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Date:                                      2/23/2014 

 Analyst Name:  Bertelsen and Sedlacek  

CIF Stock Recommendation Report (Spring 2014) 

Company Name and Ticker: Chevron Corp. (CVX.N) 

Section (A) Investment Summary 

Recommendation Buy:       Yes         No Target Price: 

    $129.58 (+15%) 
Stop-Loss Price: 

    $101.41 (-10%) 

Sector: 

     Energy  
Industry: 

    Oil and Gas  
Market Cap (in 

Billions): 

    $216.70B 

# of Shrs. O/S (in 

Millions): 

    1,923.17M 

Current Price: 

    $112.68 
52 WK Hi: 

    $127.82 

 

52 WK Low: 

   $109.27 
EBO Valuation: 

    $113.97 

Morningstar (MS) Fair 

Value Est.: $130.00 

MS FV Uncertainty: 

    Low  
MS Consider Buying:   

    $104.00 

     

MS Consider Selling:   

    $162.50 

EPS (TTM): 

    $11.08 
EPS (FY1): 

    $11.11 
EPS (FY2): 

    $11.14 
MS Star Rating: 

    **** 

Next Fiscal Yr. End 

 Year: 2014  

Month: December  

Last Fiscal Qtr. End: 

Less Than 8 WK:   

Y        N 

If Less Than 8 WK, 

next Earnings Ann. 

Date: April21-25 

Analyst Consensus 

Recommendation: 

    2.74 (Outperform)  

Forward P/E: 

    10.11 
Mean LT Growth: 

    5.37% 
PEG: 

    1.88 
Beta: 

    0.98 

% Inst. Ownership: 

    64.39% 
Inst. Ownership- Net 

Buy:   Yes 
Short Interest Ratio: 

    2.20 
Short as % of Float: 

    0.7% 

Ratio Analysis Company Industry Sector 

P/E (TTM) 10.17 31.50 14.96 

P/S (TTM) 0.97 1.12 1.56 

P/B (MRQ) 1.5 2.28 1.65 

P/CF (TTM) 6.06 15.31 8.01 

Dividend Yield 3.55 2.01 4.33 

Total Debt/Equity 

(MRQ) 

0.12 58.83 45.13 

Net Profit Margin 

(TTM) 

9.69 4.36 7.37 

ROA (TTM) 8.80 4.13 6.59 
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ROE (TTM) 15.00 10.79 12.90 

 

Investment Thesis 

 
Chevron is an American-based, multinational 

oil, gas, and petroleum corporation. It is 

considered one of the six “supermajor” 

companies; having vertically integrated their 

entire supply chain so that they control every 

aspect of the refining process.  

 

Pros 

 2014 growth expected to be strong 

due to startup of various projects, 

most notably the Gordon LNG 

project 

 Growing reserves in regions such as 

the Gulf of Mexico and Western 

Australia 

 Capital applied to multiple LNG 

projects will allow access to more 

resources, leading to cash flow 

growth  

 Appears slightly undervalued based 

on EBO implied valuations  

Cons 

 Nations becoming more protective of 

natural resources and becoming loyal 

to their domestic energy companies, 

leading to difficulty in production 

growth 

 Returns damaged due to currency 

appreciation and cost inflation 

 Litigation stemming from Chevron’s 

former Ecuadorian operations that 

will likely last for many years, 

costing millions 

 Stock price volatile in comparison to 

the energy sector; short term moving 

average falls below long term 

multiple times per quarter  

Company Profile:  Chevron is a major player in the 

worldwide energy market, ranking 11
th

 on the Fortune 

Global 500 list of world’s biggest companies.  

Fundamental Valuation:  By using a 2 year growth rate, 

the price of Chevron stock was $113.97.  This value is set to 

remain relatively steady to $134.65 in 2025.  After sensitivity 

analysis, it was determined that using a discount rate of 11% 

would offset the artificially low beta of 0.98. 

Relative Valuation:  The forward P/E was the only 

valuation matrix that had a median value within the 52-week 

price range for Chevron. Several outliers played a role in 

this inconsistency, with 4 of the 6 metrics indicating that 

Chevron was indeed undervalued.   

Revenue and Earnings Estimates: The analysts’ 

estimates for both revenue and earnings were decreased in 

the past year as earnings announcements approached.  

Bearish sentiment was standard for a majority of the analysts, 

especially in terms of earnings per share.   

Analyst Recommendations:  Recommendations indicated 

that CVX was a 2.09 on the 5 point scale, indicating a bullish 

sentiment, despite revenue and earnings estimates that spoke the 

contrary.  Some bear s disagree, stating that current litigations and a 

changing energy landscape lead to a no-buy or hold for CVX.  

Institutional Ownership:  Institutional ownership is at 

70.49%, with top 10 institutions accounting for 27.72% of 

shares. Vanguard, holding 5.39% of shares, has increased 

their holdings by 1.98% over the past year.     

Short Interest: Chevron, as of January 31
st
, had a short 

interest ratio of 2.20, which is significantly lower than 

ExxonMobil’s or ConocoPhillips’ ratings of 3.37 and 3.38.  

Stock Price Chart:  In the more recent price charts, CVX 

underperforms compared to the energy sector and S&P500 as 

a whole.  In terms of the 5-year price chart, Chevron 

performs better than the sector, but still struggling in terms of 

the S&P500 index.   
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Company Description 

The Chevron Corporation was founded in 1879.  Currently headquartered in San Ramon, CA, 

Chevron provides, “petroleum, chemicals, mining, energy services, and power generation 

operations” (LexisNexis). However, Upstream and Downstream are its only reported operations 

(LexisNexis). The upstream oil sector involves the exploration and production portion: “…[it] 

includes the searching for potential underground or underwater crude oil and natural gas fields, 

drilling of exploratory wells, and subsequently drilling and operating the wells that recover and 

bring the crude oil and/or raw natural gas to the surface” (Investopedia). The downstream 

operations involve “refining crude oil and distributing the by-products down to the retail level. 

By-products can include gasoline, natural gas liquids, diesel and a variety of other energy 

sources” (Investopedia). Chevron uses subsidiaries including Chevron U.S.A. Inc. (CUSA) and 

Chevron Transport Corporation Ltd. (CTC) to,  “processes, transports, and markets crude oil, 

natural gas, and petroleum products under the Chevron, Texaco, and Caltex brands” 

(LexisNexis). In addition, Chevron operations consist of, “coal mining, power generation, and 

cash management and debt financing activities” (LexisNexis). Chevron also engages in the 

manufacturing and marketing of, “commodity petrochemicals, plastics for industrial applications, 

and fuel and lubricant oil additives” (LexisNexis).  

 

Recent Headlines 

Chevron shut down its seven well pads after a deadly explosion in Dunkard, Pennsylvania. These 

oil producing wells were involved in fracking stage of oil operations: “Fracking is a part of the 

drilling process that involves shooting millions of gallons of water, sand, and chemicals into the 

well hole to fracture the shale and allow the gas to escape” (Pittsburgh Post-Gazette).  Chevron 

continues to investigate the explosion and claims that the leak from the well presents no danger 

to the community or the environment. 

 

Major Business Units and % breakdown of revenue/earnings 
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The majority of earnings came from upstream operations. The majority of upstream operations 

occurred internationally and produced $16.765 billion in earnings. Upstream operations in the 

United States attributed to only $4.044 billion in earrings. Earnings for the upstream segment, 

“… are closely aligned with industry prices for crude oil and natural gas” (10-K).  Downstream 

United States 
Upstream 

18% 

International 
Upstream 

73% 

United States 
Downstream 

3% 

International 
Downstream 

6% 

Earnings 
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operations in the United States and internationally were closer in terms of revenue. The 

downstream operations in the United States generated earnings of $787 million and 1.450 billion 

internationally. All other operations were negative towards earnings.  Earnings for the 

downstream segment are closely related, “…to margins on the refining, manufacturing and 

marketing of products that include gasoline, diesel, jet fuel, lubricants, fuel oil, fuel and lubricant 

additives, and petrochemicals” (10-K). The all other category in earnings represents,  “mining 

operations, power and energy services, worldwide cash management and debt financing 

activities, corporate administrative functions, insurance operations, real estate activities, 

alternative fuels, and technology companies” (10-K). 

% breakdown of domestic and international business 

 

 

 

 

 

United States 
79% 

Other Americas 
0% 

Africa 
0% 

Asia 
20% 

Australia 
0% 

Europe 
1% 

Productive Gas Wells (Net) 
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The United States currently has the most active oil and natural gas wells. Asia has the second 

largest amount of active oil and natural gas wells while the other regions of Australia, Other 

Americas, Europe, and Australia have significantly less. Although the majority of business could 

take place in the United States as determined by earnings; most of Chevron’s earnings are 

derived internationally. 

Business Model 

Chevron engages in business in Angola, Argentina, Australia, Azerbaijan, Bangladesh, Brazil, 

Cambodia, Canada, Chad, China, Colombia, Democratic Republic of the Congo, Denmark, 

Indonesia, Kazakhstan, Myanmar, the Netherlands, Nigeria, Norway, the Partitioned Zone 

between Saudi Arabia and Kuwait, the Philippines, Republic of the Congo, Singapore, South 

Africa, South Korea, Thailand, Trinidad and Tobago, the United Kingdom, the United States, 

Venezuela, and Vietnam (10-K). Earnings and profitability of the company are derived mostly 

from upstream and downstream operations. In order for Chevron to maintain a long-term 

sustainable advantage in the upstream business segments, “…the company must develop and 

replenish an inventory of projects that offer attractive financial returns for the investment 

required”.  In order to be profitable Chevron’s management must routinely monitor, “… 

developments in the financial and credit markets, the level of worldwide economic activity, and 

the implications for the company of movements in prices for crude oil and natural gas” (10-K).  

 

United States 
71% 

Other Americas 
1% 

Africa 
2% 

Asia 
25% 

Australia 
1% 

Europe 
0% 

Productive Oil Wells (Net) 
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Management Strategy 

Management’s strategy overall goal is to create value for shareholders and achieve continued 

positive financial returns from its operations. In upstream operations the company’s strategies 

are, “…. to grow profitably in core areas and build new legacy positions. In the downstream, the 

strategies are to deliver competitive returns and grow earnings across the value chain” (10-K). In 

addition, Chevron also takes measures to allow for the success of the upstream and downstream 

strategies by utilizing, “…technology across all its businesses to differentiate performance, and 

to invest in profitable renewable energy and energy efficiency solutions” (10-K). 

Brands 

Chevron currently has fourteen different brands.  These brands include retail convenience stores, 

extended life auto coolant, seven types of oil fuel, slogans, oils, motor oil, (gasoline’s, motor 

oils, and industrial lubricants), and fuel additives 

EXTRAMILE 

 
Retail Convenience Store 

TEXACO 

 
Extended Life Coolant 

STARCARD 

 
Oil Fuel 

REVTEX 

 
Oil Fuel 

VORTEX 

 
Oil Fuel 

STAR MART 

 
Oil Fuel 

XPRESS LUBE 

 
Oil Fuel 

URSA 

 
Oil Fuel 

CALTEX 

 
Oil Fuel 

HUMAN ENERGY 

 
Slogan 

PARALUX 

 
Oils 

HAVOLINE 

 
Motor Oil 

CHEVRON 

 

Gasolines, Motor Oils & Industrial 

Lubricants 

TECHRON 

 
Fuel Additives 

 

Major Competitors 

Chevron’s major competitors in the upstream activities are ConocoPhillips, Royal Dutch Shell 

PLC, Exxon Mobil and BP PLC. Chevron’s main competitors in downstream activities are 

ExxonMobil Corporation, Valero Energy Corporation, Royal Dutch Shell PLC, Phillips 66 

Company, and Marathon Petroleum Company 
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Sensitivity to the business cycle & Macroeconomic movement 

Chevron like the Energy Sector as a whole is sensitive to the business cycle. The industry works 

in a more cyclical fashion. Weather and seasons play critical role with Chevron’s gasoline and 

cause an increase in demand for gasoline in the summer and a decrease in demand during the 

winter. Moreover, when people buy less at the pump it is reflected in less storage and 

transportation which in turn leads to less drilling and exploration. One exception to this cyclical 

fashion is Chevron’s Natural gas. Natural gas sees a spike in demand during the colder months as 

people use it to heat their homes. Because of cyclical nature of the energy industry their earnings 

are also exposed to volatility. 

With all signs pointing to the economy being in a stage of early to medium growth in the 

business cycle investing in the energy industry appears bleak: “Energy sector stocks also have 

lagged during the early phase, as inflationary pressures—and thus energy prices—tend to be very 

low during a recovery from recession. Each of these three sectors has failed to outperform the 

market in every early-cycle phase since 1962” (Fidelity). Unfortunately, the energy sector gains 

most of its success during the late portion of the business cycle meaning that 2014 may not be 

the year to invest in energy stocks: “the energy sector has seen the most convincing patterns of 

outperformance in the late cycle, with high average (14%) and median (12%) relative 

performance along with a high cycle hit rate (83%)” (Fidelity). 

Significant Merger/acquisition or major restructure in recent years 

Chevron’s most recent acquisition came in February of 2011 when it acquired  

Atlas Energy.  Atlas Energy is based in Pittsburgh and is involved in natural gas and oil 

extraction and the transportation of resources (10-K). In addition, Atlas has a pipeline division 

and was an attractive buy for Chevron. 

Significant pending litigations: 

Chevron currently faces on-going litigation in Ecuador. The legal case stems from past 

operations that contaminated the Ecuadorian Amazon rainforest (Morning Star). 

The plaintiffs in this case have claimed damages exceeding $27 billion  

Major risk factors: 

The major risk factors for Chevron are changing commodity prices, business decline if the 

company does not find and successfully extract resources, operations being interrupted by 

natural or human factors, and general safety risks in operating in the crude oil and natural gas 

industry (10-K).  
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Revenue has been declining over the past two years from 236.294 billion in 2013 to 222.956 

billion in 2013. Compared to 2012 numbers revenue was lower in three of the four quarters in 

2013. Also, revenue reported in June and September was among the highest for both 2012 and 

2013. This is most likely due to the cyclical nature of the energy industry. Earnings was very 

similar to revenue. Earnings per share have also been declining over the past two years. In 2012 

earnings per share totaled to $13.32475 and slipped to 11.08176 in 2013. The earnings per share 

in each of 2013’s quarters was lower than the earnings per share numbers reported for 2012. 

However, unlike revenue earnings per share highs and lows were irregular. 

 

(B-3) Most Recent Quarterly Earnings Release 

 

According to the Chevron 2013 4Q Earnings Press Release, Chevron “reported earnings of $4.9 

billion ($2.57 per share – diluted) for the fourth quarter 2013, compared with $7.2 billion ($3.70 

per share – diluted) in the 2012 fourth quarter. 

 

 Full-year 2013 earnings were $21.4 billion ($11.09 per share – diluted), down 18 percent from 

$26.2 billion ($13.32 per share – diluted) in 2012.  

 

Sales and other operating revenues in the fourth quarter 2013 were $54 billion, compared to $56 

billion in the year-ago period.” 
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Earnings Summary Fourth Quarter  
Millions of dollars  2013  2012  2013  2012  
Earnings by Business Segment  

Upstream  $4,852  $6,858  $20,809  $23,788  

Downstream  390  925  2,237  4,299  

All Other  (312)  (538)  (1,623)  (1,908)  
Total (1)(2)  $4,930  $7,245  $21,423  $26,179  

 
(1) Includes foreign 

currency effects  

 

$202  $(131)  $474  $(454)  

Source: Chevron 2013 4Q Earnings Press Release  

1) When was the company’s most recent earning release?  

Chevron’s most recent earnings release was January 31, 2014 to report earnings for its fourth 

quarter.  

2) In that earnings report, was reported revenue a (1) beat, (2) match, or (3) miss from  

consensus estimate? 

3) Likewise, was reported earnings a (1) beat, (2) match, or (3) miss from consensus  

estimate? 

In the earnings report, reported revenue and earnings missed from the consensus estimate. 

4) What did the management attribute the beat/miss to? 

Chairman and CEO, John Watson, attributed its miss in earnings and revenue to, ““Global crude 

oil prices and refining margins were generally lower in 2013 than 2012,” (Press release). Watson 

also attributed the miss to, “…lower gains on asset sales and higher expenses, resulted in lower 

earnings” (Press release). 

5) Did the management provide guidance about their current quarter and their outlook for 

the year? What were the key points of the guidance? 

Management highlights its healthy cash flow, funding of projects, and new resource 

opportunities when discussing their outlook for the year. John Watson also claims that, “major 

capital projects currently under construction are expected to deliver significant production 

growth and shareholder value in the years ahead” (press release). The projects that Watson is 

referring to are the LNG projects in Australia, Vaca Muerta Shale in Argentina, the Kitimat LNG 

Project in Canada, and investments in downstream activities in Texas. 

6) How did the stock react to that earnings release?  

Following the earnings release Chevron’s stock price dropped $4.82.  
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Section (C) Fundamental Valuation (EBO) 

 

 

Inputs (provide below input values used in your analysis) 

EPS forecasts (FY1 & FY2):  ____FY1: 11.11; FY2: 11.14_____ 

Long-term growth rate:  ________5.37%________ 

*** Indicate next to the number if you made an adjustment to the consensus LTG estimate. 

Justify at the bottom of this panel how you derive the adjusted value, if any *** 

Book value /share (along with book value and number of shares outstanding): 

 Book value:   __________136524 ___________ 

 # of shares outstanding: __________1947___________ 

 Book value / share:  __________70.131___________ 

Dividend payout ratio:  ___________36.29%___________ 

Next fiscal year end:   ___________2014___________ 

Current fiscal month:   ___________2___________ 

CVX.N PARAMETERS FY1 FY2 Ltg

EPS Fore casts 11.11 11.14 5.37%

Total Equity 136524.00 Fundamental  Valuation (EB O)

Pre fe rre d Stock 0.00 Model 1: 12-year forecasting horizon (T=12) .

Book Value  (e nd of last fye ) 136524.00   and a 7-year grow th period.

Common Equity  Shr. O/S 1946.70

Book value /share  (last fye ) 70.131

30- Ye ar T-Bond Rate 3.69%

E(rm) 9.50%

Be ta 0.98

Discount Rate 9.38%

Divide nd Payout Ratio  (POR) 36.29% Please download and save this template to your own storage device

Ne xt Fsc Ye ar e nd 2014 You only  ne e d to  input value s to  ce lls highlighte d in "ye llow"

Curre nt Fsc Mth (1 to  12) 2 The  re st o f the  spre adshe e t is calculate d automatically

Targe t ROE (industry  avg .) 14.24% Ple ase  re ad "Guide line s_for_Fundame ntalValuation_ProfLe e _Spre adshe e t" file  care fully

 Ye ar 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

Long-term EPS Growth Rate (Ltg) 0.0537 0.0537 0.0537 0.0537 0.0537

Forecasted EPS 11.11 11.14 11.74 12.37 13.03 13.73 14.47

Beg. of year BV/Shr 70.131 77.209 84.306 91.785 99.665 107.968 116.717

Implied ROE 0.144 0.139 0.135 0.131 0.127 0.124

ROE (Beg. ROE, from EPS forecasts) 0.158 0.144 0.139 0.135 0.131 0.127 0.124 0.128 0.131 0.135 0.139 0.142

Abnormal ROE (ROE-k) 0.065 0.050 0.045 0.041 0.037 0.033 0.030 0.034 0.038 0.041 0.045 0.049

growth rate for B (1-POR)*(ROEt-1) 0.000 0.101 0.092 0.089 0.086 0.083 0.081 0.079 0.081 0.084 0.086 0.088

Compounded growth 1.000 1.101 1.202 1.309 1.421 1.540 1.664 1.796 1.942 2.104 2.285 2.487

growth*AROE 0.065 0.056 0.055 0.054 0.052 0.051 0.050 0.061 0.073 0.087 0.103 0.121

required rate (k) 0.094 0.094 0.094 0.094 0.094 0.094 0.094 0.094 0.094 0.094 0.094 0.094 0.094

Compound discount rate 1.094 1.196 1.309 1.432 1.566 1.713 1.874 2.049 2.242 2.452 2.682 2.934

div. payout rate (k) 0.363

Add to P/B PV(growth*AROE) 0.06 0.05 0.04 0.04 0.03 0.03 0.03 0.03 0.03 0.04 0.04 0.04

Cum P/B 1.06 1.11 1.15 1.18 1.22 1.25 1.27 1.30 1.34 1.37 1.41 1.45

Add: Perpetuity

beyond current yr (Assume this yr's AROE forever) 0.63 0.49 0.44 0.40 0.36 0.32 0.29 0.32 0.35 0.38 0.41 0.44

Total P/B (P/B if we stop est. this period) 1.69 1.60 1.59 1.58 1.58 1.57 1.56 1.62 1.68 1.75 1.82 1.89

Implie d price 120.25 113.97 113.36 112.77 112.20 111.65 111.12 115.41 119.89 124.58 129.49 134.65

Che ck:

Beg. BV/Shr 70.131 77.209 84.306 91.785 99.665 107.968 116.717 125.936 136.179 147.574 160.270 174.433

Implied EPS 11.110 11.140 11.738 12.369 13.033 13.733 14.470 16.077 17.886 19.927 22.232 24.839

Implied EPS growth 0.003 0.054 0.054 0.054 0.054 0.054 0.111 0.113 0.114 0.116 0.117
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Target ROE:    __________17.1%____________ 

*** Indicate next to the number if you made an adjustment to the target ROE estimate. 

Justify at the bottom of this panel how you derive the adjusted value, if any *** 

Discount rate    ___________9.38%___________ 

Input for discount rate: 

Risk-free rate:   ___________3.69%__________ 

Beta:    __________0.98___________ 

Market risk premium: __________5.81%___________ 

Output 

Above normal growth period chosen: __________2___________ 

*** Justify at the bottom of this panel your choice of abnormal growth period *** 

EBO valuation (Implied price from the spreadsheet): _________$113.97_________ 

According to the EBO valuation model, Chevron has a stock price estimate of $120.25 at the 

end of the 2014 fiscal year, which is on the high side of the 52-week range of $109.27-

$127.83.  When we focus attention further down the road on the EBO model, it depicts a 

stock price of $113.97 in 2015, a drop of 5.22%.  I feel like this would be the correct time to 

make our EBO valuation, as the stock price is expected to remain relatively stable from 2015 

throughout 2019.   

 

Even though the valuation appears to be extremely accurate and reflective of the current and 

possible future market conditions, a soft spot could be attributed to the valuation of the 

company, especially because it is at the end of a struggling fourth quarter that was plagued 

with winter storms and a decreased demand for oil and petroleum products worldwide.  Other 

than that, I believe the market risk premium and beta both accurately reflect the position of 

Chevron as of today.   

Sensitivity Analysis 

1) Explain the input values used in sensitivity analysis. Compare the fundamental values 

obtained here in relation to the value from the base case  

EBO valuation would be (you can include more than one scenario in each of the following): 

_______$113.36________ if changing above normal growth period to ______3 years_______ 

_______$114.80________ if changing growth rate from mean (consensus) to the highest 

estimate _______6.8%________ 

_______111.27________ if changing growth rate from mean (consensus) to the lowest 

estimate _______3.3%________ 

_______$96.61________ if changing discount rate to _______11%_______ 
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_______$113.97________if changing target ROE to _______17.1%________ 

 

The sensitivity analysis confirmed my hypothesis that the inputs we used in the fundamental 

valuation were very accurate and a good representation of Chevron at this point in the business 

cycle.  The biggest change in EBO came from changing the discount rate to 11%, which I did to 

offset the beta of 0.98, which I believe is slightly low in this post-recession, energy sector-slump 

where it is riskier to invest in oil and petroleum companies.  The rest of the estimates range from 

$111.27 to $114.80, which is a very tight correlation.  
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Section (D) Relative Valuation 

 

 

ExxonMobil Corp.: XOM is the largest oil refiner in the world, managing a daily capacity of 

6.3 million barrels.  It is the third largest company in the world by revenue and second largest 

publicly traded company in terms of market capitalization, due to its standing as an oil 

“supermajor.”   

PetroChina Co Ltd: PTR is a Chinese oil and gas company, and is China’s top oil producer.  It 

is a subsidiary of China National Petroleum Corporation, which is a state-owned entity.   

BP PLC: Formerly British Petroleum, BC is a British oil and gas company that is the fifth-

largest company in the world based off of revenues.  They are a “supermajor” as well, vertically 

integrating themselves so that they control their entire supply chain, from exploration to 

shipping.   

ConocoPhillips: COP was created through the merger of Conoco Inc. and Phillips Petroleum 

Co.  It is an American multinational energy company specializing in oil exploration and 

production throughout the world.   

 

1) Discuss various valuation multiples of your stock and its peers. Comment if any of these 

stocks have multiples far off from the others and explain whether it makes sense.  

The most similar valuation multiple between these competitors and Chevron is the forward 

P/E ratio, the highest being 12.31% and the lowest 8.49%.  Chevron’s forward P/E ratio is 

10.11, which is ever-so slightly lower than its current P/E of 10.17.   
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In terms of the PEG ratio, a lower value could indicate a stock is underpriced, but a higher 

value indicates stronger growth forecast.  Chevron has a PEG ratio of 1.88, which is less than 

three out of four of the competitors.  This is despite having the second-highest mean LT 

growth rate of 5.37%, which could indicate that growth is expected to remain stable 

throughout the next couple of years. 

Chevrons P/B ratio was not listed on Reuters, and in an effort to keep all of the information 

from one source, the industry average was used instead. However, Morningstar lists 

Chevrons P/B ratio at 1.5, the second highest only behind ExxonMobil’s 2.28.  The energy 

sector as a whole is expected to have low P/B ratios, as their daily operations call for more 

infrastructure capital than, say, a financial company.   

The P/S ratio is another good indicator of a stock’s performance.  Chevron’s P/S ratio is 0.9, 

which is on the higher side in comparison to companies like PTR and BP.  These figures are 

still low in comparison to the market as a whole, indicating that investors are paying fewer 

dollars for each dollar of sales.  This only works on profitable firms, though, since sales is a 

very arbitrary metric to value a firm’s stock on.   

Finally, the P/CF ratio is taken into account.  Besides ExxonMobil’s huge ratio of 15.31, the 

rest of the comparables have P/CF ratios all close to Chevrons of 6.06.   

 

2) Discuss the various implied prices of your stock derived from peers’ (“Comparables”) 

multiples. Compare these implied prices to current price and 52-week high and low. 

How different are the prices derived from the various valuation metrics? Note any 

valuation metrics that seem to yield outlier prices and explain whether it makes sense.  

Due to the nature of these companies being vastly different, I feel like it is appropriate to 

compare Chevrons implied price with the implied price based on the other two “supermajor” 

energy companies listed, namely ExxonMobil and BP.  The most appropriate metrics will be 

the forward P/E ratio and the P/S ratio, as they seem to have the least standard deviation from 

Chevron’s actual stock price.   

The median of the implied price based on the forward P/E ratios is $118.05, which is only 

$5.37 more than the current trading price.  The PEG median of $164.99 is substantially 

greater than the current trading price of $112.68, with the low and high’s nowhere near this 

figure.  The outlier for this value set was BP’s implied price of $240.26, more than double 

the current trading price.  This results directly from BP’s low growth rate of only 2.65%.   

The P/B ratio yielded inaccurate estimates as well, the median being $56.09, half of the 

current price.  This could be due to the fact that Reuters did not have the P/B ratio for most 

energy companies listed, and in accordance with consistency, the industry average was used 

instead.  There is a low outlier in ConocoPhillips, which gave an implied price of $28.17, 
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which could be explained by an abnormally low price-to-book ratio compared to the industry 

average.   

In terms of the P/S ratio, the median value was $91.19, which is $21.49 less than the current 

trading price. This value is one of the more accurate implied prices, however, and contains 

only one outlier in BP, with a P/B ratio of 0.39 compared to the industry average of 2.28.   

The final valuation metric used is the P/CF ratio, which gives a median implied price of 

$91.20, very similar to the P/S ratio estimate, and seemingly more accurate than the P/B or 

PEG ratios.  As stated before, ExxonMobil is the outlier here, with a P/CF ratio three times 

that of the other firms.   
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Section (E) Revenue and Earnings Estimates 

 

 

 Source: http://www.reuters.com  

Throughout the previous five quarters, Chevron has developed a pattern of surprising the market 

in both the revenue and earnings categories.  Although they have beat analysts’ estimates in 

terms of sales revenue twice, when they underperformed, it was substantial.  On three occasions, 

they missed analysts’ estimates by over $8 billion.  Their greatest positive surprise occurred in 

the quarter ending June 2013, where they outperformed estimates by $1.36 billion.   

Chevron also surprised the market in terms of earnings per share, but it was not as drastic of a 

miscalculation.  They met the analyst on one occasion, underperformed twice, and over 

performed twice.  This shows that Chevron can maintain consistency and predictability in terms 

of earnings per share, which is good news for shareholders.  The most apparent outlier in terms 

of EPS was a positive surprise, where Chevron beat the estimate of $3.03/share by 7.75% 

($3.27/share).   

According to the 2-year price chart, the negative surprises did not affect the stock price 

negatively if it occurred during the quarter ending December, possibly due to the fact that the 
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entire sector lags post-recession, and the demand for oil and petroleum products is low in the 

winter.   

 

 
Source: http://www.reuters.com  

 

Revenue 

The percent difference between the high estimate and mean for the quarter ending March 2014 is 

9.99% and the low estimate percent difference for the same quarter is -10.23%.  For the quarter 

ending June 2014, the percent difference between high and mean is 7.83%, while the percent 

difference between low and mean is -10.17%.  The percent difference between the high and 

mean for the year ending December 2014 is 10.67%, and the low estimate percent difference 

being -13.08%.  For the year ending December 2015, the percent difference between the high 

estimate and mean estimate is 11.22%, while the percent difference between low and mean is -

23.25%.   

 

The percent difference between the high estimate and consensus mean in terms of earnings per 

share for the quarter ending March 2014 is 17.15%, with the percent difference between low and 
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mean being -7.66%.  For the quarter ending June 2014, the percent difference between high and 

mean consensus is 15.88%, and the percent difference between low and mean is          -15.88%. 

The percent difference between the high estimate and mean for the year ending December 2014 

is 10.80, with the percent difference between low and mean being -12.69%.  For the year ending 

December 2015, the percent difference between high and mean consensus is 18.13%, and the 

percent difference between low and mean is -16.07%. 

 

While the percent differences for both revenue and earnings per share are both large, showing a 

great deal of uncertainty between analysts and the market, the difference in earnings per share 

estimates was slightly larger, notably for the year ending December 2015.   

 

The number of analysts providing LT growth estimates (3) is the same as those providing 

quarterly sales estimates, and less than the number of yearly sales analysts.  This number is 

significantly lower than any of the earnings per share analysts, the lowest on that being 14 

estimates.   
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Source: http://www.reuters.com 

 

After reviewing the consensus estimates trends for both revenue and earnings per share, it seems 

that the analysts become more pessimistic in the long run in terms of revenue, and pessimistic 

about earnings per share as a whole.   

The only values that trended up towards current estimates were the quarterly sales amounts.  The 

revenue estimates for the year(s) ending December 2014 and 2015 both declined by around $30 

billion, which could explain why the percent difference between high and mean estimates for 

these two dates were so large.   
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Source: http://www.reuters.com 

While there are hardly any analysts that revised their estimates in the last week, a majority of 

analysts revised down in the last 4 weeks for both revenue and earnings.  It is safe to say that the 

general consensus among analysts pointed to the fact that Chevron would have lower-than-

expected revenue and earnings per share, as evidenced by the widespread down revisions. 

Earnings had slightly more up revisions in the last 4 weeks, but those are negligible in 

comparison to the downgrades.   

 

Consensus Earnings Revisions 

 

Revision 

Date 

 

Revision 

Type 

 

Revision 

Up/Down 

 

Current 

 

Previous 

 

% Change 

# of 

Analysts 

Reporting 

2/18 Down 0/12 $2.74 $2.74 -0.04 15 

2/17 Down 1/11 $2.74 $2.75 -0.22 15 

2/12 Down 1/12 $2.75 $2.76 -0.36 16 

2/6 Down 1/11 $2.76 $2.76 -0.07 16 

2/5 Down 1/11 $2.76 $2.78 -0.79 15 

2/3 Down 2/9 $2.78 $2.86 -2.69 15 

1/31 Down 3/6 $2.86 $2.88 -0.59 15 
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1/24 Up 4/6 $2.88 $2.87 +0.24 15 

Source: http://www.cnbc.com  

 

 Chevron’s most recent quarterly earnings report came in on January 31
st
, 2014, while the 

next is expected April 21-25
th

, 2014.  Earnings estimates and revisions all pointed to a successful 

fourth quarter for Chevron, but once the report came out on the 31
st
, they were heavy downward 

estimates for the entire month approaching the release of their annual report on February 21
st
, 

2014.  After the sub-par fourth quarter, earnings per share estimates sank from $2.87 to $2.74 in 

a matter of weeks, reflecting analysts’ bearish attitude towards Chevrons ability to handle the 

winter season and predict idiosyncratic risk effectively.  The highest consensus revision was only 

-2.69% on February 3
rd

, and the lowest occurring three days later at -0.07%.   

 Share prices fell 2% after the -2.69% revisions, but continued steady growth until the 10-

K was released on February 21
st
, which resulted in another 2% drop in price.  Although these 

drops do not seem significant, they do show a lack in their ability to make a steady profit, after 

their fourth-quarter profits fell by 32%.   
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Section (F) Analysts’ Recommendations 

 

Source: http://www.reuters.com 

Over the past three months analyst opinions have remained constant with a mean rating of 2.09. 

This mean rating is more bullish rather than bearish. Over the past three months all ratings have 

been in the buy to hold range on Reuters. However, the majority of analysts have selected to hold 

Chevron stock. Three months ago there were six buy ratings, nine outperform ratings, and eight 

hold ratings. Two months ago there were seven buy ratings, seven outperform ratings, and nine 

hold ratings. A month ago there were seven buy ratings, six outperform ratings, and nine hold 

ratings. Moreover, the consistency in mean rating suggests convergence. 

Morning Star’s analysts have similar stock selections to Reuters. Morning Star Analyst’s had two 

ratings in buy, one in outperform, and three hold ratings for Chevron.  The bulls at Morning Star 

are saying that investments in Liquefied Natural Gas (LNG) projects will allow for reserve and 

cash flow growth, specifically pointing to the Gorgon LNG project (Morningstar). Also, they 

find that Chevron’s past exploration success will benefit them in the future in locations such as 

Western Australia and the Gulf of Mexico (Morning Star). The bears at Morning Star worry that 

production numbers will be hard to raise due to nations becoming more protective of their 

natural resources, cost inflation and currency appreciation will hurt Chevron’s returns, and 

ongoing legal action involving stopped Ecuadorean operations could have significant monetary 

penalties.  

Lastly, Chevron’s stock has received a downgrade in the last month. On January 31
st
, 2014 

Chevron’s stock was downgraded from a strong buy to a buy by Poorstan. 
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(F-2) Most Recent One Month Analysts Upgrades/Downgrades from CNBC  

Revision 
Date 

Current 
Recommendation 

Previous 
Recommendation 

Firm Last 
Revision 

January 31, 
2014 

Buy Strong Buy Poorstan 3 months 
ago 

 

 

The latest reported earnings for Chevron were on January 31, 2014 and the next earnings is 

scheduled to be reported between April 21 and April 25. There was only one downgrade in 

the past three months for Chevron and no upgrades. The downgrade was a “one grade” move 

from strong buy to buy and was done by Poorstan.  There was not a clustering of up-or 

down-grades. However, this downgrade came out on the same day that earnings were 

reported for Chevron’s fourth quarter. This downgrade coincided with a $4.81 drop in 

Chevron’s stock price.  
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Section (G) Institutional Ownership 

 

 

 

CVX

Ownership Activity # of Holders % Beg. Holders Shares % Shares

Shares Outstanding 1,923,183,145 100.00%

# of Holders/Total Shares Held/% 

Shares 2,231 105.09% 1,238,337,627 64.39%

# New Positions 166 7.82%

# Closed Positions 58 2.73%

# Increased Positions 878 41.36%

# Decreased Positions 872 41.07%

Beg. Total Inst. Positions 2,123 100.00% 1,256,810,647 65.35%

# Net Buyers/3 Mo. Net Chg 6 50.17% -18,473,020 -0.96%

Ownership Information % Outstanding

% Institutional Ownership 70.49

Top 10 Institutions % Ownership 27.72%

Mutual Fund % Ownership 32.65%

5%/Insider Ownership 0.05%

Float % 100.00%

> 5% Ownership

Holder Name % Change % Outstanding Report Date

Vanguard Group, Inc. 1.98% 5.39% 12/31/2013

State Street Corp -1.72% 5.37% 12/31/2013

Chevron Corporation Employee Savings Investment PlanNA 4.67% 12/31/09
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Institutions on a net basis have decreasing ownership in Chevron. Over the past three months 

institutional ownership has decreased by 18,473,020 shares. However, this change is not 

substantial because it makes up only a 0.96% decrease to the 1,923,183,145 shares 

outstanding. Chevron has a 70.49% institutional ownership which is sizable. In addition, one-

third of the institutional ownership is from mutual funds and nearly 28% is top 10 

institutions. 

 

Institutions with at least 4% institutional ownership is 15.43%. The top institutional owner of 

Chevron’s outstanding stock is Vanguard Group, Inc. (5.39%). In the last three months 

Vanguard Group, Inc. has increased its shares by 1.98%. The next leading institutional owner 

is a hedge fund, State Street Corp. State Street Corp has 5.37% of the shares outstanding for 

Chevron. State Street Corp has experienced a decrease of 1.72% of the shares outstanding 

during the last 3 months. The third largest institutional owner of Chevron’s outstanding stock 

is Chevron Corporation Employee Savings Investment Plan is a 401k plan sponsored by 

Chevron. The Chevron Corporation Employee Savings Investment Plan owns 4.67% of 

shares outstanding.  
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Section (H) Short Interest 

Chevron (CVX) 

 

Chevron Corporation (CVX) Short Interest - NASDAQ.com 
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ConocoPhillips (COP)  

 
 
 
Chevron Corporation (CVX) Short Interest - NASDAQ.com 
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ExxonMobil (XOM) 
 

 
 

Chevron Corporation (CVX) Short Interest - NASDAQ.com 
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Chevron (CVX) 

Avg Vol  Avg Vol Shares  Float 
(3 month) (10 day) Outstanding 

6,234,380   7,140,660 1.92B  1.92B  

Shares Short Short Ratio Short % of Float Shares Short 

(January 31, 2014) (January 31, 2014) (January 31, 2014) (January 31, 2014) 

 13.21M  2.20 0.70%  13.87M  

Source: http://finance.yahoo.com 

Conoco Phillips (COP) 

Avg Vol  Avg Vol Shares  Float 
(3 month) (10 day) Outstanding 

 5,136,250  5,873,470  1.23B 1.22B  

Shares Short Short Ratio Short % of Float Shares Short 

(January 31, 2014) (January 31, 2014) (January 31, 2014) (2 weeks prior) 

20.94M  4.10  1.70%  22.16M 

Source: http://finance.yahoo.com 

Exxon Mobil (XOM) 

Avg Vol  Avg Vol Shares  Float 
(3 month) (10 day) Outstanding 

12,597,300   12,814,500 4.34B  4.32B  

Shares Short Short Ratio Short % of Float Shares Short 

(January 31, 2014) (January 31, 2014) (January 31, 2014) (2 weeks prior) 

 51.37M 4.30   1.20%  56.99M 

Source: http://finance.yahoo.com 
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The last reported earnings for Chevron were January 31, 2014. The next earnings are scheduled 

to be reported between April 21 and April 25. Chevron is currently experiencing declining short 

interest statistics trends as reported by the NASDAQ’s short interest table. Recently, the days to 

cover has fallen from just over 4 days in November, 29
th

, 2013 to 1.98 on January 31
st
, 2014.  

The declining short interest positions are a bullish indicator (Nasdaq). In addition, the overall 

declining short interest statistics is relatively consistent over the course of the year with a few 

spikes in July, September, and November. This yearly trend also indicates a more bullish stock. 

However, none of these spikes came directly after earnings were reported, but rather a month 

after. The trend following earnings was higher days to cover before earnings released and lower 

days to cover following the release of the earnings report. This was consistent with all earnings 

releases. The short interest for the first quarter and the third quarter had lower short interest 

before earnings released and higher short interest after earnings was reported. The stock price 

also went up following the earnings reports for the first and third quarters. The second quarter 

saw higher short interest before earnings was reported and lower after earnings were reported. 

The stock price went down following the earnings reports for the second quarter. 

January 31st is the most recent date reported for the short ratio. Chevron’s current short ratio is 

2.20.  Therefore, it takes sellers 2.20 days to cover their entire positions if the price of the stock 

begins to rise. Moreover, the short interest rate is low and indicates a more bullish signal. The 

days to cover for Conoco Phillips and Exxon Mobil for the most recent month are 3.77 and 3.78 

respectively. The days to cover for Chevron’s competitors are therefore more bearish than 

Chevron. Conoco Phillips and Exxon Mobil also appear more bearish with higher short ratios, 

4.10 and 4.30 respectively.    
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Section (I) Stock Charts 

CVX 3-Month Price Chart – CVX/S&P500/Energy Sector  

 

Source: http://www.reuters.com 

CVX 1-Year Price Chart – CVX/S&P500/Energy Sector  

 

Source: http://www.reuters.com 
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CVX 5-Year Price Chart – CVX/S&P500/Energy Sector  

 

Source: http://www.reuters.com 

Recently, Chevron has been underperforming in relation to both the energy sector and the S&P 

500 as a whole.  In the latter half of 2013, Chevron struggled to compete with other companies 

such as ExxonMobil and ConocoPhillips, partially due to the lower global crude oil prices in 

2013 compared to 2012.  According to the 1-year price chart, Chevron fell below the energy 

sector as a whole.  This could be explained by a decrease in their oil and natural gas reserves by 

approximately 1.3% for the fiscal year 2013.   

 

Chevron fell far below the S&P500 and the energy sector in the 3-month price chart as it came 

time for them to report 4
th

 quarter earnings, which were below analysts’ estimates.  Their price 

continued to fall after their disappointing annual report was released February 21
st.

   

 

In terms of the 5-year price chart, Chevron is shown to outperform the entire energy sector, 

which itself underperformed relative to the S&P500.  Due to the fact that energy is a lagging 

sector post-recession, this explains why the sector as a whole underperformed over a 5-year time 

horizon.   
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(I-4)  Technical Indicators (“Moving Average” and “Relative Strength Index” from  

 

CVX 6-Month 10- and 50-day Moving Average Price Chart  

 
Source: http://www.finance.yahoo.com  

 

CVX 2-Year 50- and 200-day Moving Average Price Chart  

 
Source: http://www.finance.yahoo.com  

 

After reviewing the 6-month moving average chart for Chevron, it is evident that the energy 

sector has been on a downward trend recently.  It appears that Chevron stock has been more 

volatile than usual, with two separate instances in the past 6 months where the 10-day moving 

average falls below the 50-day, indicating bearish sentiment and a sell-off attitude.  The chart, 
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however, shows growth in the latter half of February, which could be a sign of improvement as 

the 10-day MA approaches and attempts to overtake the 50-day MA line.  

The 2-year chart with the 50 and 200-day moving averages tells a slightly different story.  Both 

lines are trending upwards steadily with the market, with the 50-day higher than the 200-day for 

most of 2013.  However, there are 4 instances where the short-term 50-day line goes below the 

200-day average, once again indicating bearish sentiment towards Chevron.  

These technical indicators are crucial in understanding and complementing the fundamental 

stock analysis, and double-checking for any errors or finding new “soft spots” in the research and 

data compilation.   
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