
Rosetta Resources (ROSE) 

 

 
 

Background 

 

Rosetta Resources is an independent oil and gas exploration and production company.  Its operations 

are primarily in the Eagle Ford Shale and Permian Basin.  At year-end 2014, it had proved reserves of 282 

million barrels of oil equivalent (MMBoe) comprised of 67.9 million barrels of crude oil and condensate, 

104.6 million barrels of natural gas liquids, and 655.1 billion cubic feet of natural gas.  Approximately 

49% of its proved reserves are developed.  Total proved reserves (developed and undeveloped) have 

increased from 161 MMBoe to 282 MMBoe since year-end 2011.  

 

Thesis 

1. Share price has declined by ~60% following the recent oil price decline.  However, a solid balance 

sheet and hedges provide support even in a low price environment, mitigating risk of financial 

bankruptcy. 

The Company has a reasonably solid balance sheet, with moderate leverage at 55% total debt/total 

capital.  It has no near term debt maturities as $1.8 billion of its $2.0 billion in total debt is due between 

2021 and 2024.  Furthermore, it has additional liquidity with access to $600 million of undrawn revolving 

credit.  Interest coverage (EBIT/interest expense) is strong at over 3x, and the Company recently 

amended their credit facility, which relaxed prior debt covenants to 2.5x secured debt to EBITDA and 

2.5x EBITDA to interest expense.  As a result, there is no near term danger of bankruptcy or covenant 

breach. 

Additionally, nearly 75% of expected production in 2015 had been hedged prior to the collapse in oil 

prices.  In fact, the company has 75% of its expected 2015 oil production hedged at ~$90. Similarly, 

~40% of projected 2016 oil production is hedged at ~$90. These market hedges in addition to others the 

company has in place should protect a significant portion of cash flow and help support the company if 

we experience any further commodity price fluctuations or a sustained period of low prices.  

2. Low-cost Eagle Ford assets provide a competitive advantage, with further cost savings to come. 

The Company’s Eagle Ford assets, which account for ~90% of its 2014 production, are among the lowest 

cost assets among peers.  CEO James Craddock indicated on the 3Q 14 earnings call that the “vast 

majority” of Rosetta’s Eagle Ford assets breakeven at ~$30/bbl.  Newly acquired Permian basin assets 

have also shown promise, with breakeven at ~$45 in the first Wolfcamp A wells.  Even without hedges, 

these low-cost assets will allow the Company to withstand an extended period of low oil prices, a rare 

competitive advantage among producers.  

Furthermore, the Company has continued to explore ways to reduce costs.  Recently the Company 

reduced total well costs by nearly 10% in the Eagle Ford with a new stimulation design utilizing sand 

instead of ceramic proppant.  Additionally, but certainly not unique to the Company, the weak oil price 
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environment has put downward pressure on rig day rates and prices for other oil related services.  Day 

rates for rigs are down 10% and the cost of well stimulation services has declined by more than 20% 

enabling the Company to offset some of the impact of declining oil prices on profits. 

3. Prudent management actions lowering capital expenditures and preserving production helps 

reduce cash flow pressures. 

In response to the oil price decline, management has cut 2015 capex guidance from $1.2 billion in 2014 

to $350 million in 2015 to conserve cash flow, and to delay production growth until oil prices normalize. 

The reduction will mean that capex can be fully financed by cash flow from operations and $600 million 

of undrawn revolving credit if needed, mitigating near term liquidity issues.  We believe that 

management is behaving prudently by aggressively cutting capex, delaying production growth, and 

preserving inventory.  We believe management’s actions coupled with the Company’s stable balance 

sheet will enable it to weather the low oil price environment.  

 

While there is widespread uncertainty as to when a more favorable oil price environment might return, 

ROSE is trading near all-time low valuation levels, whether on the basis of EV/Standardized Measure, 

price to tangible book value, or price to cash flow.  From our perspective, this offers us incremental 

return potential and “pays the freight” as we wait for an eventual oil price recovery.  Not only do we 

expect to profit from ROSE’s ability to ramp up production and increase earnings as prices recover, but 

we also expect to profit when the market prescribes a higher, normalized valuation to ROSE.    

 

 

 

 


