
Will Centennial Resource  
Development’s 
Permian acquisition 
create value? 

“Using Contour,  
our new US Lower  
48 valuation  
platform, we  
value Centennial  
Resource  
Development’s  
acquired assets in  
Lea County, New  
Mexico at US$300  
million (NPV-10).” 
Jonathan Garrett, Research Director 
for  L48 Upstream Research 

In May, Centennial Resource Development  
(CDEV) announced the acquisition of 11,860  
net acres with production of 2,100 boe/d 
in Lea County, New Mexico from GMT  
Exploration. 
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With a US$350 million price tag, what will it take  
for CDEV to create value? 

Using Contour, our new US Lower 48 valuation platform, we  
value the acquired assets at US$300 million (NPV-10). For this  
analysis, our assumptions include: 
 
• Strong ‘per-well’ economics, with breakevens in the  

US$39-$40/bbl range CDEV will use one rig to drill out the  
remaining 107 net Bone Spring and Wolfcamp locations 

 
• In order to match the deal consideration of US$350  

million under our base case price assumption, CDEV  
would need to add another 17 net locations or accelerate  
the drilling program. Adding 17 additional net locations  
isn’t unreasonable, given the relatively early stage of  
development in the area, but tighter spacing does have  
challenges. 

 
There is downside potential for the deal as well. While we  
have included moderate well cost inflation for 2017 in our  
US$300 million valuation, it is possible we will see further  
inflation in 2018 and beyond if Permian activity remains high.  
If costs were to increase 5% more in 2018, our valuation drops  
to US$280 million (NPV-10). Cost control is critical in the  
Permian, as our analysis shows just a 5% increase in 2018  
costs more than offsets the gains from an additional 17 net  
locations. 
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What will it take from CDEV’s operations to create value?  
Strong cost control, additional locations, and aggressive  
development of the acreage will support the valuation under  
our base price assumptions – but CDEV will need all the  
pieces to come together, which could be a tall order. 
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Wood Mackenzie™, a Verisk Analytics business, is a trusted source  
of commercial intelligence for the world's natural resources sector.  
We empower clients to make better strategic decisions, providing  
objective analysis and advice on assets, companies and markets.  
For more information visit: www.woodmac.com 

WOOD MACKENZIE is a trade mark of Wood Mackenzie Limited and is the subject  
of trade mark registrations and/or applications in the European Community, the  
USA and other countries around the world. 
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