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What's Changed

Price Target HK$1.65 to HK$2.20

We are impressed by the good progress SPT is
making in expanding its range of high-end services
and moving into new markets. On the back of higher
forecasts and rolling into 2013, we have raised its
target price to HK$2.20 based on a PER 7.5x
implying 38% upside. Maintain OW.

Improving earnings profile: SPT delivered a strong
set of 1H12 results. Even more encouraging is the
progress SPT made in moving up the chain and offering
a wider range of higher value services. These include
the drilling of non-conventional gas wells, and
introducing a turnkey service in the Tarim basin
(complicated geological conditions). Building in the
additional revenue streams from such services, we have
raised our forecasts by 5-8% over the next three years.
Rolling over into 2013, we set SPT's target price at
HK$2.20 based on a 2013-PER of 7.5x. Maintain OW.

Valuation is starting to catch up with peers’: We
expect SPT to deliver a 30% earnings CAGR over
2011-14e, driven by the rising need for enhanced oil
recovery services in China and Kazakhstan, plus
improving margins as SPT increases the proportion of
parts manufactured in-house. Over the last few months,
SPT's valuations have been catching up with its closest
peer comparison Anton Oilfield Services Group. In our
view, re-rating will continue as SPT delivers margin
improvement and strong earnings momentum.

1H12 results suggest earnings momentum intact:
SPT reported a 1H12 net profit of Rmb66mn, up 39%
YoY and slightly ahead of our expectation. The key
driver to this strong growth was the Well-services
division where revenue grew 140% YoY. Operating
margins improved by about 100bps given the expanded
scale of its operations. In fact, 1H12 included some
ramp up cost which we expect to moderate in 2H12.
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Key Ratios and Statistics

Reuters: 1251.HK Bloomberg: 1251 HK
China Oil & Gas

Price target HK$2.20
Up/downside to price target (%) 41

Shr price, close (Aug 29, 2012) HK$1.56
52-Week Range HK$1.71-1.08
Sh out, dil, curr (mn) 1,335
Mkt cap, curr (mn) US$268.5
EV, curr (mn) US$260.6
Avg daily trading value (mn) US$0.7
Fiscal Year ending 12/11 12/12e 12/13e 12/14e
Revenue, net (Rmb mn) 1,321 1,957 2,327 2,901
EBITDA (Rmb mn) 319 453 559 699
ModelWare net inc (Rmb mn) 182 256 313 400
ModelWare EPS (Rmb) 0.14 0.19 0.23 0.30
Prior ModelWare EPS (Rmb) - 0.18 0.22 0.28
Consensus EPS (Rmb)§ 0.13 0.17 0.22 0.28
P/E 7.7 6.7 5.5 4.3
EV/EBITDA 4.2 4.1 3.4 2.6
P/BV 1.6 1.5 1.2 0.9
ROE (%) 30.2 29.4 27.8 27.8
Div yld (%) 0.0 0.0 0.0 0.0

Unless otherwise noted, all metrics are based on Morgan Stanley ModelWare
framework (please see explanation later in this note).

§ = Consensus data is provided by Thomson Reuters Estimates.

e = Morgan Stanley Research estimates

Morgan Stanley does and seeks to do business with
companies covered in Morgan Stanley Research. As
a result, investors should be aware that the firm may
have a conflict of interest that could affect the
objectivity of Morgan Stanley Research. Investors
should consider Morgan Stanley Research as only a
single factor in making their investment decision.

For analyst certification and other important
disclosures, refer to the Disclosure Section,
located at the end of this report.

+= Analysts employed by non-U.S. affiliates are not registered with FINRA, may not be
associated persons of the member and may not be subject to NASD/NYSE restrictions on
communications with a subject company, public appearances and trading securities held by a
researph ana!yst ac
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SPT Energy: Financial Summary

MORGAN STANLEY RESEARCH

Income Statement Balance Sheet
Y/E Dec Rmb million 2010 2011  2012E  2013E  2014E Y/E Dec Rmb million 2010 2011E  2012E  2013E  2013E
Revenue 1,0504 1,321.3 1,956.6 2,326.5 2,900.8 Non-current assets 236.2 284.4 460.7 669.5 735.7
Drilling 343.8 4508 627.0 811.8 1,064.4 PP&E 196.4 2146 3909 599.7 665.9
Well completion 323.8 3549 637.8 811.8 889.8 Intangible assets 0.8 0.2 0.2 0.2 0.2
Oil reservoir 382.8 515.6 691.8 7029  946.7 Deferred income tax 318 421 421 421 421
Other receivable 7.2 275 275 275 275
Other gains/(losses) 4.2 (7.8) (2.0) (2.0) (2.0) Current assets 929.5 1,184.4 1,530.8 1,728.3 2,207.1
Inventories 2111 2451 369.2 4385 5451
Operating costs (873.7) (1,037.9) (1,563.2) (1,856.8) (2,308.2) Trade receivables 4451 577.1 854.6 1,016.1 1,266.9
Material costs (264.9) (363.4) (537.5) (630.0) (770.0) Other receivables 95.9 58.8 87.1 103.6 129.1
Employee benefit exp (209.0) (253.0) (361.6) (414.4) (519.2) Restricted bank deposits 10.7 2.0 2.0 2.0 2.0
Operating lease exp (36.4) (48.1) (74.9) (99.5) (127.8) Cash 166.7 301.3 2179 168.1 263.9
Transportation costs (51.2) (66.3) (88.8) (108.1) (129.3)
D&A (31.5) (436) (61.2) (91.2) (108.7) Total Assets 1,165.7 1,468.8 1,991.5 2,397.8 2,942.8
Technical service exp (139.4) (93.0) (186.9) (236.9) (282.9)
Impairment loss on inv 0.0 9.3) (5.0) 0.0 0.0 Non-Current liab 0.4 16.7 16.7 16.7 16.7
Others (141.3) (161.3) (247.4) (276.6) (370.2) Deferred income tax liab 0.4 7.6 7.6 7.6 7.6
Current liabilities 563.3 548.3 8174 912.8 1,059.6
EBITDA 2125 319.2 4526 5589 699.4 Borrowings 160.0 2101 3101 3101 3101
Operating profit 180.9 275.6 3914 467.7  590.6 Trade payables 269.2 199.9 301.1 357.7 4446
Other payables 61.1 96.1 1447 1719 2137
Finance income 0.3 0.5 0.5 5.0 5.0 Income tax liabilities 73.0 415 61.5 73.1 91.1
Finance costs (5.7) (145) (215) (21.5) (21.5) Total liabilities 563.7 565.0 834.1 929.5 1,076.3
Finance income/(cost) (54) (1400 (2100 (16.5) (16.5)
Profit before tax 175.6 2617 3704 4512 5741 EQUITY
Income tax expense (56.1) (75.1) (107.4) (130.9) (166.5) Share capital 0.068 276.304 276.304 276.304 276.304
Minority Interest (0.1) (4.8) (7.4) (7.4) (7.4) Other reserves 313.3 159.3 159.3 159.3 159.3
Net profit 119.4 1818 255.6  313.0  400.2 Fx difference (15.2) (33.6) (33.6) (33.6) (33.6)
Retained earnings 303.8 468.2 723.8 1,036.8 1,437.0
Y/E Dec 2010 2011E 2012E 2013E 2013E Shareholders equity 602.0 870.3 1,125.9 1,438.8 1,839.1
YoY % Growth Minority interests (0.1) 335 315 295 275
Revenue (%) 15% 26% 48% 19% 25%

Drilling (%) 11% 31% 39% 29% 31% Total equity and liabilities 1,165.7 1,468.8 1,991.5 2,397.8 2,942.9

Well completion (%) 21% 10% 80% 27% 10%

Oil reservoir (%) 15%  35%  34% 2%  35% ROE 20%  20%  22%  21% @ 21%
EBITDA (%) 18%  50%  42%  23% = 25% ROAE 23%  24%  25%  24%  24%
EBIT (%) 18%  52%  42%  20%  26% ROA 10%  12%  13%  13%  14%
Net Income (%) 41%  52%  41% @ 22%  28% Net Gearing 1% 10% 8% -10%  -2%
EBITDA Margin (%) 20% 24% 23% 24% 24% Cash Flow Statement
EBIT Margin (%) 17% 21% 20% 20% 20% Y/E Dec Rmb million 2010 2011 2012E 2013E 2013E
Net Margin (%) 11% 14% 13% 13% 14% Net Income 119.4 181.8 255.6 313.0 400.2

Add: Minority interest (0.1) (4.8) (7.4) (7.4) (7.4)
Add: D&A 315 43.6 61.2 91.2 108.7
E = Morgan Stanley Research estimates Change in NWC (144.6) (194.7) (260.0) (152.0) (236.2)
Source: Company Data, Morgan Stanley Research
Other CFO 61.7 35.9 0.0 0.0 0.0
Total CFO 67.9 61.8 49.4 244.8 265.4
Capex 92.1 90.0 200.0 300.0 175.0
Total CFI (82.1) (80.0) (190.0) (290.0) (165.0)
Total CFF 82.8 190.7 100.6 0.6 0.6
Net Cash Flow 58.4 126.0 (40.0) (44.6) 101.0
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Risk-Reward Snapshot: SPT Energy (1251.HK, HK$1.56, OW, PT HK$2.20)

Risk-Reward View
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===Historical Stock Performance e Current Stock Price

Price Target HK$2.20

We derive our HK$2.20 price target using 7.5x our 2013 EPS.

Bull 12x Bull Global economy undergoes strong recovery, pushing up

Case Case 13e crude prices. Revenue growth 10% higher vs. base case. SPT

HK$3.40 EPS consistently hits its targets. Strong expectations for future years
causes stock to re-rate to trade at its peers’ average P/E multiple of
12x.

Base 8.6x Base DCF based. China E&P expenditure leads to 29% higher

Case Case 13x revenue in 2012. Drilling and reservoir EBIT margin is relatively

HK$2.50 EPS flat, and 20% of spare parts are self-manufactured within the well
completion division as planned.

Bear 8x Bear Price of crude drops below US$70/bbl, slowing revenue growth

Case Case 13e by 10% vs. base case in 2012, expectations of continued

HK$1.05 EPS weakness in crude prices reduce revenue growth as well as margin

in future years. Stock de-rates and is valued on a P/B basis

Investment Thesis

We believe the SPT earnings growth

potential is supported by:

1) Increased E&P capital spending in
China, which should boost
demand for SPT’s services.

2) SPT'’s superior technological
capability vs. state-owned
providers’, better positioning the
company to benefit from China’s
rising capex and its growing focus
on non-conventional energy
sources.

3) The mounting trend among major
Chinese oil producers to outsource
service work to independent
providers such as SPT.

Key Value Drivers

e E&P (exploration and production)
capex.

¢ EBIT margin increases as the result of
ASP increases.

e SPT’s growing proportion of
self-manufacturing.

Potential Catalysts

¢ Greater-than-expected E&P spending
from higher-than-expected crude oil
prices.

e Improved margins for all three
divisions, thanks to growing demand
for SPT’s services.

Downside Risks

¢ Weaker-than-expected crude oil
prices, slowing E&P operations.

e Increased competition in the services
space.

¢ Execution risk in self-manufacturing
of parts.

¢ Geopolitical risk.



Morgan Stanley

Investment Case

Summary & Conclusions

e 1H12 results were slightly ahead of expectation on the back
of higher revenue. Margins were within expectations.

¢ We have raised our sales forecasts to take into account the
additional revenue as SPT expands its range of services to
include taking on turnkey projects and fracturing services to
both conventional and non-conventional oil & gas fields.
Accordingly, our earnings have been revised up by 5-8%.

¢ Rolling into 2013, we have set our target price for SPT at
HK$2.20 based on a 2013-PER of 7.5x (our target multiple is
unchanged). This is a discount to the sector average of 10x
to reflect its relative short trading history.

e Atcurrent levels, SPT is trading at a significant 43% discount
to the industry’s 2012 average PER. Against its closest
comparable, Anton Oilfield Services Group, the gap is even
larger, at a 57% discount. The discount to peers reflects the
lack of track record, but we expect the gap to narrow as SPT
begins to deliver on its target.
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Exhibit 3
Despite rising cost pressure we expect SPT to hold
its margin given efforts on cost control (increasing
use of self-produced components)

SPT's EBIT margins trend
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E = Morgan Stanley Research estimates Source: Company Data, Morgan Stanley Research

Exhibit 4
SPT margins are expected to be higher vs its peers’

Exhibit 1
Changes to SPT forecasts and target price

Target price
Net profit (Rmb mn) 2012E 2013E 2014E (HK$/share)
Previous 235.4 295.0 376.9| End-12:1.65
New 255.6 313.0 400.2 End-13: 2.20
% change 8.6% 6.1% 6.2% 33%

E = Morgan Stanley Research estimates Source: Company Data, Morgan Stanley Research

Exhibit 2

Revenue growth is expected to grow at over 20%
driven by rising industry demand and SPT’s
expanding its range of services.

EBIT margin comparison
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Exhibit 5
All three divisions are expected to show strong
earnings growth ...

E = Morgan Stanley Research estimates Source: Company Data, Morgan Stanley Research
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Exhibit 6 Exhibit 9
... and we expect this strong momentum to sustain SPT's valuations discount to Anton Oil narrowed in
for SPT over the next few years the last few months. We expect this continue as SPT
SPT' net profit rend delivers on earnings and margin improvement
500.0 71 Rmb mn r 60%
SPT PER discount vs Anton Oil
r 50%
400.0 A -30%
r 40%
300.0 - r 30%
-40% -
r 20%
200.0 - r 10%
-50% o
- 0%
100.0 +
r -10%
-60% -
0.0 T T T T T T -20%
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Net profit e Growth 0%
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E = Morgan Stanley Research estimates Source: Company Data, Morgan Stanley Research

Exhibit 7 Source: Company Data, DataStream, Morgan Stanley Research
Against Anton Qilfield, SPT is trading at a significant Exhibit 10
discount on 2012/13-PER ... SPT Energy: Half-yearly financials
Global OFS - 2013E PER comparison Y/E Dec Rmb million 1H11 2H11 1H12| YoY% HoH%
Revenue 408.5 912.8) 590.3 45% -35%
0.0 2.0 4.0 6.0 8.0 10.0 12.0 14.0 16.0 .
. . . . . . . , Drilling 128.7 3221 178.2 38% -45%
Schlumberger 139 Well completion 74.6 280.3 179.4] 140% -36%
1 Oil reservoir 205.2 3104 2327 13% -25%
Anton Oilfield * 12.6
Other gains/(losses) (5.0) (2.8) (0.4) -91% -85%
Baker Hughes 10.1
Halliburton Co. 87 Operating costs (335.0) (702.9)| (485.8) 45% -31%
, Material costs (98.9) (264.5)| (130.1) 32% -51%
Weatherford 3
i 6.9 Sector average = 9.6x Employee benefit exp (91.8) (161.2)| (153.2) 67% -5%
1 Operating lease exp (18.2) (29.8)] (29.7) 63% 0%
SPT Energy Group 5.5 Transportation costs (24.5) (41.8)] (33.3) 36% -20%
) D&A (19.0) (24.6)] (29.3) 54% 19%
E = Morgan Stanley Research estimates, except * for consensus Technical service exp (32.6) (60.4)] (43.7) 34%  -28%
Source: Thomson Reuters, company data, Morgan Stanley Research Impairment loss on inv (1.3) (8.0) (3.7) 184% -54%
Exhibit 8 Others (48.7) (112.6)] (62.9) 29% -44%
...as well as on EV/EBITDA
- EBITDA 875 231.7] 1334 52% -42%
Global OFS - 2012E EV/EBITDA comparison i i
Operating profit 68.6 207.1f 104.1 52% -50%
0.0 1.0 2.0 3.0 4.0 5.0 6.0 7.0 8.0 9.0
Schiumberger 7.9 Finance income/(cost) (3.5) (10.5) (7.5)] 113% -28%
1 Finance income 0.2 0.4 1.4 790% 252%
Anton Oilfield * 5.9 Finance costs (3.7) (10.9) (8.9) 141% -18%
Baker Hughes 4.9 Profit before tax 65.0 196.6 96.6 48% -51%
h Income tax expense (18.7) (56.4)| (29.2) 57% -48%
Weatherford ) i
International 45 Minority Interest 0.9 (5.7) (15)] -271%  -73%
1 Net profit 472  134.6 65.8 39% -51%
Halliburton Co. 4.4
Sector average = 5.2x
Net Margin 11.6% 14.7%| 11.1%
SPT Energy Group 3.4 )
EBITDA Margin 21.4% 25.4%| 22.6%
EBIT Margin 16.8% 22.7%| 17.6%

E = Morgan Stanley Research estimates except * for consensus

Source: Thomson Reuters, company data, Morgan Stanley Research E = Morgan Stanley Research estimates Source: Company Data, Morgan Stanley Research
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Morgan Stanley ModelWare is a proprietary analytic framework that helps clients
uncover value, adjusting for distortions and ambiguities created by local accounting
regulations. For example, ModelWare EPS adjusts for one-time events, capitalizes operating

O e a re leases (where their use is significant), and converts inventory from LIFO costing to a FIFO
basis. ModelWare also emphasizes the separation of operating performance of a company
from its financing for a more complete view of how a company generates earnings.

Disclosure Section

The information and opinions in Morgan Stanley Research were prepared or are disseminated by Morgan Stanley Asia Limited (which accepts the
responsibility for its contents) and/or Morgan Stanley Asia (Singapore) Pte. (Registration number 199206298Z) and/or Mor%an Stanle?/ Asia
(Singapore) Securities Pte Ltd (Re%istration number 200008434H), regulated by the Monetary Authority of Singapore (which accepts legal
responsibility for its contents and should be contacted with respect to any matters arising from, or in connection with, Morgan Stanley Research),
and/or Morgan Stanley Taiwan Limited and/or Morgan Stanley & Co International plc, Seoul Branch, and/or Morgan Stanley Australia Limited (A.B.N.
67 003 734 576, holder of Australian financial services license No. 233742, which accepts responsiblility for its contents), and/or Morgan Stanley Smith
Barney Australia Pty Ltd (A.B.N. 19 009 145 555, holder of Australian financial services license No. 240813, which accepts responsibility for its
conttlants)), and/or Morgan Stanley India Company Private Limited, and/or PT Morgan Stanley Asia Indonesia and their affiliates (collectively, "Morgan
Stanley").

For important disclosures, stock price charts and equity rating histories regarding companies that are the subject of this report, please see the Morgan
Stanley Research Disclosure Website at www.morganstanley.com/researchdisclosures, or contact your investment representative or Morgan Stanley
Research at 1585 Broadway, (Attention: Research Management), New York, NY, 10036 USA.

For valuation methodology and risks associated with any price targets referenced in this research report, please email
morganstanley.researchgmor anstanley.com with a request for valuation methodology and risks on a particular stock or contact your investment
representative or Morgan Stanley Research at 1585 Broadway, (Attention: Research Management), New York, NY 10036 USA.

Anal}/st Certification

The following analysts hereby certify that their views about the companies and their securities discussed in this report are accurately expressed and
that they have not received and will not receive direct or indirect compensation in exchange for expressing specific recommendations or views in this
report: Wee-Kiat Tan.

Unless otherwise stated, the individuals listed on the cover page of this report are research analysts.

Global Research Conflict Management Policy
Morgan Stanley Research has been published in accordance with our conflict management policy, which is available at
www.morganstanley.com/institutional/research/conflictpolicies.

Important US Regulatory Disclosures on Subject Companies

As of July 31, 2012, Mor%an Stanley beneficially owned 1% or more of a class of common equity securities of the following companies covered in

Morgan Stanley Research: China Petroleum & Chemical Corp., PetroChina.

Within the last 12 months, Morgan Stanley managed or co-managed a public offering (or 144A offering) of securities of SPT Energy Group Inc,

Sunshine Oilsands Ltd..

Within the last 12 months, Morgan Stanley has received compensation for investment banking services from China Petroleum & Chemical Corp.,

Hilong Holding Limited, PetroChina, SPT Energy Group Inc, Sunshine QOilsands Ltd..

In the next 3 months, Morgan Stanley expects to receive or intends to seek compensation for investment banking services from China Oilfield Services

Ltd., China Petroleum & Chemical Corp., Hilong Holding Limited, PetroChina, SPT Energy Group Inc, Sunshine Oilsands Ltd..

Within the last 12 months, Morgan Stanley has received compensation for products and services other than investment banking services from China
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Energy Group Inc, Sunshine Oilsands Ltd..

Within the last 12 months, Morgan Stanley has either provided or is providing non-investment banking, securities-related services to and/or in the Past
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Holding Limited, Honghua Group Ltd., PetroChina, Sunshine Oilsands Ltd..
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STOCK RATINGS

Morgan Stanley uses a relative rating system using terms such as Overweight, Equal-weight, Not-Rated or Underweight (see definitions below).
Morgan Stanley does not assign ratings of Buy, Hold or Sell to the stocks we cover. Overweight, Equal-weight, Not-Rated and Underweight are not the
equivalent of buy, hold and sell. Investors should carefully read the definitions of all ratings used in Morgan Stanley Research. In addition, since
Morgan Stanley Research contains more complete information concerning the analyst's views, investors should carefully read Morgan Stanley
Research, in its entirety, and not infer the contents from the rating alone. In any case, ratings (or research) should not be used or relied upon as
investment advice. An investor's decision to buy or sell a stock should depend on individual circumstances (such as the investor's existing holdings)
and other considerations.

Global Stock Ratings Distribution
(as of July 31, 2012)

For disclosure purposes only (in accordance with NASD and NYSE requirements), we include the category headings of Buy, Hold, and Sell alongside
our ratings of Overweight, Equal-weight, Not-Rated and Underweight. Morgan Stanley does not assign ratings of Buy, Hold or Sell to the stocks we
cover. Overweight, Equal-welight, Not-Rated and Underweight are not the equivalent of buy, hold, and sell but represent recommended relative
weightings (see definitions below). To satisfy regulatory requirements, we correspond Overweight, our most positive stock rating, with a buy
recommendation; we correspond Equal-weight and Not-Rated to hold and Underweight to sell recommendations, respectively.
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Coverage Universe Investment Banking Clients (IBC)

% of % of % of Rating
Stock Rating Category Count Total Count Total IBC Category
Overweight/Buy 1133 38% 457 42% 40%
Equal-weight/Hold 1260 43% 489 45% 39%
Not-Rated/Hold 109 4% 32 3% 29%
Underweight/Sell 454 15% 114 10% 25%
Total 2,956 1092

Data include common stock and ADRs currently assigned ratings. An investor's decision to buy or sell a stock should depend on individual
circumstances (such as the investor's existing holdings) and other considerations. Investment Banking Clients are companies from whom Morgan
Stanley received investment banking compensation in the last 12 months.

Analyst Stock Ratings

Overweight (O or Over) - The stock's total return is expected to exceed the total return of the relevant country MSCI Index, on a risk-adjusted basis
over the next 12-18 months.

Equal-weight (E or Equal) - The stock's total return is expected to be in line with the total return of the relevant country MSCI Index, on a risk-adjusted
basis over the next 12-18 months.

Not-Rated (NR) - Currently the analyst does not have adequate conviction about the stock's total return relative to the relevant country MSCI Index on
a risk-adjusted basis, over the next 12-18 months.

Underweight (U or Under) - The stock's total return is expected to be below the total return of the relevant country MSCI Index, on a risk-adjusted basis,
over the next 12-18 months.

Unless otherwise specified, the time frame for price targets included in Morgan Stanley Research is 12 to 18 months.

Analyst Industry Views

Attractive (A): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be attractive vs. the
relevant broad market benchmark, as indicated below.

In-Line (I): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in line with the relevant
broad market benchmark, as indicated below.

Cautious (C): The analyst views the performance of his or her industry coverage universe over the next 12-18 months with caution vs. the relevant
broad market benchmark, as indicated below.

Benchmarks for each region are as follows: North America - S&P 500; Latin America - relevant MSCI country index or MSCI Latin America Index;
Europe - MSCI Europe; Japan - TOPIX; Asia - relevant MSCI country index.

Stock Price, Price Target and Rating History (See Rating Definitions)

SPT Energy Group Inc (1251.HK) - Az of 8529712 in HKD
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