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Company Overview:  
DVN is a diversified large cap US Exploration and Production company with 2.0Bboe of reserves and 611 mboe/d of production 
from core assets during 2016. Production is weighted towards crude oil while growth opportunities are liquids focused - anchored 
by the Delaware Basin, SCOOP/STACK, Eagle Ford Shale, and Canadian Oil Sands, and the Barnett. 
 
Highlights:  
Operational headwinds continue to persist but could start to take a step change in a couple of quarters. DVN has taken action to 
enhance capital efficiency including shifting more capital to the Permian and reducing its maintenance production levels. 
 
Starting in 2024, DVN enhanced its shareholder returns to now target 75% of FCF. Near-term there is a strong emphasis on 
buybacks given stock price weakness, which could amount to a majority of excess FCF. We expect ~$400 million buybacks pace 
over the coming couple of quarters. There is also a desire for future fixed dividend increases, and to be competitive with peers, 
it would need to move to a minimum 2.0% yield from the current 1.7% rate. 
 
Bull Case: 

• A Strategy of Growth Has Been Replaced by a Strategy of Return on Invested Capital à Yet to be Rewarded by the 
Market from a Multiples Standpoint – We believe that when asset intensive industries change strategy focus from 
“growth” to “ROIC”, relative performance has not only been better in many of these older, capital-intensive industries 
than the market overall, they’ve all actually beaten the fastest growing sector as well (technology). Energy relative 
returns have averaged -1% annually for 20 years now, while its revenue growth has been very similar to these other 
industries. Value creation is all about ROIC for asset intensive industries specifically – energy is just 10-20 years late to 
this game. Many other industries have gone through this transformation of a mindset, all of which, have outperformed: 
Airlines, Restaurants, Semiconductors, and Railroads.  

• E&Ps à  Cheap Valuations and Growth FCF is a One-Two Punch - Absolute EV/EBITDA for the E&P sector is a below 
6x, ~1x higher than the 20-year median, but relative to the market, its near 20-year lows. However, the real story of 
E&P is increasingly on FCF, as the sector has never had a FCF outlook like it does today given the change in management 
philosophy. Simply put, the E&P sector has the highest FCF yield in the S&P 500…with the cheapest valuation in the S&P 
500. A pretty good combination in our opinion.  

• Multi-Basin Portfolio - DVN’s multi-basin production portfolio provides good diversity of both production and pricing. 
JVs within different basins provide further diversity and strengthen cash flows through lower capital requirements while 
realizing strong production. 

Bear Case: 
• Commodity Price Risk - Prices for natural gas and oil fluctuate widely, and we believe that DVN’s cash flow and dividends 

depend substantially on prevailing oil and gas prices. As a result, current and expected oil and gas prices can significantly 
influence the price of DVN’s shares. 

• Exploration Risk – Devon’s business depends not only on commodity prices, but also on its ability to find, develop, and 
acquire oil and gas reserves that are economically recoverable. Producing oil and gas reservoirs are typically associated 
with high production depletion rates. Because of this, significant capital expenditures are often required to find, 
develop, and produce oil and gas reserves to replace those depleted by production. 

• Expectation Of Faster Acceptance of Green Energy – The biggest threat to “dirty” energy has been the argument that 
Green Energy will overtake fossil fuels – this has been the bear thesis on the space for almost a decade now – 
compressing multiples across the sector. It has been the sentiment driving the devaluation of these companies. We 
don’t disagree with this – we are big believers in growth regarding the Clean Energy space. But, in the past, the transition 
to a new energy source has provided a big boost to the old one. Solving this conundrum — how to supply enough dirty 
old material to build a new green economy — will require balance. Blocking new mines/rigs will not always be the 
environmentally responsible move. We believe that governments, and greens in particular, need to recognize that 
trying to shut down the old economy too fast threatens to push the price of building a cleaner one out of reach. 

 
Overview:  
We believe that DVN shares should perform well within the peer group over a full business cycle. Over recent years, DVN 
repositioned its asset portfolio to focus on high-returning, oil- growth properties with an emphasis on running the business for 
shareholder returns. DVN was one of the first E&Ps to introduce a variable dividend framework that provides an attractive 
mechanism for investors to see a more “real-time” benefit to current oil price strength. 

Name Ticker Yield Growth D + G
Devon Energy Corporation DVN 6.63% 5.00% 11.63%
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Disclosures: 
Past performance is not indicative of future results. This information is for illustrative purposes only.  Investing involves risk 
including the potential loss of principal. The actual characteristics with respect to any particular client account will vary based on 
a number of factors including but not limited to: (i) the size of the account; (ii) investment restrictions applicable to the account, 
if any; and (iii) market exigencies at the time of investment. Aptus Capital Advisors, Inc. reserves the right to modify its current 
investment strategies and techniques based on changing market dynamics or client needs. This material is not financial advice or 
an offer to sell any product. The information contained herein should not be considered a recommendation to purchase or sell any 
particular security. Forward looking statements cannot be guaranteed. There is no assurance that any securities discussed herein 
will remain in an account's portfolio at the time you receive this report or that securities sold have not been repurchased. The 
securities discussed may not represent an account's entire portfolio and in the aggregate may represent only a small percentage 
of an account's portfolio holdings. It should not be assumed that any of the securities transactions, holdings or sectors discussed 
were or will prove to be profitable, or that the investment recommendations or decisions we make in the future will be profitable 
or will equal the investment performance of the securities discussed herein. A complete list of holdings is available upon request. 
Information was obtained from third party sources which we believe to be reliable but are not guaranteed as to their accuracy or 
completeness. 
 
This commentary offers generalized research, not personalized investment advice. It is for informational purposes only and does 
not constitute a complete description of our investment services or performance. Nothing in this commentary should be 
interpreted to state or imply that past results are an indication of future investment returns. All investments involve risk and unless 
otherwise stated, are not guaranteed. Be sure to consult with an investment & tax professional before implementing any 
investment strategy. Investing involves risk. Principal loss is possible. 

This content or when a page is marked “Advisor Use Only” or “For Institutional Use”, the content is only intended for financial 
advisors, consultants, or existing and prospective institutional investors of Aptus. These materials have not been written or 
approved for a retail audience or use in mind and should not be distributed to retail investors.  Any distribution to retail investors 
by a registered investment adviser may violate the new Marketing Rule under the Investment Advisers Act.  If you choose to utilize 
or cite material we recommend the citation, be presented in context, with similar footnotes in the material and appropriate 
sourcing to Aptus and/or any other author or source references. This is notwithstanding any considerations or customizations with 
regards to your operations, based on your own compliance process, and compliance review with the marketing rule effective 
November 4, 2022. 
 
The opinions expressed are those of Aptus’ Investment Team. The opinions referenced are as of the date of publication and are 
subject to change due to changes in the market or economic conditions and may not necessarily come to pass. Forward looking 
statements cannot be guaranteed.  This document may contain certain information that constitutes “forward-looking statements” 
which can be identified by the use of forward-looking terminology such as “may,” “expect,” “will,” “hope,” “forecast,” “intend,” 
“target,” “believe,” and/or comparable terminology. No assurance, representation, or warranty is made by any person that any 
of Aptus’ assumptions, expectations, objectives, and/or goals will be achieved. Nothing contained in this document may be relied 
upon as a guarantee, promise, assurance, or representation as to the future. 

Advisory services offered through Aptus Capital Advisors, LLC, a Registered Investment Adviser registered with the Securities and 
Exchange Commission. Registration does not imply a certain level or skill or training. More information about the advisor, its 
investment strategies and objectives, is included in the firm’s Form ADV Part 2, which can be obtained, at no charge, by calling 
(251) 517-7198. Aptus Capital Advisors, LLC is headquartered in Fairhope, Alabama. ACA-2312-30. 

 


