
Baytex Energy Corp. vs Penn West Petroleum Ltd.: Which Oil Stock Is More
Attractive Today?

Description

Baytex Energy Corp. (TSX:BTE)(NYSE:BTE) and Penn West Petroleum Ltd.
(TSX:PWT)(NYSE:PWE) have managed to stay alive through the worst of the oil rout.

Let’s take a look at the two beaten-up energy stocks to see if one deserves to be in your portfolio.

Baytex

Baytex traded for $48 and paid an annualized dividend of $2.88 per share at the end of August 2014.
By January of this year the dividend was gone, and investors could pick up the stock for a mere $2.

That’s how bad the downturn has been for Baytex and its investors.

The fall has been painful, but management has done a good job of keeping the company afloat. The
executive team slashed the payout early, reduced capital expenditures, raised cash at an opportune
time, and renegotiated terms with lenders while the window of opportunity was still open.

Despite the efforts, Baytex remains under pressure.

The company still had net debt of $1.94 billion at the end of June and had used up about 45% of its
US$575,000 in credit facilities.

Oil prices didn’t improve much through the third quarter, so investors shouldn’t expect the Q3 results to
show any significant changes to the situation.

In fact, the numbers might come in a bit weak as low oil prices are putting a squeeze on Baytex’s
ability to keep output steady. The company reported Q2 2016 production of 70,031 barrels of oil
equivalent per day (boe/d) down from nearly 85,000 boe/d in the same period last year.
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Baytex cut the number of its drilling rigs in half from Q1 to Q2 and guidance for all of 2016 was reduced
to 67,000-69,000 boe/d, so things are moving in the wrong direction.

With oil at US$50, Baytex can continue to tread water, but if crude prices take another nosedive, the
company could find itself in trouble again rather quickly.

At the time of writing, Baytex trades for $5.50 per share and has a market capitalization of $1.13 billion.

Penn West

Penn West fell even harder than Baytex.

The stock once traded for $40 per share, but dropped below $1 earlier this year when bankruptcy
seemed all but certain.

At the last minute, the company found a buyer for its Saskatchewan assets, and the $975 million Penn
West received in the deal has completely changed the situation.

The company is buying back $448 million in debt using some of the proceeds from the assets sales.
This will lower pro-forma senior debt to $470 million, which should be manageable in the current
environment.

Penn West now has a balance sheet that is under control, and the new financial flexibility has enabled
management to actually raise the capital plan by $40 million this year.

Next year Penn West intends to spend $150 million on development and is targeting annual production
growth of 10%.

The capex program should be fully funded from cash flow, so things are moving in a positive direction.

At the time of writing, Penn West trades for $2.26 per share and, like Baytex, has a market
capitalization of $1.13 billion.

Is one a better bet?

Both stocks remain at the mercy of the oil market, but Penn West has a stronger balance sheet and is
growing production. If you want a contrarian play, I would make Penn West the first choice of the two
stocks.
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