
 
    

 

 

 

 

 

BUY 
Current Price:  $105.05 
Target Price:  $125.28 
Market Cap:  $60.95 Billion 
Beta:   1.097 
ROIC/WACC:            1.60 
Gross Profit Margin:    60.8% 
EBITDA Margin:        45.8% 
Net Income Margin:    18.9%                   

Company Description: EOG Resources is an 
energy company that explores, develops, produces, 
and markets natural gas and crude oil. EOG is an 

international firm that operates in the United States 
(primarily) and has some assets in Trinidad and 

China. They are the biggest operator (by volume) in 
the Eagle Ford Shale formation in Texas.  
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Michael Bove 

Sector:  Energy 
Industry: Oil, Gas, and Consumable Fuels 
Current Price: $105.05 
Target Price: $125.28 (19.26% Upside) 
 



 
    

 

Thesis:  
EOG is a very strong energy company that explores, 
develops, produces, and markets natural gas and 
crude oil. The company has shown amazing 
flexibility in recovering from a collapse in the oil 
markets that started in 2014. Their status as a large 
energy company has allowed them to gain a 
foothold in the very profitable Eagle Ford shale 
basin. With costs decreasing and free cash flow 
increasing, this company is well prepared to 
compete in the hydrofracking business.  
 
They offer a small dividend and are a safe energy 
company for our fund to invest in, as we need more 
allocation to the energy sector.  

Catalysts:  
 Short Term (within 12 months): Cost 

savings and improved efficiency 

 Mid Term(1-2 years): Stabilizing oil market 
as supply decreases 

 Long Term (3+ years): Strong free cash flow 
allows for acquisitions  

 

Company History: 

EOG was originally a part of the infamous Enron Corporation. EOG stands for Enron Oil and Gas. The 

company was spun-off from Enron in 1999 as a way of separating the American exploration and production 

assets of the company.  

 

 
 

Despite the connection to the bankrupt energy company, which is used as a case study in accounting fraud, 

EOG has emerged as a massively successful shale company that is the largest operator in the South Texas shale 

region known as Eagle Ford. The company also operates in the “Mid-Continent” oil field (Oklahoma), the 

Permian Basin (West Texas), and the Rocky Mountain Area (which includes basins in Wyoming, Colorado, and 

North Dakota.  

 

 

Crude Oil Sector Outlook: 

Crude oil powers the modern world. Almost all of the major fuels that we use today (such as gasoline, 

kerosene, diesel fuel, etc.) are refined from crude oil. Additionally, crude oil is refined into other useful 

materials such as plastics, pesticides, and pharmaceutical compounds. There is a tremendous amount of use 

for crude oil and many wars have been fought over control of the world’s most important asset (according to 

some).  



 
    

 

At the current price, there is wide debate over the direction of the price of crude oil. 

 

There are several factors that lead industry analysts to speculate that the price of oil will rise in the future. 

Supply concerns in Latin America (primarily Venezuela) and U.S. sanctions on Iran are limiting supply in the 

international markets. Additionally, Saudi Arabia is threatening to extend production cuts to raise the price of 

oil. OPEC members have reduced oil output to the lowest level in four years. The Scandinavian country, 

Norway, recently announced that they will refuse to drill for billions of barrels of oil that they have access to 

in the Arctic because of climate change. Lastly, China has restarted the import of oil from the United States 

because of calming trade tensions between President Donald Trump and President Xi Jinping.  

However, some analysts believe that oil will fall in the near term. WTI crude has risen over 40% since the 

beginning of the year. This strong price increase has put the commodity in an “overbought” position, 

according to many technical indicators. Furthermore, US shale producers tend to have higher costs of drilling 

compared to other countries, so they are able to produce more oil when prices increase quickly. This 

additional supply tends to reverse the market and cause prices to moderate and fall. Last week, the number of 

active oil rigs jumped by 19 after several weeks of rig declines.  

 

 

Q4 2018 Earnings Report: 
 

On February 26, 2019, EOG released their 4th quarter earnings report. The company reported EPS of $1.24 

(which missed analyst expectations by $0.11) and revenue of $4.57B (which represents a 36.94% change Y/Y 

and beat analyst expectations by $130.14M). The company recorded record net income in 2018 and generated 

very strong free cash flows. 



 
    

 

 

In the 4th quarter, the company exceeded their target for crude oil volumes. This translates to a 17% (430,000 

barrels of oil per day) increase compared to the same period in the prior year. Their net cash generated from 

operating activities was $2.1 billion.  

 

EOG has also improved their efforts to reduce costs. The per-unit operating expenses on their rigs was lower 

and SG&A expenses, transportation expenses, and depreciation expenses, were lower as well. 

 

 

 
 

 

Key Financial Statistics: 

EOG is in a strong financial position and recovered greatly from the oil market collapse in 2014. Revenues 

have grown by 50% in both 2017 and 2018 following a sizeable drop in revenue when oil prices plummeted. 

Their revenue figures are now larger than they were in 2014.  

 

Their strong revenue growth has translated to the bottom line. The company reported a loss in 2016 of $1.61 

per share but turned back to a profit in 2017. In 2018, their EPS grew a whopping 403.6% as the oil markets 

stabilized.  

 

Debt does not appear to be a problem for the company. Their cost of debt is relatively low at 4.3% and they 

can easily cover their net interest expense of $245.1 million per year with their operating income of $4.3 billion. 

EOG’s debt is about 12% of their market capitalization.  

 

Lastly, the company is generating strong free cash flows of $1.6 billion in 2018. This number is projected to 

increase to over $2.5 billion by 2020.  

 



 
    

 

 
 

 

Improving Efficiencies: 

I believe that EOG is an interesting company to invest in because of how they are becoming vastly more 

efficient with their capital and growth. For example, the company now only needs WTI oil to be at $55.00 per 

barrel to achieve a double-digit return on capital employed. Return on capital employed is calculated by 

dividing EBIT by total assets minus current liabilities. In 2016, the company needed WTI oil to be at $81.00 

per barrel to achieve the same goal.  

 



 
    

 

Finding & development costs are down 39% since 2014 and depreciation, depletion, & amortization costs are 

down 31% since 2014 as well.  

EOG has been able to use their scale to find ways to be more efficient. As the company becomes more 

efficient, additional savings will be realized by the company as oil prices stabilize.  

 

Competitors: 

EOG is a strong competitor. As the largest producer of oil (by volume) in the lucrative Eagle Ford shale 

basin, they are able to leverage their size and make better deals with suppliers and customers than some of 

their smaller competitors. Compared to their competitors, the company has better revenue growth, and a 

better net income margin. Additionally, their debt to equity ratio is the lowest among their competitors (at 

31.42%).  

 

EOG also does a good job providing a return on their assets and shareholders’ equity. With a return on equity 

of nearly 20% and a return on assets of around 11%, EOG does much better than their median competitor 

does in providing a return. 

 

  

 

 



 
    

 

Management and Ownership:  

EOG’s management team is very effective. The company is led by Bill Thomas, who serves as CEO and 

Chairman of the Board. He has been serving in those capacities since January of 2014 and has been with the 

company for the past 39 years. His long history with the company has made him effective in successfully 

acquiring existing firms, forming profitable joint ventures, and leading the company.  

The company has a tendency to be more conservative in their projections. This comes from their CEO 

having a long history with the company as he has seen the dangers of overly aggressive promises. The 

company’s volume growth figures have a tendency to “over deliver” and this is generally beneficial for the 

company when it comes to managing expectations.  

The rest of their management team is also very experienced with the company and there have not been any 

recent major departures that would cause concern for shareholders.  

Ownership of EOG’s stock is primarily held by investment advisors. Banks, pension funds, and governments 

are the next highest owners. This suggests stability to me. Investment advisors are holding the company for 

their clients and the public is generally risk averse.  

 

 

Possible Bear Case & Risks to EOG: 

As a producer of crude oil, EOG tends to trade very similarly to WTI crude oil. Any drastic reduction in the 

price of oil will harm EOG’s stock as revenues and earnings will surely be negatively impacted.  

As geopolitical uncertainty continues to persist in Venezuela and Iran, and OPEC (led by Saudi Arabia) 

continues to reduce supply, it seems likely that the price of oil will continue to increase. This will benefit 

EOG. 



 
    

 

 

However, EOG has demonstrated unrivaled flexibility in responding to weak oil prices. Despite oil prices 

being at around $60.00 per barrel, compared to around $100.00 per barrel in 2014, EOG’s revenues and 

profits are now substantially higher than they were in 2014. Additionally, EOG is free cash flow positive 

when WTI oil prices are at $50.00 per barrel or more.  

Another risk for EOG is the fierce competition in the U.S. shale sector. In the Permian Basin, where EOG 

has some assets, land rights are selling for several thousand dollars per acre. In September, a record sale 

occurred for $95,000 per acre. This high price per acreage reflects the high amount of activity in the basin. 

Although this raises the value of their Permian assets, it makes growth in that basin more expensive to do.  

At the end of January, Citigroup Inc. reported on concerns of slowing growth in the shale sector. The bank 

noted that EOG would probably reduce production growth while WTI oil prices remain around $60.00 per 

barrel. Shale operators appear to be reducing budgets as oil plummeted from $77.00 per barrel in October 

2018 to a low of $42.00 per barrel at the end of 2018. Although oil prices have rebounded, investors are 

concerned that too much growth in shale will keep oil prices lower. Anadarko Petroleum and Parsley Energy 

cut their 2019 spending figures, Diamondback Energy announced a spending plan that was lower than 

analysts expected, and Occidental Petroleum said that it would reduce outlays as well if oil prices remain 

relatively lower.  

 

 

 

 



 
    

 

Conclusion:  

EOG is a very strong energy company that has shown incredible flexibility generating profits despite the 

volatility in the oil markets. Their balance sheet is strong and they are one of the best energy companies 

operating in the U.S. shale sector. Stabilizing oil prices and increased efficiency will be of great benefit for the 

company and I believe that we can expect sizeable returns by investing in this company.  

Based on the presentation made by the officers of our fund, we need more energy stocks and EOG is a good 

investment for our fund. 



 
    

 

 

CENTER FOR GLOBAL FINANCIAL STUDIES EOG Page 2
EOG Resources, Inc. Symbol: EOG Financials

Analyst Michael Bove Profitability EOG (LTM) EOG Historical Peers' Median (LTM)

Buy below $100.81 Return on Capital 12.9% 6.90% 5.33%

Sell above $143.65 Adjusted EBITDA Margin 46.3% 16.85% 52.87%

Probability of  Price Increase 58% Return on Equity 19.2% 13.8% 9.2%

Last Price $98.73 Adjusted Net margin 19.9% 14.7% 13.1%

Intrinsic Value $115.60 Invested Funds EOG (LTM) EOG Historical Peers' Median (LTM)

Target Dividends $0.68 Cash/Capital 5.9% 4.6% 4.4%

Target Price $125.33 NWC/Capital 1.2% -3.8% -2.7%

Operating Assets/Capital 92.9% 97.6% 90.9%

Quarterly Earning Surprises (Actual Vs. Median Estimates) Goodwill/Capital 0.0% 0.0% 1.2%

Revenue Capital Structure EOG (LTM) EOG Historical Peers' Median (LTM)

12/31/2017 9.72% Total Debt/Market Cap. 0.14 0.14 0.59

3/31/2018 6.05% Reported Cost of Borrowing 4.3% 5.4%

6/30/2018 11.48% Cash Interest/Total Debt 4.0% 5.1%

9/30/2018 6.00% CGFS Credit Rating B CC

12/31/2018 -2.33% Credit Model Rating a- bbb to bbb+

Mean (Standard Error) 6.19% (1.03%) Probability of Default 0.35% 0.52%

EBITDA Cost of Capital

12/31/2017 29.77% CGFS Credit Rating Credit Model Rating Probability of Default 

3/31/2018 1.66% Implied Cost of Borrowing (EOG) 5.7% 4.9% 6.1%

6/30/2018 3.42% Implied Cost of Borrowing (Peers) 6.7% 5.4% 7.3%

9/30/2018 9.31% Cost of New Debt Estimate 4.0%

12/31/2018 -7.57% Market Risk Premium Estimate 6.0%

Mean (Standard Error) 6.19% (1.92%) Cost of Equity Estimate 10.0%

WACC Estimate 9.1%

Valuation
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Intrinsic Value Distribution--Probability (Upside)=58%

36.6%

23.2%

18.4%

21.8%

Discount

Rate

CAPEX

EBITDA

Revenue

Sensitivity Attribution Analysis

DCF Valuation

Revenues EBITDA Margin UFCF WACC ROIC Price Per Share

Base Year (Actual) $17,266.48 46% $1,432.21 9.38% 12.92% $118.23

year 1 $17,640.48 50% $3,282.10 9.10% 14.03% $127.96

year 2 $20,393.13 77% $8,510.16 9.17% 26.41% $138.03

year 3 $21,301.13 54% $5,524.85 9.22% 14.57% $148.03

year 4 $22,444.52 56% $6,353.37 9.26% 14.55% $158.25

year 5 $23,555.58 50% $4,980.63 9.29% 11.71% $168.68

year 6 $24,671.32 50% $4,974.68 9.32% 11.54% $179.50

year 7 $25,787.20 51% $4,949.27 9.35% 11.11% $190.74

year 8 $26,898.44 51% $4,903.60 9.37% 10.51% $202.46

year 9 $28,000.11 52% $4,837.00 9.40% 9.96% $214.70

year 10 $29,087.06 52% $4,748.97 9.42% 9.46% $227.54

year 11 $30,154.07 53% $4,639.14 9.44% 9.01% $241.05

year 12 $31,195.79 53% $4,507.36 9.46% 8.58% $255.30

year 13 $32,206.84 54% $4,353.60 9.48% 8.19% $270.42

year 14 $33,181.84 54% $4,178.08 9.50% 7.82% $286.49

year 15 $34,115.47 55% $4,144.13 9.52% 7.58% $315.16

Continuing Period $35,002.47 55% $8,557.18 9.53% 9.53%

Relative Valuation Asset Based Valuation

Multiple EV/Rev (FW) EV/EBITDA (FW) P/BV (TTM) P/E (FW) Recovery Rate 100%

Median (Peers) 3.3x 6.8x 1.9x 23.0x Capital $57,665.53

Base Revenue (NTM) EBITDA (NTM) Book Value (LTM) Net Income (NTM) Intangibles $0.00

EOG $18,409.71 $10,725.26 $20,198.88 $4,775.93 Claims $7,892.85

Implied EV $61,420.32 $72,945.94

Total Net Claims $3,988.82 $3,988.82

Implied EQ $57,431.50 $68,957.12 $38,327.58 $109,749.73 $49,772.68

Model

DCF Valuation

EV/Rev (FW)

EV/EBITDA (FW)

P/BV (TTM)

P/E (FW)

Asset Based Valuation

Price per Share

$92.79

$127.96

100.00%

0.00%

0.00%

0.00%

0.00%

0.00%

100%

$127.96

$107.19

$128.85

$71.29

$205.51

$118.78

$66.02

$189.05

$85.73

$118.23

$98.93

Valuation Summary

Intrinsic Value Target Price Weight

$118.23


