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EPG Commentary by Dan Steffens 

Surge Energy (SGY.TO and ZPTAF) is a mid-cap Canadian upstream 

company in our Small-Cap Growth Portfolio. Their production increased 

by 20.5% year-over-year in 2022 and another 14.9% in 2023.  Surge 

pays monthly dividends of $0.04Cdn for yield of ~6.2%.  I expect them 

to increase the dividend when they meet their mid-year debt reduction 

goal. 

The Company’s Q4 2023 results beat my forecast and their 

guidance is for 29 gross (28.5 net) wells to be completed in their 

two core areas by March 31, 2024. 

 

Quality “Running Room” is key to my valuation: Surge continues to report outstanding well results in its two core 

areas (Sparky & SE Saskatchewan).  The EnerPlus Acquisition that closed in December, 2022 added 45 low-risk 

development drilling locations to a deep inventory of more than 1,000 development drilling locations. 

 

 
 

On March 20, 2024 TipRanks reported that Surge Energy (SGY on TSX) had received a new Buy rating, 
initiated by BMO Capital analyst, Jeremy Mccrea (rated 5-Star by TipRanks). His price target is $10.00Cdn 
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“Jeremy Mccrea has given his Buy rating due to a combination of factors that suggest Surge Energy is poised for 
strong performance. These factors include a significant improvement in the performance of their underlying assets, 
an attractive valuation that suggests the stock is currently undervalued, and the fact that the company is not on most 
investors’ radars, offering a potentially advantageous entry point for those who take notice. Mccrea’s analysis points 
to recent advancements in drilling techniques and promising well results as indicators of Surge Energy’s potential 
for growth and increased valuation. 
 
Additionally, Mccrea’s assessment is built upon a 4-point checklist that evaluates the quality and longevity of the 
company’s inventory, the valuation relative to future growth, the asymmetric risks associated with the operator, and 
the market sentiment and timing regarding the sub-sector. He notes the change in drilling mud systems that has led 
to significantly better results in recent wells and is closely watching the outcome of an innovative multi-lateral drilling 
project that could lead to surprising and positive results for the market. These technical improvements, along with 
the strategic operational moves, signal that Surge Energy is on a trajectory that could lead to outsized gains, 
particularly if the WTI prices see an upward trend. 
 
In another report released on March 8, Stifel Nicolaus also assigned a Buy rating to the stock with a C$10.00 price 
target.” 

 

My Fair Value Estimate for ZPTAF is $10.25US/share 
Compare to First Call’s Price Target of $11.25Cdn 

 

Disclosure: I have a long position in ZPTAF. I do not intend on buying or selling any shales in the next 72 hours. I wrote this profile myself, and it expresses my own 

opinions. I am not receiving compensation for it from the company. I have no business relationship with any company whose stock is mentioned in this article. 
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Company Overview 
 

Surge Energy Inc. (SGY and ZPTAF) is an independent oil and gas company based in Calgary, Alberta and 

operating in Alberta, Saskatchewan, and Manitoba. The Common Shares are listed on the TSX under the symbol 

“SGY.” Surge Energy is an oil focused energy company with a sustainable strategy to enhance returns and free 

cash flow. Their simple, repeatable business strategy is based on developing high-quality, conventional oil reservoirs 

using proven technology to enhance recovery through waterflood. 
 

The Surge strategy is based on three core pillars: 
 

• Disciplined Capital Allocation – The Company undertakes low cost, high impact projects that support long-

term sustainability 

• Financial Flexibility – By focusing on high return strategic opportunities, the Company seeks to maximize 

free cash flow and enhance liquidity < 2024 free cash flow should exceed $125Cdn million. 

• Responsible ESG Principles – Surge deploys ongoing abandonment programs to reduce corporate 

decommissioning liability 
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2023 Highlights 
 

• Achieved record annual production of 24,438 Boepd (86% liquids), an increase of 15% over 2022 

• Delivered $94 million of free cash flow (before dividends), representing 35% of cash flow from operating 

activities 

• Reduced net debt by $62 million (18%) and net operating expenses by $2.36 per boe (11%) while distributing 

$46.8 million in dividends to shareholders 

• Executed a successful drilling program of 70 gross (64.5 net) wells in its Sparky and SE Saskatchewan core 

areas 

• Repaid in full its $47.9 million first lien term loan facility 

• Delivered a Total Proved Finding, Development & Acquisition cost of $21.59/boe, resulting in a 1.8x Recycle 

Ratio on a 2023 operating netback of $39.07/boe (before realized losses on financial contracts) 

• Generated free cash flow before dividends of $94 million in 2023, representing 35 percent of 2023 cash flow 

from operating activities 

• Total proved PV10 net asset value is $11.27Cdn per basic share. This new value, which is approximately 

46% higher than Surge's current trading price of $7.71Cdn per share as of March 28, 2024, includes only 

397 net booked locations of Surge's more than 1,000 net internally identified drilling locations. 

• Total proved + probable (2P) PV10 net asset value is $17.63Cdn per basic share. 
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Financial and Operational 2023 Highlights in $Cdn 

• Generated cash flow from operating activities of $79.7 million in Q4 of 2023 

• Reduced net debt by over $62 million in 2023 to $290.1 million, a decrease of 18% 

• Distributed cash dividends to shareholders in the amount of $46.8 million in 2023 

• Reduced net operating expenses by $2.36 per boe over the course of 2023, from $22.26 per boe in Q1 of 

2023 to $19.90 per boe in Q4 of 2023. This represents an 11% decrease in net operating expenses over the 

year 

• Repaid in full Surge's $47.9 million first lien term loan facility that was set to mature in December 2024 

• Completed a new, oversubscribed, $48.3 million unsecured convertible debenture financing, with an 

attractive 8.50% interest rate 

• Finalized the early redemption of $34.5 million of previously issued unsecured convertible debentures that 

were set to mature on June 30, 2024 with no pre-payment penalty 

• Executed a successful 2023 drilling program of 70 gross (64.5 net) wells, strategically focused on light and 

medium gravity crude oil in the Company's conventional SE Saskatchewan and Sparky core areas 

• Continued the Company's focus on ESG efforts, highlighted by spending a total of $15.6 million on 

abandonment activities during the year. This resulted in Surge abandoning 132 gross wells during 2023, 

representing 1.9 wells abandoned for each new gross well drilled in 2023. 

 

“My forecast attached to this report is based on WTI oil averaging $80US/bbl in 2024.” - Dan Steffens 
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2023 Year End Reserves Highlights ($Cdn) 
 

• 117 million boe of Total Proved & Probable ("TPP") reserves 

• High oil weighting, with Proved Developed Producing ("PDP") reserves comprised of 88% light and medium 

oil and natural gas liquids, and TPP reserves comprised of 86% light and medium oil and natural gas liquids; 

• 543 gross (489 net) booked TPP drilling locations;  

• 70% of these locations are located in the Company's Sparky and SE Saskatchewan core areas;  

• Reported a TPP NAV of $17.63 per basic share;  

• Generated a TP NAV of $11.27 per basic share; Confirmed a PDP NAV of $5.66 per basic share;  

• Delivered a TP Finding, Development & Acquisition ("FD&A") cost of $21.59/boe;  

o 1.8x Recycle Ratio on a 2023 operating netback of $39.07/boe (before realized losses on financial 

contracts);  

• Reported a strong reserve life index of 12.8 years on TPP reserves, 9.3 years on TP reserves, and 4.7 years 

on PDP reserves;  

• Replaced 102% of production on a TP basis, and 80% of production on a PDP basis;  

• Total Proved Undeveloped ("PUD") reserve net locations increased to 397 net, an increase of 31 locations 

over last year. All additional PUD locations were added in the Sparky and SE Saskatchewan core areas. 
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Reserves Summary and Net Present Value 

 

 
 
 
Future Development Capita 

 
 

 
F&D and FD&A Costs 

 
 
 
 
Net Asset Value 
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Summary of Pricing and Inflation Rate Assumptions 
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Operations Update 
 

• During 2023, Surge successfully drilled a total of 70 gross (64.5 net) wells spending a total of $181.6 million 

including expenditures on land, facilities, and equipment. The Company focused drilling operations primarily 

on its light and medium gravity crude oil assets in the Sparky and SE Saskatchewan core areas.  
 

• The 2023 drilling program consisted of 35 gross (35.0 net) wells in the Sparky core area and 35 gross (29.5 

net) wells in SE Saskatchewan. Included in the Sparky drilling program were 3 gross (3.0 net) multi -lateral 

wells in Betty Lake, Hope Valley and Provost. The SE Saskatchewan drilling program was focused in the 

Frobisher formation - with 31 gross (26.5 net) wells. 90% of the wells targeting the Frobisher formation (28 

gross wells) were stacked multi-lateral wells.  
 

• In Q4 2023 Surge achieved an average production rate of 25,050 Boepd (86% liquids), exceeding the 

Company's 2023 public guidance production exit rate of 25,000 Boepd. Additionally, Surge achieved 

record annual production in 2023 of 24,438 boe/d (86% liquids), an increase of 15% over 2022 average 

production of 21,262 Boepd.  
 

• The Company achieved record annual production volumes in both its Sparky and SE Saskatchewan 

core operating areas in 2023. Sparky annual volumes grew 23% to average 2023 production of more than 

10,900 Boepd, and SE Saskatchewan annual volumes increased 45% to an average 2023 production level 

of 7,750 Boepd.  
 

• During 2023, Surge safely executed 8 operated gas plant and oil battery turnarounds at Valhalla, Provost, 

Betty Lake, Lakeview and Steelman. In addition, the Company experienced 4 additional turnarounds at 

facilities operated by third parties (including the Sexsmith, Keyera, Steel Reef and TCPL gas plant 

turnarounds). Although several of these turnarounds were budgeted for by the Company, the impact of the 

unscheduled turnarounds, in addition to non-core dispositions, reduced production for 2023 by approximately 

450 Boepd.  
 

• Surge has continued the Company's operational momentum into early 2024, with 4 drilling rigs active in its 

Sparky and SE Saskatchewan core areas. Surge plans to drill 70 gross (70.0 net) wells in 2024, comprised 

of 37 gross (37.0 net) Sparky wells and 33 gross (33.0 net) SE Saskatchewan wells, with total capital 

expenditures budgeted at $190 million.  
 

• In the Sparky core area, Surge's 2024 capital program will consist of 25 gross (25.0 net) net single-leg frac'ed 

Sparky horizontal wells, 8 gross (8.0 net) net multi-leg Sparky wells, and 4 gross (4.0 net) horizontal wells in 

the Lloydminster formation. In 2024, Management is focused on the continued growth of Surge's multi-lateral 

well footprint in the Mannville stack, with approximately 30% of drilling capital directed to multi-lateral 

development.  
 

• The Company commenced Surge's winter drilling program in December of 2023, and has now completed 

the drilling of 14 gross (14.0 net) Sparky locations and 15 gross (14.5 net) wells in SE Saskatchewan. All 

wells from both the Q1 2024 Sparky and SE Saskatchewan drilling programs are anticipated to be completed 

and on production prior to March 31, 2024. 
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Hedging Details 
 
 

 
 
 
 
Outlook: Premium Asset Quality Drives Superior Returns 
 

• Ownership of more than 3.1 billion of net (internally estimated) original oil in place (“OOIP”); with an estimated 

7.7 percent recovery factor;  

• Estimated 2024 average production 0f 25,000 Boepd (87% liquids);  

• Estimated 24% annual corporate decline;  

• Estimated 2024 cash flow from operating activities of $295 million; < Based on $75US/bbl WTI 

• $48 million annual cash dividend ($0.48 per share annual dividend, paid monthly);  

• More than 1,000 (net) internally estimated drilling locations providing a 13-year drilling inventory;  

• $1.2 billion in tax pools (approximate 4 year tax horizon at US$75 WTI pricing);  

• Total Proved plus Probable net asset value ("NAV") of $17.63 per share and Total Proved NAV of $11.27 

per share.  
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Corporate Guidance for 2024 
 

 

 



   

Our newsletters, company profiles and the information contained herein are strictly the opinion of the publishers (Energy Prospectus Group, a Division of DMS Publishing, LLC) and is intended for informational 
purposes only. Readers are encouraged to do their own research and due diligence before making any investment decisions. The publishers will not be held liable for any actions taken by the reader. Although 

the information in the newsletters and company profiles has been obtained from resources that the publishers believe to reliable, DMS Publishing, LLC dba Energy Prospectus Group does not guarantee its 

accuracy. Please note that the publishers may take positions in companies profiled. 

 

 

 

 

Net Income and Cash Flow Forecast Model 
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