
Overview
The profit picture for our sample of oil and gas companies in Q3 was 
disappointing. Although operating cash flows were strong, earnings lagged. 
Combined net income was down 19% from Q2 and down 43% from Q3 a year 
ago. Companies’ financial performance was reflected in the equity markets. 
The market capitalization of our sample declined 3.3% during the quarter 
and 18.5% year over year at a time when the broader equity markets were 
up 1.9% during the quarter and 12% year over year. Unsurprisingly, those 
results mirrored what was going on in the commodity markets. Oil prices 
were down slightly (2.4%) while gasoline prices were down more (6.8%) and 
refining spreads were off significantly (22.2%). LNG prices in Asian markets 
were slightly below the previous quarter but about half of what they were 
in the third quarter of 2018. Continued growth in oil production combined 
with slowing oil demand growth of major energy consumers led to oil price 
decline. Relentless growth in US shale oil output, geopolitical shocks and US-
China trade war are largely determining oil market dynamics. LNG markets 
— abound with long-running oversupply of gas — continued to search for a 
sustainable equilibrium. 

Financial matters featured on top of analyst minds in Q319. Particularly 
the ability of companies to return cash to shareholders in the form of 
increased dividends and buybacks as companies reported weak earnings and 
some companies even explicitly stated their plans to delay share buyback 
programs. Analysts were seeking specific details on how companies intend 
to pay for fattening dividends and share buyback programs given that the 
market headwinds may continue. Not surprisingly, companies were asked 
questions on any risks that might keep them from meeting their cash flow 
targets and the potential impact of asset divestiture program and ramping 
up of new projects on their future cash flows. Over the past few years, cost-
cutting and productivity gains have driven cash flow breakeven significantly 
down, however the current macro reality is leading analysts to question the 
overly optimistic cash return targets of some companies.

Capital spending was also on the radar for several analysts, with some 
specific questions on capital spending flexibility in adverse macro conditions. 
Amid growing climate backlash against fossil fuel expansion, analysts 
had a keen interest in capital allocation to alternative energy business 
and the returns expected from those investments. The market’s focus on 
decarbonization is growing at an accelerating rate. Pressure is mounting from 
investors, capital markets, government and the general public. There is a 
growing acceptance of the need for change. Although, oil majors’ investment 
in alternative energy business is climbing, it still accounts for a marginal 
share of total spend. 

Downstream performance had significant attention from analysts this 
quarter. Analysts wanted to understand the key factors that led to a 
sequential decline in downstream business performance. While the external 
factors were already well-known to the analysts, there was great interest in 
company-specific influences. More than the current state, analysts were keen 
to hear about the potential for reviving companies’ downstream business in 
upcoming quarters.

From an operational standpoint, analysts are intensely focused on progress 
on major capital projects and potential delays in project ramp-up schedules. 
A multi-party owned Eurasian project facing cost overruns and significant 
delays, got a lot of attention. Analysts asked straightforward and difficult 
questions on learnings from the project’s execution to fine tune the entire 
project life cycle. Several questions were asked on production guidance 
for 2019 and 2020 to gauge companies’ confidence in meeting their 
targets. Companies’ display of commitment to improvements in operational 
efficiencies and excellence gave some confidence to investors. Analysts were 
keen to get a view of companies’ ongoing operations and future plans in the 
US Permian and the likely impact on companies’ production growth. With 
the upcoming US election, companies’ capabilities to manage regulatory and 
political risk also emerged as a key concern for analysts.

On the strategic front, portfolio optimization, M&A opportunities and 
potential implications of government policy and regulation made the top of 
the list of issues. Analysts wanted to understand the primary factors that 
drove divestment decisions for upstream and LNG assets, and also gain 
clarity on key milestones. A profound strategic shift is clearly visible with 
companies building resilience into their portfolios. When it came to M&A, 
analysts were clearly interested to know the type of assets and geographies 
that are expected to see heightened levels of activity in the upcoming 
quarters. More specifically, analysts tried to gauge companies’ interest in the 
upcoming Brazil transfer of rights auction by seeking their opinion on what 
they felt about the auction terms laid down by the Brazilian Government. 
With some new regulations coming into force including IMO2020 and the 
announcement of crude by rail policy by the Canadian Government, there is 
interest in understanding the preparedness of the sector in adapting to these 
regulations and their potential implications on companies. 

Analysts expect the market volatility to continue in the next few quarters 
amid protracted trade disputes. These uncertainties may continue to pose 
challenges to oil and gas companies. As uncertainty abounds in upstream 
and new energies business, analysts’ longer-term concerns will focus on re-
investment risks with free cash flow.

Percentage of analyst questions pertaining to financial, operational and strategic themes

Financial matters dominated Q3 2019 earnings calls with a key focus on shareholder distributions, capital spending and cash flow. Portfolio optimization and M&A 
opportunities were some strategic areas of interest.

Scope, limitations and methodology
The purpose of this review is to examine the key themes arising from the 
questions asked by analysts during the Q3 2019 earnings reporting season 
among 12 global oil and gas companies. The identification of the top three 

themes is based solely on an examination of the transcripts of the earnings 
conference calls. For this analysis, the following companies were included:

BP plc

Chevron Corporation

ConocoPhillips

Eni SpA

Exxon Mobil Corporation

Husky Energy Inc

Repsol SA

Royal Dutch Shell plc

Equinor ASA

Suncor Energy Inc

TOTAL S.A.

Woodside Petroleum Ltd

Looking forward
We expect market headwinds to continue, which will increasingly pose 
challenge to company performance in the next few quarters. Crude price 
volatility will constantly govern operational decisions and cost control 
momentum will continue as margins continue to be under pressure. 

North American oil production will continue to grow and shale consolidation 
will continue. With pressure mounting on reducing carbon emissions, interest 
in alternative energy, and cleaner products and production will grow.
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About EY
EY is a global leader in assurance, tax, transaction and advisory services. The insights and quality 
services we deliver help build trust and confidence in the capital markets and in economies the 
world over. We develop outstanding leaders who team to deliver on our promises to all of our 
stakeholders. In so doing, we play a critical role in building a better working world for our people, 
for our clients and for our communities.

EY refers to the global organization, and may refer to one or more, of the member firms of 
Ernst & Young Global Limited, each of which is a separate legal entity. Ernst & Young Global 
Limited, a UK company limited by guarantee, does not provide services to clients. Information 
about how EY collects and uses personal data and a description of the rights individuals have 
under data protection legislation is available via ey.com/privacy. For more information about our 
organization, please visit ey.com.

How EY’s Global Oil & Gas Sector can help your business 

The oil and gas sector is constantly changing. Increasingly uncertain energy policies, geopolitical 
complexities, cost management and climate change all present significant challenges. EY’s Global 
Oil & Gas Sector supports a global network of more than 10,000 oil and gas professionals with 
extensive experience in providing assurance, tax, transaction and advisory services across the 
upstream, midstream, downstream and oil field subsectors. The Sector team  works to anticipate 
market trends, execute the mobility of our global resources and articulate points of view on 
relevant sector issues. With our deep sector focus, we can help your organization drive down 
costs and compete more effectively.
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