
 
 

 
 

 

Texas Pacific Land Trust Research (12/15/19) 

 
Description: Texas Pacific Land Trust was founded in 1888 and is headquartered in Dallas, 
Texas. TPL holds title to tracts of land in the state of Texas – more specifically in the 
Permian Basin. They sell, lease, and manage these lands for the benefit of the holders of 
Certificates of Proprietary Interest in the Trust.  
 
 
Ticker: TPL 
Price: $683.86 
Market Cap: $5.34B 
Performance: +27.7% YTD  
Dividend Yield: 0.9% 
 
 
Analysis 
 
Before breaking down TPL, it is important we first discuss the nature of their business as 
not all companies in the oil and gas industry are created equal. First and foremost, TPL is 
not an oil and gas producer. Rather, their oil and gas revenue is derived from oil and gas 
royalty interests. 
 
What is a “royalty interest”? It is an interest in an oil and natural gas lease that gives the 
owner of the interest the right to receive a portion of the production from the leased 
acreage or of the proceeds of the sales of it, but generally does not require the owner to pay 
any portion of the costs of drilling or operating the wells on the leased acreage. This 
revenue is generally called net revenue interests (NRI) and don’t bear the costs of 
production. 
 
TPL operates through two segments 
 



 
 

1. Land and Resource Management 
2. Water Service and Operations (formed in Summer of 2017) 

 
 
The company has oil, gas, and water royalty interests. In fact, as of December 31, 2018, it 
owned the surface estate in approximately 902,177 acres of land comprising various 
separate tracts located in 19 counties in the western part of Texas. The company also owns 
a 1/128 nonparticipating perpetual oil and gas royalty interest under 84,934 acres of land, 
as well as a 1/16 nonparticipating perpetual oil and gas royalty interest under 370,737 
acres of land in the western part of Texas as well as oil and gas royalty interests in 
approximately 1,826 net royalty acres. 
 
TPL considers themselves a “pure play trust” on the Permian Basin. For those that are not 
aware, the Permian Basin is located in West Texas and Southeastern New Mexico and 
produces more than 30% of the total U.S. crude oil production. The EIA forecasts Permian 
production to average 3.9 million barrels per day (b/d) in 2019, a 514,000 b/d increase 
from 2018. To give you some context, if the Permian basin was part of OPEC, it would be 
the fourth-largest OPEC member, right behind Saudi Arabia, Iran and Iraq. In fact, the 
Permian basin could soon overtake Iran in terms of oil production if things continue the 
way they are. 
 
Here is a neat display provided by TPL in their investor presentation: 
 
 

 
 
 
If you’d like to see CUBE’s research on Viper Energy Partners, as seen above, click here . 
 
 

https://gallery.mailchimp.com/2b67f5da7b9614cd24fe511b6/files/5a095784-84f7-4f10-be51-6790d2d5ccf4/CUBE_VNOM_Research.pdf?mc_cid=8042361999&mc_eid=6f7c7a8d76


 
 

What makes TPL standout is the fact they are much more diversified than their competitors 
and this can be seen on TPL’s financials as free cash flow generation, margins, and growth 
have been nothing short of stellar. 
 
With over 900,000 acres of surface estate across 19 counties in Texas, who exactly is 
producing the oil and gas on their properties? The list is very long: 
 
 

 
 
 

 
 
 
 



 
 

Companies range from Occidental, Exxon, Diamondback, Chevron, Concho, Pioneer, and so 
on. In fact, TPL has some kind of tie with 85% of exploration and production (E&P) 
companies as well as mid-stream companies. 
 
In order for TPL to truly succeed, they need these companies to also succeed and pump as 
much as they can, sell as much as they can, and for the best price they can. As a result, it 
must be noted that while TPL does not get involved with the actual E&P, they are very 
much open to the risks of the industry. 
 
Before moving onto the financials, there are some other things that need to be discussed. 
As already mentioned, TPL is a trust and not all shareholders have been a fan of this 
organizational structure. In fact, one of TPL’s largest share/unit holders, Horizon Kinetics, 
who owns about 25% of TPL, recently settled a huge proxy fight. Essentially, Horizon 
Kinetics has been fed up with the current management at TPL and has been adamant that 
TPL provides more transparency for shareholders. They have actually been pushing for 
TPL to convert the company from a trust to a Delaware-based corporation. Put simply, this 
is a very important time for the company as the proxy fight has been settled and TPL has 
already held 3 meetings with investment banks, including Credit Suisse, to convert the 
company to a C-corp.  
 
What are the benefits of doing this? 
 

1. Company will have a board of directors 
2. Company will be much more transparent with current shareholders 
3. New corporate structure will allow much more funds and institutions to own shares 
4. Management will be able to have a vested and tied interest to the company thus 

aligning everyone’s goals 
 
What are the downsides?  
 

1. Expenses associated with having an entire board and management team 
2. Certain tax advantages 

 
 
Personally, CUBE believes the decision to switch should be made. Since Horizon Kinetics 
and TPL settled their dispute, TPL issued an investor presentation – the first of its kind and 
has started to become more much transparent. If there is one thing CUBE has learned in the 
public markets, cancelling and removing all doubt and being completely public and open 
about all stats and figures is best for a company as it instills a level of trust with current  
investors and also serves as a means of being much more appealing to prospective 
investors. It goes beyond this, though. With the company’s new water initiatives and what 
appears to be nonstop talk about global warming and climate change alongside countries 
pushing hard for alternative energy, CUBE feels it is more important than ever for TPL to be 
a corporation that will have a group of executives managing the company day-to-day.  



 
 

The questions that arise now are who will be appointed to all of the new positions? Which 
direction will they want to take the company? Will the company be changing their 
dividend/share buyback strategy? How will the new executives handle the relatively new 
water business? Will they look to get more aggressive in acquiring new areas in the 
Permian Basin? Will they look to liquidate certain properties? Does CapEx become more 
favorable vs. capital contribution to current shareholders? These are all questions 
investors wonder about each day with TPL and is much of the reason CUBE believes shares 
have fallen from the $900s to the $600s.  
 
 
Moving onto the financials: 

 
 
 

As we examine TPL’s balance sheet, the company is sitting on roughly $250M in cash and 
cash equivalents which is an increase of roughly $130M, or 109% from December 31, 2018 
– primarily from the sale of land assets which will be discussed soon.  
 
Accounts receivable, accounts payable, deferred revenue, etc. all seem to be pretty healthy 
Y/Y without any strange movements and TPL also does not have any debt. 



 
 

Looking at the statement of cash flows, we see that so far through the year TPL has 
generated roughly $284M in operating cash flow and roughly $236M in free cash flow after 
deducting the cash used for CapEx (not including acquisitions otherwise closer to $180M). 
 
One line item that CUBE took as very odd is that TPL has not been buying back their shares 
at the rate they used to despite them falling 30% or so from all-time highs. In the same time 
period last year, TPL purchased $25.5M of their stock vs. only $4.3M thus far this year. 
 

 
 
While it is nice to see that dividends issued did rise from $31.6M to $46.5M Y/Y, the yield 
on shares remains below 1%. So this begs the question: What does TPL plan on using these 
built up cash reserves for if they are no longer buying back shares or increasing the 
dividend to a level that is competitive with the overall markets? Could the proxy fight and 
potential move to a corporation have the managers of the trust hesitant to make any moves 
until everything is final and the dust is settled? More questions we simple don’t have 
answer for. 
 
 
 
 
 



 
 

Looking at the income statement, there are a lot of takeaways. 
 

1. Oil and gas royalty revenues are up 26% Y/Y to $111.1M 
2. Easement and other surface related income is up 31.1% to $87.6M 
3. Water sales, which just launched in 2017, grew 37% Y/Y and now makes up 17.2% 

of revenues vs. 22.9% last year. The issue here is that TPL oddly records land sales 
as a revenue line item so if we back out the $113M from that, water revenue actually 
makes up nearly a quarter of revenues at 24.6% 

4. Overall revenue YTD is up 82% but backing out land sales revenue is up 27.5% 
5. For the most recent quarter, revenue is up 34.7% 
6. Operating income margin came in at 25.1% this quarter vs. 13.8% last year 
7. EPS YTD is up to $32.18 vs. $18.86 last year. Backing out $113M from land sales and 

EPS would be closer to $20 by CUBE’s estimates as expenses increased drastically 
for salaries, water services, general and admin, and legal and professional fees 
(assuming a decent amount came from closing land sales) 

 
  

 
 
 



 
 

 
 
 
 
For 2019, it looks like TPL should finish the year with around $40 in EPS after they report 
their Q4 earnings. At this EPS, TPL trades at around 17x P/E which is in-line with the 
S&P500. The only issue here is that CUBE really doesn’t like the fact that land sales are 
treated as a revenue event and, as a result, also props up operating cash flow as opposed to 
investing cash flows. Removing this one-time event that occurred in Q1, there was a good 
possibility EPS for 2019 would be closer to $25-26 which places the price to earnings ratio 
around 27x which is considerably higher. 
 
At its core, the business is still growing roughly 30% Y/Y and water revenue is making up a 
bigger piece of the pie which is more than fine from CUBE’s perspective as that can be a 
nice supplement for many years to come. In addition, production out of the Permian Basin 
should only continue to grow massively. As CUBE watches companies like Chevron that are 
focusing greatly on the area, it only serves as a tailwind for TPL. 
 
Overall, CUBE is a fan of TPL but given our risk aversion we’d first like to see if the 
company ultimately decides to switch to a corporation and, if so, get more insight and 
detail on who is being brought on to run the company and what their goals are because 
CUBE isn’t a fan of the cash TPL is sitting on. There are many investments that can be made 
at this point in time like buying more land, investing in the water business, paying a much 
higher dividend like other companies, buying back more shares, etc. Simple sitting on cash 
isn’t a good thing especially with little to no debt but we understand this could be from a 
potential shuffle in management and the corporate structure. For those reasons, we are 
putting TPL on our watchlist but not yet ready to pull the trigger. 
 
 
 
 
 
 
 
 
 



 
 

Technical Analysis 
 

 
 
As we examine the charts, TPL has crossed over its 50DMA, 100DMA, and pivot point and is 
starting to see some solid momentum. Given the fact that the W%R and RSI are nearing 
overbought, CUBE expects the stock to pullback in the short-term to the pivot point and 
100DMA once again. If this holds the stock should make its way to the R1 level of $724 but 
if it doesn’t, a revisit to the 50DMA could be in the cards. Feel free to ask CUBE for a 
technical update as this time gets closer as what it does during that time will be very 
dependent on where the MFI, RSI, and W%R are. At this time, CUBE expects a bounce off of 
the 100DMA and pivot point as the 50DMA will continue to creep up and serve as a triple 
layered support area. 


