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Valuation / Recommendation
EOG’s 1H22 revenue and net profit were within our expectations. We are,
therefore, maintaining our target price of USD124.67 for EOG. We will also
be upgrading our recommendation for the stock to a BUY due to the pullback
in the stock’s price since our last report. Our target price is derived from PE
of 13x our FY23 forecast EPS of USD9.6.

Investment Highlights
2Q22 revenue surged 79.0% to USD7.4 bn (2Q21: USD4.1 bn). The
increase in revenue was driven by 1) higher average crude oil, natural gas
liquids, and natural gas prices of USD111.25 per barrel, USD42.28 per barrel,
and USD7.19 per mcf respectively in 2Q22 (2Q21: USD66.12 per barrel,
USD29.15 per barrel, and USD3.07 per mcf) 2) increased production
amounting to 920.7 thousand barrels of oil equivalents per day (MBoeD)
compared to 828.0 MBoeD in 2Q21. The increase in average prices and
production was partially offset by higher losses on mark-to-market financial
commodity derivative in 2Q22 of USD1.4 bn (2Q21: USD427m).
2Q22 net income jumped 146.7% to USD2.2 bn (2Q21: USD907 m) in line
with higher revenue. EOG generated strong adjusted free cash flow* of
USD1.3 bn in 2Q22 (2Q21: USD1.1 bn).
*Adjusted free cash flow is calculated as: cash provided by operating activities before changes
in working capital less CAPEX.
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Business Overview
EOG Resources, Inc. is one of the largest crude oil and natural gas
exploration and production companies in the United States. The
Group has proved reserves in China and Trinidad as well.
EOG produced 920.7 thousand barrels of oil equivalents per day in
2Q22. Crude oil and condensate made up 50.4% of production and
96.2% of production is based in the US in 2Q22.
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*Dividends paid by US companies are subject to 30%
withholding tax.
RESULTS
2Q22
2Q21
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Operating Revenue &
Others
7,407
4,139
Operating Costs
(Excluding DD&A)
3,593
2,054
EBITDA

Oil market outlook. We expect crude oil prices to remain elevated in the
short-term due to the following factors: 1) The EU switching some of its
natural gas-fired power generation to oil-fired power generation due to high
natural gas prices in Europe. A colder than average winter could see demand
for oil spike in Europe. 2) While some countries like China and India may
have picked up a significant amount of Russian crude and oil products that
used to flow to Europe, the US, Japan and Korea, we opine that the surge in
demand for Russian barrels from countries like China and India will
eventually cool-off as countries tend to want to maintain diversified sources
of crude oil supply. 3) Furthermore, the IEA expects the EU's embargo on
Russian crude and oil products that comes into full effect in February 2023 to
result in a further decline in Russian oil exports as 1 million barrels per day of
products and 1.3 million barrels per day of crude would have to find new
markets (source: IEA Oil Market Report - August 2022). 4) Rising demand
from China once COVID-19 restrictions are eased and they return to
normalcy. 5) Tight spare capacity could result in spikes in crude oil prices
should there be a major outage.

Risk factors. A sudden plunge in oil prices could significantly impact EOG’s
financial performance and position. Cost inflation in the O&G sector could
pressure margins and reduce the returns from drilling new wells.

10.9

Expected Gross Dividend Yield (%)*

EOG continues to return capital to shareholders. EOG recently declared a
special dividend of USD1.50 per share on its common stock. The special
dividend will be payable September 29, 2022, to stockholders of record as of
September 15, 2022. EOG has declared a total of USD5.80 per share in regular
and special dividends so far in FY22.

Factors that could continue to drive oil prices lower. 1) Demand
destruction from high crude oil prices and a potential global recession could
be more significant than expected. 2) A successful deal between Iran and
world powers could result in additional supply.
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Market Cap (USD bn)
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INVESTMENT
STATISTICS (FY Dec)
Revenue (USD m)
Net Profit (USD m)
EPS (USD)
EPS Growth (%)
EBITDA (USD m)
Free Cash Flow (USD m)
ROA (%)
ROE (%)
Net Gearing/ (net cash) (%)1
Gross Dividend Yield (%)2
Price/Earnings Ratio (x)2

FY19
17,380
2,735
4.7
(20.2)

FY20
11,032
(605)
(1.0)
-

FY21
18,642
4,664
8.0
-

FY22F
24,023
7,594
13.0
62.5

FY23F
20,387
5,572
9.6
(26.6)

7,480
1,741
7.4
12.6
18.2
1.3
16.1

2,867
1,543
16.9
3.0

9,762
4,941
12.2
21.0
(0.5)
4.1
14.0

13,468
6,806
18.4
30.8
(7.2)
7.8
8.6

10,910
5,590
13.0
20.9
(14.1)
5.5
11.7

-

Sources: Mercury Securities, Company
1
Net gearing is calculated as: (total debt - cash and equivalents)/shareholder’s equity
2
PE and gross dividend yield for FY19-20 are based on the closing share price on the last trading day of 2019 and 2020

DISCLAIMERS AND DISCLOSURES
Disclaimers
This report is prepared primarily for the use of Mercury Securities’ clients in Malaysia and not for publication purposes, should not be
reproduced, altered in any way, transmitted to, copied or distributed to any other party in whole or in part in any form or manner
without the prior express written consent of Mercury Securities. Mercury Securities, companies and individuals related to it accept no
liability whatsoever for the actions of third parties in this respect.
This research report is prepared for general circulation and for information purposes only and under no circumstances should it be
considered or intended as an offer to sell or a solicitation of an offer to buy the stocks or securities referred to in the report. Investors
should note that the price, values or fundamentals of any securities may fluctuate over time. Past performance of any securities may
not be an accurate guide to its future performance.
This report is not intended to provide personal investment advice and does not take into account the investment objectives, financial
situation and risk appetite of persons who may receive or read this report. Investors are advised to trade at their own absolute discretion,
and to seek financial, legal and other pertinent professional advice regarding the appropriateness of investing in any securities or the
investment strategies discussed or recommended in this report.
Any information, views, opinions, recommendations and advice in this report are given in good faith but without any legal responsibility
or liability to Mercury Securities and connected parties. Information contained in this report has been obtained from public sources
believed to be reliable but such sources are not independently verified by Mercury Securities and consequently no representation is
made as to the accuracy or completeness of this information and it should not be relied upon as such. The views, recommendations and
opinions in this research report are our own as of the date hereof and are subject to change without prior notice.
Mercury Securities expressly disclaims any obligation to update or revise any views, recommendations, forward looking statements
and forecasts in a timely manner to reflect new information, events or circumstances after the date of this report publication or to reflect
the occurrence of unanticipated events. Our views and recommendations are based on our own analysis of publicly available
information. A subject company’s fundamentals and prospects are subject to various risks and uncertainties that could cause its actual
performance to differ from our opinion.
As such, Mercury Securities and its directors, officers, associates, connected parties and employees shall not be liable for any direct,
indirect or consequential losses or damages that may arise from the use of or reliance on this research report.
Disclosures
Mercury Securities Sdn Bhd Registration No. 198401000672 (113193-W) is a Participating Organisation of Bursa Malaysia Securities
Berhad and a principal holding a Capital Markets Services Licence (“CMSL”) issued by the Securities Commission (“SC”) of Malaysia.
Its research analysts hold a Capital Markets Services Representative’s Licence (“CMSRL”). Principals holding a CMSL and
representatives holding a CMSRL are regulated by SC in accordance with the Capital Markets and Services Act 2007 (“CMSA”).
Mercury Securities, companies or individuals connected with it may have used research material before publication and may have
positions in or may be materially interested in any stocks or securities in the markets mentioned. Some of the subject companies covered
by Mercury Securities for research purposes may be a client of Mercury Securities in the past, current or may be a potential client in
the future. Possible business dealings may include, but is not limited to share trading, market making, underwriting, corporate finance
and corporate advisory services.

RECOMMENDATION RATING
Mercury Securities maintains a list of stock coverage. Stock can be added or dropped subject to needs with or without notice. Hence,
the recommendation rating only applicable to stocks under the list. Stocks out of the coverage list will not carry recommendation rating
as the analyst may not follow the stocks adequately.
Mercury Securities has the following recommendation rating:

BUY

Stock’s total return is expected to be +10% or better over the next 12 months (including
dividend yield)

HOLD

Stock’s total return is expected to be within +10% or -10% over the next 12 months
(including dividend yield)

SELL

Stock’s total return is expected to be -10% or worse over the next 12 months (including
dividend yield)
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