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! Demand fear vs. supply threat

u SPR released drove big US crude inventory built

u Russia threatens to cut energy supply
u EU to outlay measures to cope with energy price
u US considers more SPR release post Oct

Weak macroeconomic data continues to worry the oil markets, with Brent
crude oil price dropped below USD90 per barrel for the first time since Feb 22,
wiping out Russia-Ukraine conflict premium. However, Russian threats of
supply cut-offs appear to have countered a very bearish EIA inventory report,
with oil prices climbing on Friday.

SPR released drove big US crude inventory built

¥ US commercial crude oil inventory shows a large build of 8.8m bbls w-w
against 0.25m bbls draw expected by the market and 3.3m bbls draw last
week. This is due to a combination of increased imports and ongoing
releases from government emergency reserves. Fundamentally, a sharp
decline in the US SPR suggests that undersupply is still a predominant
issue in the physical oil markets.

¥ Gasoline inventories show a small build of 0.3m bbls w-w while distillate
inventories also show a small build of 0.1m bbls which surprise market
expectation.

¥ US crude oil production was steady w-w at 12.1k bd
Russia threatens full cutoff if price caps implement

The G-7 finance ministers announced that they were moving ahead with a plan
to put a price cap on Russian oil by 5 December. At present, the price cap is
addition to the EU embargo rather than substituting for the ban. It was not
clear when the price cap would be implemented.

® A backfire against price cap on Russia oil. Russia’s President
threatened to cut off energy exports to any country that implements price
caps. "We will not supply gas, oil, coal, heating oil - we will not supply
anything," Putin said. If fully implemented, the ban on insuring Russian oil
shipments would have deprived the market of 6 million barrels of oil a day
(the total volume of Russian oil exports minus pipeline and railroad
shipments to China). It would have been impossible to substitute such a
significant amount on today’s market.

®  Our take. We are not surprised if this policy will not go through.
Realistically, for a price cap to work effectively, the G7 will have to
convince both China and India to join the effort.

News Update

Ex 1: US Weekly data

(m bbls) Weekly change Consensus Last
week
Crude Oil 8.844 -0.250 -3.326
Gasoline 0.333 -1.67 -1.172
Distillates 0.095 0.530 0.111
(kbpd) Weekly change % Change Current
number
Production 0.0 0.0% 12,100
Refinery Runs -309 1.9% 15,929
Source: EIA
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EU to outlay measures to cope with energy price

European governments are drafting drastic measures to cut energy demand and

survive the winter without natural gas from Russia and plan for providing further

detail on 14 September. However, there are limited options that does not have

negative outcomes.

Power price cap. Introducing caps on either wholesale power or gas prices is
one option that European governments are already exploring. Capping prices
can be effective at containing high prices and deliver immediate relief to
consumers, but this also means distortion on consumer demand to be higher
than expected. In addition, price caps will require government subsidy and
therefore it is an expensive measure for governments.

Revenue claw backs. The European Union also aims to claw back excess
profits from power producers that aren’t affected by surging gas prices such as
nuclear, hydro, lignite, wind and solar. The idea is to redirect the funds to help
support power price. However, it can create regulatory uncertainties that stall
investment in renewable as it could weaken investor confidence, resulting in
higher perceived regulatory risk.

Demand curb. The EU is planning to propose two demand reduction targets.
The first would require governments to put in place measures that would cut
overall electricity consumption from all consumers by 10% to 15%. The second
would target the peak hours of production and would call for a mandatory cut of
at least 5% in net consumption, according to the draft.

Our take. Price caps are likely to be less favored as they could lead to demand
distort and costly for government. Therefore, revenue claw backs and fiscal
measure, as well as more direct government interventions to incentivize
demand reductions could be more likely.

US considers more SPR release post Oct

U.S. evaluating need for further SPR oil releases. However, a Department of
Energy official later said the White House was not considering new releases
from the U.S. Strategic Petroleum Reserve (SPR) at this time beyond the
current target of 180 million barrels. They also have already cut U.S.
emergency stocks to below 450 million barrels, lowest since 1984.

Our take. This is too early to say and if OPEC agree to drastically cutting
output, we think option to release more SPR is not an unlikely option.
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Ex 3: Prices And Spreads

(US$/bbl) 2Q21 3Q21 4Q21 1Q22 2Q22 3Q22 Jun-22 Jul-22 MTDW Last This
week week

Upstream

Dubai 66 71 77 97 108 102 115 108 98 93 91

Brent 69 73 79 98 112 100 117 106 98 93 93

Henry hub (US$/mmbtu) 2.7 34 3.9 4.6 7.5 8.0 7.6 7.0 8.8 8.8 8.0

NEX coal price (US$/t) 106 165 185 266 364 410 396 407 404 435 435

Crack spreads over Dubai

Gasoline 9.9 11.6 15.5 17.8 35.0 17.0 41.9 18.6 15.3 6.4 10.8
Jet fuel 4.5 53 10.2 16.2 39.2 31.2 51.1 31.8 30.6 40.2 41.0
Diesel (5.8) (3.3) (6.9) (8.3) 12.5 12.5 55.3 34.0 32.6 42.3 42.8
High-sulfur fuel oil (1.0) 1.6 3.2 (2.1) (8.7) (8.7) (13.7) (23.7) (16.7) (24.2) (23.6)
Singapore complex GRM 2.3 4.0 6.4 8.4 18.6 8.1 24.7 8.1 8.2 6.6 9.9
(US$/tonne)

Aromatics spreads

PX-naphtha 241 240 134 192 364 356 499 327 378 382 366
BZ-naphtha 360 317 196 196 353 284 523 305 238 204 237

Olefin spreads

HDPE-naphtha 575 462 509 413 444 370 403 409 346 337 336
LDPE-naphtha 915 740 890 731 781 624 735 709 574 517 536
PP-naphtha 694 548 558 419 431 340 408 386 300 317 356
Others

Integrated PET 231 185 345 297 302 316 270 314 318 327 327
ABS-naphtha 1,932 1,712 1,565 1,108 1,088 897 1,058 949 870 827 826
Phenol-BZ 252 255 333 421 193 190 117 153 227 291 277
BPA -Phenol 2,008 2,074 1,198 843 625 346 446 356 335 327 340

Sources: TOP, Bloomberg
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Ex 4: Valuation

Rating Current Target Upside/ Market Norm EPS growth — Norm PE — EV/EBITDA — Yield —

price price (Downside) cap 2022F 2023F 2022F 2023F 2022F 2023F 2022F 2023F

(Bt) (BY) (%) (US$m) (%) (%) (x) (x) (x) (x) (%) (%)

BANPU BUY 14.30 19.00 32.9 2,665 2453 (15.2) 3.0 3.6 22 2.0 11.2 9.8
BCP BUY 33.25 39.00 17.3 1,261 1164  (34.9) 4.6 71 3.2 4.8 54 3.6
ESSO BUY 13.50 18.00 33.3 1,287 na (31.1) 44 6.4 3.3 4.9 16.3 5.6
IRPC BUY 3.30 4.40 33.3 1,857 (70.7) 489.1 58.9 10.0 12.5 7.2 4.6 5.0
IVL HOLD 41.75 46.00 10.2 6,456 93.1 (26.6) 5.9 8.1 6.3 7.2 438 3.6
OR SELL 27.50 21.00 (23.6) 9,088 191 7.0 252 235 13.7 12.6 1.1 1.2
PTG BUY 15.30 20.00 30.7 704 50.7 19.3 16.8 141 7.5 6.4 3.0 3.5
PTT BUY 36.75 42.00 14.3 28,909 (5.0) 4.4 124 119 46 4.4 5.4 5.4
PTTEP HOLD 163.00 161.00 (1.2) 17,822 79.9 (9.8) 8.2 9.1 3.0 3.1 3.7 43
PTTGC BUY 44.75 56.00 25.1 5,557 74  (21.9) 6.6 8.5 7.3 7.3 5.6 4.9
SPRC BUY 12.30 15.50 26.0 1,469 na (39.5) 47 7.8 2.8 4.2 9.8 3.8
SUSCO BUY 3.78 6.20 64.0 115 46.5 11.9 11.3  10.1 6.0 5.1 5.3 5.9
TOP BUY 55.27 70.00 26.6 3,105 450.0 (54.1) 3.8 8.2 5.3 10.0 54 42

Sources: Company data, Thanachart estimates
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