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Surge Energy Inc. 

September 8, 2025 

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.  Since 2023 the 

Company’s focus shifted to using free cash flow to shore up their 

balance sheet.  Surge has increased their dividend twice since 2023, 

and I expect them to reach their Phase 3 debt target by Q1 2026. 

 

During 2024 Surge closed non-core asset sales in Q2 and Q4.  All of the 

cash proceeds were used to pay down debt.  Surge reached Phase Two of their debt repayment goals and their 

monthly dividends increased in August 2024 to $0.043333/share ($0.52/year) for annualized yield of 7.86% based 

on the current share price.  I expect them to increase the dividend again early in 2026. 

 

Oil Discovery adds “Running Room”:   In early 2024 Surge announced a significant, new Sparky oil discovery at 

Hope Valley (See map on page 7), where it holds 32.5 net sections of contiguous leases in the play.  The 

development and delineation of Surge's Hope Valley Sparky discovery continued in 1H 2025 with the drilling of four 

additional multi-lateral horizontal wells in Q1 and three more in Q2 2025. These wells were drilled with 12 lateral 

legs each, accessing an average of 14,500 meters of shallow, conventional Sparky sandstone reservoir per well, 

utilizing the application of modern multi-lateral open hole drilling technology.  Q2 2025 production exceeded my 

forecast thanks to the new Hope Valley wells. 
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Surge Energy Inc. 

September 8, 2025 

Second Quarter 2025 Message to Shareholders 

 

During Q2/25, WTI crude oil prices averaged US$63.88 per barrel, and Surge generated adjusted funds flow (“AFF”) 

of $72.8 million, with cash flow from operating activities of $56.3 million.  

 

Strong drilling results in the Company’s Sparky and SE Saskatchewan core areas continue to drive production 

outperformance, as compared to Surge’s 2025 budget guidance press released on December 19, 2024.  

 

In the 1H/25, Surge’s average production was 23,579 Boepd (89 percent liquids), more than 1,000 Boepd ahead 

of the Company’s 22,500 Boepd production guidance for 2025. In Q2/25, Surge’s production averaged 23,589 

Boepd (89 percent liquids), also above the Company’s budgeted average 2025 production estimate. This consistent 

production outperformance is primarily due to continued, successful drilling results in Surge’s two core operating 

areas.  

 

At Hope Valley in the Company’s Sparky core area, Management is encouraged by the lower decline production 

profile of the initial wells drilled in the play. Notably, the key discovery well at Hope Valley (09-30-046-4W4) has 

now been on production for 17 months, with cumulative production of more than 73,000 bbl. This well is 

currently producing significantly above Surge’s internal type curve expectations.  

 

Based on these consistent core area drilling results, Surge is now upwardly revising the Company’s 2025 

average production guidance from 22,500 Boepd to 23,000 Boepd. Additionally, with the improved capital 

efficiencies experienced in its Sparky and SE Saskatchewan core areas, Surge is also reducing its capital 

expenditure budget guidance for the year. The Company now anticipates spending $155 million on property, plant, 

and equipment in 2025, a decrease of $15 million from Surge’s previous capital guidance of $170 million. 

 

On this basis, the Company’s capital efficiencies are now projected to have improved by more than 20 percent year 

over-year, with annual capital expenditures dropping by over $40 million, from $195.1 million in 2024 to an estimated 

$155 million in 2025. < If oil prices do rebound in 2026, Surge can ramp up their drilling program. 

 

The combination of increased 2025 production guidance levels, together with lower than budgeted exploration and 

development expenditures and net operating expenses, has resulted in an increase to the Company’s estimated 

2025 free cash flow (“FCF”). Surge’s 2025 annualized FCF is now forecasted to increase to $105 million from the 

previously budgeted $85 million.  < Surge has a good habit of beating their production guidance, so I expect actual 

free cash flow to be higher. 

 

My Fair Value Estimate for SGY.TO is $10.00Cdn/share 
Compares to TipRanks’ consensus price target of $9.30Cdn 

 

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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Surge Energy Inc. 

September 8, 2025 

 
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 < 2025 free cash flow should exceed $105Cdn million; $20 million higher 

than our last profile update. 

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

decommissioning liability 
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Surge Energy Inc. 

September 8, 2025 

Second Quarter 2025 Financial and Operational Highlights (in $Canadian dollars) 

• Higher than budgeted average daily production of 23,589 Boepd (89 percent liquids). 

• Generating $72.8 million of After Tax Funds Flow (AFF),  with WTI crude oil prices averaging US$63.88/bbl.  

• Decreased net operating expenses by 16 percent over the past year, from $20.31 per boe in Q2/24 to $17.08  

• per boe in Q2/25;  

• Drilled 5 gross (5.0 net) wells in the quarter;  

• Distributed $12.9 million to Surge’s shareholders by way of the Company’s $0.52 per share per annum  

• base dividend ($0.043333 paid monthly);   

• Decreased net debt by $16.9 million, from $246.0 million in Q1/25, to $229.1 million;   

• Returned an additional $2.2 million to shareholders by way of the Company’s stock buybacks (NCIB);  

• On an annualized basis, Q2/25 AFF represented 0.79 times Q2/25 net debt of $229.1 million; and  

• The Company’s $250 million first lien credit facility remained undrawn as at June 30, 2025, providing Surge 

with substantial available liquidity.   
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Surge Energy Inc. 

September 8, 2025 

Commencement of Phase 2 Return of Capital Framework: Share Buy Backs & Increase to Base 
Dividend 
 

• The Company has now reduced its net debt ($229.1 million at 6/30/2025) below Management's 

previously stated $250 million target and has reached Phase 2 of its Return of Capital Framework.  

• The Company now forecasts having $54 million of excess free cash flow ("FCF") (after base dividends) 

annually to allocate, based on US$65 WTI per barrel oil pricing. < Surge recently increase the volume of oil 

it has hedged for 2H 2025 and Q1 2026 to reduce oil price risk.  Surge also has natural gas hedges in place 

through Q1 2026 that are above AECO strip prices for 2H 2025.  

• Surge's Board and Management anticipate allocating the $105 million of free cash flow as follows:  

 
o $52 million will be allocated to Surge's base dividend; raising the dividend per share from 

$0.48 annually to $0.52 annually (an 8% increase) 

o $53 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 Surge’s dividends are paid the 15th of each month.  The September 15th dividend will be $0.043333 
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Surge Energy Inc. 

September 8, 2025 

Operations Update: Continued Drilling Success in Sparky and Se Saskatchewan Core Areas 

Surge's Q2/25 production averaged 23,589 Boepd (89 percent liquids), more than 1,000 Boepd ahead of the 

Company’s budgeted average 2025 production estimate of 22,500 Boepd. This continued production 

outperformance is primarily due to the ongoing, successful drilling results in Surge’s two core areas, highlighted by 

consistent open hole multi-lateral drilling success at the Company’s recent Sparky discovery at Hope Valley.    

Surge’s Q2/25 drilling program was executed with one rig drilling in the Sparky core area, and consisted of a total 

of 5 gross (5.0 net) wells drilled in the quarter.   

Development and delineation at Surge’s Hope Valley discovery continued through Q2/25, with the drilling of 3.0 

gross (3.0 net) additional open hole multi-lateral horizontal wells. These three wells were drilled with 12 lateral legs 

each, accessing an average of 15,936 meters of shallow, conventional Sparky sandstone reservoir per well. 

Additionally, drilling and production operations for all three wells were completed during spring breakup, utilizing a 

single surface multi-well pad site.    

Surge has now drilled 12 multi-lateral wells at Hope Valley that have more than three months of production data 

since development of the area began in early 2024. These 12 wells have produced at an average IP90 rate of 215 

bopd, exceeding Management’s IP90 rate type curve expectations of 168 bopd by more than 25 percent . 

Surge has now assembled 36 net sections of land at Hope Valley.  

Management is encouraged by the continued outperformance and consistency of the key discovery well drilled at 

Hope Valley. The 09-30-046-4W4 Sparky well at Hope Valley was drilled using the 12-leg design and has already 

produced over 73,000 barrels of oil over the past 17 months. The 09-30 well has generated more than $4.6 million 

of net operating income, paid out in nine months, and has paid out nearly two times in 17 months.  

In Surge’s SE Saskatchewan core area, the Company completed its 1H/25 drilling program on March 13, 2025 

prior to shutting down drilling operations due to seasonal spring breakup conditions and associated road bans. 

Following Q1/25 drilling operations, Surge has experienced lower than anticipated decline rates and higher than 

budgeted production in its SE Saskatchewan core area. Based on this production outperformance, the Company 

was able to defer capital and delay its post breakup drilling program in SE Saskatchewan into Q3/25, with drilling 

resuming in mid-July. Currently there is one drilling rig operating in SE Saskatchewan, primarily focused on 

developing the Frobisher formation at Surge’s light oil Steelman asset.  

“Running Room” is increasing: To date in 2025, Surge has drilled a total of 26.0 net wells, while adding 78.0 net 

drilling locations to its inventory in the Company’s Sparky and SE Saskatchewan core areas through organic 

Crown land sales and strategic land acquisitions. This adds to Surge’s lower risk development drilling inventory of 

more than 900 net internally identified locations (as of January 1, 2025), providing an inventory of more than 12 

years of drilling. 
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Surge Energy Inc. 

September 8, 2025 

Debt Update 
 

Given the early achievement of Surge's Phase 2 net debt target, the Company now forecasts having $53 million of 

excess FCF in 2025 to allocate after paying its current base dividend of $0.52 per share per annum to shareholders, 

at US$65 WTI pricing. The Company is expected to allocate the full $53 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. 

 

As of June 30, 2025, Surge’s net debt was $229.1 million. < Surge should reach their Phase 3 net debt target early 

in 2026, so monthly dividends should be increased in Q2 2026. 

 

As of June 30, 2025, Surge had no drawn balance on the Company's first $250 million lien credit facilities. 

Furthermore, Surge's convertible debentures do not mature until December of 2028, and the Company's senior 

unsecured notes mature in September of 2029. 
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Surge Energy Inc. 

September 8, 2025 

Hedging Details (new hedges significantly reduce oil price risk) 
 
In early January 2025, Surge Management strategically locked in attractive crude oil fixed price hedges above 

Surge's budget price of US$70 WTI, in order to protect the Company's 2025 free cash flow profile. Since our last 

profile, Surge has layered on more oil hedges for Q4 2025 and Q1 2026. 

 

Additionally, Surge strategically hedged approximately 60 percent of its net (after royalty) Western Canadian Select 

("WCS") differential exposure at an average of US$13.59 per barrel for all of 2H 2025. The Company also hedged 

approximately 40 percent of its 2H 2025 Edmonton light oil differential ("MSW") exposure at US$3.76 per barrel.  
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SGY.TO currently trades below PV10 Net Asset Value based only on Proved Reserves 
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Net Income and Cash Flow Forecast Model 
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