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EPG Commentary by Dan Steffens 

Peyto Exploration & Development Corp. (PEY.TO and PEYUF) is a 

Canadian mid-cap natural gas producer, ranking fifth nationally, and 

operates conventional gas fields within Alberta's Deep Basin.  

The company was recently included in our High Yield Income Portfolio 

and currently offers an annual dividend yield of approximately 6% as 

of this report. Based on the 2026 forecast, Peyto is positioned to 

potentially increase its dividend distribution in the coming year. 

 

The company delivered robust Q3 2025 results. 

Peyto has communicated a strategic objective to grow production by 8% to 10% annually and possesses more than 

sufficient proved plus probable (2P) reserves totaling 8.2 trillion cubic feet (TCFE) to meet or surpass this target. 

 
 

 
 

Although natural gas prices remained low in Western Canada during 2025, Peyto is experiencing one of its most 

successful years both financially and operationally. In the second quarter of 2025, natural gas prices reached multi -

year lows due to elevated storage inventories following a mild 2024/2025 winter. Nonetheless, Peyto has 

demonstrated robust financial performance, supported by an effective hedging strategy, a diversified market portfolio, 

record-setting well results, and a consistently industry-leading cost structure. 

Management 
 

JP Lachance – President and CEO 

Riley Frame – COO, VP Engineering  

Todd Burdick – VP Production 

Tavis Carlson – VP CFO 

Lee Curran – VP Drilling & Completions 

Derick Czember – VP Land & Business Dev. 
 

www.peyto.com 

https://www.peyto.com/Officers.aspx#BHcollapse1
https://www.peyto.com/Officers.aspx#BHcollapse3
https://www.peyto.com/Officers.aspx#BHcollapse4
https://www.peyto.com/Officers.aspx#BHcollapse6
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Here is what I like about Peyto 

 
Free Cash Flow from Operations locks in sustainable dividends 

Peyto reported Q3 2025 cash flow of $0.98/share (diluted), slightly above consensus and estimates.  This is more 

than enough to cover the $0.33/share of dividends paid during the quarter. 

 

Growth Potential 

The investment community often overlooks Peyto’s superior position with industry-leading gas processing capacity 

and robust medium-term growth potential.  It has over a decade of high-quality “Running Room” in the Deep Basin. 

 

Hedging Strategy 

Peyto's rolling hedge program should allow it to capitalize on macro tailwinds of improving natural gas prices through 

late 2026.  During the nine months ending September 30, 2025 Peyto has received cash settlements on their hedges 

of $192.7Cdn million. 
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Peyto’s Q3 2025 Earnings Call  

 

The earnings call showcased Peyto’s solid financial and operational performance, including effective hedging and 

plans for growth. The company achieved solid financial results despite some challenging weather, low AECO natural 

gas prices, and higher government costs. 

 

In Q3 2025, Peyto saw production per share rise by 5%, with total output stable at about 130,000 BOEs/day. Cash 

costs fell to $1.21/Mcfe, the lowest since the Repsol Canada acquisition. Despite weak AECO prices, successful 

hedging delivered an average gas price of $3.57Cdn/Mcf. Funds from operations rose 29% to nearly $200 million with 

a 29% profit margin. Capital spending reached $126 million, focusing on infrastructure and expansion projects. 

Supported by a $1.05 billion credit facility, Peyto expects record 4th quarter production and aims for a December exit 

rate of more than 140,000 BOEs/day. For 2026, Peyto plans to invest $450–500 million, drill 70–80 wells, and 

potentially add 43,000–48,000 BOEs/day, continuing its balanced hedging strategy. 
 

  

My Fair Value Estimate for PEY.TO is $25.00Cdn/share 

Compares to First Call’s price target of $23.45Cdn 
 
Disclosure: I have a long position in PEYUF. I do not intend on buying or selling any shares 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 report. 
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PEYTO Exploration & Development, Corp. is focused on the Alberta Deep Basin, which is a geologic setting 

situated on the northeastern front of the Rocky Mountain belt in the deepest part of the Alberta sedimentary basin.  

 

The Company also owns Repsol Canada Energy Partnership (Repsol Assets). Repsol Assets includes approximately 

23,000 barrels of oil equivalent per day (boe/d) of low-decline production that is heavily weighted to natural gas, 

455,000 net acres of mineral land and interests in five operated gas plants in the Alberta Deep Basin directly adjacent 

to the Company’s Greater Sundance area. 

 

  
 

 

Since its inception in 1998, Peyto has deliberately focused its attentions on exploring and developing the vast, sweet, 

liquids-rich, natural gas resources uniquely trapped in this basin.  
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A lack of mobile water throughout the thick, tight Cretaceous aged sandstone formations results in higher reserve 

recovery with lower recovery risk and more predictable production profiles than conventional reservoirs. Over time, 

Peyto's engineers and geoscientists have developed expertise at the efficient and profitable extraction of this resource 

basin through economically and environmentally sustainable development. 
 

 
 

The multiple stacked formations within the Cretaceous aged sandstone rocks contain a large volume of liquids-rich, 

sweet natural gas that can be commercially developed using the latest horizontal multi-stage fractured well designs. 

 

As a result, Peyto can re-use a single collection of surface infrastructure including roads, pipelines, well sites, and 

processing facilities to develop the various layers over time. This allows for concentrated development and production 

operations that are more efficient resulting in less land disturbance and reduced environmental impact. 

 

The Peyto strategy has been one of the most consistent strategies in the Canadian Energy industry over the last two 

and a half decades and has focused simply on maximizing the returns on shareholders’ capital by investing that capital 

into the profitable development of long life, low cost, and low risk natural gas resource plays.  

 

Peyto’s strategy of maximizing returns doesn’t just focus on the efficient execution of exploration and production 

operations in the field but continues in the head office where the management of corporate costs, including the cost 

of capital, is carefully controlled to ensure true returns are ultimately realized. The alignment of goals between what is 

good for the Company, its shareholders, its employees and what is good for the environment and all stakeholders is 

critical to ensuring the greatest returns are achieved. Evidence of Peyto’s success deploying this strategy through the 

years is illustrated in the following table. 
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Third Quarter 2025 Highlights (all in $Canadian dollars) 
 

• Peyto reported $198.9 million in funds from operations ("FFO"), or $0.98/diluted share, and generated $69.1 

million of free funds flow in the quarter.  Strong FFO was driven by the Company’s industry-leading low cash 

costs and realized natural gas price after hedging and diversification of $3.57/Mcf, or 3.3 times the AECO 7A 

monthly benchmark.  < Peyto has an excellent gas marketing team.  It’s much higher realized natural gas 

prices than peers is why it is my Top Pick for more exposure to the natural gas market in Western Canada.       

 

• Earnings for the quarter totaled $90.7 million, or $0.45/diluted share, and Peyto returned $66.4 million as 

dividends to shareholders.  

 

• Third quarter production volumes averaged 129,762 boe/d (684.9 MMcf/d of natural gas, 15,611 bbls/d of 

NGLs), an 8% increase year over year (5% on a per share basis), driven by the Company's successful capital 

program. 

 

• Peyto recorded $89.2 million in realized hedging gains and exited the quarter with a hedge position protecting 

approximately 450 MMcf/d and 429 MMcf/d of natural gas production for Q4 2025 and 2026, respectively, at 

over $4/Mcf. Peyto’s natural gas and liquid hedging has secured over $715 million of revenue for 2026.  
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• Cash costs totaled $1.21/Mcfe for the quarter, including royalties of $0.08/Mcfe, operating expense of 

$0.51/Mcfe, transportation of $0.30/Mcfe, G&A of $0.06/Mcfe and interest expense of $0.26/Mcfe. This 

represents the lowest quarterly cash costs (with or without royalties) since the acquisition of Repsol Canada 

Energy Partnership in Q4 2023 as the Company strives to reduce costs to pre-Repsol levels. Regardless, 

Peyto remains an industry leader in low cash costs amongst Canadian producers in the oil and natural gas 

industry.   

 

• Total capital expenditures of $126.3 million were recorded in the quarter.  Peyto drilled 20 wells (20.0 net), 

completed 16 wells (16.0 net), and brought 18 wells (18.0 net) on production.   The Company also 

commissioned a new field compressor station in the Sundance area in the quarter.     

 

• Net debt was reduced by $20.5 million in the quarter and by $126.1 million from December 31, 2024 to $1.22 

billion at the end of the quarter.   

 

• Peyto delivered a historically strong operating margin of 72% and profit margin of 29%, resulting in an 11% 

return on capital employed ("ROCE") and a 13% return on equity9 ("ROE"), on a trailing 12-month basis.    

 

• The Company has preliminary plans to invest $450 to $500 million in capital for 2026 and expects to add 

between 43,000 to 48,000 Boe/d of new production from the development program to offset base production 

decline estimated between 26-28%.  
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Third Quarter 2025 Financial and Operating Results (in $Canadian dollars) 

 

• Production averaged 129.8 Mboe/d, up 8% year over year, but 1.5% lower than Q2 2025 as Peyto navigated 

wet weather in July, turnarounds at two operated Peyto plants and low natural gas prices. The Company 

prudently shut in some dry gas production volumes at times during September when AECO/Empress natural 

gas prices fell below zero. Although Peyto did not have exposure to these prices, the Company elected to save 

reserves and fulfill downstream physical contracts with gas purchased at negative prices.    

 

• The AECO 7A monthly index fell 52% from Q2 2025, averaging $0.94/GJ for the quarter due to seasonally 

high storage levels and ongoing pipeline maintenance.  The U.S. benchmarks continued to fare better than 

AECO, with the NYMEX Henry Hub (last day) index averaging US$3.07/MMBtu in the quarter, down only 11% 

from Q2 2025.    

 

• Peyto’s diversified market exposure to Ventura, Chicago, Dawn/Parkway and the Cascade Power Plant, 

coupled with approximately 74% of gas volumes hedged at fixed prices for the quarter, resulted in an all-in 

realized natural gas price of $3.57/Mcf ($3.10/GJ), or 3.3 times the AECO 7A index.    

 

• Peyto’s disciplined risk management strategy, combined with its low-cost structure, generated FFO of $198.9 

million, which funded $126.3 million of capital expenditures and $66.4 million of shareholder dividends.    

 

• Despite the higher capital activity levels, the Company's net debt was reduced by $20.5 million in the quarter.  
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Activity Update 
 

 

• Since the start of the fourth quarter, Peyto has continued with a five-rig drilling program spread across the 

Sundance and Brazeau core areas with 12 wells (10.8 net) drilled, 15 wells (14.5 net) completed, and 12 wells 

(12 net) brought on production.  The recent drilling program has delivered strong initial production results in 

the fourth quarter as Peyto continues to focus on high rate Notikewin and Falher targets which are expected 

to ramp up production into improving winter prices.  Peyto has been pleased with the performance of the 

additional rig and intends to continue with five rigs for the remainder of the 2025 program and through Q1 2026, 

assuming spot natural gas prices remain supportive.  

 

• This past October marks Peyto’s 27th anniversary of successful operations exclusively in Alberta’s Deep Basin. 

After all these years, the Company continues to find new prospects, apply new technologies, and harvest 

opportunities in Peyto’s existing core areas, achieving great results and returning profits to shareholders.  
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Capital Expenditures 
 

• Peyto contracted a fifth rig in September to catch up on lower-than-expected summer drilling activity. Peyto 

drilled 20 gross (20.0 net) horizontal wells in the third quarter including 10 Notikewin, 3 Wilrich, 3 Falher, 2 

Viking, and 2 Bluesky wells in the core Sundance and Brazeau areas. The Company also completed 16 gross 

(16.0 net) wells and brought 18 gross (18.0 net) wells on production in the quarter, resulting in total well -related 

capital expenditures of $92.6 million.  

 

• The capital program focused on drilling prolific zones in the Notikewin, Falher, and Bluesky, where initial results 

came in better than expected, and will contribute to a new production wedge being brought on in the fourth 

quarter for the winter season. Additionally, Peyto invested $33.3 million in gathering and processing facilities 

in the third quarter that included construction of a new field compressor station in Sundance, turnarounds at 

the Oldman plants, and pipeline de-bottlenecking in the Nosehill and Swanson areas of Sundance.   

 
• The Sundance field compressor, which came in under budget, re-directs low pressure, liquids-rich gas wells 

to the Edson gas plant to make room in the gathering system for future drilling activity.  Drilling and completion 

costs per meter were slightly higher in the quarter due to shorter laterals related to the composition of the well 

species. Peyto’s historical drilling and completion costs are summarized in the following table.  

 
 

   
 

 

• Peyto also spent $0.4 million during the quarter on acquiring mineral rights and divested a minor property for 

$0.5 million.   
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Commodity Prices and Realizations  
 

• In the third quarter, Peyto realized a natural gas price after hedging and diversification of $3.57/Mcf, or 

$3.10/GJ, 3.3 times the average AECO 7A monthly benchmark of $0.94/GJ, driven by realized hedging gains 

and the Company's market diversification to non-AECO hubs. Peyto’s natural gas hedging activity resulted in 

a realized gain of $1.38/Mcf ($87.0 million) while Peyto’s diversification activities, including its gas supply 

agreement with the Cascade Power Plant, contributed $1.11/Mcf (net of diversification costs) in the quarter.    

 

• Condensate and pentanes averaged $83.24/bbl for the quarter, down 18% year over year, due to falling 

benchmark oil prices over the same period. Other NGL volumes were sold at an average price of $27.04/bbl, 

or 30% of Canadian dollar WTI.  Peyto's combined realized NGL price was $56.75/bbl before hedging, and 

$58.33/bbl including a realized hedging gain of $1.58/bbl ($2.3 million) in the third quarter. 
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Netbacks  
 

• The Company’s realized natural gas and NGL sales yielded a combined revenue stream of $3.07/Mcfe before 

hedging gains of $1.24/Mcfe, resulting in a quarterly net sales price of $4.31/Mcfe, 10% higher than the 

$3.93/Mcfe realized in Q3 2024. Cash costs totaled $1.21/Mcfe in the quarter, 16% lower than $1.44/Mcfe in 

Q3 2024 due to decreased royalties, operating and interest costs.  

 

• Operating costs totaled $0.51/Mcfe, down from $0.54/Mcfe in Q3 2024. Operating costs were also down from 

Q2 2025 despite lower production volumes, reflecting the Company’s continuous pursuit of cost efficiency.  

The Company's cash netback (net sales price including other income, net marketing revenue, realized gain on 

foreign exchange, less total cash costs) was $3.14/Mcfe, resulting in a solid 72% operating margin. Historical 

cash costs and operating margins are shown in the following table: 

 

  
 

• Depletion, depreciation, and amortization charges of $1.33/Mcfe, along with provisions for current tax, deferred 

tax, performance-based compensation and stock-based compensation resulted in earnings of $1.27/Mcfe, for 

a 29% profit margin. Dividends to shareholders totaled $0.93/Mcfe. 
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Hedging and Marketing   
 

• The Company has been active in hedging future production with financial and physical fixed price contracts to 

protect a portion of its future revenue from commodity prices and foreign exchange volatility. The following 

table summarizes Peyto's hedge position for the fourth quarter of 2025, calendar 2026, and calendar 2027. 
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Credit Facility Amendment and Extension   
 

• On October 23, 2025, the Company entered into an agreement with its syndicate of lenders to amend and 

extend its credit facilities, which increased the revolving credit facility to $1.05 billion from $1.0 billion and 

extended the maturity date to October 23, 2029, from October 13, 2027.  There was no change in Peyto's 

borrowing costs or the financial covenants in the amended agreement.  Additionally, effective October 23, 

2025, Peyto repaid the $50 million outstanding balance under its term loan facility using proceeds from the 

increased revolving credit facility and terminated the term loan facility. 

 

• The credit facility extension, along with Peyto’s long-term notes, provides the Company with a strong liquidity 

position to execute its business plan over the next four years.  

 

 

2026 Preliminary Budget and Plans   
 

• Peyto’s preliminary capital budget for 2026, set at $450–$500 million, includes a low-risk development 

program targeting multiple formations across all core areas with a larger portion expected in the Greater 

Sundance area, leveraging successful drilling results from 2025. The Company expects to continue with five 

drilling rigs at the start of the year for this capital program and will modify investments, as necessary, depending 

on market conditions. The program is expected to drill between 70–80 horizontal wells, with well-related costs 

representing approximately 80% of the 2026 budget. 

 

• Facility spending planned for 2026 includes a major pipeline looping project in the Sundance area to 

accommodate future well development.  Other facility projects include minor turnarounds at plants in the 

Sundance area, multiple pipeline optimization and debottlenecking initiatives, and plant optimization projects. 

These projects will increase reliability and lower long-term operating costs, leveraging Peyto’s operated 1.4 

Bcf/d of net gas processing capacity. Additionally, the Company plans to spend approximately $13 million on 

closure related activities to reduce abandonment retirement obligations.   

 

• While specific details of the budget will be finalized in early 2026, the capital program is estimated to add 

approximately 43,000 to 48,000 boe/d of new production by the end of the year and more than offset annual 

forecasted decline of between 26–28%. The program will be designed to add production throughout 2026 and 

will remain flexible, as always, to allow Peyto to react to changes in commodity prices, service costs and the 

global economic environment. 
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Outlook  
 

• The Company remains on track to execute the 2025 capital program within the $450–$500 million capital 

guidance and exit the year with production volumes at approximately 145,000 boe/d for December.  

 

• Peyto remains bullish on the outlook for natural gas going forward as local natural gas demand continues to 

grow to support increasing electrification, growing oil sands production and economic development in the 

province. LNG Canada continues to ramp up production at their new facility and should reach full capacity in 

2026. In the US, demand for natural gas is steadily growing with increasing power demand and LNG exports. 

The US has added over 3 Bcf/d of LNG export capacity in 2025, recently setting new daily records over 17 

Bcf/d, and is expected to add another 12 Bcf/d of capacity by the end of the decade. Peyto is well positioned 

to take advantage of the constructive outlook for natural gas demand while the Company’s disciplined hedging 

program and diversification to multiple demand markets helps to protect revenues for the short term. 

Additionally, Peyto’s resilient strategy focuses on maintaining low cash and finding costs with its long-life 

reserves, which supports the capital program, future dividends and continued strengthening of the balance 

sheet for shareholders. 

 

  
 

 

 



 

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. 

 

PEYTO Exploration & Development,  
Corp.  

 
 December 18, 2025 

 

  



 

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. 

 

PEYTO Exploration & Development, Corp. 
 
 
 

 

 

 

Net Income and Cash Flow Forecast Model 

 
 
 
  
 
  

December 18, 2025 


