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Company Overview

ConocoPhillips (COP) is one of the world's largest independent Exploration and Production (E&P) companies based on
production and proved reserves.

Headquartered in Houston, Texas, it operates in 13 countries, focusing on finding and producing crude oil and natural gas.
Unlike integrated peers (e.g., ExxonMobil or Chevron), COP is a pure-play E&P, meaning it does not have significant
downstream (refining) or chemical operations.

Operational Footprint

Unconventional Assets: Significant presence in the U.S. Lower 48, specifically the Permian Basin, Eagle Ford, and Bakken.
Conventional & LNG: Large-scale operations in Alaska, the North Sea, and significant Liquefied Natural Gas (LNG) projects
in Qatar and Australia.

Cost of Supply: The company prides itself on a low 'cost of supply, aiming to be profitable even if oil prices drop to
$35-$40 per barrel.

Strategic Direction

Disciplined Growth: Focuses on high-margin production rather than volume for the sake of volume.

Marathon Oil Acquisition: Recent moves to acquire Marathon Qil for approximately $22.5 billion aim to further consolidate
its position in U.S. shale and realize significant cost synergies.

58 Equity & Buyback Strategy

Shareholder's Equity & Capital Allocation

Capital Return Framework: COP utilizes a tiered system to return capital: a Base Dividend, a Variable Return of Cash
(VROC), and Share Repurchases.

Stock Buybacks: The company is highly aggressive with its buyback program. In 2023, it returned $11 billion to
shareholders, with over $6 billion of that coming from repurchasing its own shares.

Treasury Stock: Significant increases in treasury stock over the last three years indicate a commitment to reducing the share
count, which boosts Earnings Per Share (EPS) and improves equity value for remaining holders.



Balance Sheet Evaluation

Retained Earnings: Strong historical profitability has allowed COP to maintain a robust retained earnings account,
supporting its aggressive payout strategy.

Net Debt Management: The company maintains a target of keeping its debt-to-capital ratio below 30%, showcasing a
conservative approach to leverage despite the capital-intensive nature of the industry.

Asset Efficiency: The recent acquisition strategy (Marathon Qil, Concho Resources) is reflected in the ‘Goodwill' and
‘Property, Plant, and Equipment' sections, but the company focuses on immediate cash-flow accretive deals to avoid equity
dilution concerns.

[ Income & Options Strategy Analysis

Income Investor Suitability

Dividend Reliability: The base dividend is considered highly stable and is prioritized even in price downturns. However, the
VROC (Variable Return of Cash) is discretionary and can be cut to zero if oil prices collapse, making total yield
unpredictable.

The Risk Factor: As a pure-play E&P, COP is 100% exposed to commodity price volatility. It lacks the refining hedge that
integrated majors possess. If WTI crude stays below $60 for an extended period, the dividend 'growth’ story disappears.
Put/Call Strategy Evaluation

Option Liquidity: COP has excellent liquidity in its options chain, with narrow bid-ask spreads. This makes it a viable
candidate for premium-selling strategies.

Volatility Analysis: Its Beta (~1.25) is higher than the S&P 500 average. While this generates higher premiums for selling
put spreads, it increases the risk of being assigned shares at a price significantly ‘underwater' during a market correction.
Strategy Execution: Selling put spreads for premium is attractive during periods of range-bound oil prices. However, if
assigned, the investor must be prepared for the cyclicality of the energy sector. Selling covered calls is effective but can lead
to 'called away' shares during sudden geopolitical oil spikes.

Red Flags: The primary red flag is concentration risk. An income portfolio relying on COP is essentially a bet on global
energy demand and OPEC+ stability. It is not a 'set and forget' income stock.

INCOME SUITABILITY SCORE

Based on dividend reliability, options liquidity, and historical market perception.

Investment Thesis

@5 Strengths & Opportunities GP Risks & Weaknesses
Top-tier asset base in the Permian Basin with very low High sensitivity to volatile crude oil and natural gas prices; no
breakeven costs. downstream operations to buffer losses.
Shareholder-friendly management with a proven track record of Global shift toward renewable energy poses long-term
returning massive capital via buybacks and VROC. structural risks to fossil fuel demand.
Strong balance sheet with investment-grade credit ratings and Political and regulatory risks, particularly regarding federal land

manageable debt maturity profiles. leasing and environmental mandates.



Strategic acquisition of Marathon Oil adds significant scale and

cost-saving opportunities.
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Latest News & Al Summaries

ConocoPhillips to Acquire Marathon Oil in $22.5 Billion Deal

ConocoPhillips announced an all-stock transaction to acquire Marathon Qil, aiming to add 2 billion barrels of resources to its inventory and achieve
$500 million in cost savings.

Read Article & CONOCOPHILLIPS.COM

Q1 2024 Earnings Report Highlights Production Growth

The company reported production of 1.9 million barrels of oil equivalent per day, exceeding expectations due to strong performance in the
Permian Basin.

Read Article & REUTERS.COM

ConocoPhillips Increases Share Buyback Authorization

Management confirmed plans to increase share repurchases by $2 billion following the Marathon Oil merger close, signaling continued confidence
in capital returns.

Read Article & BLOOMBERG.COM

[ Ask a Follow-up Question


https://www.conocophillips.com/news-media/news-releases/
https://www.reuters.com/business/energy/conocophillips-beats-profit-estimates/
https://www.bloomberg.com/news/articles/2024-05-29/

Ask anything about ConocoPhillips...
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REASONING

Integrated business model provides a safety hedge against falling oil prices, offering more stable
dividends and lower volatility than pure-play E&Ps.

High dividend yield and strong cash flows; excellent option liquidity for selling puts due to
steady demand for healthcare.

Ultra-stable price action and consistent dividend growth make it a premier candidate for covered
calls and low-risk put spreads.

Defensive stock with low beta; provides predictable income and serves as a great balance to the
high-volatility energy sector.

Stronger balance sheet and higher dividend yield than COP with a more diversified global

footprint including refining.

High option premiums due to interest rate sensitivity and a consistent history of share
repurchases.
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