
 
    

 

 

PDC Energy (PDCE) Inc is an exploration company. The headquarters of PDCE Inc is located in Denver, 
Colorado. The company’s operations are production, exploration and marketing crude oil, natural gas and 
natural gas liquid (NGLs). Operation of PDC Energy is located only in the United States: Wattenberg Field 
in Colorado, Delaware Basin in Texas and the Utica Shale in Ohio.  

 
BUY 
Current Price:  $50.25 
Target Price:  $55.14 
Market Cap:  3.6B 
EBITDAX:                  $608.3 
EBITDAX Margin :      64.8% 
 
 
 

 

 
 

Thesis:  

This report will explain why we should buy the stock 
of PDCE because after analysis of the company, the 
stock PDCE is undervalued. To support this 
position, the report will discuss how companies in the 
energy sector are affected by the prices of oil and gas, 
especially the company PDC Energy Inc. This report 
will describe how the prices of oil and gas are linked 
to the profitability of PDC Energy Inc, as well as how 
the forecast of the production of the company will 
impact the revenue in the future along with the future 
of oil prices. 

 

Catalysts:  

• Short Term (within the year): The company 
just released the annual report of 2017. 	

• Mid Term (1-2 years): Oil price is going to 
increase. Thus, the growth profit is going to 
increase dramatically. 	

• Long Term: The company will expand its 
operation 	
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Major development from previous years: 

In 2016, the company increased its production by 44% to reach 22.2 barrels of oil equivalent (MMBoe) 
from the Wattenberg Field composed of 61 % crude oil and natural gas liquid, and 39 % natural gas. 
Furthermore, the Company has proved reserves of 341 million barrels of oil equivalent and owned an interest 
in 2,900 gross productive wells. According to the 10-K, at the end of December 2017, PDCE owned 
approximately 2,800 gross (2,300 net) productive Wells, and 32% of this acquisition are horizontal. The 
company produced 31.8 MMBoe in 2017. It means that the company increased its production by 44% compared 
to 2016. The average production in 2017 was 97 MBoe per day. It represents an increase of 33% compared to 
2016. PDCE had 452.9 MMboe of proved reserves, and 32% are proved developed reserves. 58% of their 
reserves in 2017 were liquid, which includes crude oil and natural gas liquid. Indeed, their 452.9 MMBoe of 
their total proved reserves represented an increase of 111.5 MMBoe (33% compared to 2016). 
At the beginning of 2018 (January 5), PDCE closed an acquisition in Wattenberg Field from Bayswater 
Exploration and Production, LLC. The cost of this acquisition was $186 million. In addition to this $186 million, 
PDCE invested $15 million during 2017 to complete drilled but uncompleted wells acquired in this acquisition.  
  

 
Industry Outlook:  

As shown by the chart below, the oil price at the beginning of 2015 was $53.45 and it collapsed to 
$34.73 at the end of the year. The drop off for the oil price during this period was a result of several factors. 
The price of the oil is determined by the supply and demand. Moreover, the demand is closely linked to the 
economic activity. Therefore, during this period the supply was much higher than the demand. The demand 
was low due to slowing global growth. Also, the American production increased thanks to unconventional 
hydrocarbon. Concerning the natural gas price in 2015 it followed the oil price for many reasons. First, the 
natural gas price is indexed by the oil price. This means if the oil price goes down the natural gas will go down 
and if the oil price goes up, the price of the natural gas will go up. However, oil price is not the only cause for 
the decrease of the natural gas. The natural gas price is linked by five other factors. First, the natural gas is 
driven by the outside temperature. Secondly, it is linked by electricity consumption. Thirdly, the price of natural 
gas is impacted by the supply. Fourthly, the natural gas follows the currency exchange rate of two currencies. 
Finally, the natural gas is driven by the global macro environment. As we can see from the chart, the natural 
gas went down in the same way as the oil price for the reasons listed below. So, in the past two years, the 
company saw a drop in its revenue especially due to the drops in the oil and natural gas prices. So, energy 
producers are confined to two risks. The first risk is the price risk, and second risk is the volume of production. 
Thus, energy producers have to focus on these two risks when they have to choose a coverage strategy. The 
price risk can be covered by the derivative assets, while the volume risk can be covered by weather derivatives.
  



 
    

 

 
 
 

 

Segment: 

 
The main activity of PDC Energy is the oil and gas production and exploration. It represents 97.3 % of 

their revenue ($913.1 million). Secondly, the commodity price risk management represent 1.4% of their revenue, 
and well operation and pipeline income represent 1.3 % of the revenue. The crude oil represents $625 million 
(68.45%) of the revenue in 2017. The natural gas represents 17.34% ($158.3 million), and the natural gas liquid 
allowed the company to earn $129.9 million representing 14.21% of revenue. 

 

  

Earning Performance: 

As I stated earlier, during 2015 and 2016 the oil and gas prices saw a decrease. This decrease has resulted 
in a negative impact to companies that are in the industry. However, as we can notice in the graph, PDCE has 
continued to increase its net income while other oil energy companies saw a huge decrease for their net income. 



 
    

 

It means that PDCE is able to deal with volatile markets. However, the company saw a decrease in its net 
income in 2016 (-1.5 million). It was the first time in six years that the net income was negative. This negative 
net income was principally due to abnormal derivatives. The company lost $333.88 million because of abnormal 
derivatives. The abnormal derivatives were composed of a loss of $125,681,000 in commodity price risk 
management and a loss of $208,200,000 for the net settlement on commodity derivatives. Concerning the 
estimates net income for the next few years, analysts are optimistic. As we can see in the graph, the net income 
is going to increase to reach approximately $550 million in 2021. 

PDCE’s revenue saw its highest increase in 2014 due to the price of oil. However, in 2015 the revenue 
of the company saw a decrease due to the decrease of oil prices. Moreover, the revenue remained good 
compared to its competitors, because of their position in derivatives in 2015. In fact, in 2016, the revenue of 
PDCE increased compared to 2015 even if the oil prices did not increase. This increase is mostly due to their 
gain realized on derivatives. Concerning the estimate revenue for the next years, analysts are bullish about it. 
The revenue should increase to reach approximately $2 billion in 2021. This increase in revenue, will allow the 
company to increase its EBITDAX. EBITDAX forecast are very positive. The EBITDAX of the company 
should increase to reach $1.2 Billion in 2019 and $1.5 billion in 2021.  

 

 

 

 

 

 



 
    

 

Potential Business Growth: 

The long-term strategy of PDC Energy is focused on generating stockholder value. This strategy is 
possible through acquisitions, explorations, and development of crude oil and natural gas properties. The 
company is focused on the growth of their reserves, production, and their cash flow. Their activities are focused 
mainly in two areas: Wattenberg Field and the Delaware Basin.  

Their inventory drilling locations support their planned growth over the next coming years.  
According to the 10-K, the company is expecting thanks to this, to increase their proved reserves, production, 
and cash flows. Furthermore, PDCE believes they can extract more value from some acquisition thanks to 
optimization opportunities and improve in their working interests in their development drilling locations.  
In 2017, the company completed two huge acreage exchanges in the Wattenberg Field, creating two 
development areas: Prairie and Plains.  
When they closed the transaction, it received an aggregate of 15,900 acres in exchange of an aggregate of 16,200 
net acres. In addition, according to the company and as it stated earlier, the company closed the Bayswater 
acquisition at the beginning of 2018. The company acquired 7,400 net acres or 24 operating horizontal wells. 
The strategic acquisitions of PDCE show their objectives to growth and to create value. Indeed, PDC Energy 
examines and evaluates acquisition opportunities that will allow them to growth. PDCE seek properties with 
large undeveloped drilling upside where it believes they can utilize complete small bolt on acquisitions to 
optimize their portfolio. 

 

 

Strength of the company: 

The company has an experienced team of management, engineering, geoscience and commercial professionals 
who identify and evaluate acquisition. The strengths of the company are numerous. First, they have multi-year 
project inventory in crude oil, natural gas and natural gas liquid plays. Second, the company has a strong liquidity 
position. Furthermore, they are going to increase their strong liquidity position through investment in projects 



 
    

 

with attractive rate of return. Third, they are using highly competitive technology to focus on efficiency. This 
strength will allow the company to decrease their operating cost and to go in areas that are less risky for them. 
Finally, they have a commodity derivative program that allow them to protect their investment returns and cash 
flow. This program was very important particularly during the recent decrease in the oil price (2015-2016). The 
commodity program allows them to protect their cash flow, borrowing base, and liquidity during bad periods 
for the oil prices.  For example, in 2017, this program allowed them to cover 11.9 MMBbls and 6.6 MMBbls of 
crude oil for 2018 and 2019.  

 

 

Profitability: 

 

 
Based on my own model and my forecast thanks to the forecast of the oil price by the World Bank, I can predict 
that the company will create value for the next few years. Indeed, in 2017 the company PDC Energy destroyed 
value because the WACC was higher than the Return on Invested Capital (ROIC). However, we can notice 
from the next few years the ROIC will be higher than the WACC. This means PDCE will create value and so 
it will mean the company is growing.  



 
    

 

 

 

Furthermore, if we compare PDCE with its competitors we can notice PDCE has higher percentage growth. 
However, as it stated in the previous paragraph, PDCE will increase its return on capital and Return on Invested 
Capital in the next years. Currently, the ROIC and ROC of the company is lower than its competitors. 
Moreover, PDCE is above the average concerning some profitability ratios as it shows on the table. This means 
PDCE is better than its competitors in terms of profitability. The operating income margin is 3.71 pts higher 
than the average of its competitors, and the EBITDAX margin is also higher by 11.57 pts higher.  

 

 



 
    

 

Ownerships: 

 

As the chart shows us, 85.88% is owned by Investment Advisor and 4.57% by the hedge funds managers. In 
one year, the percentage owned by the hedge funds increased by 0.59%. It means that the hedge funds have an 
interest in buying the stock because they are optimistic for the future of the stock and in the company growth. 
Furthermore, the short interest of PDCE is 6.74 which is shows that investors are bullish concerning this stock.  

 

 

 

Conclusion:  

PDC Energy Inc is a company in the energy company specialized in the oil and gas production. As the paper 
demonstrated, the company is very sensitive to the price of the oil and gas. In 2015 and 2016, the revenue and 
the EBITDAX of the company decreased because of the drop off of the oil and gas prices. However, the 
forecasts of the production for the company and the forecast of the oil and gas prices should increase the 
revenue of PDCE and the EBITDAX should increase too in a mid-term range. As the write-up showed the 
stock of PDCE will increase thanks to the rise of the oil and gas prices in few years and thanks to the strategy 
of the company.  

 

 

 

 



 
    

 

 

 


