
Baytex Energy Corp.: Is the Latest Pullback an Opportunity to Buy?

Description

Baytex Energy Corp. (TSX:BTE)(NYSE:BTE) has been on the slide for more than three months, and
investors who missed the big rally in the first half of the year are wondering if this is a good opportunity
to buy the stock.

Let’s take a look at the beleaguered oil producer to see if it deserves to be in your portfolio.

Rocky ride

The meltdown in the oil sector still has investors looking at their computer screens in awe.

In just over two years, many of the former top picks in the patch have gone from promising growth
stories to bankruptcy candidates. In the case of Baytex, the stock went from $48 in June 2014 to below
$2 earlier this year.

The rebound in oil prices helped rescue the stock from near death in January, and nimble investors
who bought at the lows briefly saw the shares soar above $8 in June.

Now, the stock is back down to $5, and investors are wondering if they should buy, hold, or sell.

The numbers

Baytex generated Q2 funds from operations of (FFO) of $81.3 million. That’s down nearly 50% from
the same period last year.

Lower prices were a big reason for the slide, but reduced production due to a drop in development
expenditures also hit the numbers. Output in Q2 2016 was just 70,031 barrels of oil equivalent per day
(boe/d) compared to about 84,812 boe/d in the same period last year.

Baytex is still sitting on significant debt and has much less room in its credit facilities to help it ride out
another downturn in oil.

Net debt at the end of Q2 was $1.94 billion, which is significant given the company’s market

COMPANY NAME
Address | Phone | Link | Email

default watermark

Page 1
Footer Tagline

https://staging.www.fool.ca/company/tsx-bte-baytex-energy-corp/340212/


capitalization of roughly $1 billion. None of the long-term debt is due in the near term, so the company
does have some time to hope for better prices.

I think investors should focus more on the credit facilities, which were reduced as a part of the new
agreement with creditors. Baytex has US$575,000 (CAD$760 million) in available credit. About 45% of
the available funds had already been drawn at the end of June.

Outlook

On the positive side, Baytex is doing a good job of keeping expenditures in line with revenue. The
company’s capital program for the first half of the year was $117 million, and FFO came in at $127
million. As long as oil can hold in its recent trading range, Baytex should be able to keep its head
above water.

However, Baytex continues to reduce its development program, and this is a concern. The company
only had three drilling rigs in operation when it reported Q2 results, as compared to six in the first
quarter. This will result in even lower production, and the company now expects output of 67,000-
69,000 boe/d in 2016 compared to the previous guidance of 68,000-72,000 boe/d.

What’s the bottom line?

Oil has to move higher to enable a boost to capital expenditures and stop the downward spiral in in
output.

Should you buy?

Baytex remains a risky bet. The company has limited liquidity, and another drop in oil prices would
probably put heavy pressure on the stock.

If you believe oil is on the cusp of a sustainable rally, Baytex might be worthy of a small contrarian bet.
Otherwise, I would look elsewhere for investment opportunities.
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