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SNP vs. BET  

(%, 7.10.10 - 7.10.11) 

OMV Petrom SA (BVB: SNP) is part of the Energy super sector  (alongside other 

sectors such as „Electricity production”, „Coal” or „Energy Equipment and Ser-

vices”). At a fundamental level, companies belonging to this industry are 

strongly influenced by the macroeconomic cycle, especially by means of fuels 

and energy required in industrial processes. Therefore, the best time to invest 

in stocks of the energy field is towards the middle of the economic expansion.  

The pro-cyclic character of Petrom’s sector leads us to the conclusion that, at 

least in the upcoming months, its shares will keep facing pressures. However, 

starting from the hypothesis of an economic revival as of 2013 and anticipated 

by the stock exchange market, we have kept a rising price target set against 

current values.  

In the upcoming years, the company’s development plans entail diminishing 

the weight of refining-marketing assets to 25% in the group’s total assets and 

considerably boosting activity in segments like exploration and production, and 

gas and energy respectively. Therefore, together with the multiples method, 

we have also employed the free cash flow to equity approach (FCFE) based on 

the financials estimated by us throughout 2011 - 2018 and on some general 

considerations for the next years. 

The result is the above-mentioned target price. The confirmation of this fore-

cast depends upon a series of factors, the most important ones being men-

tioned in the Valuation chapter of this research. Among these, we have singled 

out the macroeconomic situation and the overall state of capital markets: a 

worsening environment might lead to a negative performance while a rebound 

significantly improves SNP’s chances to reach the target price.  

OMV Petrom SA (SNP) 

BVB Ticker Symbol SNP 

Last closing price (RON) 0.3000 

Change set against the price 

valid on 31.12.2010 (RON) 
-10.45% 

Average of price estimates 

(RON) 
0.4300 

Capitalization 

(mil RON, 7.10.2011) 
16,993.23 

Source: Thomson Reuters 

Even after FP’s listing, OMV Petrom SA remains the largest company in Romania listed 

on BVB based on the market capitalization criterion (being outshone by only one foreign 

issuer—Erste Bank). Currently, the company controlled by the Austrian group OMV, 

seems to have adopted the idea of diversifying activity by increasing the weight of hy-

drocarbon exploration and energy production (including from renewable resources), 

most likely because of the global perception according to which refining and marketing 

margins will stay low. 

Target Price (RON): 0.3739; Time Horizon: 15 months 

Refining makes room for production to keep up with the global trend 

  —  SNP;  —  BET. 

Source: Thomson Reuters  
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Grounded on the information provided in the previous research issued by Tradeville about OMV Petrom, we 

can consider that there are at least three new important elements which should be taken into account. 

Firstly, we should consider the overall situation of the global economy which will continue to grow at a very 

slow place at best. Therefore, taking into account the fact that SNP belongs to the oil and gas sector, it is 

highly likely for its sales to be negatively affected. However, once the economic growth is resumed, both 

sales and stocks of companies in this super-sector tend to recover quite well. For this reason, according to 

the sector rotation theory the best time to invest in stocks of this sector is towards the middle of the eco-

nomic expansion. 

A second element refers to the recent tendency to split some companies comprising both refinery and mar-

keting activities and exploration and production into distinct companies (such as Marathon Oil and Conocco 

Philips). Information appeared in the international financial media shows that this tendency is the result of a 

superfluous refining capacity on a global scale that led to a deterioration in relevant margins. Even compa-

nies that will not adopt such measures (like Chevron) will focus, most likely, on the Exploration and Produc-

tion segment. The third observation concerns the diversification of the oil company’s business by including 

energy generation activities either based on streamlined classic technologies in order to reduce carbon diox-

ide emissions or from renewable sources. In this regard, although the existing experience at the level of oil 

companies should represent a comparative advantage in the geothermal sector, solar and wind power pro-

jects prevail in Europe. 

Activity sector  

Structure, governance and activity 

Shareholding structure 

(30.06.2011) 

Data Source:  www.petrom.com; Reuters Knowledge 

In order to better handle both the current economic environment and future 

challenges in the relevant sectors, OMV Petrom SA decided to split its activity 

into 7 divisions : Exploration & Production, Refinery, Marketing, Natural Gas, 

Energy, Chemical Products and Global Solutions. The first six are classic  operat-

ing divisions while the seventh provides corporate services for the group’s oth-

er entities. This measure, although it might have the disadvantage of more bu-

reaucracy, usually entails a series of positive effects at an organisational level 

that derives from the fact that it facilitates monitoring the performance of each 

unit and, eventually, an easier implementation of spin-off operations, sales or 

even bringing activity to a halt. 

The major focus towards streamlining operations is also noticed from the gen-

eral orientation towards reducing the company’s staff. Therefore, according to 

Reuters data, on 30.06.2011, the company had 23,693 employees, accounting 

for less than 40% of the workforce employed in 2002 against a backdrop of 2.5 

times higher revenues. 

Grounded on existing information, Petrom’s strategy responds quite well to the 

two trends identified at an industrial level in the previous chapter. In relation to 

the first aspect, SNP disclosed the intention to considerably diminish the 

weight of Refining and Marketing assets (to 25% from 53% in the present)  and 

lift that of Exploration and Production assets (from 35% to 55%) fact that, in 

our opinion, positively influences the issuer’s performance. The collaboration 

with Exxon Mobile to explore the Neptun perimeter is also an appropriate stra-
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tegic move. Considering the expansion towards the field of energy generation, the company took important 

steps by building the Brazi-based Combined Cycle Plants (gas plant) and buying the Dorobantu wind park. 

It was expected for SNP’s shareholding structure and free float  to undergo changes after the secondary pub-

lic offering carried out by the Romanian government this year. Nonetheless, the failure of this offering left 

the shareholding structure unchanged relative to holders of important stakes. Another public offering might 

be launched by the Ministry of Economy in the first half of 2012, when the Romanian government’s stake 

would shrink by approximately 10%. 

Throughout the interval that has passed since the previous research, we have not identified new data regard-

ing corporate governance quality. We believe that this is good towards average based on international stand-

ards and significantly above the market’s average relative to companies listed on the Bucharest Stock Ex-

change. 

The overall picture projected by Petrom’s activities is rather good  as it seems to be connected to the indus-

try’s trends and serve investors’ interests . The relation with the Romanian government is still of primary 

Importance for the company and the recent scandal concerning an anti-competitive agreement on the local 

market of fuels might draw undesired attention and even pecuniary loss. Nonetheless, SNP remains a local 

„blue chip” enjoying investors’ appreciation, this year’s offering failure being more likely caused by the unfa-

vourable market environment and by how the offer was structured.  

Structure, governance and activity  

Further on, we will analyze a series of ratios computed based on financials re-

ported by the issuer in order to provide an overall image of its economic situa-

tion. In the Schedule you can see an excerpt of OMV Petrom SA’s annual finan-

cials throughout 2008 –2010 as well as the estimated financials drafted for 

2011 – 2018. 

For a better image of return on equity we have employed an extended DuPont 

system below: 

The gross profit ratio (Gr p) refers to the difference between net sales (S) and 

the cost of goods sold (COGS) and, relative to the value of Sales, offers us infor-

mation about the effectiveness of the company’s commercial activity  („Gross 

Commercial Margin”). In the below-displayed table we see that this ratio has 

been caught on an uptrend over the past 2 years and we forecast that it will 

continue against a backdrop of changes underwent by the structure of SNP 

activities. In contrast to said trend, the total asset, a ratio that gauges operating 

efficiency, is sliding. As the energy industry is a capital intensive one, a slight 

reduction in asset turnover is understandable as activity enhances (we have 

not included potential net sales of assets). However, organisational efficiency 

(i.e. the ratio between operating profit - EBIT and the gross profit) is improving 

(as we’ve remarked in chapter 2 as well) and we expect that it will keep getting 

Financials Analysis 

Structure of SNP revenues outside the group  

(2010) 

Source: Reuters Knowledge 

)()1()1(
.

.
EBT

NP
Eq

TD
EBIT
d

pGr
EBIT

TA
S

S
pGr

ROE

Exploration 

& 

Production, 

3.61%

Refining & 

Marketing, 

80.85%

Gas & 

Energy, 

15.47%

Corporate,
0.07%



Updated research 

4 

October 10,2011  

better in the long term. 

The net effect of the above-mentioned performance was a sharp upturn in ROA, which is amplified by the 

leverage effect. If, as we have estimated, the company chooses a more secure financial strategy but less 

profitable for shareholders, the positive result will not be spectacular but the result of a low leverage will. 

Fiscal leverage  (ratio between net and gross profit) has oscillated over the past 3 years, however, we expect 

it to hover around the 2010 value, reason why we’ve set it at 84%. We believe that all these factors will lead 

to a long term increase in ROE and potential punctual fluctuations (as that estimated for 2011).  

Financials Analysis 

Concerning leverage, we see a low use of borrowed capital (on 31.12.2010, total debts accounted for less 

than 27% of total balance sheet assets) which puts the company in a rather prudent financial position. For 

the analyzed period, we have place the utilization rate within the 23-26% interval, in line with values of the 

past 3 financial years. Regarding liquidity, measured by the „Acid Test” ratio, the company seems to have a 

far more aggressive approach than in the case of leverage, reason why we decreased the value of this ratio in 

the first 2 estimated years towards the 2007 value. However, we do believe that, even without changing the 

financing of fixed assets by long term debts, throughout 2015 – 2018 the company’s accounting liquidity will 

improve significantly following the results of investment projects planned in the medium term. 

For the next 6 – 12 months, the macroeconomic environment will most likely be a rather adverse one for the 

company. However, based on the issuer’s capacity to implement investment programs and on the success of 

future explorations,  long and medium term prospects look rather promising.  

Source: Reuters Knowledge, own estimates and calculations 
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To compute a series of theoretical prices we have employed, alongside the multiples approach, the Discount-

ed Free Cash Flow to Equity approach. For the valuation using multiples we have taken into account 5 multi-

ples: P/BV, P/S, P/E, EV/EBITDA and EV/EBIT computed for 13 similar public companies selected based on 

Reuters data according to criteria described in the „Activity Sector” chapter. As for DFCFE, this refers to up-

dating annual FCFE (free cash-flow to equity) values estimated until 2018 (including) and a residual value that 

represents bringing up to date the FCFE sum estimated for the period after 2018. To make the updates, we 

have employed the expected return ratio (k) calculated using CAPM where Beta is 1 (according to Reuters 

data) , the risk-free rate of return stands at 7% p.a., while the market’s average rate of return (E(P)) stands at 

12.5% p.a. 

Sales in the oil industry’s refining and marketing segment are distorted by the fact that they usually include 

taxes that vary from country to country, nonetheless, it has the advantage of being less distorted by account-

ing policies. However, P/E is the most tracked ratio by investors worldwide, despite the fact that net profit 

could contain major distortions. As assets depreciated at a slower pace compared to other industries, the 

EV/EBITDA ratio has an advantage over EV/EBIT. Finally, although the material basis is rather important, the 

P/BV multiple doesn’t necessarily consider its market price. Therefore, we believe that the theoretical prices 

derived based on P/S, P/E and EV/EBITDA are quite representative and, because there are potential distor-

tions in all three cases (hypothesis backed by the different values obtained in the below-displayed table) 

we’ve preferred to take into consideration the target price resulted from the multiples approach- the mean 

of the 3 values.   

We’ve calculated the theoretical prices for each multiple by employing the aggregated ratios (capitalization, 

sales, profit, etc.) at peer group level based on which we have derived the relevant sector’s multiples. After 

having ontained said multiples, we were able to compute theoretical prices for the issuer’s shares (in RON-

terms) at which its multiples would have been equal to those of the peer group. As each of the multiples con-

sidered representative had both advantages and disadvantages, we have selected as target price computed 

via the multiples method the arithmetic mean of these prices, i.e. 0.4045 RON/share. To convert financial 

and market data in LEI we have used the reference exchange rate valid on 7.10.2011 provided by Reuters 

Xtra3000. Further details about the calculation of theoretical prices can be found in the below table. 

Evaluation 

Data: Thomson Reuters 
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Data source: Thomson Reuters 

For the DFCFE calculation we’ve chosen a 2-step pattern. First, we drew up SNP’s provisional Profit and Loss 

Statement, Balance Sheet and Cash Flow Statement for each year throughout 2011 – 2018. Based on this 

data (which you can examine in the Schedule hereto appended) we calculated the FCFE ratio for each year 

based on the following formula: 

FCFE = Net profit+Amortization+New debt–Gross Capex–Net chng. in fin.ass.–Change in Net Working Capital 

For the years subsequent to 2018 we supposed that FCFE will grow at a steady pace for an indefinite time 

and therefore we have computed a global sum updated at the level of 2018 and known as „residual val-

ue” (RV) using the formula: 

                       

Both the annual values of FCFE from yearly estimates and RV were updated until 31.12.2012 using „k”, i.e. 

the above mentioned average return expected by shareholders. Once updated, we added these values and 

divided them by the actual number of SNP shares. It resulted a price of approximately 0.4943 RON/share 

(significantly above Reuters’ consensus of 0.43). However, in Petrom’s case FCFE is controlled by the majority 

shareholder, reason why, in relation to each shareholder, we have to apply an average discount of 24.34%, 

based on Mergerstat data for 2006-2009 (taking into account the industry and the current economic environ-

ment). Grounded on the above and on the considerable oscillations between prices resulted from the valua-

tion using multiples, we believe that the appropriate target price for a 15 month time horizon stands at  

0.3739 RON/share as derived from applying the above mentioned discount to the theoretical price generat-

by the DFCFE analysis. 
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Evaluation 

In conclusion, we think it’s adequate to mention the main risks for the employed analysis approaches and for 

the company itself. The multiples approach starts from the hypothesis that the issuer’s multiples tend to-

wards those of the relevant sector. However, this is the greatest risk entailed by valuations of this kind be-

cause the company’s prospects might be entirely different from those of its sector. Furthermore, there is 

also the risk of the company’s or the sector’s financials to be distorted to such an extent that those multiples 

are no longer relevant.  

As for the inherent risks carried by the DFCFE approach, we believe that the most important are the choices 

made regarding certain key ratios. Among these it stands out the average return expected by shareholders 

(k) and its components, performance of sales, investments in fixed capital, cost of goods sold, depreciation 

expense and the FCFE rate of growth after 2018 (g). Moreover, we believe that the discount value is also im-

portant for minority shareholders. In the below table you can see a brief sensitivity analysis showing how an 

adverse or a favourable 1% change would influence the theoretical price obtained via DFCFE. 

Independently of the elements of the used method, there is the insignificant risk of a mass depreciation in 

stocks at the level of the entire local market (or even European or global)  if market conditions worsen. 

We believe that the most important cluster of risks that the issuer might encounter in its activity involves the  

macroeconomic risk (by the influence on demand for SNP products), fiscal risk (relative to rising taxes and 

royalties), political risk (relative to the relation with regulatory authorities), market risk (shifting oil prices), 

exploration risk ( specific to the exploration and production activity), currency risk (currency shifts influenc-

ing RON-denominated prices and oil prices as well as taxes) and operating risk (by means of product quality 

and the safety level of operations and the environment). 

There is also a second cluster of risks, which we consider to be less relevant for Petrom at the moment: li-

quidity risk (the acid test ratio stands at rather low values, however, there are no financing issues looming on 

the horizon at the moment), credit risk (commercial), interest rate risk (referring to financing risk), reputa-

tional risk and natural disaster risk (considering the nature of oil-based activities).  
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LTM = last twelve months; 

ROA = return on asset; 

ROE = return on equity; 

P/E = price / net profit per share; 

P/BV = price /equity per share; 

P/S = price/ sales; 

EV = market cap + debt  - cash and cash 

equivalents; 

EBT = profit  before tax; 

EBIT(DA) = operating profit (+ amort.); 

Beta = price sensitivity to market changes; 

g = profit growth rate; 

Capex = acquisitions  - sale of assets 

                       (non-financial); 

Net change = price change; 

Working capital = inventory + accounts 

receivable + prepaid expense - commercial 

debts - unearned revenues; 
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Schedule — OMV Petrom SA Financials (2/3) 

Sources: Reuters Knowledge, own estimates and calculations 

Notes regarding estimates: 
 

Cash at hand and in bank – we kept a cash balance equivalent with the difference between receivables and inventory, on the one hand, and debts to suppliers on the 

other hand, to which we added an amount equal to 2/12 of the year’s payroll expenses. When there was a cash surplus (resulted  from equilibrating the balance) we 

added it as well. 

Inventory, Total receivables, Commercial debts – we kept the proportion between the ratio and sales throughout 2010. 

Tangible and intangible assets – the amount between gross capital expenditures estimated for each year and depreciation expenses. For the sum of 2011 investments 

(CAPEX) we used the amount budgeted by the company. For 2012, we supposed that the company will invest the average value from 2007 – 2011. Throughout 2013 

– 2017, we supposed that it will invest the minimum amount from 2007 – 2012 and RON 15 billion (split equally over five years) accounting for 50% of the maximum 

value estimated in August 2011 by Exxon for the investment in the Neptun perimeter. In 2018, we supposed that net investments will be equal to 25% of the depreci-

ation. 

Financial expenses; Prepaid expenses, Unearned revenues, Reserves and provisions – moving average of the value from the previous 3 financial years. 

Long term debts (>1 year) – we kept the ratio between long term debts and nonfinancial assets from 2010. 

Short term debts (<1 year) – used to counterbalance the balance in the case of a financing deficit considering the restriction to keep the total debt/ total asset ratio 

within the 24% – 26% range throughout 2011 – 2017, 23% in 2018 respectively. 

Share capital – we estimated 15% growth in 2013 (required to keep the total debt / total asset ratio within 24% – 26% throughout 2011 - 2017). 

Accumulated profit  – sum of previous year’s value and current year’s profit 

Profit distribution – technical account equal to the amount of a financial year that was allocated to various uses (capitalization, covering losses, dividends, etc). 
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Schedule — OMV Petrom SA Financials (1/3) 

Sources: Reuters Knowledge, own estimates and calculations  
Notes regarding estimates: 
 

 Sales (S) – for H2/2011, based on previous years’ performances we estimated 90% of sales made in H1/2011. In 2012, we estimated  sales higher by mere 5% set 

against 2009, for 2013 vs. 2012 forecasting growth of 7.5% (at half compared to 2010 vs. 2009). In 2014, we anticipated a 1/3 slowdown in the pace of growth 

shown in the previous year. Throughout 2015 – 2018, we anticipate 10% increase on an annual basis as investments in exploration and production and, partly, in gas 

and energy are starting to show notable effects.   

 COGS – for 2011 and 2012 we estimated a COGS/S rate of 67.39% (the arithmetic mean of similar rates in 2008 – 2010 and H1/2011). For the upcoming years, we 

took into account the press statements made by SNP’s management, according to which the weight of refinery and marketing marg ins would drop to 25% from the 

current level of 53%. Furthermore, we considered that: the percentage of income derived from the oil-based activity will contract from 84.5% (in 2010) to 70% (in 

2017 and 2018), the weight of refining and marketing revenues in total sales will decrease in line with lower assets and the COGS/S ratio of the refining and energy 

divisions will stay at the level estimated for 2012. Moreover, we monitored the COGS weight in the revenue of some exploration and production companies in the 

European area with market capitalizations of up to two times lower or higher than 115% * SNP’s current capitalization (we est imate the necessity of a capital rise by 

15% in 2013) resulting an aggregate value of 25%. Thus, we established that in 2017 and 2018 the COGS/S ratio will stand at 53.99%. Throughout 2013 – 2016, we 

anticipated a linear decrease thus reaching 2017 values. 

Amortization – we kept an average proportion between amortization and non-financial assets throughout 2008-2010. 

Payroll and administrative expenses – we forecasted growth equal to the inflation rate posted by the National Bank of Romania and by the Romanian Government for 

2011 – 2014, estimating that the inflation rate will subsequently surge from 2.8% in 2015 to 3% in 2016 – 2018. 

Other operating income – we kept the average proportion between this ratio and sales throughout 2008-2010. 

Interest income – we kept the average of the 2 previous years of the ratio between income and interest in year n and the existing cash at bank and in hand in year n-

1. 

Interest expenses – we kept the past two years’ average of the ratio between interest expenses in year n and the financial debts in year n-1.  

Income from interests; income from other financial investments; Other financial expenses– moving average of the past 3 financial years’ value. 

Income tax – we supposed it will stay at 16% until 2018 (including). 

Minority interests – showing a positive effect throughout the past 3 years we considered them nil in the future. 
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Schedule — OMV Petrom SA Financials (3/3) 

Source: Tradeville calculations based on the Balance Sheet and the Profit and Loss Statement 


