
M.Wilson@morganstanley.com

Connor.Lynagh@morganstanley.com

Stephen.Byrd@morganstanley.com

Martijn.Rats@morganstanley.com

Devin.McDermott@morganstanley.com

Benny.Wong@morganstanley.com

Robert.Pulleyn@morganstanley.com

Drew.Venker@morganstanley.com

Adam.Virgadamo@morganstanley.com

Andrew.Pauker@morganstanley.com

Michelle.M.Weaver@morganstanley.com

MORGAN STANLEY & CO. LLC

Michael J Wilson
EQUITY STRATEGIST

+1 212 761-2532

Connor Lynagh
EQUITY ANALYST

+1 212 296-8145

Stephen C Byrd
EQUITY ANALYST

+1 212 761-3865

MORGAN STANLEY & CO. INTERNATIONAL PLC+

Martijn Rats, CFA
EQUITY ANALYST AND COMMODITIES STRATEGIST

+44 20 7425-6618

MORGAN STANLEY & CO. LLC

Devin McDermott
EQUITY ANALYST AND COMMODITIES STRATEGIST

+1 212 761-1125

Benny Wong
EQUITY ANALYST

+1 212 761-9626

MORGAN STANLEY & CO. INTERNATIONAL PLC+

Robert Pulleyn
EQUITY ANALYST

+44 20 7425-4388

MORGAN STANLEY & CO. LLC

Drew Venker, CFA
EQUITY ANALYST

+1 212 761-3729

Adam Virgadamo, CFA
EQUITY STRATEGIST

+1 212 761-1376

Andrew B Pauker
EQUITY STRATEGIST

+1 212 761-1330

Michelle M. Weaver
EQUITY STRATEGIST

+1 212 296-5254

US Equity StrategyUS Equity Strategy   ||  Global Global

Global Energy and Power
Conference: Strategy Sector
Views, Analyst Top Picks
We review our outlooks on US equities, with a focus on
Energy & Utility sectors, oil, and natural gas. US strategy
moves to equal-weight Energy and remains overweight
Utilities. Our Energy and Utilities analysts highlight top picks:
BHGE, BE.N, BP.L, COP, FE.N, MPC, SU, FTI.N, TS.N.

At the index level, our strategy team expects further declines in earnings

forecasts, along with heightened volatility. They are moving to equal-weight on

the Energy sector (from overweight) as a strong case for material and sustained

up- or downside is weak. Valuation, earnings revisions, and positioning measures

look moderately supportive, but with crude oil above our commodity strategist

Martijn Rats's forecast for the next 2 quarters, the case for upside looks less

compelling. The strategy team maintains its overweight rating on the Utilities

sector given its defensive characteristics, relatively strong earnings revisions, and

negative correlation to long-term interest rates. Our sector analysts highlight top

picks:

Baker Hughes, a GE Co. (US Oil Services, BHGE, $30 price target): BHGE's

equipment portfolio should benefit from substantial increases in LNG and

offshore project sanctioning, which paired with continued merger synergies in

oilfield services, should yield relative improvement vs. large cap peers.

Bloom Energy Corp. (US Clean Tech., BE.N, $30 price target): BE possesses, in

our view, a wide economic moat driven by a visible trajectory for cost reduction, a

straightforward sales model, and tangible value add to customers. Further, we

believe the company's free cash flow potential and the impact from increasing

access to low cost natural gas outside the US are currently underappreciated. All

in, our PT of $30 implies >100% upside potential.

BP (European Integrated Oil, BP.L, 595p price target): BP offers a compelling

combination of strong FCF growth and a high 5.9% dividend yield, which is among

the highest within the majors. The confluence of those factors tends to lead to

outperformance. Our price target of 595p is set at a target yield of 5.5%, implying

11% upside. Together with the 5.9% yield, it gives a total prospective return of

~17%.

ConocoPhillips (US Exploration & Production, COP, $78 price target): COP

checks all the boxes for sustained outperformance within the Energy sector:

excellent management, disciplined investment, and consistent return of cash

coupled with a high quality, low cost portfolio that can deliver an attractive

combination of free cash flow and growth. We expect COP's above-average 7.5%

Morgan Stanley does and seeks to do business with
companies covered in Morgan Stanley Research. As a
result, investors should be aware that the firm may have a
conflict of interest that could affect the objectivity of
Morgan Stanley Research. Investors should consider
Morgan Stanley Research as only a single factor in making
their investment decision.
For analyst certification and other important disclosures,
refer to the Disclosure Section, located at the end of this
report.
+= Analysts employed by non-U.S. affiliates are not registered with
FINRA, may not be associated persons of the member and may not
be subject to NASD/NYSE restrictions on communications with a
subject company, public appearances and trading securities held by
a research analyst account.

1

March 4, 2019 05:34 AM GMT

mailto:M.Wilson@morganstanley.com
mailto:Connor.Lynagh@morganstanley.com
mailto:Stephen.Byrd@morganstanley.com
mailto:Martijn.Rats@morganstanley.com
mailto:Devin.McDermott@morganstanley.com
mailto:Benny.Wong@morganstanley.com
mailto:Robert.Pulleyn@morganstanley.com
mailto:Drew.Venker@morganstanley.com
mailto:Adam.Virgadamo@morganstanley.com
mailto:Andrew.Pauker@morganstanley.com
mailto:Michelle.M.Weaver@morganstanley.com


FCF yield and management's commitment to return >30% of operating cash to

shareholders to drive substantial capital return over the next few years.

FirstEnergy Corp. (US Utilities, FE.N, $43 price target): FE's 13% discount to

peers is not warranted, in our view, given 1) the company's above-average 6-8%

EPS growth outlook — which we see as highly achievable, 2) a low regulatory

risk, and 3) a stable balance sheet. We believe concerns about FES’s bankruptcy

resolution process and the company’s balance sheet are somewhat overdone,

and expect the stock to trade closer to in-line the regulated utilities group at

~18.5x price to 2020e earnings. Our PT of $43 offers 6% potential upside relative

to where the stock is currently trading, the largest opportunity within the utilities

group.

Marathon Petroleum Corp. (US Refining & Marketing, MPC, $85 price target):

As one of the largest US Independent Refiners, MPC offers: 1) exposure to the

constructive refining upcycle and the approaching IMO 2020 tailwinds, 2) value

upside from unlocking synergies from its Andeavor merger, 3) robust EBITDA

growth of >20% through 2020 from high return investments or from segments

that trade at higher multiples, and 4) robust cash return with upside. Finally,

MPC trades at an attractive valuation of 4.8x 2019e EBITDA vs. peers at 5.7x.

Suncor Energy Inc. (Canadian Oil & Gas, SU, C$52 price target): SU is an

extremely high quality integrated company that offers: 1) a robust total return

story of over 12% driven by strong capital allocation and capital discipline, 2)

production and cash flow upside with improved Syncrude project reliability, 3)

NAV unlock potential through the realization of regional synergies, and 4)

attractive valuation at a 3.5-4.0% dividend yield.

TechnipFMC (European Oil Services, FTI.N, $31/€27 price target): We think

TechnipFMC is well exposed to improving activity in 2019 across major oil service

segments: offshore, Middle East upstream and downstream, and LNG activity.

With TechnipFMC trading at 7.5x 2020e EV/EBITDA, we think valuation is

undemanding and would expect the stock to re-rate to our 2020e target

multiple of >10x.

Tenaris (European Oil Services, TS.N, $39/€17 price target): We think Tenaris is

attractively valued, trading below historical average multiples at 7.1x 2020e

EV/EBITDA. We see several potential catalysts ahead: 1) We expect the pace of

US OCTG imports to normalize in 2019 versus 2018, allowing for supply/demand

to balance; and 2) we think the market continues to underestimate the earnings

potential from mix driven by rebounding international volumes.
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US Equity Strategy Views

Michael Wilson, Chief US Equity Strategist and CIO

 
Part I: US Equity Market Outlook

We forecast a range-bound equity market in 2019, as we did in 2018, and with the

same upside (3,000) and downside (2,400) parameters. The difference is that we

began this year at the low end, while 2018 started closer to the midpoint. Last year was

defined by exceptional earnings strength, offset by peaking growth and tightening

financial conditions (i.e., "Don't Fight the Fed"). We continue to think this year will be

defined by an earnings recession, with uncertainty on trough levels and timing, offset by

a Fed that pauses its tightening stance and a bottoming global economy led by China. In

this environment, volatility is likely to flare episodically, creating big swings once again

even though that hasn't been the case so far. As such, we think it's important to be

disciplined on price when considering risk-reward, particularly as idiosyncratic risk

becomes the dominant driver of stock prices as opposed to beta. For a more complete

summary of our current equity market outlook, we direct readers to last week's

publication.

Since last week, there have been multiple signs of progress on US-China trade talks.

Expectations are now for a deal to be signed by Presidents Trump and Xi in mid-March.

While full details are unavailable, there have been reports that China has agreed to buy

up to $1.2T of exports from the US over 6 years, a 50 percent annual increase from last

year's $130B of US goods bought by China. National Economic Council Director Larry

Kudlow has indicated that China will commit to reducing subsidies to state-owned-

enterprises (SOEs) and disclose when the PBoC engages in FX market intervention.

Intellectual property protection remains an open question along with the existing 10

percent tariffs on China goods enacted by the US in October. Relative to where we were

in December, this does appear to be progress. It remains to be seen how much of this

agreement has already been priced by markets and what will be the immediate impact

on corporate behavior and earnings.

The bottom line for us is that we have a hard time getting incrementally bullish on a

trade deal from here. First, valuations are now back to the high end of our ERP/Interest

Rate Matrix (Exhibit 1) at 16.4x consensus forward 12 months EPS of $171. If we use our

lower EPS forecast of $165, the S&P 500 is currently trading at 17x. In short, there is a

lot of good news priced in at this point, which is mostly a function of the Fed's dovish

pivot, positioning, and hope around a trade deal and China stimulus.
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Second, we are still of the view that earnings estimates are too high and that could

have a negative feedback loop on company behavior as it relates to capex and hiring.

While earnings revision breadth has stopped going down for the time being, that is more

a function of the fact we are between 4Q/1Q earnings reporting season. In our view, the

earnings cycle has turned down and is likely to see further deceleration based on our

earnings growth leading indicator (Exhibit 2).

If our model is correct and earnings are still at risk, then we should start to see that

manifest in corporate behavior. We note that the latest Purchasing Manager's survey

fell again and is now down 10% on y/y basis, which is even lower than December's -5%

y/y reading. Since the y/y change in the S&P 500 tends to track this measure, we think it

supports our view that the equity market is full on valuation and due for a more

meaningful correction than most think is possible (Exhibit 3) given tailwinds from price

momentum and arguably still neutral positioning.

Exhibit 1: Our ERP/Interest Rate Matrix Suggests the S&P 500 Is Fully Valued at 2,800.

Source: Morgan Stanley Research

Exhibit 2: Our Earnings Growth Indicator Shows No Signs of Bottoming This Year

Source: Factset, Morgan Stanley Research
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Finally, the jobs market is likely the key to whether we can move higher from here in

the absence of positive earnings revisions. On this score, we are also focused on labor

costs given they remain a major concern for small businesses according to the latest

NFIB survey. Meanwhile, the employment portion of last week's Purchasing Manager's

Index report showed a much more precipitous fall than the headline reading to just 52.3

(Exhibit 4)

 
Part II: Energy-Specific Views

We are moving to equal-weight on the Energy sector (from overweight) as a strong case

for material and sustained up- or downside is weak. Valuation measures and earnings

revisions breadth look moderately supportive, but with crude oil above our commodity

strategist Martijn Rats's forecast for the next 2 quarters, the case for upside looks less

compelling.

Exhibit 3: Purchasing Manager's Index Drop Suggests Equity Market Rally Is Ahead of Itself

Source: Bloomberg, Morgan Stanley Research

Exhibit 4: Employment Costs Continue to Be a Growing Problem for Small Businesses and May be
Leading to a Deterioration in Overall Employment Conditions

Source: Bloomberg, Morgan Stanley Research

1. Rats sees Brent Crude at 60 $/bbl by the end of 2Q 2019 (down from 65$/bbl

today).
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MS View on Oil Prices Is Not Bullish

Exhibit 5 below shows that Morgan Stanley’s Global Oil Strategist Martijn Rats expects

a decline in Brent Crude prices to 60 $/bbl by 2Q19 and then a modest rebound to 65

$/bbl by YE2019. Rats sees the strong supply of light-crude as a headwind to Brent and

WTI and also believes the weaker macro backdrop that has emerged over the past

several months may be weighing on demand (see The Oil Manual: Surge in Light Oil

Supply Puts Ceiling on Benchmark Oil Prices, February 8, 2019).

Energy Equities Have Lagged Crude...We Doubt There's Much of a Catch-Up at
This Point

Oil prices tend to spike at the end of an economic cycle amid a demand squeeze

(Exhibit 6), but given our less constructive view on the commodity going forward, one

could argue that we may have already seen that squeeze. This time it may have just

occurred in the ~7th inning of the cycle (like the late 1990s) as opposed to the bottom

of the 9th inning (like 1990 and 2008). Energy stocks typically outperform during these

late cycle surges in crude prices, but that hasn't been the case this cycle — Energy

equities’ relative performance has consistently lagged crude performance post 2016.

Thus, we were clearly wrong to have been overweight the sector since our launch two

2. Energy stocks were underperformers during crude oil's late cycle rally, which began

in 2016; given that Rats sees downside from here in the commodity, it's hard to see

the stocks catching up now.

3. Earnings revisions breadth is turning higher, but we think the stocks may have

gotten in front of this — Energy is up 15% this year, outperforming the S&P 500 by

3%.

4. Relative forward EV/EBITDA for the sector is now slightly below the long-term

average, not cheap enough to provide clear support.

5. Positioning in Energy stocks remains very light.

Exhibit 5: MS Global Oil Strategist Martijn Rats Sees Brent at 60 $/bbl by 2Q and 65 $/bbl by YE
2019

20

30

40

50

60

70

80

90

100

110

120

2013 2014 2015 2016 2017 2018 2019

Brent Crude Oil Price with Morgan Stanley Estimates

MS & Co.
Estimates

Source: Bloomberg, Morgan Stanley Research as of February 26, 2019.
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years ago. Skepticism around achievability of EPS/FCF numbers and longer-term

structural concerns around oil prices all likely contributed to underperformance. While

valuation levels have now derated and our E&P analysts are constructive on FCF

generation and capex discipline, we can't ignore the headwinds facing the crude market

— especially since (1) the positive correlation between Energy stocks and Crude remains

strong (Exhibit 7) and (2) slowing demand may be more of a driver than consensus

believes.

Earnings Data Is Mixed

Another dynamic that supports our downgrade to equal-weight is that the wide gap

between forward EBITDA growth estimates and price on a year-over-year basis has now

closed (Exhibit 8). For much of the last 2 years, Energy stocks appear to have been

underpricing the strength in relative EBITDA growth. That is no longer the case as better

performance on a rate of change basis and weaker forward EBITDA growth have both

contributed to the convergence shown in Exhibit 8.

Exhibit 6: Energy Performance Has Meaningfully Lagged Crude
Performance; Given More Pessimistic MS Oil View on Supply AND
Demand Concerns, This Performance Gap Likely Does Not Close This
Cycle
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Source: Morgan Stanley Research as of February 26, 2019.

Exhibit 7: Rolling Correlation Between Energy Relative Performance
and Crude Performance Remains High
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On the more positive side, earnings revisions breadth for the sector appears to be

rebounding from very low levels (Exhibit 9). This dynamic is being driven by Integrated

Oil & Gas, Equipment & Services, and Exploration & Production (Exhibit 10). Storage &

Transportation revisions breadth looks like it is rolling over from elevated levels and

Drilling appears to be moderating. While these trends in aggregate are leading to a

modest rebound, the absolute level of revisions breadth is still negative. Further, as

mentioned earlier, Energy is already up 15% this year, outperforming the S&P 500 by 3%,

so the stocks may have gotten in front of this move.

Exhibit 8: Gap Between Relative NTM EBITDA Growth and Energy Performance Has Closed...A
Less Constructive Development for the Stocks
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Source: FactSet, Morgan Stanley Research as of February 26, 2019.

Exhibit 9: On the Positive Side, Earnings Revisions Breadth for the Sector Is Picking Up
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Relative Valuation Measures Supportive, but Not Extreme Enough to Make a
Call On

Valuation levels appear attractive despite relative outperformance this year, but are no

longer so extreme as to support a clear overweight on the sector. Exhibit 11 shows that

the relative NTM EV/EBITDA ratio for the sector is below its long-term average. Exhibit

12 shows that Energy's relative NTM free cash flow yield is above average. From a sub

group perspective (looking at relative percent rank since 2008 as opposed to absolute

level), Exploration & Production, Equipment & Services, and Refining & Marketing look

the most attractive. Oil & Gas Drilling and Integrateds appear more expensive on a

relative basis vs. history.

Exhibit 10: Integrated Oil & Gas, Equipment & Services, and Exploration & Production Driving the
Modest Inflection

Group
Relative ERB
Level

Oil & Gas Storage & Transportation 17.3%
Oil & Gas Drilling -10.1%
Integrated Oil & Gas -14.3%
Oil & Gas Exploration & Production -23.2%
Oil & Gas Equipment & Services -35.2%
Oil & Gas Refining & Marketing -36.3%
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Source: FactSet, Morgan Stanley Research as of February 26, 2019.

Exhibit 11: Energy Relative NTM EV/EBITDA Now Below Long-Term
Average
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Source: FactSet, Morgan Stanley Research as of February 28, 2019.

Exhibit 12: Relative NTM FCF Yield Above Long-Term Average
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Energy Sector Is Under-Owned

Exhibit 14 shows the hedge fund long/short ratio for the Energy sector. This series

remains depressed, which is likely a reflection of skepticism around earnings

achievability and structural concerns around oil prices. Often times, depressed

sentiment can be a positive as a counter-consensus indicator. In this case, however, we

sense there continues to be a persistent aversion to owning the space and, thus, we

wouldn't be surprised if sentiment/positioning data for the aggregate sector remains

depressed.

 
Part III: Utilities-Specific Views

We maintain our overweight rating on the Utilities sector given its defensive

characteristics and relatively strong earnings revisions. After outperforming the S&P

500 by 9% in 2018, the sector has given back some of that relative performance this

year (-4% relative). With a dovish Fed and patience on trade now largely priced at the

benchmark level, in our view, we think the focus now returns to decelerating macro

growth and earnings downside—an environment in which Utilities should outperform.

Our view is supported by the following key points:

Exhibit 13: Energy Sub Group NTM EV/EBITDA Breakdown

Group

Absolute
NTM
EV/EBITDA
Level

Relative %
Rank since
2008

Oil & Gas Storage & Transportation 11.0 29%
Oil & Gas Equipment & Services 9.7 17%
Oil & Gas Drilling 9.1 70%
Integrated Oil & Gas 6.9 60%
Oil & Gas Refining & Marketing 6.1 24%
Oil & Gas Exploration & Production 6.0 3%
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Source: FactSet, Morgan Stanley Research as of February 26, 2019.

Exhibit 14: Hedge Fund Positioning In Energy Equities Is Light
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1. Utilities is a defensive sector given its regulated revenue streams, stable earnings,
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Utilities Is a Defensive Sector

As stated in the broader equity strategy section of this note, we believe we are in a late

cycle market environment where the macro and fundamental backdrop are continuing

to deteriorate. Utilities, and regulated utilities in particular, should outperform in such

an environment given their defensive properties. Exhibit 15 illustrates Utilities'

countercyclical nature, showing that Utilities Y/Y price performance exhibits a strong

negative correlation versus changes in the PMI.

Utilities returns, adjusted for equity market beta, typically exhibit a positive correlation

to bond returns (Exhibit 16). This means that, notwithstanding equity exposure, falling

bond yields (positive bonds returns) should provide some additional support to sector

returns relative to the rest of the equity market. While this relationship has weakened

over the past year, the positive correlation is still in line with its long-term average.

Matthew Hornbach, Morgan Stanley's Global Head of Interest Rate Strategy, sees the

US 10-Year Treasury yield falling to 2.45% by year end amid decelerating economic

growth in the US.

and attractive dividend yield:

a. It should outperform in a bear market—an environment we still believe we are in at the

benchmark level.

b. The sector has bond like characteristics (moves higher as yields fall) and our rates

strategists remain bullish on bonds.

2. Relative earnings revisions continue to be strong.

Exhibit 15: Utilities Performance Exhibits a Strong Negative Correlation vs. Changes in the PMI

Industry Group
20-Yr. Correlation: Price Y/Y
Vs. ISM Composite PMI Y/Y

Transportation -0.16
Health Care Equipment & Services -0.21
Commercial & Professional Services -0.21
Energy -0.32
Household & Personal Products -0.37
Telecommunication Services -0.40
Food Beverage & Tobacco -0.47
Pharmaceuticals, Biotechnology & Life Sciences -0.54
Utilities -0.55
Food & Staples Retailing -0.56

Industry Groups with the Strongest Negative Correlation Vs. the PMI

Source: Bloomberg, Morgan Stanley Research as of February 28, 2019.
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Utilities screen particularly well in our Defensive Scorecard framework — an

assessment of industries based on historical relative price performance, business

stability, and investor income stability — with electric and gas utilities (the bulk of the

sector's market cap) both sitting in the top 10 most defensive industries (Exhibit 17). Our

work shows that their relatively defensive price performance means they have a

tendency to outperform the market in times of market drawdowns and heightened

volatility.

Relative Earnings Revisions Remain Supportive

Utilities relative earnings revisions breadth remains strong versus the broader S&P 500

despite a modest decline in recent months (Exhibit 18). Exhibit 19 shows net change in

NTM EPS growth from September 30, 2018, to today (on the x axis) and price change

over the same period (on the y axis) by industry group. September 30 is when earnings

revisions starting declining at the benchmark level. Utilities is an above trend outlier

based on this relationship, and we expect Utilities to stay above trend until we exit this

bear market as a defensive premium should continue to be placed on the sector.

Exhibit 16: Utilities Have Bond-Like, Defensive Characteristics
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Source: Bloomberg, Morgan Stanley Research as of February 28, 2019.

Exhibit 17: Utilities Sub-Sectors Screen Toward the Top of Our Defensive Scorecard

Source: FactSet, Bloomberg, Morgan Stanley Research.
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Relative Valuation Looks Moderately Extended

Utilities' relative valuation looks moderately extended on a forward EV/EBITDA basis

(Exhibit 20). Given our view that we have been in a rolling bear market since last year,

this valuation premium placed on Utilities — a defensive cohort — makes sense. While

the sector appears relatively expensive on an EV/EBITDA basis, its relative dividend

yield versus Treasuries still looks attractive (Exhibit 21).

Exhibit 18: Utilities Relative Earnings Revisions Breadth Remains Elevated
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Source: FactSet, Morgan Stanley Research as of February 28, 2019.

Exhibit 19: The Sector Is Receiving a Defensive Premium That Will Likely Remain in Place Until We
Exit this Bear Market
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Positioning in the Sector Has Lightened Up

Exhibit 22 shows that the Utilities hedge fund long/short ratio has dropped below

average in recent months. If we do see a risk-off retest in the coming months (and we

suspect we will), this ratio likely rises above average once again. However, for the time

being, the sector appears modestly under-owned.

Exhibit 20: Relative Valuation Looks Modestly Extended
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Exhibit 21: Dividend Yield Vs. 10-Year US Treasury Yield Still Looks
Attractive
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Exhibit 22: Positioning in the Sector Has Lightened Up
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Oil Outlook: Further Upside Limited

Martijn Rats, Chief Global Oil Strategist

We see a broadly balanced oil market in 2019… The oil market turned out to be ~0.6

mb/d oversupplied in 2018. With demand growth in 2019 of ~1.2 mb/d and a year-on-

year decline in OPEC supply of 1.1 mb/d, offset by non-OPEC growth of ~1.6 mb/d, we

expect supply and demand to be broadly in equilibrium over the year, an improvement

over 2018.

…consistent with a Brent oil price in the mid-$60s: The sharp fall in Brent prices late

last year arguably overshot the deterioration in fundamentals. Long-run marginal cost

still lies around ~$65/bbl, we estimate. Also, triangulating inventories, spot prices, and

time spreads shows that the "inventory neutral" oil price lies around this level. If the oil

market is indeed balanced market in 2019, we think a recovery to this level is likely.

The recovery has been faster than we expected since the start of the year. A number of

factors have contributed to this. Some of this has been more macro driven, with signs of

progress on US-China trade talks and a recovery in the S&P 500 to early December

levels. Meanwhile, from a fundamentals perspective, a deteriorating outlook for

Venezuelan production, an outage at Saudi Arabia's Safaniya field, and an uncertain

security situation in Libya have tightened the supply side.

But we see three factors that limit further upside from here. First, despite higher stock

markets, macro data continues to look mixed, with PMIs rolling over, world trade falling

in December for the first time since 2009, and a number of other indicators also weaker

(see here). Second, OPEC cuts mean non-OPEC production is unlikely to slow, and we

see significant additions from the US but also Brazil, Norway, the UK, and others over

the next two years. Third, a further rise is tempered by OPEC's falling market share. With

OPEC reducing output, non-OPEC is unlikely to slow. Balancing the market would

require OPEC discipline to continue well into 2020. But OPEC's market share is already

falling, and history shows that oil prices rarely rise strongly when that happens.

The IMO 2020 regulations provide some tailwind into 2020. The regulations should

shift a substantial amount of shipping fuel demand from high sulphur fuel oil to middle

distillates in late 2019 to early 2020. With most refiners already running in maximum

middle distillate mode, they will likely need to run their refineries harder to make

enough compliant fuel to meet demand. This boosts crude oil demand, too.

There are a number of factors which could affect oil prices to the upside and downside.

On the supply side, there remains significant uncertainty around the situation in

Venezuela, which could increase or decrease the production outlook. In addition, the

current waivers for Iranian imports expire on 4 May, with little guidance yet on whether

these will be rolled over. In the US, most of the pipeline bottlenecks get resolved this

year, but there is an increasing commitment amongst E&Ps to spend within cash flow

which could lead to lower activity. On the demand side, the macro picture remains very

important for an oil market where demand growth is driven by middle distillates (diesel,

gasoil, jet fuel).
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Exhibit 23: We see a broadly balanced oil market in 2019, supporting an oil price in the mid-$60s

-1.5

-1.0

-0.5

-

0.5

1.0

1.5

2.0

90

92

94

96

98

100

102

104

106

1Q13 4Q13 3Q14 2Q15 1Q16 4Q16 3Q17e 2Q18e 1Q19e 4Q19e 3Q20e

Global Supply-Demand Balance (mb/d)

Implied stock build/(draw) (RHS) Demand Supply

Source: Morgan Stanley Research

16



 

US Natural Gas Outlook: Winter Volatility Has Passed, Oversupply
Takes Hold

Devin McDermott, Head Natural Gas and Power Strategist

Near-term tightness, long-term oversupply. Our recent natural

gas Insight, Entering a New Cycle, highlighted short-term upside in

natural gas prices into year-end 2018, with oversupply taking hold

in 2019 and accelerating thereafter. This short-term price upside

has since played out (details here), with a cold start to the winter

driving gas prices briefly above $4.50/MMBtu, the highest levels

in 5 years. The period of tightness is now behind us, with natural

gas storage levels now with flat year-over-year (versus a large

deficit at the start of the winter). With the volatility behind us,

structural oversupply, slowing demand growth, and persistent

sub-$3 natural gas prices lie ahead.

Natural gas prices have normalized from recent highs. Winter

weather forecasts turned meaningfully colder last November,

causing the prompt month contract for Henry Hub gas to rally

from about ~$3.25 at the start of the month to above

$4.50/MMBtu only two weeks later - a ~40% move. Colder

weather drives stronger heating demand for natural gas, and

tends to increase electricity consumption (resulting in more

natural gas burned by power plants). This dynamic reversed mid-

December as winter weather forecasts turned warmer, reducing

expectations for gas demand and sending Henry Hub prices below

$3/MMBtu. We forecast $3.00/MMBtu for the balance of 1Q19,

implying modest near-term upside. Beyond this winter, we

continue to see structural oversupply.

Exhibit 24: Our unchanged price forecast remains below the strip
longer term...

MS Henry Hub AVERAGE Price Forecast
Base Forward
Case Bear Bull Curve

1Q17 3.06$
2Q17 3.14$
3Q17 2.95$
4Q17 2.92$
1Q18 2.85$
2Q18 2.83$
3Q18 2.89$
4Q18e 3.72$
1Q19e 3.00$ 2.60 3.75
2Q19e 2.85$ 2.45 3.75 2.86
3Q19e 2.75$ 2.35 3.75 2.92
4Q19e 2.85$ 2.45 3.75 2.99
2018e 3.07$ 2.86 2.86 -
2019e 2.90$ 2.46 3.75 2.92
2020e 2.65$ 2.25 3.10 2.75
2021e 2.45$ 2.05 2.90 2.63
2022e 2.40$ 2.00 2.85 2.64
LT 2.50$ 2.25 3.00 -

Tail Risks

Source: Bloomberg, Morgan Stanley Research

Exhibit 25: Front-Month Natural Gas Prices Were Volatile in December
and January...
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Exhibit 26: ...As Degree Day Forecasts Fluctuated
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Supply growth should keep prices low for the balance of 2019. In aggregate, we

forecast a 4.74 Bcf/d year-over-year increase in non-power demand in 2019. The growth

is led by exports (both LNG and to Mexico), and further supported by industrial demand.

That said, we expect production to roughly keep pace with demand at a Henry Hub price

of $2.75-2.85/MMBtu this summer. On the supply side, we expect growth to continue to

be led by associated gas, driven mostly by higher oil production levels and increasingly

gas-heavy supply mix in the Permian. In the Northeast, we expect ~4.0 Bcf/d of growth

out of the Marcellus/Utica, supported by infrastructure expansions that are finally

coming to fruition.

The power sector remains a key balancing factor for the natural gas market. Before

adjusting for any price driven fuel switching in 2019, the combination of a return to

normal weather and plant retirements & new build (including renewables) should

reduce 2019 summer power demand by ~1.5 Bcf/d. Using this 2019 "baseline" as a

starting point, we forecast minimal incremental summer 2019 power sector fuel

switching needs in our base case. With current weather forecast and end-March

Exhibit 27: Gas Inventories have completely closed the year-over-year deficit despite normal winter
weather so far...
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Exhibit 28: Current weather forecasts are much above (colder) than
the 10- and 30-year "normal" for March...
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Exhibit 29: ...But the potential range in end-March inventory levels are
truncated with only one month left
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inventories of (~1.41 Tcf) do not see a need for economics driven coal-gas switching in

the summer months to drive end-October inventories back to "normal" levels of 3.8 Tcf.

The period of rapid structural growth in US natural gas demand is coming to an end. In

line with our "sub-$3" thesis introduced in an early 2017 Insight, Don't Bet Against

Innovation, natural gas prices have remained low despite a prolonged period of

structural demand growth. Now this growth cycle is coming to a close as we see a period

of demand stagnation post-2020, while supply growth, driven by gas "associated" with

oil production, shows no sign of slowing. The result is an oversupplied market, requiring

prices to fall lower.

Post 2020, the US natural gas market enters a period of demand stagnation. Once all

currently planned liquified natural gas (LNG) projects are complete and export volumes

plateau, annual growth in natural gas demand is set to fall by ~75%. However, the

factors that have kept a lid on prices for the past several years should persist, most

notably growth in "free" associated gas supply from highly economic shale oil plays. In

fact, by 2021 we expect growth in associated gas alone to meet all new natural gas

demand until at least 2023-24. Said another way, low cost supply in Appalachia no

longer needs to grow...but it will, grinding prices lower as coal-to-gas switching in the

power sector balances the market in the absence of adequate new structural demand.

Exhibit 30: We do not see a need for coal to gas switching in Summer 2019...

Source: Morgan Stanley Research
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We expect prices to be range-bound at $2.25-2.50 over the 2021-24 period, as coal-to-

gas switching once again becomes the lever to balance an oversupplied market. Our

long-term price is $2.50/MMbtu and is supported by: 1) LNG export activity picks back up

in 2024-25 and beyond and 2) the rate of coal retirements significantly accelerates as

plants reach the end of their useful life and have challenged economics in a low gas

price environment.

Oil prices remain a key risk to our call. Stronger oil prices would drive more shale oil

production and result in larger than anticipated volumes of natural gas reaching the

market and push us toward our bear case of $2.25. We see $2.25 as a natural floor,

where dry gas production is no longer economic for gassy E&Ps, driving base declines. At

the other end, weakening oil prices could slow associated gas growth and push us

toward our bull case of $3. We believe $3 remains a compelling longer-term ceiling as it

is the price where many shale-gas focused E&Ps can grow, replacing any shortfall from

lost associated gas.

Exhibit 31: After Years of Growth, the US Natural Gas Market Is
Approaching a Period of Demand Stagnation...

Source: Morgan Stanley Research, EIA, Note: Electric Power demand and ResCom demand are held flat at
2018 levels onward

Exhibit 32: ….While Supply Growth Shows No Signs of Slowing

Source: Morgan Stanley Research, EIA

Exhibit 33: Growth in "Free" Associated Gas Will Be 1.8x Incremental
Demand in 2021/22...
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Exhibit 34: ...Requiring Hub Prices to Grind Lower to Incent Coal-to-
Gas Switching to Balance the Market
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Global Natural Gas: Positioned for Structural Growth

Natural gas is transitioning to a global "clean energy" commodity.

Attractive economics and environmental policies are driving

robust demand growth globally. At the same time, a growing LNG

(liquefied natural gas) trade provides supply for key growth

markets, such as China. For Oil & Gas Producers, natural gas

provides an attractive growth opportunity. Rystad Energy expects

upstream gas capex to grow at a ~6% CAGR in 2018-22,

approaching levels prior to 2015’s spending downturn.

We see global LNG demand well above consensus. LNG demand

grew by ~8.8% in 2018, on par with substantial capacity additions.

Incremental growth was led by China, while new capacity

additions largely came from the US and Australia. Global demand is expected to show

by a greater than 6% CAGR through 2025, mainly driven by government policy in China.

Our proprietary view on demand for China, India and Europe point to LNG demand ~20

mtpa above Wood Mackenzie and IHS Markit estimates by 2025.

Exhibit 35: Associated Gas Production Is Highly Sensitive to Oil Prices in the $40-60 WTI Range...
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Exhibit 36: Performance of gas prices in key global gas hubs
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Asia will lead the lion's share of demand growth. We expect the majority of incremental

global demand growth to come from Asia, particularly China and, to a lesser extent,

India, Bangladesh, Thailand, Indonesia, and Pakistan. Morgan Stanley China energy

analyst Andy Meng forecasts that it will more than double its consumption market

share from only 6% in 2017 to 14% by 2025 and account for >40% of incremental

consumption over the period. China, in our view, is the key upside risk, which may drive

global gas market rebalancing by 2021/22.

Exhibit 37: Morgan Stanley estimates a 6.5% CAGR in demand
through 2025...

Source: IHS Markit, Wood Mackenzie, Morgan Stanley Research

Exhibit 38: ….Leading to LNG demand estimates ~20 mtpa above
consensus

Source: IHS Markit, Wood Mackenzie, Morgan Stanley Research
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Declining European domestic production could also boost global LNG demand:

Regional production is falling, while demand is stable. Imports from Russia remain

important, but as Europe seeks to diversify, Morgan Stanley EU gas strategist Igor

Kuzmin expects it will rely more on LNG to meet supply needs.

Exhibit 39: China could more than double its share of global gas
consumption by 2025
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Exhibit 40: China is likely to account for ~50% of global incremental
gas consumption

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

20
14

20
15

20
16

20
17

20
18

e

20
19

e

20
20

e

20
21

e

20
22

e

20
23

e

20
24

e

20
25

e

China Gas Demand Increment vs. Global Gas Demand Increment

Global (ex-China) China Demand

Source: Wind, CEIC, Morgan Stanley Research estimates (e)

Exhibit 41: Chinese demand should far outpace domestic supply...
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Exhibit 42: ...Driving a substantial need for LNG
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Exhibit 43: European indigenous production continues to decline. The
Netherlands' plans gradually to cease production at Groningen, its key
field, is one of the main reasons
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Exhibit 44: By 2025, the dependence on imports will have grown – we
expect imports to cover 64% of European demand vs. 53% in 2017
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Exhibit 45: Globally, we see the potential for a liquefaction shortage by 2022, requiring near-term
FIDs to keep pace with demand

Source: Source: Wood Mackenzie, Poten & Partners, IHS Market, Morgan Stanley Research estimates (e)
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Baker Hughes, a GE Co. (BHGE): Overweight, $30 PT

Connor Lynagh, US Oil Services

Industry View: Attractive

Investment Thesis: BHGE's hybrid service & equipment portfolio is well positioned for

the current market environment. Like peers, profitability in BHGE's Oilfield Services

business remains challenged, though BHGE should see modestly improved profitability

due to ongoing realization of merger synergies. Meanwhile, its equipment businesses

should see a material uptick in order intake in 2019 due to a substantial increase in LNG

and offshore project sanctioning. We explore these points in more detail below:

1) LNG sanctioning to drive meaningful order intake for

Turbomachinery & Process Solutions (TPS). BHGE's TPS business

has a virtual 100% market share of compressor and turbine

technology used in LNG liquefaction facilities. We expect

>100MMtpa of potential near-term sanctioning (Exhibit 46),

which could translate to a $3-5B incremental order intake

opportunity (vs. 2018 TPS orders of ~$6B).

2) Significant increase in offshore project sanctioning to reverse

course for Oilfield Equipment (OFE). We expect a material

increase in offshore project sanctioning in 2019 (Exhibit 47), which

will require the subsea production systems (SPS) & subsea

umbilicals, risers, and flowlines (SURF) equipment that BHGE

sells. This business is at trough profitability, and thus should see

meaningful margin expansion as these orders convert to

revenues.

3) Services portfolio to benefit from rising int'l capex and

continued merger synergies. Like Schlumberger (SLB), BHGE

earns the bulk of its service revenues from outside of North

America. We see NAm capex falling 8% in 2019, while we see int'l

capex rising 3% in 2019. Along with continued recovery of lost

market share, we see BHGE outgrowing HAL and SLB in 2019.

Meanwhile, we think there is still some upside for margin

improvement from merger synergies, which should allow BHGE to

improve profitability even in a more muted demand environment.

Exhibit 46: We See ~100MMtpa of LNG

Qatar expansion Qatar 32.0
Sabine Pass Export T6 USA 4.5
Freeport T4 USA 5.0
Calcacieu Pass USA 10.8
Woodfibre LNG Canada 2.1
Pluto Expansion Australia 3.3
Papua LNG expansion Papua New Guinea 8.0
Mozambique Area 1 LNG Mozambique 12.9
Mozambique Area 4 LNG Mozambique 10.0
Arctic LNG-2 Russia 19.8
Probable Projects 108.4

Project Country
Capacity
(MMtpa)

Source: IHS Markit, Wood Mackenzie, Morgan Stanley Research estimates

Exhibit 47: Offshore Greenfield Capex Approved
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Where could we be wrong? The largest concern for us is risk around BHGE's efforts to

turn around the legacy Baker Hughes Oilfield Services business. We commend

managements' work thus far in improving profitability, but pricing has remained

competitive and BHGE does have some risk of falling short of consensus expectations.

While more technical in nature, GE's pending divestiture of its stake in BHGE (50.1%) is a

well-flagged trading risk for which we cannot predict the outcome. Longer term, though,

we see this as a temporary issue and a potential buying opportunity if the stock trades

poorly around the event. Given a relatively undemanding valuation (see relative

valuation snapshot), a well-positioned portfolio, and what we see as a favorable risk-

reward, we recommend BHGE as our top large-cap pick in US Oil Services.

Exhibit 48: Valuation Relative to Diversified Services Peers
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Price TargetPrice Target $30$30

BullBull $45$45

BaseBase $30$30

BearBear $15$15

Investment Thesis

Optimal equipment portfolio for this stage

of the cycle: BHGE's capital equipment
offering looks well suited for this point in the
cycle, as we expect a significant uptick in
project sanctioning, especially LNG, which
should drive demand for BHGE's
compressors, turbines, and subsea equipment
offerings.

Capital light business model allows

meaningful free cash flow: BHGE's businesses
are relatively less capital-intensive than many
service peers, which should allow meaningful
FCF conversion as the cycle unfolds.

Turnaround story in OFS still under way:
We still sense market uncertainty around the
potential earnings power of the new Baker
Hughes; continued execution on this front
could drive multiple expansion.

Potential Catalysts
Continued delivery of synergies and margin

expansion in Oilfield Services.

High order intake in equipment businesses.

Evidence that BHGE is holding share in LNG
projects despite enhanced competition.

Risks to Achieving Price Target
Market share loss.

Execution issues.

Failure to deliver on expected operational
improvements.

Market impact of GE divestiture.

Commodity price/cyclical risk.

Baker Hughes, a GE Co, (BHGE, OW, PT $30)Baker Hughes, a GE Co, (BHGE, OW, PT $30)

$30.00 (+11%)$27.10

$15.00 (-45%)

$45.00 (+66%)
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Derived from Base Case scenario

Upcycle value of $55/sh., discounted 2 yearsUpcycle value of $55/sh., discounted 2 years

Robust global capex acceleration. Renewed strength in oil & gas markets pulls
forward global sanctioning activity, and leads to a more robust oilfield services
market than anticipated. The market begins to discount BHGE's upcycle value as
visibility on earnings growth increases. Valuation based on our estimate of
BHGE's upcycle value of $55/sh, which assumes ~14.0x P/E on upcycle EPS of
~$3.90. We assume this is reflected in shares in ~2021, so we discount this 2
years to reach our 12- to 18-mo. PT horizon.

~11.5x EV/EBITDA or ~37x P/E on 2019E estimates~11.5x EV/EBITDA or ~37x P/E on 2019E estimates

High orders sustain high multiple on accelerating earnings. Global activity and
project sanctioning moves higher, and BHGE's equipment businesses begin to
see a significant ordering pickup in 2019. BHGE's Oilfield Services business
improves steadily in 2H19-2020 and BHGE sees multiple expansion on 2019
estimates as higher 2020 estimates are discounted. Valuation based on ~11.5x
2019E EV/EBITDA (~37x P/E), reflecting a more-normalized ~10.0x EV/EBITDA,
or ~22x P/E on our 2020 estimates.

~0.5x P/B, or ~9.0x EV/EBITDA on Bear Case EBITDA~0.5x P/B, or ~9.0x EV/EBITDA on Bear Case EBITDA

Global activity stuck in low gear. Commodity prices weaken, global activity
remains range-bound and BHGE's earnings fail to grow materially beyond the
2018 run-rate, save for impact of deal synergies. Valuation based on ~9.0x bear
case EBITDA of $2.1B.

27



 

Bloom Energy Corp. (BE.N): Overweight, $30 PT

Stephen Byrd, Clean Energy

Industry View: Cautious

Investment Thesis: BE possesses, in our view, a wide economic moat driven by a visible

trajectory for cost reduction, a straightforward sales model, and tangible value add to

customers. Further, we believe the company's free cash flow potential and the impact

from increasing access to low cost natural gas outside the US are currently

underappreciated. All in, our PT of $30 implies >100% upside potential.

Visible Trajectory for Cost Reduction. The company has provided detailed breakdown of

its product costs and the targeted LT costs associated with each component, as we

noted in our most recent note (here). For each cost category, the company targets LT

costs to be a fraction of today's costs (from ~1/5 to ~2/3, depending on the component).

We project the company will continue to drop product costs by 17% per year in 2018-22,

slower than the prior two years but still a rapid rate of reduction.

After ~3 years of further cost reductions, the average delivered cost of power could be

slightly less than 9 cents per kWh. At this price, numerous states in Bloom’s assessment

of Commercial/Industrial market opportunity become attractive, which could double the

already large US addressable market for Bloom’s product. In addition, numerous

countries would become economically attractive as access to low cost natural gas

increases, as we noted in a recent note (link here). We believe that, in the near term, the

most attractive non-US markets for Bloom will be South Korea, Japan, and India.

Another competitive advantage relates to the emissions level of Bloom's product. The

only by-products of Bloom's power generation process are water and carbon dioxide,

and we believe the CO2 could be (i) captured and (ii) combined with hydrogen

Exhibit 49: Bloom Energy Breakdown of Product Costs

Source: November 2018 Bloom Energy Investor Presentation
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(generated by excess solar power used in electrolysis) to create methane, and (iii) this

methane can be reinjected into the natural gas utility system, creating a sustainable,

controllable (a key differentiator from renewables), zero-carbon energy loop.

Straightforward Business Model & Value Add to Customers. Bloom’s Energy Server fuel

cell product provides customers with a unique combination of high reliability, low

emission, and low cost. Relative to the customer’s current cost of electricity, Bloom

saves a customer ~14% in electricity costs today and as product costs drop, customer

power bills will drop as well. How does it work? Bloom’s finance partner buys the

equipment from Bloom, and enters into a long-term power sale agreement with the

customer. The customer still makes a payment to the utility (though this payment is a

fraction of the pre-Bloom payment), and the majority of the customer’s pro forma bill is

paid to Bloom’s finance partner. This tolling rate reflects the capital cost of the

equipment, the fuel cost, maintenance costs and a rate of return for the finance partner.

Bloom’s margin is derived from the product sale ($5.4m below). The install and service

cost are likely, in our view, to be break-even from a margin perspective.

Cash Flows. We expect Bloom to become a strong FCF (OCF less capex) generator in

2019. Our estimates show FCF of >$40m in 2019, >$100m in 2020 and >$150m

thereafter. This is driven by revenue growth of ~30%/yr, gross margin expansion of

~10ppts between 2018 and 2022 (from 20% to 30%), while capex remains modest in the

$30-70m range annually. We think this outlook is achievable based on the large market

opportunity in front of Bloom, limited competition, cost reductions and rising utility

rates, and limited capex needs given current underutilization of existing facilities.

Areas of Concern: Volatility from quarter to quarter with respect to product deliveries

and lengthy installation and permitting process. However, we believe the company’s

targeted 30% revenue growth level is highly achievable given the very low current

penetration levels and demonstrable benefits for customers, and that greater familiarity

with Bloom's product and the company's emphasis on enhancing their installation

capabilities bode well for avoiding installation delays in the future.

Exhibit 50: Case Study: 1 MW Grid Parallel Solution

Source: Novermber 2018 Bloom Energy Investor Presentation
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Price TargetPrice Target $30$30

BullBull $57$57

BaseBase $30$30

BearBear $7$7

Investment Thesis
Differentiated product with cost, reliability

and emission advantages to the electric grid in
many locations and high barriers to entry.

Very large market opportunity that
continues to grow for Bloom as costs decline,
along with opportunity to increase
penetration of existing customer base.

Significant margin expansion potential as
product cost declines while electricity grid
prices rise.

The stock doesn't yet fully reflect Bloom's
long runway of growth and margin expansion,
and we think new products and more rapid
margin expansion than we model could lead
to further upside.

Risks to Achieving Price Target
Potential for regulators to impose charges

on C&I customers that use distributed
generation.

Stricter emissions regulation.

New entrants or new technologies emerge
with cost-competitive products.

Customer adoption slows.

Cost reduction fails to materialize.

Risk of losing the 30% ITC.

Margin trajectory one of the main drivers of bull and bear valuationsMargin trajectory one of the main drivers of bull and bear valuations

Source: Morgan Stanley Research estimates, Thomson Reuters

Derived from our Base Case scenario utilizing an unlevered DCF
analysis with 10% discount rate, based on 90% equity / 10% debt
capital structure, 3% risk-free rate, 1.5x Beta and 5% equity risk
premium. 2020 EV/sales at a slight premium to data storage appliance
comps.

7.2x 2020 EV/Sales7.2x 2020 EV/Sales

30% annual revenue growth for 10 years, with no slowdown in demand growth
given low market penetration rates. Gross margins expand to reach level similar
to semiconductor capital equipment players (~50%). Operating margin reaches
30% by 2027 as no viable competitors emerge at scale.

3.7x 2020 EV/Sales3.7x 2020 EV/Sales

50% volume growth and 10-15% price declines driving 30% revenue growth
annually through 2022, declining to 20% by 2027. Adjusted operating margin
expanding to 14% in 2022 and 24% by 2027 as utility grid prices continue to rise
while Bloom product costs decline. 2020 EV/sales at a slight premium to data
storage appliance comps.

0.8x 2020 EV/Sales0.8x 2020 EV/Sales

Decline in Investment Tax Credit (ITC) results in margin and growth pressure.
Volume growth steps down as subsidies decline, and revenue growth stabilizes
at 15% in 2023 and beyond. Increased competition keeps adjusted operating
margin flat at ~11% (below target) through 2022, reaching 14% target by 2024
remaining flat thereafter.
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BP (BP.L): Overweight, 595p PT

Martijn Rats, European Integrated Oil

Industry View: In-Line

Investment Thesis: BP offers a compelling combination of strong FCF growth and a high

dividend yield, amongst the highest within the majors. The confluence of those tends to

lead to outperformance.

FY18 results highlighted that operational momentum is building within the company. In

the Upstream, production is set to grow ~7% p.a. in 2018-21 (~8% p.a. in 2018-20), on our

estimates. Along with the full contribution of the acquired US onshore assets from BHP,

the company benefits from a strong pipeline of startups with five projects coming on-

stream in 2019, and 10 across 2020/21, all of which have passed FID gate and are on

track. We estimate that this enables pretax operating cash flow broadly to remain flat

from 2018 to 2020, despite our assumption of a ~10% fall in Brent prices from $71.3/bbl

to $65/bbl. Combined with our 2020 upstream capex assumption of $13.4bn, in-line with

company guidance of a stable $13-14bn capex, this translates to attractive $15bn pretax

FCF.

In addition, the FY18 results highlighted that earnings in BP's Downstream segment are

now structurally coming in ahead of what refining and chemicals margins suggest,

implying underlying improvement. The strong results in 2018 de-risks management's

aggressive guidance regarding the expansion of the fuels marketing and lubricants

business, and improvement of efficiencies in its refining and chemicals operations. We

estimate the 2020 Downstream pretax FCF at $8.7bn, ~$1.9bn higher than 2018 levels.

Together the strength in these two segments lead to very healthy FCF generation, in our

view. By 2020, we estimate FCF reaching ~$12.2bn at $65/bbl Brent, allowing for

dividend cover of a healthy ~145% (including $1.2bn Macondo payments). Note that this

is 30% higher than 2018 levels and still leaves a margin of safety relative to

management guidance which implies ~$14bn.

At the same time, gearing falls from ~30% at the end-2018 to ~24% by 2020. With

consensus 12-month forward dividend cover at ~145% and gearing at ~24%, BP has

historically traded on a relative dividend yield of 1.44x; see Exhibit 51. With the MSCI

Europe (ex-Energy) yielding ~3.9%, this implies a compression in BP’s dividend yield from

5.9% currently to ~5.5% by the end of 2019.
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Price TargetPrice Target 595p595p

Why Overweight?

Attractive combination of high dividend

yield and improving dividend cover: The
confluence of these two factors typically
leads to outperformance amongst major oil
companies.

Largest improvement in FCF ahead: We
estimate a ~30% increase in FCF in 2018-20e.
In Upstream, oil & gas production is set to
grow ~6.8% p.a. to 2021, the strongest growth
rate amongst European majors. In
Downstream, BP has ambitious expansion and
improvement plans that also add significantly
to cash flow.

Balance sheet deleverages to ~ 24%: With
excess FCF available, net debt-to-total capital

At the end of July 2018, BP announced its first dividend increase since 3Q14, and we

expect that BP will continue to translate FCF growth into dividend growth.

Conservatively, we have pencilled in a dividend of 42¢ for 2020. At our target yield of

5.5% and £/$ 1.27, this gives a price target of 595p. This implies 11% upside, which

together with BP's 5.9% yield gives a total prospective return of ~17%.

BP: Risk/Reward OutlookBP: Risk/Reward Outlook

595p (+11%)
534p

480p (-10%)

685p (+28%)
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Derived from our base case scenario.

Exhibit 51: BP - Historic dividend yield relative to the MSCI Europe (ex Energy), at different
consensus estimates for 12-month forward dividend cover and gearing

0-0.25 0.25-0.5 0.5-0.75 0.75-1 1-1.25 1.25-1.5 1.5-1.75
12-16% 1.52 1.41 1.31 1.20 1.09
16-19% 1.72 1.62 1.51 1.40 1.29 1.18
19-23% 1.93 1.82 1.71 1.60 1.49 1.38 1.27
23-26% 1.91 1.80 1.69 1.58 1.44
26-30% 2.00 1.89 1.78 1.67

Dividend cover-by-FCF

G
ea

rin
g

Note: shaded area reflect MS scenario
Source: Thomson Reuters Datastream, Morgan Stanley Research

Exhibit 52: BP — together with Total — stands out in terms of
production growth..

0.0% 2.0% 4.0% 6.0% 8.0%

BP

Total

Equinor

Shell

Eni

Production growth estimates (MSe) - 2018-21 CAGR (%)

Source: Morgan Stanley Research estimates

Exhibit 53: … and its dividend yield is amongst the highest amongst
peers

6.0%

5.9%

5.6%

5.3%

4.6%
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Eni

Total

Equinor

2019 Dividend yield (%)

Source: Morgan Stanley Research estimates
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BullBull 685p685p

BaseBase 595p595p

BearBear 480p480p

declines from a somewhat elevated 29.9% at
the end of 4Q18 to 24% by end-2020. Outside
FCF growth, balance sheet deleveraging
typically leads to yield compression too.

Current dividend yield of 5.9%, amongst

the highest within the majors; room to

compress to 5.5%: If history is any guide, the
outlook for BP's FCF and balance sheet
gearing is strong enough for investors not to
demand a yield much higher than 5.5% – our
target yield by end-2020. This suggests
upside of ~11%.

Risks to our view: Oil and gas prices, cost
performance, project delivery, and
exploration success are all risks to our price
target and rating. Also, geopolitical events
may impact the financial and operational
performance of BP's assets.

1.6x 1.6x dividend cover, and gearing at 20%, driving yield to 4.9% on '20e DPS of $0.44dividend cover, and gearing at 20%, driving yield to 4.9% on '20e DPS of $0.44

Improved operational performance; further capex savings: Oil prices are
materially higher. Upstream start-ups are delivered on-time/on-budget and have
better economics than initially assumed. Efficiency improvements, cost deflation
and/or capex reduction drive dividend cover to 1.6x.

1.45x 2020e dividend cover, 1.45x 2020e dividend cover, gearing at 24%, driving yield to 5.5% on '20e DPS ofgearing at 24%, driving yield to 5.5% on '20e DPS of

$0.42$0.42

Pipeline of start-ups and capex in-line with plans; oil prices in line with MS
House view: BP manages to retain the majority of the large reductions in
operating and capital costs. A cluster of new startups is on-budget and on-time,
leading to a FCF recovery to 145% of dividends, driving BP's dividend yield down
to 5.5%.

1.1x 1.1x dividend cover, and gearing at 28%, driving yield to 6.6% on '20e DPS of $0.41dividend cover, and gearing at 28%, driving yield to 6.6% on '20e DPS of $0.41

Oil prices fall from current levels; cost and capex savings disappoint: Cost and
capex savings are realised, but are not as retained as expected, leading to
increases. Further pressure on oil prices, and lingering uncertainty over
sustainability drive BP's yield back up to 6.6%.

Exhibit 54: Key metrics - at the forward curve

2018 2019e 2020e 2021e
Modelware EPS ($) 0.63 0.54 0.59 0.57
Production (kboe/d) 3,688 3,944 4,250 4,441
DPS ($) 0.41 0.42 0.42 0.42
Operating incom e ($bn) 23.1 20.1 21.9 21.4
Net incom e ($bn) 12.7 11.0 11.9 11.5
Net debt ($bn) 43.3 42.1 34.0 30.3
RNOA (ROIC) (%) 12.6 10.7 11.7 11.8
ROE (%) 12.9 10.9 11.4 10.7
Book value per share ($) 4.9 5.0 5.2 5.4

Source: Company data, Thomson Reuters (historical share price data), Morgan Stanley Research estimates (e)
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ConocoPhillips (COP): Overweight, $78 PT

Devin McDermott, Large Cap Oil & Gas Exploration & Production

Industry View: Attractive

Investment Thesis: COP checks all the boxes for sustained outperformance within the

Energy sector: excellent management, disciplined investment, and consistent return of

cash coupled with a high quality, low cost portfolio that can deliver an attractive

combination of free cash flow and growth. After years of strategic repositioning of the

portfolio, COP now has one of the lowest cost structures in the industry, providing

insulation from any potential downward move in oil prices. In fact, the company is able

to generate free cash while fully funding its dividend and maintenance capex at $40 or

higher WTI. Furthermore, management has a formal target of returning >30% of

operating cash flow to shareholders, diving consistent capital return through a mix of

share buybacks and dividend growth.

Consistent execution reinforces our Overweight rating. COP recently reported strong

4Q18 results, achieving a 12.6% return on capital employed for 2018 and delivering a

beat on both cash flow and production. Looking ahead, the company reaffirmed its 2019

capex guidance of $6.1 Bn and 2019 production range of 1,300-1,350 Mboe/d. With a

growing list of attractive potential investments, including the potential FID of the Qatar

North Field expansion, Barossa, and Bohai Phase 4 in 2019, management reiterated its

message of discipline — highlighting flexibility in the timing of future major capital

projects. A target of free cash generation and returning >30% of operating cash flow to

shareholders should continue to govern spending levels going forward.

Despite potential major capital projects on the horizon, cash generation and capital

return remain priorities. A key investor question on COP has been the sustainability of

the company's current capital spending levels and robust cash generation, as major

capital projects potentially move forward in 2020 and beyond. Management directly

addressed these concerns on the 4Q18 earnings call, noting that any incremental

spending would be governed by a target of generating free cash flow and returning

>30% of operating cash flow to investors. Our estimates assume the FID of Barossa,

which would backfill the Darwin LNG plant, and some incremental development spend

in the US (Alaska and Lower 48) should drive capex to an average of ~$7 Bn in 2021-24,

up from $6.1 Bn currently. However, due to continued growth in high margin production,

we still see capacity for well over 30% of operating cash flow to be returned to

investors despite higher base spending, assuming commodity prices flat at $54 WTI / $62

Brent.

COP trades at a ~7.5% 2019 free cash flow yield and generates ~26% of its market cap

in free cash in 2019-21. COP's 2019-21 cumulative cash generation is above its E&P peers'

average of 9%, driven by a low cost structure and strong price realizations. This strong

cash flow profile has facilitated ~$5 Bn of debt reduction in 2018, bringing the current

balance to $15 Bn over one year ahead of schedule. We estimate a very low year-end

2019 net debt to EBITDA of ~0.5x. As noted above, management has a target of

returning >30% of its cash flow to shareholders through dividends and share buybacks,
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so we expect strong cash generation to result in a meaningful return of cash, with $9 Bn

remaining on the $15 Bn share repurchase authorization. We expect COP to buy back $3

Bn of shares in each of the next 3 years.

We incorporate ~$9/sh from new Alaska discoveries, which are underappreciated. COP

is the largest producer of oil in the state of Alaska. Recently, the company has been

focused on exploration activity in the Western North Slope, an onshore area on the

northern coast where COP has 1.2 MM acres with 100% operated working interest.

Alaska is unique in that it offers low decline conventional production in the US, sales at

Brent-linked pricing, and the ability to utilize legacy infrastructure. The current 204

MBoe/d of production can be sustained for at least a decade for ~$1 B annually, while

last year's newly disclosed 500 MMBoe - 1.1 BBoe of discoveries at Willow and Narwhal

create low cost options for growth. Management expects to reach FID (final investment

decision) on Willow by 2021. Development would require $2-3 Bn of investment with

first production by 2024-25. This spending would create a hub for further growth via

low cost tie-backs. Our valuation assumes ~$9/share from the development of ~1 BBoe

of new Alaska resources through the mid-2020s (including Willow) at realized cost of

supply below $40/bbl, including a 10% after tax return. We think ultimately new

discoveries could significantly exceed these levels, as 75% of the prospective acreage has

yet to be drilled.

Exhibit 55: COP's Attractive Pricing Exposure and Low Cost Structure Drive Cash Margins ~20%
Above Peers'
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Source: Morgan Stanley Research
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Investment Thesis
COP checks all the boxes for sustained

outperformance within the energy sector:
excellent management, disciplined
investment, and consistent return of cash

Our $78 base case valuation implies ~15% upside from current levels. Our base case of

$78/share is based on a 50/50 blend of 1) a target multiple of 6.0x 2020e EV/EBITDA

($82/share) and 2) our NAV of $74/share. Both scenarios assume long-term $58 WTI,

$65 Brent, and $2.50 natural gas. This blended $78/share base case equates to 6.4x

2019e EV/EBITDA of $14.9 B.

Exposure to Brent-linked oil, growth in US onshore unconventional resources, andExposure to Brent-linked oil, growth in US onshore unconventional resources, and
potential upside to Alaska discoveriespotential upside to Alaska discoveries

Exhibit 56: COP Owns ~30% of the Trans Alaska Pipeline System (TAPS), Which Has Substantial
Spare Capacity
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Exhibit 57: Our $74 NAV Is Driven by Proved Reserves, US Shale, & Alaska
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Source: Morgan Stanley Research
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Price TargetPrice Target $78$78

BullBull $110$110

BaseBase $78$78

BearBear $42$42

coupled with a high quality, low cost portfolio
that can deliver an attractive combination of
free cash flow and growth.

Within our E&P coverage, COP has one of
the highest 2019 FCF yields, roughly 7.5%

compared to its large-cap peers at 2%. COP
generates ~26% of its market cap in free cash

in 2019-21, above its E&P peer average of 9%.

Management has a formal target of
returning >30% of operating cash flow to
shareholders, diving consistent capital return
through a mix of share buybacks and dividend
growth. The company has $9 Bn remaining on
the $15 Bn share repurchase authorization,
and we model $3 B in buybacks in each of the
next 3 years.

New Alaska discoveries are
underappreciated and we incorporate ~$9/sh
from new Alaska discoveries. COP is the
largest producer of oil in the state of Alaska
and we expect further disclosure of the
resource could drive the stock higher.

Potential Catalysts
Additional Alaska discoveries or reductions

in cost of supply estimates.

COP's strong free cash flow could lead to
incremental buyback announcements.

Potential to capitalize on any opportunities
to add unconventional US acreage should
slowing activity lead to attractively valued
acquisition opportunities.

Risks to Achieving Price Target
Bearish commodity outlook.

Alaska discovery has less potential
resources than expected.

Worse than expected well results in the
Eagle Ford, Permian, and Bakken.

Cost inflation.

Geopolitical risks surrounding global
assets.

$78.00 (+15%)
$67.85

$42.00 (-38%)

$110.00 (+62%)
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Source: Eikon, Morgan Stanley Research

Base case of $78/share, which is a 50/50 blend of 1) a target multiple
of 6.0x 2020e EV/EBITDA ($82/share) and 2) our NAV of $74/share

6.6x 2020e EV/EBITDA of $20.0 B6.6x 2020e EV/EBITDA of $20.0 B

Bull Price deck: WTI $70, HH $3.00, and 10% cost inflation relative to our base
case. Bull case of $110/share, which is a 50/50 blend of 1) a target multiple of
6.0x 2020e EV/EBITDA ($117/share) and 2) our NAV of $103/share. This blended
$110/share bull case equates to 6.6x 2020e EV/EBITDA of $20.0 B

6.4x 2019e EV/EBITDA of $14.9 B6.4x 2019e EV/EBITDA of $14.9 B

Long-term (2022+) Base Price deck: WTI $58, Brent $65, HH $2.50, and flat cost
inflation. Base case of $78/share, which is a 50/50 blend of 1) a target multiple
of 6.0x 2020e EV/EBITDA ($82/share) and 2) our NAV of $74/share. This
blended $78/share base case equates to 6.4x 2019e EV/EBITDA of $14.9 B

5.6x 2020e EV/EBITDA of $9.9 B5.6x 2020e EV/EBITDA of $9.9 B

Bear Price deck: WTI $40, HH $2.25, and 5% cost deflation relative to our base
case. Bear case of $42/share, which is a 50/50 blend of 1) a target multiple of
6.0x 2020e EV/EBITDA ($49/share) and 2) our NAV of $35/share. This blended
$42/share bear case equates to 5.6x 2020e EV/EBITDA of $9.9 B
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FirstEnergy Corp. (FE.N): Overweight, $43 PT

Stephen Byrd, Utilities

Industry View: In-Line

Investment Thesis: FE's 13% discount to peers is not warranted, in our view, given 1) the

company's above-average 6-8% EPS growth outlook — which we see as highly

achievable, 2) a low regulatory risk, and 3) a stable balance sheet. We believe concerns

about FES’s bankruptcy resolution process and the company’s balance sheet are

somewhat overdone, and expect the stock to trade closer to in-line the regulated

utilities group at ~18.5x price to 2020 earnings. Our PT of $43 offers 6% potential upside

relative to where the stock is currently trading, the largest opportunity within the

utilities group.

1) Above-Average Earnings Growth: The company targets 6-8% EPS growth through 2021

vs. the group’s average of 5.5%. This growth is driven by annual investments of ~$1.6bn

in distribution and $1.2bn in transmission through 2021, which we see as low risk and

highly achievable given the company’s ability to recover capital invested without major

rate cases required. More specifically, 40% of distribution investments and 80% of

transmission investments is recoverable through formula rate mechanisms or riders,

with no regulatory lag.

Beyond 2021 we see many years of strong growth as the company has identified $20bn

in transmission needs. We also see a new ethane cracker coming in PA in 2020 as a

potential driver of load growth.

2) Low Regulatory Risk: FE operates in Ohio, Pennsylvania, New Jersey, West Virginia, and

Maryland. Many of these states offer riders that allow utilities to recover incremental

Exhibit 58: FE's Capex Plan 2018-21

Source: Company data.
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capital spent between rate cases up to a certain dollar amount, lowering the risk of long

regulatory lags. As mentioned previously, 40% of planned distribution investments and

80% of planned transmission investments is recoverable through these type of

mechanisms. We also believe that the small size of a typical transmission project of just

$1mn brings limited siting, political, and regulatory risk.

3) Stable Balance Sheet: The company's 12% FFO/debt target is low among peers, but we

think the cash flow outlook is stable and will continue to improve with regulated

growth and no pension contribution needs through 2021. Since 2018, the company has

taken various actions to improve its balance sheet, which in our view are not fully

appreciated by the investor community. Some of these are:

At the same time, the company's earnings prospects have improved due to the move to a

fully regulated utility. All in, we see a possible path to improving credit agency

thresholds over time. Despite the lower FFO/debt target relative to peers, we don't

expect the company to pay down additional debt given that much of the holdco debt is

at low rates (most in the 2.75% to 5% range) and the higher coupon debt would be

expensive to pay down early. Instead, we believe the company would benefit from

allocating capital to utility capex given low operational risks and strong ROEs.

Valuation: While the gap between FE's P/E and that of the regulated utilities group has

narrowed during the past year, given the company's earnings prospects, regulatory

environment, and stable balance sheet we believe it should be trading near to in-line the

group. Applying a comparable multiple to our 2020 EPS estimate of $2.51, we arrive at a

$43 price target, representing 6% upside potential.

Exited the merchant business, which drove upgrades in its ratings and outlook from

credit rating agencies and makes the company fall under the Regulated Utilities

group.

Paid down $1.5bn in holdco debt and contributed ~$1.8bn to its pension plan

(treated as debt by credit rating agencies if the plan is underfunded).

Reduced commitments under revolving credit facilities by $1.5bn.

Exhibit 59: FE vs. Regulated Utilities Group: Price to Next 12 Months EPS

Source: Thomson Reuters, Morgan Stanley Research.
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Price TargetPrice Target $43$43

BullBull $47$47

BaseBase $43$43

BearBear $33$33

Investment Thesis
The company's low risk and above-average

6-8% EPS growth outlook, low regulatory risk
in the states where it operates, and its stable
balance sheet warrant a valuation that is
closer to in-line where the utilities' group is
currently trading at.

We believe concerns about FES’s
bankruptcy resolution process and the
company’s balance sheet are overdone, and
expect the stock to re-rate and trade closer to
the regulated utilities group at ~18x price to
2020e earnings.

Potential Catalysts

Resolution of the FES bankruptcy process
will remove an overhang on the stock. in our
view. We believe late 2019 seems possible for
the company's emergence given the length of
the transfer of nuclear plants licenses.

Final order expected by PUCO (the Ohio
regulator) during 1Q-2Q 2019 on the Grid
Modernization Settlement, in which the utility
is looking to recover up to $516mn of capital
costs invested over a 3yr period through a
rider.

Final decision expected by NJ BPU (the NJ
regulator) on the Infrastructure Investment
Program (IPP) also during 1Q-2Q 2019, which
requests for $400mn in investments above
and beyond baseline annual investments.

Extension of the Ohio DMR rider, which
requests $132.5mn in annual investments in
2020 and 2021.

Risks to Achieving Price Target
Delays in reaching a resolution on the FES

bankruptcy process.

Unfavorable regulatory outcomes,
particularly in PA and OH where returns
continue to be an area of concern.

Negative load growth.

FE Risk RewardFE Risk Reward

Source: Morgan Stanley research

Consistent with our base case methodology.

18.7x P/2020 EPS of $2.5118.7x P/2020 EPS of $2.51

We use a 5% premium relative to the regulated group average price to 2020
earnings. We then apply this multiple to a the company's upper end of their EPS
guidance for 2020 of $2.51.

17.2x P/2020 EPS of $2.5117.2x P/2020 EPS of $2.51

We value the company using the regulated group average price to 2020
earnings and apply a 5% discount to account for a lower FFO/Debt ratio than
peers. The discounted multiple is then applied to our 2020 EPS estimate for FE
of $2.51, which is based on a 12.5% ROE and 51.5% equity ratio.

13.2x P/2020 EPS of $2.5113.2x P/2020 EPS of $2.51

Similarly to our base case methodology, we use a 5% discount relative to the
regulated group average price to 2020 earnings to account for the lower
FFO/Debt ratio to arrive at the multiple that FE should be trading at. We then
apply the discounted multiple to a lower 2020 EPS, which is based on a 10.25%
ROE and a 50% equity ratio.
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Marathon Petroleum Corp. (MPC): Overweight, $85 PT

Benny Wong, North America Refining and Marketing

Industry View: Attractive

Investment Thesis: MPC offers: 1) exposure to the refining upcycle over the next couple

years that is underpinned by demand growth outpacing supply and the approaching

IMO 2020 change in marine fuel regulation as one of the largest US Independent

Refiners, 2) idiosyncratic upside through unlocking synergies from its acquisition of

Andeavor, 3) robust EBITDA growth of at least 20% through 2020 through high return

investments or from segments that trade at higher multiples, and 4) growing cash

returns with upside. Despite all this, MPC trades at an attractive valuation as 4.8x 2019e

EBITDA vs. peers at 5.7x.

1) MPC offers exposure to the refining upcycle. We see the current refining cycle going

higher and further with gross margins expanding 20-25% through 2020. Robust product

demand growth of 1.4-1.8 MMbpd should be driven by inflecting emerging market

consumption (primarily India, LatAm, and the Middle East) and approaching IMO fuel

regulation changes that concentrate demand on middle distillates. At the same time,

years of restrained investment is causing new supply to struggle to keep as global

capacity additions are limited to an average of 0.8-1.0 MMbpd until 2020 vs. consensus

of 1.1-1.3 MMbpd, which will likely face start-up slippages, cost overruns, and overly

ambitious timelines. US refineries also benefit from incremental tailwinds given

structurally low natural gas prices and abundantly cheap crude oil feedstock. We

believe this cost advantage will allow US refiners to gain market share as the group's

export capacity grows. MPC is one of the largest US independent refiners with ~3.1

MMbbl/d of refining capacity and is well position to capture the benefits of IMO 2020

with its high coking and hydrocracking capacity, as well growing product export

capability.

2) Potential value unlock with higher-than-targeted synergies. After initially targeting

$1.0 Bn of synergies from its merger with Andeavor, MPC has since raised its guidance to

$1.4 Bn (Exhibit 60). MPC is expecting R&M synergies of $665 MM, Retail of $300 MM,

and Corporate of $380 MM (Exhibit 61). We believe management is still being

conservative and have confidence that these synergies will be achieved and likely

exceeded given the history of execution at both MPC and ANDV. Since acquiring the

Speedway retail assets from Hess in 2014, MPC has exceeded its synergy guidance every

year. In 2017, the company delivered $210 MM in realized synergies vs. the guidance of

$190 MM at announcement. In respect to ANDV, when it acquired BP PLC's California

assets in August 2012, initial synergies were targeted to be $240-260 MM, but are now

on track to be over $500 MM in 2018. We also note the $55 MM of identified midstream

synergies do not include anything from a potential MLP combination, which G&A alone

could potentially unlock $130-240 MM in synergies, or 9-17% more.
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3) Robust EBITDA growth of at least 20% through 2022 from high return investments

or from segments that trade at higher multiples. In addition to unlocking at least $1.4

Bn of synergies by 2021, MPC is moving forward with a series of refining enhancements

that can drive an incremental $1.13 Bn of EBITDA by 2022. These projects generate IRRs

of >20-40% and include the Garyville Coker 3 Project, the Galveston Bay STAR

program, the Dickinson Renewable Diesel, and the Los Angeles LARIC project. MPC also

has growth from its MLP and Retail segments, which generally trade at 8-10x vs. the 4.7x

MPC trades at. MPLX and ANDX are guided to grow to $4.4 Bn and $1.6 Bn, respectively

by 2020. All of this adds up to the potential of MPC's consolidated EBITDA reaching

almost $15.5 Bn. Upside would come from higher synergies, increased penetration into

Mexico, and higher organic/inorganic growth in retail and midstream.

4) We see upside to the targeted $2.5 Bn buyback in 2019. MPC is targeting capital

return of at least 50% of discretionary free cash flow (operating cash flow less

maintenance and regulatory capex); Exhibit 64. Based on MPC's economic assumptions

and a 10% dividend increase, this translates to buybacks of $2.5 Bn in 2019 and $2.4 Bn

in 2020 (MPC has $4.9 Bn of existing authorization as of 12/31/18); Exhibit 65. We believe

there is upside to the $2.5 Bn buyback given the relative conservative economic

assumptions MPC is budgeting for. At strip pricing, we estimate MPC's crack spread

guidance range indicates the potential for next year's buyback to be as low as $2.3 Bn

(7% below target) or as high as $3.4 Bn (38% above target). This implies a total

Exhibit 60: MPC raised targeted synergies to $1.4 Bn

Source: Marathon Petroleum Corp.

Exhibit 61: Detailed summary of targeted synergies

Source: Marathon Petroleum Corp.

Exhibit 62: MPC has identified $1.13 Bn of EBITDA growth in high
return refining projects

Source: Marathon Petroleum Corp.

Exhibit 63: MPLX EBITDA is targeted to grow to $6 Bn by 2022

Source: Marathon Petroleum Corp.
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Price TargetPrice Target $85.00$85.00

BullBull $100.00$100.00

BaseBase $85.00$85.00

BearBear $50.00$50.00

Investment Thesis

MPC offers: 1) exposure to the refining
upcycle over the next couple years that is
underpinned by demand growth outpacing
supply and the approaching IMO 2020
change in marine fuel regulation as one of the

largest US Independent Refiners, 2)
idiosyncratic upside through unlocking

synergies from its acquisition of Andeavor, 3)
robust EBITDA growth of at least 20%
through 2020 through high return
investments or from segments that trade at

higher multiples, and 4) growing cash returns
with upside. Despite all this, MPC trades at an
attractive valuation as 4.8x 2019e EBITDA vs.
peers at 5.7x.

Potential Catalysts

Acceleration and upside of buybacks or

dividends. This would demonstrate the
company's commitment to shareholder return
and add confidence to the cash generation
ability of the new entity.

Realization and upside to guided synergies.
Total synergies of at least $1.4 Bn are
expected to be achieved within the first three
years. If progress is made ahead of plan or if
targeted synergies are revised even higher, we
could see the stock move higher.

MLP consolidation. News and commentary
of strategy around consolidating MPLX and

shareholder yield of 5-8%

Marathon Petroleum Corp., MPC, Overweight, $85 Price TargetMarathon Petroleum Corp., MPC, Overweight, $85 Price Target

$85.00 (+37%)

$62.01

$50.00 (-19%)

$100.00 (+61%)

0

20

40

60

80

100

120

Feb-17 Aug-17 Feb-18 Aug-18 Feb-19 Aug-19

$

WARNINGDONOTEDIT_RRS4RL~MPC.N~Price Target (Feb-20) Historical Stock Performance Current Stock Price

Source: Thomson Reuters, Morgan Stanley Research

Our target is derived from a 50% weighting toward our SoTP valuation
and a 50% weighting toward our 5.50x 2019 TEV/EBITDA target
multiple.

6.6x 2019 Fwd EBITDA6.6x 2019 Fwd EBITDA

Based on:
1) +$1.50/bbl to MS Base Crack Indicator, 2) +$1.00/bbl wider Brent-WTI
differential.

5.9x 2019 Fwd EBITDA5.9x 2019 Fwd EBITDA

Based on: 1) Avg. ~$11.62/bbl & $13.66/bbl MS Base Crack Indicator in 2019 and
2020, 2) $7.50/bbl & $6.75/bbl Brent-WTI differential in 2019 & 2020, 3) MLP
reaches consensus target price.

4.1x 2019 Fwd EBITDA4.1x 2019 Fwd EBITDA

Exhibit 64: MPC is targeting a capital return target of 50% of
discretionary capital..

Source: Marathon Petroleum Corp.

Exhibit 65: ...supporting a $2.5 Bn buyback, to which we believe there
is upside

Source: Marathon Petroleum Corp.
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ANDV and any related synergies would likely
be well received.

Risks to Achieving Price Target
ANDV acquisition deal synergies are not

realized.

Potential MPLX / ANDX consolidation does
not occur.

Falling refined product demand (recession),
narrow crack margins, or sweet-sour
differentials narrow materially.

Based on:
1) -$1.50/bbl to MS Base Crack Indicator, 2) -$1.00/bbl narrower Brent-WTI
differential. 3) WCS differential remain at current levels 4) ANDV synergies are
not realized 5) 5% lower utilization 6) Opex increases by $1/bbl
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Suncor Energy Inc. (SU): Overweight, C$52 PT

Benny Wong, Canadian Oil & Gas

Industry View: In-Line

Investment Thesis: Suncor is an extremely high quality integrated company that offers:

1) a robust total return story of over 12% driven by strong capital allocation and capital

discipline, 2) production and cash flow upside with improved Syncrude project reliability,

3) NAV unlock potential through the realization of regional synergies, and 4) attractive

valuation at a 3.5-4.0% dividend yield.

1) A robust TSR (total shareholder return) story. SU currently offers a cash return yield

of ~6.5% (Exhibit 66), with its quarterly dividend of $0.42/sh, which represents a 3.8%

dividend yield vs. peers' 2.2%. This, combined with SU's stock buyback program of C$2

Bn, gives the stock a dividend + buyback yield of ~6.5% to go along with its targeted ~9%

PPS growth through 2020.

2) Syncrude's journey toward higher reliability in 2020 offers production and cash

flow upside. Since consolidating and increasing its interest in Syncrude, Suncor has been

able to bring its mining experience, years of developing operations in North Alberta (with

its distinctively harsh conditions), and oil sands expertise to the Syncrude project, which

has been marked by unreliability for many years. SU and its JV partners have agreed in

principle on interconnecting pipelines between the Syncrude project and Suncor's Base

Oil Sands mine. This project is key to meeting Syncrude reliability targets (>90%

reliability and <C$30/bbl by 2020; Exhibit 68. With an expected in-service date at the

end of 2020, the pipeline will allow bitumen and sour barrels to be sent

opportunistically between the two facilities and to each other's cokers and upgraders,

allowing the two projects to run as one unit when beneficial; this could eventually

include a connection with Fort Hills as well. We estimate improved Syncrude reliability

Exhibit 66: SU is set up for a cash return yield of ~6.5%

Source: Suncor Energy Inc.

Exhibit 67: SU is targeted a stock buyback of C$2 Bn

Source: Suncor Energy Inc.
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Price TargetPrice Target C$52C$52

Investment Thesis
Suncor is an extremely high quality

integrated company that offers: 1) a robust
total return story of over 12% driven by
strong capital allocation and capital discipline,

2) higher than consensus production and cash
flow growth with improved Syncrude project

reliability, 3) NAV unlock potential through

the realization of regional synergies, and 4)
attractive valuation at a 3.5-4.0% dividend
yield.

Potential Catalysts

Further revealing of upside with Syncrude

reliability and synergies. We estimate
improved Syncrude reliability to 90%

to 90% utilization from 80% would unlock up to ~20 MBbl/d of net production (+15%),

and almost ~C$3/sh to our NAV.

3) Regional synergies highlight opportunity for NAV unlock. Suncor benefits from being

able the share process, technology, trucks, warehousing, and supply chain management

throughout its asset footprint and the close vicinity of its projects (Exhibit 69). SU has

only started revealing plans for short lead time and high quality initiatives to unlock

$500 MM per year of free cash flow by 2020. The Edmonton refinery adds another

layer of optionality due to the fact that it is one of the few refineries that can manage

production to build almost any specific product, all sourced from oil sands and local

crude. This allows SU to maximize margin throughout the entire value chain, from

feedstock to product output, tailored specifically to fit market demand.

Suncor Energy Inc., SU, Overweight, C$52 Price TargetSuncor Energy Inc., SU, Overweight, C$52 Price Target

C$52.00 (+15%)
C$45.36

C$30.00 (-34%)

C$70.00 (+54%)
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Source: Thomson Reuters, Morgan Stanley Research

Our price target is derived from a 50% weighting of our estimated
risked NAV (C$43/sh) and 50% weighting of our 9.0x 2019 EVDACF

Exhibit 68: SU focused on a step-change in Syncrude reliability by
2020

Source: Suncor Energy Inc.

Exhibit 69: Close proximity of assets present unique synergy
opportunity

Source: Suncor Energy Inc.
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BullBull C$70C$70

BaseBase C$52C$52

BearBear C$30C$30

utilization (from 80%) would unlock up to
~20 MBbl/d of net production (+15%), and
almost ~C$3/sh to our NAV. Debottleneck
and optimization opportunities in SU
operations could further value unlock.

Accelerated return of capital

(dividend/buyback). SU is committed to a
growth return of capital profile. We anticipate
for this to accelerate upon Fort Hills and
Hebron completion.

Risks to Achieving Price Target

Extreme crude price weakness. SU
upstream is 100% weighted toward oil with a
focus in oil sands, which have higher
production cost and lack of flexibility to pull
back capital compared to conventional/shale
operations.

Downstream environment further

deteriorates. We estimate that 35-40% of
SU's 2019e and 2020e cash flow will come
from R&M operations.

target multiple (C$54/sh).

11.2x 2019 Fwd EVDACF11.2x 2019 Fwd EVDACF

LT Base Price Deck (2022+): US$80 Brent, US$2.00 HH. Reflects non-OS 2P
reserve value, risked credit for onstream and visibly defined projects and
Syncrude interest at 90% utilization with debottleneck upside and 10x 2019
DACF target multiple

8.7x 2019 Fwd EVDACF8.7x 2019 Fwd EVDACF

LT Base Price Deck (2022+): US$65 Brent, US$2.50 HH. Reflects non-OS 2P
reserve value, risked credit for onstream and visibly defined projects and
Syncrude interest at 80% utilization and 9x 2019 DACF target multiple. Implies
1.5x premium to peers.

5.6x 2019 Fwd EVDACF5.6x 2019 Fwd EVDACF

LT Base Price Deck (2022+): US$60 Brent, US$3.50 HH: Reflects non-OS 2P
reserve value, risked credit for onstream and visibly defined projects and
Syncrude interest at 70% utilization and 8x 2019 DACF target multiple.
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TechnipFMC (FTI.N): Overweight, $31/€27 PT

Robert Pulleyn, European Oil Services

Industry View: Attractive

Investment Thesis: We think TechnipFMC is well exposed to improving activity in 2019

across major oil service segments: offshore, Middle East upstream and downstream, and

LNG activity. Moreover, even with wider macro uncertainty, we think investors will

increasingly focus on large caps that offer quality and strong balance sheets. In our

view, these two characteristics can be found in TechnipFMC.

Undemanding valuation, trading at trough on trough. TechnipFMC trades at 7.3x 2019e

EV/EBITDA and 7.5x 2020e EBITDA. This compares to the stock's pro forma historical

average of 7.7x and trough of 6.4x. At these levels, we think valuation is undemanding

and would expect the stock to re-rate to our 2020e target multiple of >10x.

US-Europe disconnect. TechnipFMC has seen a significant sell-off

over the last 12 months, underperforming European Oil Services

by 16%. We believe the stock has experienced the same forces as

the OSX and large cap US Oil Service stocks (Halliburton and

Schlumberger) down 30-35% during the same period, given

TechnipFMC's dual listing. Therefore, we think a general inflection

in US large cap service stocks will support a rebound in 2019.

2019 awaits. The company already provided 2019 guidance (see

note), not only anchoring expectations but also clearing the way

for a rally in 2019 after the current sell-off. At current valuation,

however, we think the market is still discounting large downward

revisions in 2019 and/ or not giving the company credit for a solid

order intake in 2018 (MSe book-to-bill of 1.2x). Moreover, the

project completion of Yamal LNG — delivered ahead of schedule

and within budget — we think should clear off investor concerns over the balance

sheet, and particularly on TechnipFMC's net cash balance.

Competitive advantage in subsea and LNG. TechnipFMC is our preferred play on subsea

recovery. We see a recovery in the subsea market underway, evidenced by the ~80

offshore FID's through 2016/19. We consider TechnipFMC well positioned to benefit

from this cycle, given its integrated subsea solutions, which has gained customer traction

and market share. Out of the 80 FIDs, TechnipFMC has won 30-35% of the SURF and/or

SPS packages. On the Onshore/Offshore business, we think TechnipFMC is also in a

good position to benefit from the upcoming LNG project sanctions, which could support

not only order intake but also margins.

Exhibit 70: TechnipFMC has underperformed European peers,
despite strong order intake in 2018
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Last 12 months US big Cap and OSX performance ($)

Source: Thomson Reuters Datastream, Morgan Stanley Research
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Exhibit 71: Volume of SURF awards since 2016 has become more
concentrated with TechnipFMC among top-2

21, 32%

22, 34%

8, 13%

8, 12%

6, 9% TechnipFMC

Subsea 7

Saipem

McDermott

Other

Share of SURF contracts awarded during 2016-19 (by # of contracts)

Source: Company Data, Wood Mackenzie, IHS Fieldsbase, Morgan Stanley Research

Exhibit 72: Integrated SURF/SPS has gained traction with clients,
allowing FTI to gain market share
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Source: Company Data, Wood Mackenzie, IHS Fieldsbase, Morgan Stanley Research
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Price TargetPrice Target $31 (€27)$31 (€27)

BullBull $40 (€36)$40 (€36)

BaseBase $31 (€27)$31 (€27)

BearBear $18 (€16)$18 (€16)

Why Overweight?

Preferred play on subsea recovery: We see
a recovery in the subsea market underway,
evidenced by the ~80 offshore FID's through
2016/19 YTD. We expect the industry to move
into high gear in 2019/20 and consider
TechnipFMC as best positioned to benefit
from this cycle, given its integrated subsea
solutions, which has gained customer traction
and market share.

Leverage to LNG outlook: We think the
company could be well positioned to benefit
from upcoming LNG project sanctions, as the
LNG market may balance by the end of the
decade. LNG projects could support order
intake and margins for Onshore/Offshore.

Attractive valuation: We think valuation
remains undemanding – at 7.3x trough 2019e
EBITDA, in-line with historical pro forma
averages, whereas we believe it should re-rate
closer to peak multiples as the cycle turns.

Potential Catalysts
Contract awards, 1Q results.

Risks to Achieving Price Target

Bear case: 1) Margins disappoint, 2) Backlog
growth stalls/reverses, 3) Working Capital
remains elevated, 4) Move to net debt
position, 5) Cost overruns on EPC projects, 6)
Loss of market share to competitors, 7) Lower
asset utilisation delivering weaker margins, 8)
Lower distributions to shareholders (i.e.,
dividend cut and/or slower pace of buyback).

Bull case: 1) Better than expected margins
due to mix and gearing, 2) Faster than
expected backlog inflection due to higher
pace of new orders, 3) Market share gains, 4)
Further work for Yamal/Arctic LNG contracts,
5) Disposal of Onshore/ Offshore business, 6)
Value accretive bolt-on M&A, 7) Upward

revision to synergies.

FTI Risk RewardFTI Risk Reward

$31.00 (+39%)

$22.29

$18.00 (-19%)

$40.00 (+79%)
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Source: Morgan Stanley research

We set our price target at our base case.

9.6x 2020e Bull Case EBITDA of $2.0bn9.6x 2020e Bull Case EBITDA of $2.0bn

Back to boom: Underinvestment in oil projects leads to global supply concerns
and a quicker than expected rebound in industry capex. TechnipFMC sees
additional benefit from its integrated strategy. The market values the stock at
9.6x 2020e EBITDA of ~$2.0bn.

10.6x 2020e EV/EBITDA of $1.4bn10.6x 2020e EV/EBITDA of $1.4bn

Backlog and diversification positions well: TechnipFMC delivers guided cost
savings and gains market share via its integrated solutions strategy. In addition,
the company manages to grow backlog and maintain a strong balance sheet.
The stock re-rates to 10.6x 2020e base case EBITDA of $1.4bn.

9.8x Bear Case $1.1bn EV/EBITDA9.8x Bear Case $1.1bn EV/EBITDA

Recovery disappoints: The recovery proves elusive and 2020 EBITDA
deteriorates to ~$1.1bn, driven by lower Onshore/Offshore EBITDA. The market
only pays an 9.8x EV/EBITDA multiple.
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Tenaris (TS.N): Overweight, $39/€17 PT

Robert Pulleyn, European Oil Services

Industry View: Attractive

Investment Thesis: We think Tenaris is attractively valued, trading below historical

average multiples at 7.1x 2020e EV/EBITDA. We see several potential catalysts ahead.

First, we expect the pace of US OCTG imports to normalise in 2019 versus 2018,

allowing for supply/demand to balance. Second, we think the market continues to

underestimate the earnings potential from mix driven by rebounding international

volumes (mainly in MENA), even with positive commentary from OCTG producers on the

outlook. Finally, we think the stock has been pressured by headlines regarding the

Chairman/CEO late 2018 (see note), and therefore clarity on the matter and continued

support to Mr. Rocca could provide upside risk.

Modest growth, but better functioning supply in US OCTG. We expect US OCTG

imports — still subject to quotas and tariffs — to be more evenly distributed in 2019

versus 2018. Similarly, we do not expect the inventory build seen in 1H18 to repeat, as

this took place in anticipation of imposed quotas from Section 232. Therefore, with

inventory draws into late 2018 and stable demand, we believe supply/demand could be

more balanced in 2019. For this year, we forecast US OCTG demand up 2% to 6.1m tons

from 6.0m in 2018, which compares to 20% YoY growth in 2018. As rig count recovers,

we expect US OCTG demand to be up 13% in 2020 to 6.9m tons. We think to meet this

level of demand the US will need to see additional capacity, particularly welded. We

think this should benefit domestic producers like Tenaris.

Earnings potential from mix, still not priced in. We think the market continues to

underestimate the earnings potential from product mix among OCTG producers. While

the recovery in US utilisation and pricing is relevant, we think demand recovery outside

US onshore is increasingly relevant for Tenaris's EBITDA recovery. We are encouraged

by the outlook for demand in the Middle East, rising offshore FIDs, and a higher share of

Exhibit 73: Inventory draws were evident through 2H18, bringing
inventory months of demand to 5.4 months from 8.5 months in June
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Source: The OCTG Situation Report, Morgan Stanley Research

Exhibit 74: We expect US OCTG demand to reach 7.2m tons by 2020,
which could result in a 0.8m ton call on welded capacity
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gas projects in the horizon.

Undemanding valuation: We think the stock is attractively values, trading at 7.1x 2020e

EV/EBITDA, below its historical average of 9.0x. We think the stock should re-rate closer

to peak multiples as we think historical levels underestimate the OCTG intensity story in

US shale and current multiples do not capture the earnings potential from product mix.

Historically, Tenaris has traded at an EV/EBITDA range of 6.0-12.3x on FY1 EBITDA.

Similarly, on P/BV, the stock is trading at support levels.

Exhibit 75: We think valuation is undemanding for Tenaris trading at
7.4x our 2020e EBITDA
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Exhibit 76: On P/BV we think the stock is attractive, trading at support
levels of 1 SD below average
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Price TargetPrice Target $39 (€17)$39 (€17)

BullBull $53 (€23)$53 (€23)

BaseBase $39 (€17)$39 (€17)

BearBear $20 (€9)$20 (€9)

Why Overweight?

Undemanding valuation: The stock trades
at 8.9x 2019 EBITDA and 7.1x 2020 EBITDA, in
our view an undemanding valuation for a
large cap with strong balance sheet and
positive FCF. Historically Tenaris has traded at
en EV/EBITDA range of 6.0x-12.3x on FY1
EBITDA.

Positive catalysts ahead: We think clarity
over headlines relative to the Chairman/ CEO
late 2018 could provide upside risk. Further,
we expect the pace of US OCTG imports to
normalise in 2019 versus 2018, allowing for
supply/ demand to balance. Finally we think
the market continues to underestimate the
earnings potential from mix, reflected in what
we think is a depressed valuation level.

Price target: We set our end-2019 price
target of $39 for the ADR (€17 for Italian
listing) based on normalised EBITDA potential

by 2020, capitalised at 11.0x EV/ EBITDA.

Potential Catalysts
US rig count, OCTG prices, peer news, 1Q

results, US OCTG tariffs

Risks to Achieving Price Target

Bull case: 1) Higher than expected OCTG
price increases due to Section 232, 2) Price
increases accelerate outside of North America,
3) Positive mix from higher value product, 4)
Increased dividend and/ or buybacks, 5)
Market share gains.

Bear case: 1) Section 232 tariffs are also
applied to Mexico and Canada, impacting
Tenaris’s imports into the US, 2) New mill
utilisation is less than expected, 3) Higher
working capital intensity than expected due to
customer payments and Rig Direct strategy, 4)
Commodity and/or macro headwinds, 5) Raw
material price inflation not passed through to
customers.

TS Risk RewardTS Risk Reward

$39.00 (+47%)

$26.55

$20.00 (-25%)

$53.00 (+100%)
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We set our price target at our base case.

8.0x 2020e Bull Case EBITDA of $3.8bn8.0x 2020e Bull Case EBITDA of $3.8bn

Firing on all engines: The drilling and OCTG outlook accelerates across regions,
delivering the best environment since 2008 and a return almost to peak
profitability. The market capitalises this potential at 8.0x EV/EBITDA.

11.0x 2020e Base Case EBITDA of $2.0bn11.0x 2020e Base Case EBITDA of $2.0bn

Growth story to 2020: We expect the market to look at normalised earnings
based on 2020 EBITDA, considering the turn in the cycle and beyond the ramp-
up of Bay City. We expect supply/demand dynamics to remain supportive of
volume and price recovery throughout 2018/20. Market capitalises below peak
EV/EBITDA multiples at 11.0x.

11.0x 2020e Bear Case EBITDA of $1.0bn11.0x 2020e Bear Case EBITDA of $1.0bn

Elusive pace of recovery: The OCTG market recovery fails to materialise, with
profitability and utilisation remaining depressed due to commodity headwinds.
The market capitalises trough EBITDA at 11.0x.
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COVERAGE UNIVERSE INVESTMENT BANKING CLIENTS (IBC) OTHER MATERIAL
INVESTMENT SERVICES

CLIENTS (MISC)
STOCK RATING
CATEGORY

COUNT % OF
TOTAL

COUNT % OF
TOTAL IBC

% OF
RATING

CATEGORY

COUNT % OF
TOTAL

OTHER
MISC

Overweight/Buy 1115 36% 296 42% 27% 526 38%
Equal-weight/Hold 1379 44% 325 46% 24% 639 46%
Not-Rated/Hold 46 1% 6 1% 13% 6 0%
Underweight/Sell 585 19% 82 12% 14% 225 16%
TOTAL 3,125 709 1396
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INDUSTRY COVERAGE: Oil Services, Drilling & Equipment

COMPANY (TICKER) RATING (AS OF) PRICE* (03/01/2019)

Connor Lynagh
Baker Hughes A GE Co (BHGE.N) O (09/18/2018) $27.10
C&J Energy Services Inc (CJ.N) E (07/12/2018) $17.31
Cactus Inc (WHD.N) O (09/18/2018) $36.97
Core Laboratories NV (CLB.N) E (09/18/2018) $67.37
Covia Holdings Corp (CVIA.N) U (10/11/2018) $4.74
Diamond Offshore Drilling Inc (DO.N) U (09/18/2018) $9.75
Dril Quip Inc. (DRQ.N) U (09/18/2018) $42.37
Forum Energy Technologies Inc (FET.N) E (09/18/2018) $5.91
FTS International Inc (FTSI.N) O (02/27/2018) $10.30
Halliburton Co (HAL.N) O (09/18/2018) $30.93
Helmerich & Payne Inc (HP.N) U (06/21/2017) $54.95
Independence Contract Drilling, Inc. (ICD.N) E (06/21/2017) $3.53
Keane Group Inc (FRAC.N) O (02/14/2017) $11.17
Liberty Oilfield Services Inc (LBRT.N) O (02/06/2018) $16.44
Nabors Industries Inc. (NBR.N) O (07/12/2018) $3.26
National Oilwell Varco Inc. (NOV.N) E (09/18/2018) $28.79
Noble Corporation PLC (NE.N) U (09/18/2018) $3.06
Oil States International Inc. (OIS.N) E (09/18/2018) $17.36
Patterson-UTI Energy (PTEN.O) O (04/28/2017) $13.51
Precision Drilling Corp (PDS.N) O (07/12/2018) $2.56
RPC (RES.N) U (11/14/2017) $10.73
Schlumberger NV (SLB.N) E (09/18/2018) $45.19
Source Energy Services Ltd (SHLE.TO) E (06/21/2017) C$1.14
Superior Energy Services Inc. (SPN.N) U (07/12/2018) $4.79
Transocean Ltd. (RIG.N) O (09/18/2018) $8.36
U.S. Silica Holdings, Inc. (SLCA.N) U (10/11/2018) $14.68
Weatherford International PLC (WFT.N) E (09/18/2018) $0.78

Robert Pulleyn
TECHNIPFMC (FTI.N) O (01/14/2013) $22.36
TECHNIPFMC (FTI.PA) O (01/17/2017) €19.78
Tenaris S.A (TS.N) O (03/16/2018) $26.69
Tenaris S.A (TENR.MI) O (04/27/2018) €11.67

Stock Ratings are subject to change. Please see latest research for each company.
* Historical prices are not split adjusted.
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INDUSTRY COVERAGE: Integrated Oil & Refining

COMPANY (TICKER) RATING (AS OF) PRICE* (03/01/2019)

Christopher Nicholson
Sasol Ltd (SOLJ.J) O (08/10/2016) ZAc 42,786

Igor Kuzmin
Saras SpA (SRS.MI) O (05/01/2018) €1.74

Martijn Rats, CFA
Abu Dhabi National Oil Co Distribution (ADNO.AD) E (01/18/2018) AED 2.21
BP plc (BP.L) O (09/05/2018) 533p
Eni SpA (ENI.MI) U (04/05/2017) €15.04
Royal Dutch Shell (RDSa.L) U (01/22/2019) 2,351p
Royal Dutch Shell (RDSb.L) U (01/22/2019) 2,365p
TOTAL (TOTF.PA) O (02/13/2018) €49.88

Robert Pulleyn
Equinor ASA (EQNR.OL) E (02/13/2018) NKr 191.60
Galp Energia (GALP.LS) E (08/11/2016) €14.51
OMV AG (OMVV.VI) E (08/02/2017) €46.41
Repsol (REP.MC) O (09/04/2017) €15.12

Sasikanth Chilukuru, CFA
Neste Corporation (NESTE.HE) E (10/26/2018) €90.50

Stock Ratings are subject to change. Please see latest research for each company.
* Historical prices are not split adjusted.

 

INDUSTRY COVERAGE: Refining & Marketing

COMPANY (TICKER) RATING (AS OF) PRICE* (03/01/2019)

Benny Wong
Delek US Holdings Inc (DK.N) E (01/09/2019) $36.35
HollyFrontier Corporation (HFC.N) E (02/12/2019) $52.03
Marathon Petroleum Corporation (MPC.N) O (12/14/2016) $62.68
PBF Energy Inc (PBF.N) O (01/09/2019) $31.26
Phillips 66 (PSX.N) E (12/14/2016) $97.48
Valero Energy Corporation (VLO.N) O (05/16/2018) $82.89

Stock Ratings are subject to change. Please see latest research for each company.
* Historical prices are not split adjusted.

 

INDUSTRY COVERAGE: Canadian Oil & Gas

COMPANY (TICKER) RATING (AS OF) PRICE* (03/01/2019)

Benny Wong
Canadian Natural Resources Ltd (CNQ.TO) O (07/19/2017) C$38.03
Cenovus Energy Inc (CVE.TO) E (07/19/2017) C$12.16
Encana Corp. (ECA.N) E (11/05/2018) $7.26
Husky Energy Inc (HSE.TO) U (01/24/2018) C$14.68
Imperial Oil Ltd (IMO.TO) E (04/30/2018) C$35.45
MEG Energy Corp (MEG.TO) O (01/29/2019) C$5.56
Suncor Energy Inc (SU.TO) O (11/02/2016) C$45.47

Stock Ratings are subject to change. Please see latest research for each company.
* Historical prices are not split adjusted.

 

59



INDUSTRY COVERAGE: Exploration & Production

COMPANY (TICKER) RATING (AS OF) PRICE* (03/01/2019)

Devin McDermott
Anadarko Petroleum Corp (APC.N) E (07/12/2018) $44.40
Apache Corp. (APA.N) U (07/12/2018) $33.99
Chesapeake Energy Corp (CHK.N) $3.13
ConocoPhillips (COP.N) O (07/12/2018) $68.93
Devon Energy Corp (DVN.N) E (07/12/2018) $30.15
EOG Resources Inc (EOG.N) E (07/12/2018) $96.42
Hess Corp. (HES.N) O (07/12/2018) $59.23
Marathon Oil Corporation (MRO.N) E (07/12/2018) $17.08
Murphy Oil Corporation (MUR.N) U (07/12/2018) $30.03
Noble Energy Inc. (NBL.N) O (01/09/2019) $22.83
Occidental Petroleum Corp (OXY.N) O (07/12/2018) $67.55
Pioneer Natural Resources Co. (PXD.N) O (07/12/2018) $144.46

Drew Venker, CFA
Antero Resources Corp (AR.N) ++ $9.15
Cabot Oil & Gas Corp. (COG.N) E (09/26/2018) $25.24
Cimarex Energy Co. (XEC.N) O (09/09/2013) $73.08
Concho Resources Inc. (CXO.N) O (01/09/2019) $111.02
Continental Resources Inc. (CLR.N) O (07/17/2013) $45.23
Diamondback Energy Inc (FANG.O) O (03/26/2015) $104.79
EQT Corp. (EQT.N) U (11/14/2018) $19.49
Gulfport Energy Corp (GPOR.O) U (03/28/2017) $7.84
Oasis Petroleum Inc. (OAS.N) O (05/23/2018) $5.57
Parsley Energy Inc (PE.N) E (01/30/2018) $18.58
Range Resources Corp. (RRC.N) U (01/23/2018) $10.94
Southwestern Energy Co (SWN.N) U (12/10/2012) $4.55
Whiting Petroleum Corporation (WLL.N) O (05/23/2018) $25.05

Stock Ratings are subject to change. Please see latest research for each company.
* Historical prices are not split adjusted.

 

INDUSTRY COVERAGE: Clean Tech

COMPANY (TICKER) RATING (AS OF) PRICE* (03/01/2019)

Ethan C Ellison
TPI Composites Inc. (TPIC.O) O (10/29/2018) $28.68

Stephen C Byrd
Bloom Energy Corp. (BE.N) O (08/20/2018) $16.30
First Solar Inc (FSLR.O) E (02/07/2011) $53.41
Hannon Armstrong (HASI.N) E (02/03/2016) $24.68
Plug Power Inc. (PLUG.O) E (04/09/2015) $1.80
SunPower Corp (SPWR.O) U (09/27/2017) $6.47
Sunrun Inc (RUN.O) E (08/03/2018) $15.96

Stock Ratings are subject to change. Please see latest research for each company.
* Historical prices are not split adjusted.
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INDUSTRY COVERAGE: Regulated Utilities

COMPANY (TICKER) RATING (AS OF) PRICE* (03/01/2019)

Stephen C Byrd
Ameren Corp (AEE.N) E (06/06/2018) $70.93
Atmos Energy Corp. (ATO.N) O (09/21/2018) $98.90
CMS Energy Corp (CMS.N) E (07/31/2017) $54.10
Consolidated Edison Inc (ED.N) U (01/09/2017) $82.66
Duke Energy Corp (DUK.N) E (08/25/2014) $89.53
Edison International (EIX.N) E (01/12/2015) $61.31
Eversource Energy (ES.N) E (02/13/2018) $69.74
FirstEnergy Corp (FE.N) O (08/08/2016) $40.90
ONE Gas Inc (OGS.N) U (03/18/2016) $86.71
PG&E Corp (PCG.N) E (11/15/2018) $17.91
Pinnacle West Capital Corp (PNW.N) E (02/13/2018) $92.78
PPL Corp (PPL.N) E (07/16/2013) $32.26
Sempra Energy (SRE.N) E (08/10/2018) $121.26
Southern Company (SO.N) U (08/13/2014) $49.98
South Jersey Industries Inc (SJI.N) E (09/08/2016) $29.58
Spire Inc (SR.N) U (01/12/2016) $79.28
Xcel Energy Inc (XEL.O) E (09/21/2018) $54.92

Stock Ratings are subject to change. Please see latest research for each company.
* Historical prices are not split adjusted.
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