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Move up the value chain to high-end oil well pipes   
A Cagr 36% earning growth in 2006-08:  Being one of the 

leading oil well pipe producers in China, Anhui Tianda Oil Pipe 
Company Limited (Tianda) is well positioned to capitalize on the 
robust demand for oil consumption. Both casing pipes capacity and 
margin expansions and strong export growth are major drivers of 
Tianda to achieve a projected Cagr of 36% earning growth in 2006-08.  

Favorable demand-supply dynamics:  The sharp increase 
on global demand for crude oil has led to a Cagr of 13% increase on 
expenditure on oil and gas exploration and petrochemical refining & 
transmission by China’s big three oil giants in 2001-2006. Demand for 
one-off extraction accessories (mainly oil well pipes) is high. Those 
extraction accessories become non-cyclical as pumps are worked 
overtime to meet China’s increasing demand for oil and as extraction 
is increasingly difficult in depleted wells. On supply side, most 
domestic rivals are in smaller scale or less cost efficient.    

Steadily improved margins: Tianda’s margins have steadily 
improved due to a change in its product mix toward high margin ones, 
economies of scale and stringent cost control. We expect Tianda to 
continue to improve its margins following the operation of its heating 
capacity to upgrade products and premium threading capacity in 
2007.   

 861 Action Plan for high-end oil well pipes. Tianda’s 861 
Action Plan, approved by the Central Government in January 2007, 
allows it to produce high grade oil well pipes in 2010, which are more 
resistant to high temperature, sulfide corrosion and other corrosive 
materials, etc, ideal for use in deep oil wells. As the world’s thirst for 
energy continues to grow and crude oil prices stay high, 
unconventional resources will play an increasingly more important 
role as a source of natural gas and oil. We believe that demand is 
shifting to high-end oil well pipes for unconventional exploration. 
Tianda is well positioned to capture such opportunities.  

 BUY. We are very upbeat on China oil well pipe industry. We initiate   
coverage on Tianda with a Buy rating.  Our target price at HK$7.90,  
based on 18x 2008 PE, at 6% discount to Molong (568 HK).  

 
Earning Summary  Price Performance 

Year-end 31 Dec FY05 FY06 FY07E FY08E FY09E
Turnover (Rmb m) 907 1,265 1,550 1,853 2,058

Growth (%) 172% 40% 23% 20% 11%
Net profit (Rmb m) 72 118 166 219 233

Growth (%) 4% 65% 40% 32% 7%
EPS (Rmb) 0.26 0.34 0.33 0.43 0.46

Growth (%) -22% 28% -2% 32% 7%
PER (x) 23 18 18 14 13
DPS(Rmb) 0.06 0.16 0.08 0.11 0.11
Yield (%) 1% 3% 1% 2% 2%  

Source: Company information, FSSL   1HK$ = 0.99 Rmb Source: Bloomberg 
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Favorable dynamics 
 
Cost advantage and focused line of business 

  Tianda mainly produces oil transfer pipes (tubing pipes) and casing pipes. 
Casing pipes are used to protect the inside of oil wells, while the oil transfer 
pipes (tubing pipes) to extract oil and natural gas from oil wells. The materials 
that are used in the exploration of new oil wells are mainly oil well pipes, which 
cannot be reused for another well once used. 

The specialized seamless pipe industry, especially for the oil well pipe 
segment, is a fast-growing and technically-specialized industry. Tianda’s
focused line of business and cost advantage are its core strengths over the 
major competitors, majority of which being state-owned enterprises. These 
state-owned enterprises have a wide range of steel products. In comparison, oil 
well pipes accounts for over 71% of the total output for Tianda for both 2005 
and 2006. 

Thanks to its domestically sourced production equipments and effective cost 
control, Tianda's self-produced products are priced 10-15% lower than the 
market average at the same steel grade of oil well pipes, as quoted by PRC 
Seamless Pipes Association. In fact Tianda quoted the lowest prices among 
the top ten oil well pipes producers in China. 

                                  

Table 1: Comparison on major seamless pipe producers in China  

Ranking Company name 

Proportion of oil well 
pipes in terms of 

production volume  
(As of 1H06) 

1 Tianjin Pipe (Group) Corporation (TPCO) 76.0% 
2 Baosteel Group 2.2% 
3 Hunan VALIN Steel Tube & W ire Co.,Ltd 3.0% 
4 Anshan Iron and Steel  3.2% 
5 Baogang Group 2.7% 

6 
Pangang Group Chengdu Iron & Steel 
Co.,Ltd 2.8% 

7 Anhui Tianda Oil Pipe 75.5% 
  

Source: PRC Iron and Steel Association and Company interim reports; FSSL estimate 

 

Table 2: Steel J55 casing pipe prices comparison (as of 30Nov07)   

Diameter Price
(mm) (Rmb/ton)

Tianjin Pipe (Group) Corporation (TPCO) 139.7 7,270 Processed
Baosteel group 127 7,150 Processed
Hunan Valin Steel Tube & Wire Co., 139.7 8,000 Unprocessed
Anshan Iron and Steel 139.7 5,800 Unprocessed
Pangang Group 139.7 6,600 Unprocessed
Anhui Tianda Oil Pipe 139.7 5,300 Unprocessed
Tianjing Seamless Pipe Factory 139.7 5,600 Unprocessed

Company

 
Source: TPCO, Baosteel, Hunan Valin, Ashan Steel, Pangang, Tianda 

This report is not to be distributed to the US, Canada, Japan or to any US person 



First Shanghai Securities Limited April 2007  

  

- 3 - 

Favorable demand-supply dynamics 
  The sharp increase of global demand for crude oil in recent years has led to a 

Cagr of about13% on capital expenditure on oil & gas exploration and 
production by China big three oil giants in 2001-2006. As China is hungry for 
crude oil to feed its fast growing economy, annual demand for oil-extraction 
accessories is tied to crude oil output. China’s big three oil giants are urged to 
produce more crude oil by the Central Government. The total spending by 
China’s big three oil giants on oil & gas exploration and production is estimated 
to increase from Rmb 226 bn in 2006 to Rmb 298 bn in 2008, representing a 
Cagr of 15%. With increasing depletion of most existing oil wells in China, the 
difficulty in even maintaining the same output for Chinese oilfields is mounting, 
which therefore raises the demand for oil well pipes. Besides, more oil fields 
need to be explored and exploited in order to maintain crude oil production 
growth. Demand in China for extraction accessories is high. They become
non-cyclical because pumps work overtime to meet China’s increasing demand 
for oil and extraction is increasingly difficult in depleted wells.     

Investment by various countries in oil exploration in the short term is expected 
to increase by over 10% per annum. Developed countries such as Europe, the
US and Japan did not increase their oil well pipe production in recent years. 
Additional production capabilities of oil well pipes in the world mainly came from 
China. Cost advantages and quality assurance are the competitive edges of 
China’s oil well products. Although China major oil well pipe producers are 
expanding capacity in the coming years, we expect that the demand for oil well 
pipes will grow faster than supply, particularly in China. 
 
Benefit from favorable government policy 

 
Chinese Government encouraged oil well pipe and boiler pipe production.
China intends to increase its support to Chinese companies in mid-west China 
by providing tax incentives and investing in R&D. To encourage more export of 
Chinese seamless products, China keeps the rebate taxes stable at 15% for 
seamless pipes export. Tianda’s high value added oil well pipe expansion
project is supported by the local government.   
 
In addition, China limits the controlling stake by foreign strategic investors in 
China steel sector including seamless pipes industry. Tenaris, the global giant 
specialized in high-grade oil well pipes, only took a minor stake in its joint 
venture in Qingdao China in March 2006. The JV focuses on processing 
high-grade oil well pipes with capacity of 40,000 tonnes by the end of 2006. We 
believe Tianda will benefit from favorable government policy and support. 
 

Limited impact on cost increase in raw materials 
 

An important raw material for oil well pipes is steel billet, which accounts for 
approximately 88% of Tianda’s cost of sales in 2006. Although domestic steel 
billet prices started to recover from 2006, we believe that upside room of steel 
billet prices is limited because: 1) Domestic capacity is increasing at a rapid 
pace, indicating a possible overcapacity in the near future; 2) China increased 
the export tariff on steel billet from zero to 10% from 1 November 2006; 3) The 
5% reduction and elimination of export rebates for high- and low-end products
respectively would increase domestic supply and put pressure on prices. In 
May 2005, China trimmed its rebate taxes from 13% to 11%, triggering a 
collapse in domestic steel prices; 4) The US government is urged by the
American Iron and Steel Institute to review anti-dumping duties on imported 
steel, particularly those from China. We expect steel billet prices to keep stable 
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in China in future as oversupply dominates. During the period of 2004 and 
2006, Tianda and its competitors successfully passed on additional costs of 
steel billet to their customers. Demand for oil well pipes are so strong that we 
expect any increase in the main raw material (steel billet) in future will have 
limited impact on the sales margins of oil well pipe producers. 
High entry barrier 

The entry barriers for oil well pipes production industry are high due to high 
capital investment, long construction period (at least 24 months) and technical 
know-how. Hence, it is hard for new entrants to make inroads into and establish 
a foothold in the oil well pipe business. In fact, the oil well pipe production 
industry is relatively concentrated. In 2005, the top ten Chinese oil well pipe
producers represented approximately 99.6% of the total market share in China. 
The majority of Tianda’s rivals are subsidiaries of state-owned oil field 
companies, which face a number of production difficulties including high 
production cost, poor management, low product quality and diminishing 
efficiency. 

Successful cost pass-through to customers  

The raw material, steel billet, accounts for approximately 80% of production 
cost of oil well pipes. The price of steel increases from Rmb 3,750/tonne in 
2001 to Rmb 4,500/tonne in 2005, representing an increase of 20%. However, 
oil well pipe selling prices demonstrated an increase of 26.1% in the same 
period. So, all oil well pipe producers are able to pass on cost increase to their 
customers because demand for oil well pipes in China exceeds supply. 

 

Table 3: Cost past though to end-users 
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Source: PRC Iron and Steel Association, Bloomberg  
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Earning Drivers 
Capacity expansion and rising utilization rates underpins 
strong earning growth 
Tianda’s total capacity increased from 200,000 tonnes per annum in 2005 to 
300,000 tonnes per annum in 2006. This production capacity could also 
generally be translated into 250,000 tonnes and 50,000 tonnes of production
capacity for (a) oil well pipes and (b) other specialized seamless pipes including
petrochemical pipes, respectively. 

Tianda plans to add another 50,000 tons of capacity for oil well pipes in 2008 
through technology upgrade. It normally takes several years for a plant capacity 
to reach 100% utilization rate because of bottle necks and complicated 
production process for certain products. We believe that Tianda will gradually 
raise utilization rate in the coming year. 

 
                            

Table4: Tianda’s capacity utilization rates forecast 
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Note: We assume that 861 project is scheduled to be officially operational in 2010 

Source: Company information, FSSL estimate 

 
 

Table 5: Production forecast breakdown for self-produced products 

Tonnes 2004 2005 2006 2007E 2008E 2009E 
Oil well pipes 256 94,063 150,000 190,000 240,000 290,000
      Unprocessed oil well pipes 256 94,063 150,000 130,000 140,000 190,000
      Processed oil well pipes - - - 60,000 100,000 100,000
Petrochemical pipes 5,595 6,643 10,000 10,000 10,000 10,000
Other specialized seamless 
pipes 17,266 27,805 50,000 50,000 50,00 50,0000 
  

Source: Company information, FSSL estimate 
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Improving margins 

  Tianda has completed its technology upgrade projects for heat treatment of 
100,000 tonnes of oil casing pipes in 2006 and is adding 100,000 tonnes 
premium threading facility for oil well pipes this year. Oil well pipes that have 
been subject to heat processing, can be used in harsher geological conditions, 
thereby expanding Tianda’s product offering, upgrading existing products and 
improving Tianda’s overall oil well pipes’ gross margin by about 1% according 
to our estimates. Traditionally, oil field operators had their own subsidiaries to 
do the threading before use in an oil well. With the ability to provide this value 
added service of threading to the pipes, Tianda will be able to deliver finished 
products for direct use by oil fields. Hence, this would greatly enhance Tianda’s 
capability as a fully-fledged oil well pipe producer. We expect the new average 
selling prices of processed oil well pipes to be Rmb 1,000-1,500/tonne higher 
than those unprocessed. We believe that Tianda’s new oil pipes’ price of 
around Rmb 6,950/tonne will be competitive in China. 

 

 
 
 

Table 6: Margins improvement of self-produced products  

  2004 2005 2006 2007E 2008E 2009E
Oil well pipes unprocessed 8.9% 18.4% 23.6% 24.6% 24.6% 24.6% 
Oil well pipes processed    26.6% 26.6% 26.6% 
Petrochemical pipes 19.8% 21.4% 23.6% 23.6% 23.6% 23.6% 
Other specialized seamless pipes 13.2% 15.0% 16.7% 16.7% 16.7% 16.7% 
Overall  14.8% 17.8% 21.8% 23.2% 23.9% 24.1% 
  

Source: Company information, FSSL estimate 

 
 
 
 
 
 
 
 
 
 

Extensive network of distribution 
As at 30 June 06, Tianda deployed a sales and marketing team of 29 persons 
throughout the PRC. Tianda will gradually expand its sales force and network 
coverage. Tianda’s products are sold to leading petrochemical companies in 
China, including PetroChina and Sinopec group of companies. In 2007, Tianda 
intends to focus on developing the Northeast and Northwest of China as well as 
the international market. Tianda will gradually expand its market destinations 
from the US to Middle East, Africa, Europe, South America and Southeast Asia. 
For the domestic market in China, currently 70% of its products are shipped to its 
customers in the Eastern China.  Tianda will focus on developing business
relationships with oil fields in Northern China, the home of China major existing 
oil fields and new mega oil fields. 
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Table 7: Famous overseas agents of Tianda 

Country Agents' name 
USA SEBA (Texas) 
Italy SLCAM  
France Groupe Genoyer  
South Korea Kyung Yong Steel Pipe 
Singapore Nam Leong Co., (PTE) Ltd 
Hong Kong Suns Int'l Trading Limited 
 

Source: Company information 

   

Table 8: Tianda’s top five clients   

% of revenue 2005 1H2006 
Sinopec 3.9% 10.0% 
 Shengli Oilfield 3.9% 10.0% 
PetroChina 2.5% 7.4% 
  Cangzhou OCTG  2.5%  
  Dagang Oilfield  4.6% 
  Dalipal Pipe Company  2.8% 
Others 17.8% 12.1% 
Wuxi Seamless Oil Pipes Co. Ltd 12.5%  
Shanghai Naili Shiye Co.; Ltd 2.8%  
Tianjin Tiangan Special 
Petroleum Pipe Co., Ltd 2.5% 6.6% 
Tianjin Tubular Good Machining Co., Ltd 5.5% 
Total 25.6% 29.5% 
 

Source: Company information 

Exports further drive sales 

China export prices for the same steel grade oil well pipes are 30-50% cheaper 
than those of the global competitors, according to Baosteel group. 

Tianda generated 3% and 7.2% of its total sales from overseas in 2005 and 2006
respectively and targets the export percentage reaching 40% in future. In 
February 2006, Tianda was awarded by the American Petroleum Institute as 
Quality Producer, with regards to the quality equipment, products and service. 
This is an important milestone. We expect the API award would help Tianda 
increase its exports. Domestic major players with API awards have witnessed 
their surging sales to overseas. For instance, Molong’s international sales 
increased to about 39%-40% of total sales in 2006 and one big private oil well 
pipe company even saw its exports surge to around 50% of its total sales in 
2006. We believe exports would definitely account for a much larger revenue
share of Tianda in future with rising capacity and more overseas sales agencies 
set up. In our model, we estimate Tianda’s export as % of total sales will stand at 
15-20% in 2008. 

However, appreciating RMB will hurt the gross margins of Chinese oil well 
exports. We estimate that it is difficult for Chinese oil well exporters to raise 
export prices. Tianda plans to export oil well pipes skewed to high steel grades, 
which enables her to have more pricing power. 
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Table 9: Baosteel Group's export price for steel grade J55, C90 & P90 

 Steel grade 

 J 55 C90, P90 
Export price (US$/ tonne) 1,000 1,200-1,300 
  
Note: J55 is mid grade oil well pipe and C90 & P90 are high grade ones 

Source: Baosteel 
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Ride on wave of demand shift 
 
Increasing unconventional exploration  
We expect crude oil prices will likely stay high in future. As the world population 
and the world economy continue to expand, increasing demands for energy will 
continue to put upward pressure on oil prices, 

Improved exploration and production technology along with additional 
investments have increased commercial production from unconventional oil 
and gas resources that previously were considered too costly to produce. As 
the world’s thirst for energy continues to grow, unconventional resources will 
play an increasingly more important role as a source of natural gas and oil. 

Demand for unconventional oil in the world is expected to reach 10.31m barrels 
in 2008, up from 8.59m barrels in 2003 at a Cagr of 3.7%, according to
Business Communications Co. Inc. Unconventional oil includes extra-heavy oil 
(oil sands), and bitumen, syncrude, shale oil, and conventional heavy oil. 

China is going to pump more oil in the Western China, where the geological 
condition is high-corrosiveness and the depth of oil wells in the Northwestern 
China is generally 3,000-6,000 meters. 

Demand shifts to high-end oil pipes  

Increasingly unconventional exploration imposes more pressure on the quality
of oil well pipes due to the problems of deep water, low and high temperatures, 
high water pressure, corrosiveness, high concentration of CO2, Cl2, wet CO2, 
etc. A large amount of corrosive chemicals and materials which damage 
ordinary oil well pipes and thereby affect the productive life of an oil well.  

Different oil well pipes are required to meet diversity and geological complexity 
of oil wells around the world. We expect that demand for different 
unconventional oil well pipes will continue to grow robustly in the future.  

In China, high-end oil well pipes are primarily imported. Currently, only Baosteel 
Group and Tianjin Pipe (Group) Corporation (TPCO) are capable of producing a
small amount of certain high-grade oil well pipes, which are sold to Oilfileds in 
Xingjiang and Sichuan of China and oversea oilfields. Oilfields in Xingjiang 
require the type of oil well pipes with anti-corrosion and higher tensile strength, 
while what Oilfields in Sichun require are mainly those of anti-corrosion. 
High-grade oil well pipes can be categorized into a variety of product types, 
ranging from those designed for use only under high water pressure, high and 
low temperatures (in Arctic region), corrosiveness or wet CO2, Cl2 environment 
to those with high collapse and sour service, deep well and low temperature 
service, sour and high temperature service, or wet CO2 and low temperature
service, etc.  No single manufacturer can produce all kinds of oil well 
pipes.  While TPCO is specialized on anti-corrosiveness and high-pressure 
pipes, Baosteel Group focuses on those of anti-corrosiveness.   
 
Hunan Valin Steel Tubes and Wire (Hunan Valin) is also diversifying into 
high-end oil well pipes. Both Baosteel Group and Hunan Valin will not add new 
capacity in the near future.   
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Table 10: China top three players’ oil well pipes capacity expansion 
(‘000 tonnes) 

Ranking Name of company 2005 2006 2007E 2008E

1 
Tianjin Pipe (Group) Corporation 
(TPCO) 1,000 1,200  1,500  2,000 

2 Baosteel Group 500 500  500  500 

3 
Hunan Valin Steel Tube & Wire 
Co.,  500 500  500  500 

 

Source: TPCO, Baosteel, Huan Valin 

861 Action Plan- high-end oil well pipes  

On Jan 16, 2007, Tianda announced it had obtained the relevant governmental 
approval for its “861 Action Plan”, the technological upgrade of oil well pipes 
project (“十一五”石油油井管技術改造專項) in the “Eleventh Five Year Plan”and 
it would proceed with such plan.  

The Company currently manufactures oil well pipes which are normally used for 
oil wells with a depth of approximately 3,000 meters or less. 861 Action Plan 
allows the company to produce high-grade oil well pipes for use in deep oil 
wells. These new types of oil well pipes are more resistant to high temperature, 
sulfide corrosion and other corrosive materials and general damage. Their 
product specifications include a higher tensile strength and other properties 
which are more suitable for use in harsher environments of oil exploration such 
as deep well drilling and drilling in the ocean. The annual designed capacity of 
861 Action Plan is 300,000 tonnes. 
 
861 Action Plan will require an investment of approximately RMB790 million in 
the three financial years ending 31 December 2009. All of its equipments for 
861 Action Plan will be domestically made. The trail operation is scheduled in 
2H2009.  
 
Baosteel Group, Hunan Valin and TPCO, the competitors to Tianda, are all 
state-owned enterprises and have imported equipments for oil well pipes 
production. Compared with its key archrivals, Tianda enjoys cost advantages 
as imported equipments have a higher depreciation cost per year. Moreover, 
the operation costs for the state-owned enterprises are higher. 
 
Baosteel’s high-end oil well pipes such as steel grade C & P series have been 
sold to overseas customers. We believe that it will have to take a while for 
Chinese high-end oil well pipes to move up the value chain to replace overseas
high-end oil well pipes and become more popular in the world market.  
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Table 11: 861 Action Plan investment breakdown 

Scope of work 
Total investment

(Rmb m) 
Factory construction 70 
Production line and equipment 520 
General working capital 200 
Total 790 
 

Source: Company information 

 
Table 12: 861 Action Plan Capex schedule 

Capex schedule Rmb m
2007 177 
2008 295 
2009 118 
Total 590 
 

Source: FSSL estimate 

 
Table13: 861 Action Plan capex actual payment schedule 

Capex actual payment 
schedule As % of total investment 
2007 30% 
2008 50% 
2009 10% 
2010 10% 
 

Source: FSSL estimate 
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Valuation  
Shandong Molong Petroleum Machinery Ltd (568 HK) manufactures petroleum 
extraction machinery for oil well pipes and oil well sucker rods, to oil well pumps 
and pumping machines. Its sales from oil well pipes accounted for 58% of the 
total sales and oil well pipes’ gross margin reached 27% in 2006, while other 
products had gross margins of 18-36%.   

However, in terms of gross margin of oil well pipes in future, we expect Tianda’s 
gross margin will improve on products upgrade while Molong’s gross margin will 
keep stable. Molong set up a new casing facility in 1H2006, raising casing pipe 
capacity from 10,000 tonnes to 25,000 tonnes. We expect that casing oil well 
pipes will replace oil transfer pipes (tubing pipes) as Molong’s the largest 
earning product in 2007. The gross margin of oil transfer pipes is much higher 
than that of casing pipes. Hence, we believe that Molong’s gross margin for oil 
well pipes will keep stable in future. We believe that Molong is Tianda’s close 
comparable. We believe that Tianda should trade at a valuation in par with that 
of Molong. 

On the other hand, global oilfield equipment makers are generally trading at a 
FY2008 PER range of 10-14x. We believe that Tianda deserves a premium to 
its oversea peers on its strong earning growth in future.   

In conclusion, our target price for Tianda is HK$7.90, based on 18x 2008 PE. 
Risks to our target prices are faster-than-expected Rmb appreciation and 
higher-than-expected steel billet price increase. 

 

Table: 14: Valuation peer comparison (share price as at 16 April 2007) 

Gross
margin

EBIT
margin ROE

Company name
Stock
code

Mkt Cap
( USD) 2006 2006 2005 2006 2006 2007E 2008E 2006

H share listed
Shangdong Molong 568 HK 511         23.2% 16.9% 11.0% 13.8% 29 23 19 29.7%
Anhui Tianda 8241 HK 389         19.9% 15.4% 7.9% 9.4% 18 18 14 14.6%
Average 21.6% 16.2% 9.5% 11.6% 24 21 17 22.1%
China listed
Baosteel 600019 CH 24,782    17.8% 12.9% 10.1% 8.3% 15 13 11 16.6%
Hunan Valin Steel 000932 CH 2,752      12.2% 7.0% 1.9% 3.3% 20 24 19 11.7%
Average 15.0% 10.0% 6.0% 5.8% 17 19 15 14.2%
Overseas listed
Tenaris TS US 28,681    49.7% 36.1% 19.0% 44.0% 29 13 12 44.0%
Lone Star LSS US 2,057      17.1% 12.5% 7.9% 7.9% 15 17 12 15.5%
US Steel X US 12,807    14.8% 10.8% 6.5% 8.7% 12 11 12 35.6%
National Oilwell Varco Inc NOV US 14,735    25.1% 15.9% 6.2% 9.7% 22 16 13 14.8%
Grant Prideco Inc GRP US 6,820      47.2% 30.5% 14.0% 25.3% 15 13 11 39.4%
Cameron International Co CAM US 7,384      27.8% 13.7% 6.8% 8.5% 24 18 14 19.1%
Vallourec VK FP 12,934    NA 28.0% 11.0% 16.6% 11 10 10 52.1%
TMK TRMKG RU 7,748      25.9% 16.1% 9.3% NA NA NA NA 26.4%
Average 30.3% 21.1% 10.0% 17.2% 18 14 12 28.1%

Net profit
 margin

 

Source: Bloomberg, FSSL 
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Table 15: Tianda’s Revenue forecast breakdown   

(Rmb m) 2004 2005 2006 2007E 2008E 2009E 
Self-produced oil well pipes 151 676 1,015 1,287 1,576 1,781 
Trading  183 231 250 263 277 277 
  

Source: Company information, FSSL estimate 

 

Table 16: Tianda’s trading segment forecast  

  2004  2005 2006 2007E 2008E 2009E 
Gross margin (%) 12.8% 10.4% 11.9% 12.5% 13.2% 13.2% 
Trading volume (tons)   30,671    36,649   51,000   50,000   50,000   50,000  
  

Source: Company information, FSSL estimate 
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Industry Overview 
Crude oil is shortage in China        

Crude oil is the second largest source of energy in China after coal. The 
consumption of crude oil has risen rapidly in recent years as a result of booming 
economy. The demand for crude oil increased at a Cagr of 9.0% in 2001-05 in 
China while the supply of crude oil only increased at a Cagr of 3.3% in the same 
period. Imported crude oil volume grew at a Cagr of 24.5% from 1998-2005 in 
China. In 2004, the net imports of crude oil in China had reached 2.9m barrels 
per day (equivalent to about 44.6% of the total PRC’s oil consumption).  

 

 
Table 17: Supply shortage in China  

 

Source: EIA 

 
Insignificant but more investment on drilling cost per well  
It is estimated that the world’s average drilling cost is about US$0.3 per barrel, 
insignificant compared to average US$15 per barrel on exploration and 
development cost. The drilling cost per well increased at a Cagr of 11.3% in the 
US in 1990-2004, as oil wells were pumped deeper. The drilling cost per meter
increased at a Cagr of 11.0% in the US in the same period. 
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Table 18: More investment on drilling cost per well 

 

Source: EIA ;   Note: only US data is used 

Increasing capex on oil exploration & transmission  

The sharp increase in global demand for crude oil in recent year had led to a 
corresponding increase in expenditure on crude oil exploration, refining and 
transmission.  

In China, capital expenditure on oil exploration and transmission has risen 
steadily in recent years.  It is estimated that expenditure on exploration and 
transmission by China’s big three oil producers, PetroChina, Sinopec, and 
CNOOC, increased from Rmb 198.6 bn in 2005 to Rmb 298bn in 2008, 
reaching a Cagr of 15%.   

According to Bloomberg, world oil companies will boost drilling budgets by 13% 
to US$ 312 bn in 2007 after a 23% increase this year.   

China is thirsty for its crude oil to fuel its fast-growing economy. In 2006, the 
State Council of the PRC has indicated its intention to strengthen exploration 
effort of natural resources in the central part of the PRC, especially for steel and 
petrochemical resources. China’s increasing appetite for crude oil has pushed 
China’s top three oil giants to spend more money in oil exploration and refining.

Table 19: China oil exploration & transmission capex 

(Rmb bn)

0
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Cagr: 13.4%

 

Source: Sinopec, PetroChina, CNOOC, FSSL 
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More drillings in the PRC 

China drilled 9,814 new wells in 2001, and 10,211 new wells in 2004. It is 
estimated that there will be 10,342 new wells to be drilled in China in 2005, 
representing a Cagr of 1.3% in 2001-05. 

 

Table 20: New wells drilled in the PRC          Worldwide new oil wells drilled in 2005 

 

Source: IFP                                                      Source: PRC Iron and Steel Association 

                      

China oil well pipe industry review    
China is a net exporter in oil well pipes  

In China, the oil well pipe industry can be seen as a relatively emerging 
sub-sector in the iron and steel industry. Due to its importance in the value 
chain of oil industry, the growth of oil well pipe industry was quickly noted 
among specialized seamless pipe producers. 

In China, the demand for oil well pipes is currently in excess of supply, 
especially for the casing of oil pipes. Strong demand for petroleum and 
relatively high crude oil prices led to increase in exploration for and exploitation 
of more oil wells by petroleum companies. Every meter in depth of an oil well 
exploited in the world consumes approximately 60 kg of oil well pipes every 
year. China’s consumption of oil well pipes increased to 2.09m tonnes in 2005 
from 1.37m tonnes in 2003.   

Apart from a small amount of high-end and sophisticated oil well pipes that are 
still mainly imported from Japan, Germany and the Russian Federation, the 
Chinese manufacturers are able to manufacture most of the products to meet 
customers’ specifications (market share in China: 2004: 80%; 2005: 85%). 
The output of oil well pipes in China increased from 1.27m tonnes in 2001 to 2.4 
m tonnes in 2005, representing an increase of 89.7%. In 2005, China oil well 
pipes took up 25% market share in the world in terms of production volume.  

Since 2003, China has become a net exporter of oil well pipes, mainly targeting 
at countries in Southeast Asia and Africa. China has recently made inroads into 
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the Middle East, which mainly imported oil well pipes from Japan and Europe 
previously. 

 

 

Table 21: China is a net exporter since 2003 

 

Source: PRC Iron and Steel Association, Bloomberg 

 

Table 22: World seamless OCTG production 2005 market share 
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Source: Tenaris 

This report is not to be distributed to the US, Canada, Japan or to any US person 



First Shanghai Securities Limited April 2007  

  

- 18 - 

 
China oil well pipes industry: relatively concentrated and 
focused on mid grade products 

China oil well pipes industry is relatively concentrated. Certain state-owned 
enterprises command very substantial shares in the market. In 2005, the top 
ten Chinese oil well pipes producers represented approximately 99.6% of the 
total market share in China oil well pipes industry. The market is dominated by 
Tianjin Pipe (Group) Corporation (TPCO) and Baosteel Group which account 
for 41.9% and 20.8% of total market share for oil well pipes in China in 2005, 
respectively. Most domestic oil well pipes producers are in smaller scale or less 
cost efficient and focus on low-grade products.   

Both TPCO and Baosteel Group focus on oil well pipes of big diameters, while 
Tianda focuses on small diameters’ ones. The market has seen shortage of 
small diameters of oil well pipes for the past three years, according to the 
industry sources.   

Many oil well pipes producers can produce good quality casing pipes of J, K, N, 
C, P steel grade meeting API (American Petroleum Institute) standard. 
Chinese manufacturers mainly produce mid-grade oil well pipes of 
conventional, anti-corrosive and high-pressure natures with around 3000 
meters in depth. 

 

                                  

Table 23: Top ten oil well pipe producers in China for 2005 

Ranking Company 

Output 
('000 

tonnes) 
Market share in
terms of output

1 Tianjin Pipe (Group) Corporation (TPCO) 1,006 41.9% 

2 Baosteel Group 500 20.8% 
3 Hunan VALIN Steel Tube & Wire Co., Ltd 238 9.9% 

4 Anshan Iron and Steel 193 8.0% 
5 Baogang Group 110 4.6% 

6 
Pangang Group Chengdu Iron & Steel 
Co.,Ltd 95 4.0% 

7 Anhui Tianda Oil Pipe Company Ltd 90 3.8% 
8 Jiangsu Chengde 60 2.5% 
9 Tianjin Seamless Pipe Factory 54 2.3% 
10 Jiangsu Xigang Group, Ltd 44 1.8% 

 Top ten sub-total 2,390 99.6% 
 Total for China 2,400 100.0% 
 

Source: China Iron and Steel Association 

 

This report is not to be distributed to the US, Canada, Japan or to any US person 



First Shanghai Securities Limited April 2007  

  

- 19 - 

Summary of Financials 
Profit and Loss Statements Ratio Analysis
FY-end Dec (Rmb m)

FY05 FY06 FY07E FY08E FY09E FY05 FY06 FY07E FY08E FY09E
Revenue 907 1,265 1,550 1,853 2,058 Margins
Gross profit 144 252 332 414 466 Gross Margin 16% 20% 21% 21% 22%
Other income 2 7 2 1 1 EBITDA margin  13% 17% 18% 18% 18%
SG&A (44) (59) (84) (115) (144) EBIT margin 11% 15% 16% 16% 16%
Other expenses (0) (3) (2) (1) (2) Net profit margin 8% 9% 11% 12% 11%
Operating profit 100 195 247 297 320
Finance costs (6) (7) 0 (6) (10) Operating Performance
Associates &JV (0) (0) 0 0 0 SG&A/ revenue 5% 5% 5% 6% 7%
Earning before tax 96 191 248 292 311 Dividend payout 24% 48% 25% 25% 25%
Tax (24) (72) (82) (73) (78) Inventory days 38 61 61 61 61
Minority Interest 0 0 0 0 0 Payable days 17 14 14 14 14

Receivable days 6 5 5 5 5
Net profit 72 118 166 219 233 Effective tax rate 25% 38% 33% 25% 25%
Dep. and Amort. 18 22 32 39 40
EBITDA 119 217 278 336 360 Financial 

Net debt to equity 31% Net cash Net cash 1% Net cash
Growth Revenues / total assets 1.5 1.1 1.5 1.3 1.3
Revenue (%) 172% 40% 23% 20% 11% Total assets / equity 1.9 1.4 1.1 1.3 1.2
EBITDA (%) 314% 83% 28% 21% 7% Interest coverage 16 30 NA 47 32

ROE 23% 15% 18% 20% 18%
ROA 12% 10% 16% 15% 15%

Balance Sheet Cash Flow Statement
FY-end Dec (Rmb m) FY-end Dec (Rmb m)

FY05 FY06 FY07E FY08E FY09E FY05 FY06 FY07E FY08E FY09E
Cash&cash equilvalent 13 436 165 189 270 PBT 96 191 248 292 311
Trade receivable1 22 93 27 33 36 Depreciation and amortatio 18 22 32 39 40
Inventories2 131 202 204 241 266 Change in Working Capt. (32) (120) 75 (27) (19)
Other current assets 139 58 58 58 0 Tax Paid (5) (7) (82) (73) (78)
Current assets 305 788 454 520 573 Others 6 (1) (99) (16) 114
Fixed assets 226 249 409 371 364 84 85 174 215 369
Construction in progress 4 93 177 504 590 CAPEX (51) (122) (275) (327) (118)
Others 50 28 27 27 26 32 (37) (101) (112) 251
Total assets 586 1,159 1,067 1,421 1,552 Other Investing Activities (50) (331) 2 1 1
S-T bank loan 25 70 0 78 38 Investing activities CF (101) (453) (273) (326) (117)
Trade payables3 46 67 79 94 105 Change in Debt 20 (5) (105) 196 (102)
Short-term liabilities 118 122 24 2 50 Change in Equity 30 454 (25) 0 0
Income tax payable 1 27 27 27 27 Dividends (17) (2) (42) (55) (58)
Total current liab. 189 286 131 203 220 Other Financing Activities (6) (6) 0 (6) (10)
L-T bank loan 85 35 0 118 56 Financing activities CF 27 441 (172) 135 (171)
Total liabilities 274 321 131 320 276
Share capital 170 254 254 254 254 Chang in cash 9 73 (271) 24 81
Reserve 141 558 683 847 1,022
Proposed final dividend 0 25 0 0 0 Cash at the beginning 4 13 436 165 189
Shareholders' equity 311 837 937 1,101 1,276 Cash at the ending 13 86 165 189 270

Working capital (1+2-3) 108 228 152 179 198

Operating CF

Free cash flow

 
Source: company information, FSSL   
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