
  
TraditionMent.com 

(850) 418-6182 

Civitas Permian Pivot Yields Massive 9% Dividend Yield  

   
 
   
   

Price $69.72 Core Holding December 20, 2023 
• 2.9% Base Yield, paying out 50% of average TTM quarterly Free Cash Flow 

as a variable dividend.  
• 582k acres in low-cost basins in the US, expecting to have 280 Mboe/d in 

production by the end of 2023. 
• Total 2024 production is expected to increase significantly, with quarterly 

production growing by at least 16% to 325 Mboe/d (thousands of barrels of 
oil equivalent per day). 

• Entered the oil-rich Permian basin, significantly increasing its production 
targets by 101 Mboe/d in 2023 and 168 Mboe/d in 2024. 

• These recent acquisitions are expected to surge earnings above $15/share in 
2024, with 2024 guidance pointing to $1.8 billion in free cash flow.   

• OPEC+ production cuts and Mideast uncertainty could put upward pressure 
on pricing, bringing WTI oil back to the $80/bbl area. 

• Strong balance sheet, targeting a debt-to-EBITDA ratio of 0.9x by the end of 
fiscal 2024. 

• 15.6% pullback from its $82.63 high is an attractive entry point in our 
opinion.  
 

Investment Thesis 
Civitas Resources (CIVI) was formed through the merger of Bonanza Creek and 
Extraction Oil and Gas. Operating 582k acres in some of the lowest-cost basins in the 
United States, CIVI has a strong financial position even with depressed pricing for oil 
and gas. 

With a slew of accretive acquisitions under its belt for 2023, we expect earnings to surge 
north of $15/share in 2024. The stock pays out a very attractive dividend, with a base of 
2.88% and 50% of the average trailing twelve-month quarterly FCF (free cash flow) as a 
variable, putting the full yield at 9.1%. On top of this, the stock has pulled back 15.6% 
from its $82.63 high, making it an attractive entry point.  

Estimated Fair Value 
EFV (Estimated Fair Value) = EFY25 EPS (Earnings Per Share) times PE (Price/EPS) 

EFV = E25 EPS X P/E = $16.0 X 6.9  = $109.85 
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 E2024 E2025 E2026 

Price-to-Sales 1.1 1.0 1.0 

Price-to-Earnings 6.8 4.3 4.1 

Market Conditions and Overview 
Historically, oil and gas companies with high price realizations and lots of cash flow 
invested heavily in new development utilizing lots of leverage. The past down cycles 
bankrupted many and made the survivors more conservative. Hence, there is insufficient 
capital for development, meaning supply will not overshoot demand. In our view, this 
will result in more consistent pricing, which makes the industry less boom-bust. This has 
the added benefit of dividends being higher than historical payouts. 

On a secular basis, Natural Gas consumption in all forms is expected to increase globally 
over 2023-2030 by around 15%. However, the magnitude of the change is highly 
dependent on several factors. The two primary factors are the price of low-carbon 
alternatives and current oil prices. If current oil prices stay low, the intermediate jump 
from oil to natural gas could be unfavorable. Additionally, if mineral pricing or production 
costs become cheaper for low-carbon alternatives, it could significantly change the 
economics of the energy transition.  



 

3 
 
 

 
TraditionMent.com 

(850) 418-6182 

The US is the global leader in LNG exports, accounting for 34% of all spot traffic. US 
LNG exports are estimated to increase to 10 tcf per year (Trillion cubic feet), or a 152% 
increase by 2050. US domestic consumption is expected to remain consistent at around 
3.2 Tcf per year, depending on weather conditions and energy transition costs. 

International 
Energy Agency, 
Price projections 

2022 Actual 
Average Price 

($/MMBtu) 

E2030 Natural Gas 
Price, Currently 

Stated Policy Goals 
($/MMBtu) 

E2030 Natural Gas 
Price, Currently 

Implemented Policy 
($/MMBtu) 

 
United States 5.1 $3.2 $4.0 

European Union 32.3 $6.5 $6.9 
China 13.7 $7.8 $8.4 
Japan 15.9 $8.3 $9.4 

 

In the short term, the EIA predicts that 2024 will have one of the lowest production 
years for oil since before the pandemic, which should provide some upward pressure on 
prices. On a long-term secular basis, global oil consumption will likely peak by 2030, but 
supply constraints should in our opinion prevent a price collapse. 

International Energy 
Agency, Price 
projections 

2022 Actual 
Average Price 

($/bbl) 

E2030 Oil Price, 
Currently Stated 

Policy Goals ($/bbl) 

E2030 Oil Price, 
Currently Implemented 

Policy ($/bbl) 
 

Global  $98 $74 $85 
While global pricing has come down significantly from its 2022 highs, the short-term 
reduction was largely due to a weak economic outlook and a lagging recovery in China. 
However, these factors are dissipating quickly, with Chinese GDP moving up quicker 
than expected, OPEC+ pledging further production cuts, and a "soft landing" looking 
possible.  

Bolt-On Acquisition and Expansion in Permian 
In June of 2023, Civitas entered the Permian basin for the first time by acquiring two 
companies from NGP Energy Capital Management for $4.7 billion. In October 2023, it 
added Vencer Energy's $2.1 billion in assets to the portfolio, further expanding the 
Permian position going into fiscal 2024.  

These acquisitions add 101 Mboe/d (Thousands of barrels of oils per day equivalent) at a 
50% oil and 50% natural gas mix in 2023. This will grow to approximately 160 Mboe/d 
in 2024 once the Vencer transaction is closed on January 1st. The acquisitions include 
1200 locations deemed economical to develop and 640 locations with an estimated IRR 
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of >40% at $70/bbl and $3.5/MMBtu. This effectively doubles CIVI’s footprint. The 
average per-foot cost of the well is between $850-1000/ft, which is in line with 
competitors.  

Both acquisitions are expected to be free cash accretive in fiscal 2024, adding 
approximately 40% to free cash flow per share if oil prices return to the $80/bbl 
neighborhood. This would bring full company free cash flow to around $1.8 billion.  

In recent months, US oil and gas has been undergoing significant consolidation. This 
appears to be companies looking for the best acreage now that prices are depressed and 
speculative money has dried up. Depressed prices have led to private operators and 
smaller public firms looking to leave an industry that increasingly relies on scale for 
profitability and efficiency. CIVI has not stated if it will continue to acquire in the 
Permian or elsewhere. Still, the two acquisitions it has engaged in will be accretive in 
year one and will not saddle debt onto the balance sheet, making further acquisitions of 
the same financial profile attractive. 

DJ Basin 
Previously, CIVI was a DJ basin pure player and the largest in the area. Current 
production is 168 Mboe/d, with a 48% oil mix. Per well drilling costs are around $700/ft, 
making it one of the lowest-cost basins in the United States.  

The current DJ basin profile has become less attractive as prices have slumped, but half 
of CIVI's 1000 locations still have an IRR of >40%. Part of the favorable economics of 
the basin is the higher concentrations of natural gas liquids than in other locations. NGLs 
(Natural Gas Liquids) include several high-value products for industrial use, like Ethane 
as a feedstock for plastics.  

Full Profile 
Current production numbers in the quarter ending September are 235 Mboe/d. 
Production expects a slight ramp to 280 Mboe/d toward the end of the year as $60 
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million in additional capital is deployed to finalize existing expansion before the Vencer 
acquisition is finalized.   

Costs have been going down for CIVI at the wellhead, with new laterals coming in at 
10% below the previous cost estimates, and company records are being set for speed. 
Current OpEx is $30.33/boe for the whole company or around $14.01/boe in sustaining 
costs (excludes depreciation, acquisitions, and exploration). The current realized price is 
$46.26/boe, including derivatives. This significant financial moat makes CIVI attractive, 
even with depressed oil and gas prices. 

September 
Quarter 

Average Realized Price 
(Including Derivatives) 

Year over Year % 
change in volume  

As a % of sales 
volume (boe)  

Oil ($/bbl) $77.24 45% 48% 
Natural Gas 

($/Mcf) $2.13 28% 30% 

Natural Gas 
Liquids ($/bbl) 

$22.85 20% 22% 

Including acquisitions, around 30% of production is hedged through early 2025, allowing 
CIVI to take advantage of positive price fluctuations. Current estimates put an average 
realized price in fiscal 2024 at just below $80/bbl for WTI oil and $3.5 for NYMEX gas. 

Risk 
Given the mild start to winter, there has been a revision to pricing forecasts for natural 
gas. This has resulted in excess storage, with the EIA estimating the winter will end with 
storage being 22% higher than the 5-year average for natural gas. However, 
consumption is not expected to deviate from the 5-year average. A major concern with 
the high level of investment in the LNG area is a supply glut. The war in Ukraine has cut 
Russian gas to Europe, meaning Europe has to buy higher-priced LNG from the United 
States. A significant de-escalation in relations between Europe and Russia, coupled with 
the massive investment in LNGs in the US, could lead to a significant global supply glut.  

As for oil, over the short term, a weak global economic outlook and higher US supply 
have depressed prices. OPEC+ has announced further production cuts of around 2.2 
million barrels per day. Still, there is pessimism on whether or not the economies of 
constituent nations can afford to cut by the stated amount. Total inventories are on the 
bottom end of the 5-year average, and the Strategic Petroleum Reserve is still 
approximately 250 million barrels below its typical level. 

Recent increases in attacks in the Gulf of Aden and the Red Sea have caused some 
shipping companies to take the drastic step of forbidding traffic in the region. Nearly 
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12% of all global maritime traffic flows through this area. While this may adversely 
impact US LNG exports to Asia as LNG loads shift from Europe to Asia, it should help 
with US LNG exports and put upward pressure on oil prices. 

 

Outlook 
Total 2024 production is expected to increase significantly, with quarterly production 
growing by at least 16% to 325 Mboe/d (thousands of barrels of oil equivalent per day). 
Drilling and completion costs will go up as operations in the Permian begin to ramp, with 
guidance pointing to about $2.1 billion for 2024 across the whole company. These costs 
will be about 55% for the Permian and 45% for the DJ Basin.   

We expect earnings to come in north of $15/share for full 2024, or a 60% increase 
compared to 2023. The expected free cash flow for fiscal 2024 is $1.8 billion, implying 
an average realized price of $80/bbl and $3.5/MMbtu, which we believe is reachable. 
Free cash return priorities are attractive, with 50% of the average trailing twelve-month 
quarterly FCF paid out as a variable dividend. The base dividend pays out $0.50 per 
share or 2.9%. The variable dividend for the December quarter will be $1.09 per share, 
bringing the total yield to 9.1%. Management states they expect to increase the 
dividend by around 10% in 2024 with current pricing, leaving the door open for further 
increases if pricing recovers more favorably.  

Even with the addition of Permian assets, by the end of fiscal 2024, CIVI projects it will 
be down to 0.9x debt-to-EBITDA. The current long-term leverage target is 0.75x. To 
strengthen the balance sheet, $300 million in non-core asset sales will be sold to pay off 
debt.  

Civitas presents a compelling value case for the dividend-oriented investor on our 
opinion. Its acquisitions in the Permian basin position it for substantial growth in 
production and free cash flow. The company's historically strong management, 
demonstrated by its low debt levels and strong dividend, add to the fundamentals and 
balance sheet. 
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Peer Comparisons 
 

 

 
 

Civitas 
Resources 

(CIVI) 

Antero 
Resources 

(AR) 
EQT (EQT) 

Riley 
Exploration 

Permian 
(REPX) 

Southwestern 
Energy Corp 

(SWN) 

Price-to-Earnings 
(FWD) 

6.78 29.90 16.63 - 9.77 

Price-to-Sales 
(TTM) 

1.84 1.28 2.32 1.49 0.86 

EV-to-EBITDA 
(FWD) 

4.07 10.03 7.32 3.63 4.80 

Net Income Margin 24.10% 16.86% 47.67% 28.41% 62.31% 

Dividend Yield 2.88% - 1.62% 5.37% - 



 

8 
 
 

 
TraditionMent.com 

(850) 418-6182 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

9 
 
 

 
TraditionMent.com 

(850) 418-6182 

Disclaimer and Related Information 
 

This article or video features Benjamin C. Halliburton, CFA or an investment idea(s) that 
Mr. Halliburton or Tradition Investment Management, LLC (Tradition) may invest in. Mr. 
Halliburton is the founder and owner of Tradition Investment Management, LLC, a 
registered investment adviser. Tradition is doing business as (DBA) Building Benjamins 
in the publishing, email, and website space. All material on the website should be 
considered paid advertising by Tradition. This article is a financial publication and is 
provided for educational purposes only. It is not an investment recommendation nor 
investment advice. It does not take into account your personal circumstances and 
whether this investment is appropriate for you, your objectives, or your risk tolerance. 
Under no circumstance is Building Benjamins or Tradition Investment Management LLC 
responsible for any actions that you may take after reading this educational information. 
Nothing from Building Benjamins should be considered personal investment advice. 
Building Benjamins and Tradition Investment Management LLC, the website, emails, 
interviews, social media pages, and other materials are published by Building Benjamins 
and do not necessarily match the opinions of the individuals or companies published or 
quoted herein. Investing, particularly stock or ETF investing, is risky and may result in 
losses and sometimes loss of your entire investment. Stock investing has company-
specific operational risks like demand, competition, legal and regulatory, and broader 
financial market risks like liquidity, economic cycle, and government policy. You may 
lose money in any stock investment or other investments and are solely responsible for 
those decisions.  

Mr. Halliburton, Tradition Investment Management LLC, and/or the authors on this site 
may or may not have positions in the securities discussed in this educational report. 
Neither the author(s) nor Tradition Investment Management, LLC will knowingly trade 
ahead of any customer buy or sell resulting from this information. The information 
herein is shared as an educational endeavor. Mr. Halliburton, Tradition Investment 
Management LLC, and/or the authors on this site may transact in the security discussed 
at a later date, prior to, or without notification in this format. This is not investment 
advice but only a discussion of select investments for educational purposes. Building 
Benjamins is an investment website, blog, or newsletter, and the information contained 
cannot be reproduced, copied, or redistributed without the prior written authorization of 
Building Benjamins or Tradition Investment Management LLC. US copyright laws apply. 
We rely on information from sources we believe reliable, including the companies 
themselves, but cannot guarantee the accuracy of the information we provide. You rely 
on this information at your own risk and are responsible for the verification of the data. 

 


