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Pioneer Natural Resources – Long Term Advantage 
Initiate Coverage with a Buy Rating 
Pioneer Natural Resources Co. engages in the provision of oil and 
gas exploration as well as end market oil and gas sales. They focus 
their operations in the Permian Basin, Eagle Ford Shale, Rockies, and 
West Panhandle projects. Currently, they operate 22 horizontal rigs in 
the Permian basin and plan to add two more rigs in Q4 2018. They 
are currently going through a divesture process to become a Permian 
“Pure Play” as this is where they have been able to achieve the 
highest margins and production success in recent years. The company 
was founded in August 1997 and headquartered in Irving, TX.  

Pioneer separates themselves from other E&P companies through 
their long term deals with sand, water and transportation pipelines 
allowing them to essentially provide themselves with midstream 
capabilities and services for roughly the next decade. They have 
taken an integrated approach while still being an E&P company. 
They have historically been great operators of both cash and their 
balance sheet allowing them to be able to focus on long term goals 
mitigating short term risk. In the past year, Pioneer has been one of 
the leading operators giving them the lowest breakeven price per 
barrel in the country. 

Investment Thesis 

Midstream Capabilities: 
The major differentiator between Pioneer and the other E&P 
competitors in the Permian is the midstream capabilities that Pioneer 
acquired 5 years ago. Originally they bought shares in the Permian 
Express pipeline owned by Kinder Morgan and those have grown to a 
majority stake in that pipeline as well has stakes in 3 other pipelines 
going to Houston and Corpus Christi. This allows Pioneer to 
transport up to 70% of their own product allowing them to bypass the 
bottleneck taking place in the Permian with production outstripping 
pipeline capacity. Firm transportation enhances margins by enabling 
Pioneer to market its Permian Basin oil to either Gulf Coast refineries 
or export markets, whichever provides the highest pricing. Pioneer 
has a unique competitive advantage in that they have option on where 
they want to sell their oil and gas while other E&Ps are at the will of 
the end markets. This advantage will be take place until Q1 2020 
when more pipeline capacity is expected to come online. After 2020 
Pioneer will still maintain the benefit of cost efficiency from their 
own transportation as well as will begin to increase revenue from 
renting out the pipeline capacity for either oil or gas depending on 
current demand. 

Stock Rating: 
Buy (3) 
Price Target 
PXD 
Upside 
 
Consensus PT 
Consensus Rating 
 
Key Metrics 
52-Wk Range 
PE Ratio 
Shares Outstanding 
Market Capitalization 
Avg. Daily Trading Volume 
Div yield 
Annual ROE  
LT Debt/Equity 
Beta 2y 
 
 

 
 

$215.83 
$166.78 

29.4% 
 

$243.17 
Buy 

 
 

            $140.31-$213.40 
                               33.57 

170.4M 
29.529B 

1,394,896 
0.19% 

9.3% 
31.32% 

1.2 
 

 2018 2019 2020 
Revenue  $6,618 $8,404 $10,295 

YoY Growth  25% 27% 23% 
EBIT $1,441 $2,057 $2,849 

EBITDA $3,228 $4,116 $5,165 
FCF $217 $656 $1,707 

Net Income  $554 $1,161 $1,802 
EPS  $5.65 $9.77 $11.08 

EV/EBITDA 8.74 6.48 6.54 
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Long Term Hedge Deals: Pioneer, throughout their history has been long term focused. This is unique in the energy 
industry because typically companies are focused on current drill sites, oil prices, and pipeline restrictions. Hence, they 
become obligated by the short term shareholder focus mitigating long term expansion. Pioneer not only focuses on the 
long term pressures and goals, but also has set their company up for success in the short term. Some examples of this 
are the pipeline deals they made 5 years ago that have evolved into Pioneer owning their own pipeline system to 
transport up to 66% of their oil and 70% of their natural gas output. A more recent deal that Pioneer entered is a 15 year 
West Texas sand deal with US Silica. The terms of the deal are to begin in Q1 2019, and allows Pioneer to cut their 
sand costs in half which has a positive impact on gross margins with sand cost being a large portion of cost of the goods 
sold for E&P players. This is impactful because by locking in a price for sand for 15 years that takes away risk in 
services pricing that could harm Pioneer’s margins. The other long term deal that Pioneer has been implementing over 
the past couple years, and will continue to go into effect until 2021 is reusable water for fracking. Fresh water is 
expensive to export out of the drill sites and ends up being costly as lots of water is needed in horizontal fracking. 
Pioneer has invested in two new water treatment plants to be able to fully reuse water. The first one named Odessa went 
online in 2015 and the second Midland plant is due to go online in 2020. Their goal is to become nearly fully renewable 
with their water use mitigating the other major component of cost of goods sold. Pioneer’s positive long term deals and 
outlook has set the company up for success in the Permian and against its peers in the energy industry as a whole. The 
past few years have been tumultuous for Pioneer due to the spending and uncertainty surrounding these deals, but since 
they are becoming cemented into Pioneer’s plan come 2019 now is the time to buy in for the long term. Pioneer has 
used these long term deals to their advantage, and at this point in time they are as cheap has they have been in 10 years 
on a multiples basis (see appendix). 



                           
BABSON COLLEGE FUND                                                               

October 23rd, 2018 
                                                                                                                                                                      page 3  

 

“Pure Play” Permian: Pioneer is set to become a Permian “Pure Play” in Q1 of 2019. This means that Pioneer Natural 
Resources will close down their Eagle Ford and other plants outside of the Permian. Pioneer will then be only 
operational in the Permian making them 100% exposed to not only just Texas but one area of Texas. This is a choice 
from management driven by the goal to operate at higher margins with greater outputs to their peers. The Permian 
currently has the highest margins per rig of anywhere in the world due to the new technology that is pumping out more 
oil with less sand and water than ever before. The Permian is the only area in the United States to continue to increase 
output after the 2015 downturn and this is not expected to slow at any time soon. This will increase total output, decrease 
costs, and increase efficiency. The thesis point around this divesture plan is that Pioneer’s output is expected to continue 
to grow through 2019 and 2020 at a rate between 19%-24% with trends leaning towards the higher end of the range. 
Pioneer is currently the leading producer in the Permian by 3x, and with the continued increase in Permian output they 
will be able to continue to raise margins and lower costs. This also supports the relative game of the BCF Energy Team 
against the XLE due the beginning of the semester goal of moving our portfolio’s exposure to near 100% Permian Basin 
companies. Pioneer fits that mold perfectly, and will be able to fully capitalize on the increased output that should take 
place. 
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Lowest Breakeven $/Barrel: Pioneer currently operates at a breakeven price of $23 per barrel. This breakeven price 
is the most profitable in the United States giving them the pricing advantage long term as the price of oil shifts. 
Breakeven price per barrel is a leading figure in the E&P field that companies are constantly competing over. The 
Permian also holds the title of the lowest breakeven overall prices in the United States. The recent divesture strategy, 
as explained above, will only allow them to lower the breakeven price per barrel even more giving them a high 
pricing power advantage over the other Permian operators. This competitive advantage is twofold in that they are 
currently leading the way in breakeven price per barrel and focusing on lowering costs, but they also have the positive 
macro tailwinds of the Permian being so efficient and oil rich behind them after the divesture of their other sites. This 
has not been priced into the stock yet due to the fact that the divesture strategy will be completed in Q1 2019 making 
PXD an attractive buy at this price point. This advantage allows Pioneer to operate with less risk towards the price of 
oil and other events that would affect the pricing of E&P operators. 
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Catalysts 
• Oil Demand: Oil demand has been increasing 

globally and in the United States at greater rates 
over the past couple years. The Permian Basin is 
now able to meet the requirements going forward 
with the oil output from the area. Pioneer will 
continue to benefit going forward with a 
continued increase in world oil demand YoY. 
 
 

• Price of WTI/Brent Crude: Pioneer’s Oil 
pricing is unique in that about 90% of their 
output will be priced using Brent pricing which 
is about $10 more than WTI Crude pricing. 
This allows Pioneer to charge more increasing 
their margins and lowering the breakeven cost. 
Pioneer wants to continue to see Brent prices 
remaining high especially compared to WTI 
crude.  

 
• Rig Count: Pioneer currently operates 22 

horizontal rigs in the Permian and is expected to 
add 2 more in Q4 and 4 more in 2019. The price 
performance of the stock will hold the company 
accountable to these predictions.  

• Decreasing input costs: The long term deals 
for water, sand, and transport are expected to 
increase margins over this the next couple 
years. It is expected that the gross margin 
expansion should be around 6% over this time 
period.  

Risk Factors 
• Geographic Concentration: Pioneer Natural 

Resources has geographic risk due to the fact that they 
are a “Pure Play” Permian company limiting them one 
region. Permian is currently the leading producer in the 
world and as you can see is only a small area of the 
overall United States oil fields. This is inherently risky 
due to the fact that if anything were to happen to the 
production in this area it would greatly affect Pioneer. 

 
• LT Hedge Deal: The long term deals are a thesis point, 

but also a risk in that they are locked into prices for the 
long term as well as one supplier like US Silica. They 
have gathered a balance sheet of specific assets that 
rely on a few companies for the success to continue 
some include Kinder Morgan and their water treatment 
facilities. Even though these are expected to be 
beneficial for Pioneer it is a risk to have all your eggs 
in one basket.  
 

• Economic Strength: As seen last week in the market 
correction the energy sector is heavily correlated to an 
economic downturn and sell offs. Part of this currently 
is due to supply out stripping demand in the more 
naturally temperature controlled months. Many 
analysts say that our economy is in the late stages of 
the economic cycle, and if that were true E&P 
companies will be the first to feel the effects not only 
in the energy markets but the overall market. Pioneer 
having a specific class of vertically integrated 
geographically homogenous assets would not fare well 
come an economic downturn. 
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Company Description 

Pioneer Natural Resources is a petroleum, natural gas, and natural gas liquids exploration and production company 
organized in Delaware with their headquarters in Irving, Texas. They were founded in 1997 with a strong financial 
health history maintaining assets all over the United States during this time period. Currently Pioneer has become the 
largest holder of Cline Shale which has become to most profitable drilling sites in the country located in the Permian 
Basin. The management team prides themselves with being up to date on the current technologies of horizontal 
drilling with the goal of mitigating costs while increasing output. The management team over the past 5 years has 
been uniquely long term focused even during the energy downturn of 2015. This focus caused losses in 2015 and 
2016 with the hopes of greater market share and more effective margins starting in late 2018 and early 2019. 
Pioneer’s long term focus has allowed them to vertically integrate the energy industry by obtaining deals with 
fracking material, exploration and production, and midstream services. Equity ownership of Pioneer is 99% 
institutional and 1% insider. Scott Sheffield, chairman of the board and largest insider holder, has recently increased 
his stake in the company by about 5% showing faith in the company moving forward. 
 
Financial Health: 
 
Pioneer Natural Resources has had a long standing history of a clean balance sheet and no debilitating debt. They 
continue to spend heavily on capital expenditures which decreases FCF for the firm hence a negative bias in the DCF 
in 2015 and 2016. These expenditures have gone towards more rigs, two water treatment plants, purchase of pipelines, 
and share buybacks. They also have a proven history of bending but not breaking during financial hardship. Pioneer has 
been through each of the energy economic downturns and have taken losses during those years, but for the long term 
benefit of the company. They did this by not reducing spending and operating to full capacity so they could be bigger 
and better once the downturn was over. In comparison to the other operators in the Permian they have been able to 
achieve the lowest breakeven price per barrel, the highest margins, and the most output in the Midland Basin. The 
financial health of Pioneer has mitigated their risk in comparison to other E&Ps in the XLE. Pioneer will not be a fast 
growth stock; they are a relative value play that is operationally, financially, and have a competitive advantage over all 
the other energy players in the XLE. 
 
Historic Price Performance (10 Year) 

 



                           
BABSON COLLEGE FUND                                                               

October 23rd, 2018 
                                                                                                                                                                      page 7  

 

1 Year Price Chart: 

 
 
Stocks Recent Performance: as of 10/20/2018 

YTD: (3.33%) 

1 Year: 15.44% 

Industry Trends 
 
Exploration and Production  
 
On a macro level the exploration and production industry has changed quite a bit over the past 5 years with the new 
technologies introduced and unique services being provided to increase production and efficiency. The E&P industry 
has traditionally been both on and off shore drilling with success coming from the Middle East, Russia, Venezuela, and 
Gulf Coast. This power dynamic has changed dramatically over the last 5 years as previously said with technology 
change as well as political and economic instability. The energy sector as a whole is not often associated with the word 
“innovative”, but companies in the Permian basin have recently shown this type of methodology in order to increase 
their value. Prior to horizontal drilling rigs, the United States knew that they possessed a vast amount of crude oil in the 
Permian, but did not have the means to extract it from the ground. Finally, horizontal drilling caught on, and until earlier 
this year it has been a race to make the Permian as productive as possible. The United States has recently surpassed 
Russia and Saudi Arabia as the world’s leading oil producer. This is important due to the fact that the Permian Basin 
has seen production growth and cost efficiencies increasing in 2018 to match the new found dependability on the area. 
The landscape is competitive but regulated by macro pricing such as price of oil and cost of services. It seems as if it is 
a wise investment to be in the Permian the question becomes which Permian company will out compete the rest. The 
BCF energy team is bullish on E&Ps and believe it to be a good overweight exposure going forward. 
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The chart below is a great representation of how the Permian Companies (PXI), XLE, and PXD have performed 
compared to one another. This graph shows a 1 year time horizon which is important to avoid any misleading data from 
the 2015-2016 energy downturn. Over this past year the data is clear to me that PXI (Permian Companies) have been 
leading the charge in the XLE growth and then to cap that PXD has been an outperformer of those Permian Companies.  
 

 
Competitive Landscape Analysis:  
  
The competitive landscape of exploration and production companies in the Permian as described above is aggressive. 
It has become hard to differentiate each of the companies as they all use similar horizontal drilling technology and 
have to use the same end sources of oil. The companies can compete on cost of goods sold, margins, and production 
rates. There is little room to achieve a premium product in oil or natural gas as it has to go through multiple processes 
in order to reach the end markets anyways. The competitive landscape is not solely in Texas as well both the 
Delaware and Bakken drilling sites are successful and even though may not be as oil rich or productive as the Permian 
or Eagle Ford basins have other benefits and less competition surrounding them. Some of the direct competition used 
in the CompCo are Apache, Noble, and Chesapeake Energy. All of which are similar in size, production rates, and 
cash flow to Pioneer.  
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Pioneer’s Competitive Advantage 

Pioneer holds the competitive advantage over the rest of the E&Ps in the Permian with their vertical integration process 
that has allowed them to lower costs and increase margins. They are the first company in the Permian to be able to not 
be an integrated company yet still retain the cost efficiencies of being vertically integrated. The major component is 
their revenue generating pipeline investments which can transport natural gas or oil from the Permian Basin to Houston, 
Corpus Christi, or Nederland. Recently they have converted one of their oil pipelines to a natural gas pipeline because 
of profitability. Their pipelines are a key component of revenue going forward and is the biggest growth factor other 
than the oil rich Permian landscape itself. This is beneficial because they do not need to cut into their breakeven price 
per barrel by paying midstream services suppliers to ship their oil or gas. They did pay for it up front in their cap ex, 
but are expecting to begin seeing the swing towards profit come the end of this year. They have the unique ability be 
able to determine the end market of the oil in order to achieve the best price for their oil over different end markets 
rather than being subject to one market. This has been recently beneficial with the increase in the Brent to WTI Crude 
gap as they are able to get 90% of their oil priced on the higher Brent price differentiating themselves from the 
competition.  

Attractive Entry Point 
 
Pioneer, as mentioned previously, has reached 10 year historical lows for their P/E, EV/EBITDA, and EV/Sales ratios 
making them inexpensive in relation themselves. They are also inexpensive in relation to their peers in terms of 
multiples as well. Currently they are trading in line with many of their peers, but have historically traded above them 
in multiples due to their premium land and vertical integration. It is also an attractive entry point due the fact that the 
market has recently corrected and energy stock are trading at a discount. The final reason that it is an attractive entry 
point is due the fact that Brent and WTI crude oil has been strong on pricing and is projected to stay strong which is a 
positive for all E&P companies. 
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Appendix: Trading Comps 
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Appendix: DCF 
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Appendix: Valuation  

 

 

 

 

Important Disclosures 
 
Babson College Fund 
The Babson College Fund (BCF) is an academic program in which selected students manage a portion of the Babson College endowment.  
The program seeks to provide a rich educational experience through the development of investment research skills and the acquisition of 
equity analysis and portfolio management experience. Please visit http://cutler.babson.edu for more information. 
 
Analyst Contact Information 
Henry Cobb BCF Energy Team | hcobb2@babson.edu 
 
Definition of Ratings 
BUY:  Expected to outperform the S&P 500 producing above average returns.  
HOLD:  Expected to perform in line with the S&P 500 producing average returns.  
SELL:  Expected to underperform the S&P 500 producing below average returns.  
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