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EPG Commentary by Dan Steffens 
Surge Energy (SGY.TO / ZPTAF) is a Canadian upstream company in 
our High Yield Income Portfolio. Production increased by 20.5% year-
over-year in 2022 and another 14.9% in 2023.  This year, the Company’s 
focus is on using free cash flow to shore up their balance sheet.  Surge 
increased their dividend after meeting a debt reduction goal in Q2. 
 

The Company’s 1H 2024 results were in line with my forecast. 
 

During Q2 2024 Surge closed two non-core asset sales for total cash proceeds of $37.4Cdn million.  Production was 
down in Q2 because of these sales.  All of the cash proceeds were used to pay down debt.  Surge has reached 
Phase Two of their debt repayment goals and their monthly dividends increased in August.  Most of their free 
cash flow for the remainder of 2024 will go toward debt repayments and stock buybacks. Based on my forecast, 
Surge should reach Phase Three of their debt repayment goals mid-2025 and raise dividends again. 
 
Oil Discovery adds “Running Room”:  Surge announced a significant, new Sparky oil discovery at Hope Valley, 
and identified the potential for up to 100 multi-lateral drilling locations on the large, 32.5 net section contiguous land 
base that the Company now owns on the play. Surge's technical interpretation of its recent 46 square kilometer 3-D 
seismic program has allowed the Company to de-risk future drilling locations in Hope Valley. The Company has 
now drilled and brought on production three multi-lateral oil wells at Hope Valley.  The latest well brought on 
production (the first well drilled utilizing the Company's new 3-D seismic data), has exceeded Management's type 
curve expectations, with an IP90 production rate of 236 bopd. 
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Completion of the Trans Mountain Pipeline (TMX) has lowered oil price differentials in Western Canada, increasing 
realized oil prices for all of our Canadian upstream companies. 
 
Surge's forecasted 2024 annual cash flow from operating activities increases by approximately $9 million for every 
US$1 per barrel increase in the WTI price. Furthermore, every US$1 per barrel decrease in either the WCS or MSW 
differential increases the Company's forecasted 2024 annual cash flow from operating activities by approximately 
$4.5 million. A US$1 per barrel decrease in both differentials increases Surge's forecast 2024 annual cash flow by 
$9 million.  Surge’s realized oil price per barrel increased from $80.36Cdn in Q1 to $91.84 in Q2 2024. 
 

 
 
 

In Q2/24, Surge achieved average daily production of 23,918 Boepd (86.7% liquids); down 1,285 Boepd due to the 
non-core asset sales and fewer well completions in the quarter. The Company kicked off its summer drilling program 
in May and well completions will increase in Q3/24 with production expected to increase to a 2024 exit rate of 
approximately 24,500 Boepd.  Strong well results at Hope Valley should increase my valuation. 
 
 

My Fair Value Estimate for SGY.TO is $13.18Cdn/share 
Translates to a valuation of $9.75US for ZPTAF 

 
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 $95Cdn million. 

• Responsible ESG Principles – Surge deploys ongoing abandonment programs to reduce corporate 
decommissioning liability 
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Second Quarter 2024 Financial and Operational Highlights 

• Increased Adjusted Funds Flow (AFF) by more than 32 percent from $62.5 million in Q1/24 to $82.8 
million in Q2/24. < Adjusted Operating Cash Flow in 1H 2024 was $138.3Cdn million. 

• Increased cash flow from operating activities by 10 percent to $73.6 million, as compared to $66.8 million in 
Q1/24. 

• Reduced net debt by $61.2 million while also spending $36.1 million on property, plant, and equipment, 
and distributing $12.1 million in cash dividends to shareholders. 

• Repurchased more than 143,000 shares in the last two weeks of Q2/24 for approximately $1.0 
million following the recent approval and implementation of the Company's NCIB. 

• Increased the Company's First Lien Credit Facility by 40 percent, from $150 million to $210 million. 
• Drawn only $33 million, or 16 percent, on the Company's $210 million First Lien Credit Facility as at June 

30, 2024. 
• Strategically acquired a 50 percent working interest and operatorship of the 6-8 gas plant in Surge's 

core Betty Lake (Sparky) area for $3.5 million. 
• Reduced net operating expenses by 7 percent, down to $20.31/boe in Q2/24 from $21.81/boe in Q1/24. 
• Spud 11 gross (11.0 net) wells and rig released 9 gross (9.0 net) wells, with all wells expected to be 

completed and brought on stream in mid-Q3/24. 
• Safely completed three oil battery turnarounds, positioning Surge to maximize operational runtime during 

the second half of 2024. 
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Commencement of Phase 2 Return of Capital Framework: Share Buy Backs & Increase to Base 
Dividend 
 

• The Company has now reduced its net debt below Management's previously stated $250 million 
target and has reached Phase 2 of its Return of Capital Framework.  

• With the commencement of Phase 2 of the Return of Capital Framework, the Company now forecasts having 
$52 million of excess free cash flow ("FCF") (after base dividends) annually to allocate, based on US$75 WTI 
per barrel oil pricing.  

• Surge's Board and Management anticipate allocating the $52 million of excess FCF as follows:  
 

o $48 million is forecast to be directed to share buybacks and continued net debt reduction. Within 
Phase 2 of Surge's Return of Capital Framework, the Company is now targeting a return of up to 50% 
of excess FCF to its shareholders by way of share buybacks, with the remainder directed to further 
reductions to Surge's net debt; and  

o $4 million will be allocated to Surge's base dividend; raising the dividend per share from $0.48 
annually to an anticipated $0.52 annually (an 8% increase), effective for the July 15, 2024 dividend 
announcement, payable August 15, 2024. Any dividend increase will be subject to the approval of 
Surge's Board of Directors, with consideration given to the business environment at the time the 
dividend is approved. < Annualized dividend yield as of the date of this report is ~8.4% 
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Operations Update: Continued Drilling Success in Sparky and Se Saskatchewan Core Areas 

Surge began the Company's post-breakup 2024 drilling program in May, with two rigs drilling in the Sparky core area 
and one rig in the SE Saskatchewan core area. Surge remains on track to meet the Company's 2024 production exit 
rate target of 24,000 boepd. 

Surge's post-breakup 2024 drilling program consists of a total of 51 gross (50.0 net) wells, with 32 gross (32.0 net) 
wells planned in the Sparky core area and 19 gross (18.0 net) in the SE Saskatchewan core area. Two drilling rigs 
will be utilized in the Sparky core area, one of which will be drilling 8 gross (8.0 net) multi-lateral wells. Six of these 
multi-lateral wells will be drilled on Surge's large, new Sparky crude oil discovery at Hope Valley. 

The second quarter is traditionally a slow drilling activity quarter for Canadian oil and gas companies as counties 
impose annual spring road bans for moving heavy trucks and drilling equipment. Accordingly, after a successful and 
active Q1/24 drilling program, Surge focused a significant portion of its Q2/24 capital expenditures on facility, 
pipeline, and well maintenance work, as well as further land consolidation in SE Saskatchewan. Subsequent to road 
bans being lifted in late May/early June, Surge resumed drilling activity in both the SE Saskatchewan and Sparky 
core areas, with three rigs currently running. 

During Q2/24, Surge safely executed three operated oil battery turnarounds in the Sparky and SE 
Saskatchewan core areas. In addition, the Company experienced several unplanned turnarounds, outages, and 
restrictions at facilities operated by third parties, the impact of the unscheduled turnarounds reduced production in 
the quarter by approximately 400 boepd.  
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“Surge drilled two multi-lateral wells at Betty Lake and Hope Valley which achieved IP30 oil rates of 170 bpd 
and 230 bpd, respectively. The Hope Valley well is very encouraging as this could represent a meaningful 
growth area for the Company longer-term. To-date Surge has accumulated >20 sections at Hope Valley, and 
we estimate that continued success could result in >$2Cdn/share of unrisked value not currently 
incorporated in our stock valuation.” – Peters & Co. May 8, 2024  
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Debt Update 
 

Given the early achievement of Surge's Phase 2 net debt target, the Company now forecasts having $48 million of 
excess FCF annually to allocate after paying its current base dividend of $0.52 per share per annum to shareholders, 
at US$75 WTI pricing. The Company has allocated the full $48 million of this excess FCF to share buybacks and 
continued net debt reduction. 
 
As Surge reaches its Phase 3 "terminal" net debt target of $170 million, the Company's Management and Board will 
consider adding an annual production per share growth target (3 to 5 percent per year), as well as assess the efficacy 
of additional share buybacks and/or special dividends to further enhance shareholder returns. 
 
 
Hedging Details 
 

• With oil prices continuing to exceed Surge's 2024 budget guidance price of US $75 WTI, and Western 
Canadian Select ("WCS") differentials dropping well below budget levels, Surge Management has 
strategically started to lock in oil price and differential hedges at better than budget guidance price levels.  
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• Surge systematically uses primarily fixed price swaps, collars, and put purchases to lock in commodity prices 
and crude oil differentials, with the objective of protecting Surge's capital program and dividend, while 
maintaining significant exposure to the upside in crude oil prices. 

 

 
Outlook: Asset Quality Drives Superior Returns 
 

• Surge is a publicly traded intermediate oil company focused on enhancing shareholder returns through free 
cash flow generation. The Company's defined operating strategy is based on owning and developing high 
quality, large OOIP, conventional light and medium gravity crude oil reservoirs, and using proven technology 
to enhance ultimate oil recoveries.  
 

• Surge has now assembled dominant operational positions in two of the top four crude oil plays in Canada in 
its Sparky (>11,500 Boepd; 85% medium gravity oil) and SE Saskatchewan (~8,000 Boepd; 90% light oil) 
core areas, as independently evaluated by a leading brokerage firm. Over 80% of the Company's current 
production and Total Proved plus Probable NAV now comes from these two core areas.  
 

• In the second half of 2024, Surge will continue to execute an active drilling program in both the Sparky and 
SE Saskatchewan core areas, with a total of 50 gross (46.7 net) wells budgeted to be drilled.  
 

• Surge remains on track to meet or exceed its production guidance for 2024.  
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SGY.TO trades below PV10 Net Asset Value (Hope Valley Discovery should increase PV10 NAV) 
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Surge Energy Inc. (SGY.TO  and ZPTAF)
Net Income and Cash Flow 2022 - 2025 (last updated 9/4/2024) < Cash proceeds of $37.4Cdn million
($Thousands)    paid down debt.

Actual Actual Actual Actual Actual Actual Actual Forecast Forecast Forecast
Actual Qtr1 Qtr2 Qtr3 Qtr4 Year Qtr1 Qtr2 Qtr3 Qtr4 Year Forecast
2022 2023 2023 2023 2023 2023 2024 2024 2024 2024 2024 2025

REVENUES:
  Oil, NGL and natural gas sales $727,228 $161,970 $155,477 $184,475 $168,453 $670,375 $158,167 $173,173 $167,258 $181,446 $680,044 $739,455 < Forecast Revenues include effect of hedges
  Processing and other income 7,242 2,534 1,700 1,812 1,734 7,780 2,504 2,254 2,000 2,500 9,258 10,000    which are broken out below when actuals are reported
  Less: Royalties (127,548) (29,042) (25,852) (33,384) (31,235) (119,513) (30,144) (27,501) (31,779) (34,475) (123,899) (140,497) < 19% in 2024 and 2025
  Commodity derivatives - cash settlements (98,145) (1,995) (1,985) (1,535) 2,351 (3,164) 137 (3,149) 0 0 (3,012) 0
  Commodity derivatives - Non-cash MTM 27,913 3,606 (846) (8,445) 10,941 5,256 (15,054) 9,587 0 0 (5,467) 0

    Total Revenues 536,690 137,073 128,494 142,923 152,244 560,734 115,610 154,364 137,479 149,471 556,924 608,959

EXPENSES:
  Operating expenses 160,133 52,892 47,774 47,988 47,602 196,256 51,937 45,896 45,885 46,368 190,086 187,793 < $21.00 / boe 
  Gathering, processing & transportation 11,272 4,047 3,395 2,902 3,411 13,755 2,663 2,630 2,731 2,760 10,784 11,178 < $1.25 / boe
  G&A 16,626 4,610 4,791 4,716 5,041 19,158 5,126 5,157 5,300 5,400 20,983 22,000
  Transaction and other costs 3,679 352 324 310 437 1,423 775 702 500 500 2,477 2,000
  Share based compensation 4,925 1,815 2,740 2,302 1,916 8,773 1,646 1,940 2,000 2,500 8,086 10,000
  DD&A 142,316 44,357 44,740 50,658 57,719 197,474 46,837 44,831 45,885 46,368 183,921 187,793 < $21/boe
  Impairment 0 0 0 0 59,150 59,150 0 96,495 0 0 96,495 0
  Financing expense 35,097 11,903 11,369 12,247 12,633 48,152 11,866 11,834 11,700 11,500 46,900 44,000  Total debt going down but interest rate increased
  (Gain) loss on disposal of assets 3,240 0 (3,883) 0 (145) (4,028) 0 29,764 0 0 29,764 0

   TOTAL EXPENSES 377,288 119,976 111,250 121,123 187,764 540,113 120,850 239,249 114,001 115,396 589,496 464,763

NET INCOME BEFORE TAXES 159,402 17,097 17,244 21,800 (35,520) 20,621 (5,240) (84,885) 23,478 34,075 (32,572) 144,196
INCOME TAXES
   Current 0 0 0 0 0 0 0 0 0 0 0 0 < Large "Tax Pools" eliminate all current taxes
   Deferred (72,316) 2,308 3,189 5,217 (5,844) 4,870 (1,610) (20,192) 5,400 7,837 (8,565) 33,165 < 23% 2024

EBITDA
NET INCOME $231,718 $14,789 $14,055 $16,583 ($29,676) $15,751 ($3,630) ($64,693) $18,078 $26,238 ($24,007) $111,031 $283,075

Common Stock outstanding (thousands) 96,477 100,314 100,314 100,314 100,314 100,314 100,460 100,460 100,460 100,460 100,460 95,000 < 2024 is stock o/s on 6/30/2024
Earnings per share $2.40 $0.15 $0.14 $0.17 ($0.30) $0.16 ($0.04) ($0.64) $0.18 $0.26 ($0.24) $1.17    Stock Buyback starting in 2H 2024
NOTE: Current First Call Estimated EPS ($0.04) ($0.64) $0.40 $0.30 $0.02 $2.65 < First Call's EPS forecasts in Cdn dollars

280,396$   59,951$     62,801$     84,288$     68,451$     275,491$     57,832$     80,420$     70,363$     77,943$     286,558$   309,988$     < 2024 CapEx estimate is $190Cdn million (7/30)
Cashflow per share (before CapEx) $2.91 $0.60 $0.63 $0.84 $0.68 $2.75 $0.58 $0.80 $0.70 $0.78 $2.85 $3.26 < Valuation of 4.5 X 2023 to 2025 CFPS = 13.18$        < Cdn

$2.85 $3.26 < Velocity Trade Cap EPG PT in US dollars 9.75$          < $US @74%
PRODUCTION First Call Price Target 11.63$        < $Cdn >>>
  Crude Oil (bbls/d) 17,413 21,055 19,758 20,188 20,741 20,436 20,620 19,628 19,713 19,920 19,970 20,335 < 83.0% 10 Analysts now covering Surge shown here >
  NGLs (bbls/d) 708 721 629 659 808 702 860 856 855 816 847 882 < 03.6% Average price target is: 12.05$        < $Cdn
  Natural Gas (Mcf/d) 18,846 20,172 18,458 19,564 21,005 19,800 20,539 18,805 19,095 19,584 19,506 19,992 < 13.4% BMO Cap 7/31/2024 8.12$          < $US

boepd 21,262 25,138 23,463 24,108 25,050 24,438 24,903 23,618 23,750 24,000 24,068 24,500 < Guidance for Q4 2024 is 24,000 Boepd
PRODUCT PRICES 20.5% 14.9% -1.5% 1.8% < YOY production growth
  Crude Oil 90.48 80.57 82.06 96.54 86.89 86.51 80.36 91.84 89.21 95.70 89.28 95.00$        < See impact of hedges below-$10 Differential after Q2
  NGLs 64.89 55.78 46.16 52.34 48.68 50.74 50.25 45.85 46.00 48.00 47.53 50.00$        
  Natural Gas 5.41 2.03 1.97 2.52 2.68 2.30 1.92 1.41 1.05 1.37 1.44 2.50$          < See impact of hedges below-$1.00 Differential
Gross Revenue check (prod * ave price) 629,051 159,975 153,492 182,940 170,804 674,926 158,304 170,024 167,258 181,446 675,667 739,455

158,304 170,024 180,300 166,200 674,828 823,000 < First Call's Revenue Estimates in $Cdn

Enerplus Asset Acq closed on 12-19-2022

Canadian Dollars

Commodity Prices in $Cdn net of hedges Commodity Prices in $Cdn net of hedges

Canadian Dollars
Non-Core Asset Sales in Q2 lowered production by ~1,200 Boepd

 

 

 

Net Income and Cash Flow Forecast Model 
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