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Lukoil (LUKOY) 
Proven Competitor, Uncommon Value 
 

 
 
Summary and Recommendation 
 
Contrarian Buy Lukoil (LUKOY), Russia’s largest non-government oil company, leads its 
domestic competitors in fracking, offshore oil, refined product quality, operating efficiency and 
new international production while its stock trades at the lowest McDep Ratio, 0.39, and 
unlevered cash flow multiple (EV/Ebitda), 2.4 times, of any in our global coverage (see Tables 1-
3 on pages 2-4).  Latest quarterly results released on August 31 were lower than trend, mainly 
because of timing differences affecting currency and taxes (see table Next Twelve Months 
Operating and Financial Estimates on page 5).  With high cash flow generation expected to 
continue there is ample quantitative justification of estimated Net Present Value (NPV) of $150 a 
share (see table Functional Cash Flow and Present Value on page 6).  Russia’s most active 
horizontal driller, Lukoil has arrested the decline of oil production in its mainstay Western 
Siberian basin (see slide Horizontal on page 6).  Along with15-stage hydraulic fracturing, the new 
technology shows great promise in Russia’s equivalent of the Permian Basin of Texas.  Tax 
breaks have made it profitable for Lukoil to lead Russian companies in offshore development (see 
slide Caspian on page 7).  Though high taxes onshore keep profit per barrel low, costs are also 
lower and the company’s return on capital employed is within the range for global peers (see slide 
Competitive Position on page 7).  Finally, stymied at selling its natural gas in Russia at a 
profitable price, the capitalist company uncovered a profitable natural gas opportunity in the 
Central Asian country of Uzbekistan producing natural gas for delivery to China (see slide 
Uzbekistan on page 8).  In short, Lukoil appears to be performing much better than its low stock 
market valuation implies. 
 
Kurt H. Wulff, CFA  
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Disclaimer:  This analysis was prepared by Kurt Wulff, Manager of McDep LLC.  The firm used sources and data 
believed to be reliable, but makes no representation as to their accuracy or completeness.  This analysis is intended for 
informational purposes and is not a solicitation to buy or sell a security.  Past performance is no guarantee of future 
results. 
 
McDep or its employees may take positions in stocks the firm covers for research purposes.    No trades in a subject 
stock shall be made within a week before or after a change in recommendation. 
 
Certification:  I, Kurt H. Wulff, certify that the views expressed in this research analysis accurately reflect my 
personal views about the subject securities and issuers.  No part of my compensation was, is, or will be directly or 
indirectly related to the specific recommendations or views contained in this research analysis. 
  
Research Methodology/Ratings Description:  McDep LLC is an independent research originator focused on oil and 
gas stocks exclusively.  The firm applies the forty years of experience of its analyst to estimate a present value of the 
oil and gas resources and other businesses of covered companies.  That value is compared with a company’s stock 
market capitalization and debt.  Stocks with low market cap and debt relative to present value tend to outperform stocks 
with high market cap and debt relative to present value.  Buy recommendations are expected to deliver a total return 
better than 7% per year above inflation.  Hold recommendations assume the attributes of the underlying business are 
reflected in the current price of the stock.  Sell recommendations are expected to deliver a total return less than 
inflation.  


