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December 21, 2025 

EPG Commentary by Dan Steffens 

Surge Energy (SGY.TO / ZPTAF) is a Canadian upstream company in 

our High Yield Income Portfolio. The company achieved production 

growth of 20.5% year-over-year in 2022, followed by an additional 14.9% 

increase in 2023. Since 2023, Surge Energy has prioritized using free 

cash flow to strengthen its balance sheet. The company has raised its 

dividend twice since 2023.  

 

In August 2024 Surge attained Phase Two of its debt repayment 

objectives, and increased its monthly dividend to $0.043333 per share ($0.52 annually), resulting in an annualized 

yield of 7.93% at the current share price. Based on my forecast, Surge should reach its Phase 3 debt target by the 

second quarter of 2026.  In 2H 2026 additional free cash flow after dividends is anticipated to be allocated towards 

share repurchases if the share price remains below what management believes is net asset value per share. 

 

Oil Discovery Provides Further Growth Opportunities: In early 2024, Surge announced a significant Sparky oil 

discovery in the Hope Valley area, where it holds 32.5 net sections of contiguous leases. Production from new Hope 

Valley wells in 2025 have exceeded initial forecasts. Continued development and delineation of the Hope Valley 

Sparky discovery in 2025 included drilling four multi-lateral horizontal wells in the first quarter, three in the second 

quarter, and five in the third quarter. Each well incorporated twelve lateral legs, accessing an average of 14,500 

meters of shallow, conventional Sparky sandstone reservoir. Six additional wells are scheduled for the fourth quarter 

of 2025, utilizing advanced multi-lateral open hole drilling technology. 
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December 21, 2025 

Third Quarter 2025 Message to Shareholders 

 

During Q3/25 WTI crude oil prices averaged US$64.81 per barrel, and Surge generated adjusted funds flow 

("AFF") of $70.1 million, with cash flow from operating activities of $66.4 million. In the third quarter of 2025, the 

Company spent $32.8 million on property, plant, and equipment, resulting in free cash flow ("FCF") of $37.2 

million. On this basis, FCF represented 53 percent of AFF in Q3/25 and 2.9 X dividend coverage. 

 

Continued strong drilling and waterflood results in the Company's Sparky and SE Saskatchewan core areas continue 

to drive production outperformance, as compared to Surge's revised 2025 budget guidance press released on July 

28, 2025. In Q3/25, Surge's production averaged 23,622 Boepd (88 percent liquids), more than 1,100 Boepd 

above the Company's budgeted average 2H/25 production estimate of 22,500 Boepd. 

 

At Hope Valley, the Company continues to experience better than anticipated well results from its open hole multi-

lateral ("OHML") drilling program. Surge has drilled 12 gross (12.0 net) OHML wells at Hope Valley in 2025, with 

average IP90 production rates of 216 bopd. These results are 34 percent better than the Company's 

independent reserve auditor IP90 Total Proved type curve expectations of 162 bopd. Surge successfully drilled 

and brought on production 5 gross (5.0 net) wells in Hope Valley in Q3/25, and the Company anticipates drilling a 

further 6 gross (6.0 net) Sparky wells in Q4/25. < Surge’s recently released production guidance for 2026 (23,000 

Boepd) is still based on the Company’s independent reserve auditors IP90 type curves. 

 

Additionally, over the last 12 months, the Company has drilled 20 single lateral multi-frac wells in the Sparky core 

area, where Surge has employed new high-density frac technology. This approach has doubled the number of frac 

stages per 1,400m lateral from 26 to 52 stages per well, representing an additional cost increase of approximately 

15 percent ($0.3 million per well). This has resulted in a 50 percent increase in IP90 average production rates 

as compared to Surge's previous single lateral Sparky wells. 

 

In Q3/25, net operating expenses were $17.69 per boe, a decrease of $1.12 per boe (6 percent) as compared to 

$18.81 per boe in Q3/24. This decrease in operating expenses is primarily due to the Company's continued drilling 

and operational success in the Sparky and SE Saskatchewan core areas, which now represent over 92 percent of 

Surge's corporate production. 

 

The combination of better than anticipated production levels, lower net operating expenses, and lower than budgeted 

exploration and development expenditures, have combined to allow Surge to generate over $104.9 million of FCF 

in the first three quarters of 2025.  

 

My Fair Value Estimate for SGY.TO is $10.00Cdn/share 
Compares to TipRanks’ consensus price target of $9.00Cdn 

 

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. 

December 21, 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 $115Cdn million; $10 million higher 

than our last profile update. 

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

decommissioning liability 
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SGY.TO currently trades below PV10 Net Asset Value based only on Proved Reserves 
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Surge Energy Inc. 

December 21, 2025 

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

• Higher than budgeted average daily production of 23,622 Boepd (89 percent liquids). 

• Generating $70.1 million of Adjusted Funds Flow (AFF),  with WTI crude oil prices averaging US$64.81/bbl.  

• Decreased net operating expenses by 6 percent over the past year, from $18.81 per boe in Q3/24 to $17.69 

per boe in Q3/25; 

• Drilled 13 gross (10.8 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 (paid monthly), representing only 18 percent of AFF generated during the period.  

• Decreased net debt by $11.7 million, from $229.1 million in Q2/25, to $217.4 million in Q3/25; 

• On an annualized basis, Q3/25 AFF represented 0.78 times Q3/25 net debt of $217.4 million;  

• The Company's $250 million first lien credit facility remained undrawn as at September 30, 2025, providing 

Surge with substantial available liquidity. 

• Given the current lower crude oil price environment, Management elected to direct the majority of excess 

FCF to net debt reduction during the quarter. However, Surge also returned $0.7 million to shareholders in 

Q3/25 through its normal course issuer bid ("NCIB"), repurchasing 108,000 shares.  
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Surge Energy Inc. 

December 21, 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 increased the volume of oil 

it has hedged for 2H 2025 and Q1 2026 to reduce oil price risk.   

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

Surge's Q3/25 production averaged 23,622 Boepd (88 percent liquids), more than 1,100 Boepd ahead of the 

Company's budgeted average 2H/2025 production estimate of 22,500 Boepd. This continued production 

outperformance is primarily due to the ongoing, successful drilling and waterflood results in Surge's two core areas, 

highlighted by consistent OHML drilling success at the Company's Sparky discovery at Hope Valley. 

Surge's Q3/25 drilling program was executed with one rig drilling in each of the Sparky and SE Saskatchewan core 

areas and consisted of a total of 13 gross (10.8 net) wells drilled in the quarter. 

At Hope Valley in the Company's Sparky core area, Surge continues to experience better than anticipated well 

results from the Company's OHML drilling. Surge has drilled 12 gross (12.0 net) OHML wells at Hope Valley in 2025, 

with average IP90 production rates of 216 bopd. These results are 34 percent better than the Company's 

independent reserve auditor IP90 Total Proved type curve expectations of 162 bopd. Surge successfully drilled 

and brought on production 5 gross (5.0 net) wells in Hope Valley in Q3/25, and the Company anticipates drilling a 

further 6 gross (6.0 net) wells in Q4/25. 

“With Hope Valley development wells continuing to produce at rates higher than the type curve, I expect Surge’s Q4 

2025 and 2026 production to exceed guidance.” – Dan Steffens 
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Surge has a low annual corporate production decline rate estimated to be 25 percent. Surge systematically budgets 

and spends significant waterflood capital each year to enhance pressure support in its crude oil reservoirs, lower 

production declines, and increase estimated ultimate recoveries from its conventional reservoirs. 

Currently, 53% of the Company's production benefits from legacy vertical and horizontal waterfloods, along with 

natural aquifer support, contributing to a low decline rate. Surge is expanding its horizontal waterflood program from 

seven injector conversions in 2024 to 19 planned for 2025, driven by success in several fields. In Q3/25, Surge 

drilled its first Hope Valley waterflood injector, aiming to boost recoveries at this Sparky oil discovery. The well is 

now producing for cleanup and will convert to injection in early Q1/26. 

Additionally, over the past 12 months the Company has drilled 20 single lateral multi-frac wells in the Sparky core 

area where Surge has trialed high-density frac technology. This approach has doubled the go forward design with 

the number of frac stages per 1,400m lateral; increasing from 26 stages per well, to 52 stages per well. 

To date in 2025, Surge has drilled a total of 42 gross (36.8 net) wells, while adding 80 gross (78.0 net) drilling 

locations to its inventory in the Company's Sparky and SE Saskatchewan core areas through both organic crown 

land sales and strategic land acquisitions. Running Room: This adds to Surge's lower risk development drilling 

inventory of more than 900 net internally identified locations, providing an inventory of more than 12 years. 
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Surge Energy Inc. 

December 21, 2025 

Third Quarter Financial Highlights and Debt Update 
 

During the quarter, WTI crude oil prices averaged US$64.81 per barrel, and Surge generated AFF of $70.1 million, 

with cash flow from operating activities of $66.4 million. 

 

During Q3/25, the Company spent $32.8 million on property, plant, and equipment, resulting in FCF of $37.2 million. 

On this basis, FCF represented 53 percent of the AFF generated in the quarter. Additionally, Surge closed the 

strategic acquisition of certain Mannville (Sparky) lands during the quarter for a cost of $5.7 million. The Company 

has internally identified more than 25 drilling locations on these acquired lands. 

 

In Q3/25, Surge distributed $12.9 million in dividends to shareholders, representing only 18 percent of AFF 

generated during the period. In addition, Surge reduced net debt by $11.7 million in Q3/25, decreasing from $229.1 

million as at June 30, 2025 to $217.4 million as at September 30, 2025. 

 

Given the current lower crude oil price environment, Management elected to direct the majority of excess FCF to net 

debt reduction during the quarter. However, Surge also returned $0.7 million to shareholders in Q3/25 through its 

normal course issuer bid ("NCIB"), repurchasing 108,000 shares. 

 

In total, Surge returned $25.3 million to shareholders during Q3/25 through its monthly base dividend, net debt 

reduction, and share buybacks. These shareholder returns represent 36 percent of Q3/25 AFF. 
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Hedging Details (new hedges significantly reduce oil price risk) 
 

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. 
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Net Income and Cash Flow Forecast Model 

 

 

 

  

 

  

Surge Energy Inc. 
 

December 21, 2025 


	Jared Ducs, Chief Financial Officer
	Murray Bye, Chief Operating Officer
	Derek Christie, SVP, Exploration

