domestic gas prices only. This is because it only uses gas produced in the
Gulf of Thailand as feedstock. The imported gas - either from Myanmar or
liquefied natural gas (LNG) - does not contain the wet gas components and
thus cannot be used as feedstock for GSP. For all other consumers of natural
gas (especially the power sector), however, the feed cost comprises a blend

of the domestic gas and imported gas.

Fig 38: Thailand gas supply mix
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Proposed change to gas pricing structure

Source: Company, MST

The proposed change to the gas price structure is for GSP to use the same
blended cost (so-called “single pool price”) as every other sector. This
means the price of GSP feed cost will also include the cost of LNG imports
even though GSP does not actually use LNG as feedstock. In the current
price environment, this change could substantially increase the feed cost
for GSP. At the same time, it could marginally help reduce the pool gas cost

for all other sectors.

Fig 39: GSP and pool gas prices vs theoretical “single price”
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Based on 3Q23 actual prices, we estimate that GSP feed cost would increase
by USD2.6/mmbtu (from 5.9 to 8.5 USD/mmbtu). At the same time, the
pool gas price would be reduced by USD0.2/mmbtu (from 8.7 to 8.5
USD/mmbtu). In our calculation of this “single pool price”, we also assume
that only half of GSP feed gas will be subjected to the new pricing structure.
This is because half of GSP output is LPG for cooking gas which PTT is
already selling at cost. If the government were to increase the feed cost for
this portion, it would lead to increases in the price of cooking gas as well.
We think this is undesirable from a political point of view.
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Fig 40: Thailand natural gas consumption by sector (9M23) Fig 41: GSP product mix (9M23)
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4.2 Potential impacts - PTTGC most at risk

While we still do not know if or when the proposed change will be adopted,
if they were to be adopted today, we estimate the total impact to PTT
group to be about THB12b pre-tax pa based on 3Q23 prices. We estimate
the increase in GSP gas feed cost to be THB3.34b pa. On the other hand,
PTT would partially benefit from lower feed cost for other gas units, chiefly
gas sales to industrial users (IUs) and natural gas for vehicles (NGV). We
estimate this positive margin impact to be THB370m pa.

Fig 42: Potential additional costs for GSP
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Additionally, we still do not know how the extra cost burden would be
shared between PTT and PTTGC under this scenario. This is because PTT
sells ethane gas feedstock to PTTGC based on a profit-sharing mechanism
whereas all other gases (propane, etc) are sold at market prices. Assuming
PTT is responsible for 70% of total cost increase, we estimate the negative
profit impact to be THB6.7b in FY24-25E for PTT (equivalent to 6.3% and
5.5% potential downside risks in FY24-25E, respectively). The potential
negative impact on PTTGC is THB2.88b pa, or -64% and -39% of FY24-25E
profit, respectively.

Fig 43: Potential impact on PTT group’s P/L based on historical data
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Fig 44: Potential P/L impacts (assume 70/30 PTT/PTTGC split)

We note that, historically, the difference between domestic gas (basis for
GSP feed cost) and pool price (which also incorporates LNG import cost) has
not always been as large as in the most recent quarters. The war in Ukraine
has pushed up gas prices globally since early 2022 but prices are now
returning to a more normal level. Had we applied this change to pricing
structure to pre-war levels (2014-2021 data), we estimate the potential
negative impact to PTT group as a whole to be just THB2.6b pa on average.
Even if we account for the need for Thailand to import more LNG than in
the past, we think the total negative impact to PTT group long-term would
be less than THB5b pa.
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Fig 45: Potential impact on P/L (% of forecast earnings)
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