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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 6.07% 

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

potentially increase its dividend distribution in the coming year.  

Dividends are currently $0.12Cdn per month ($1.44/year). 

 

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 8.7 trillion cubic feet (TCFE) to meet or surpass this target. 

 

Peyto’s Q2 2026 production volumes and adjusted operating cash flow were in line with my forecast thanks to a 

realized natural gas price of $3.42Cdn/mcf and their liquids sold for $64.98/bbl.  Peyto reports crude oil, condensate 

and NGLs on a combined basis.  All of their liquids (~13% of production) get prices that are tied to oil prices. 
 

 

Management 
 

Jean-Paul Lachance – President & 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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Peyto Exploration & Development (PEY.TO and PEYUF) share price is up 3.89% YTD. It is close to a 

pure play on Canadian natural gas. It continues to report the highest realized natural gas prices among the 

Canadian upstream companies that I follow.  

 

 
 

I consider Peyto a safe way to add more exposure to rising natural gas prices in Western Canada. Plus, 

Peyto sells a high percentage of their natural gas into the U.S. at much higher prices than AECO.  In addition 

to high yield dividends, Peyto has the flexibility to ramp up production if market conditions improve.  Phase 

One of LNG Canada is now exporting approximately 2 Bcf per day to markets in Asia.  Phase Two of LNG 

Canada has been approved.  By 2030 Canada should have LNG export capacity over 5 Bcf per day. 

 

My Fair Value Estimate for PEY.TO is $26.38Cdn/share 

Compares to First Call’s price target of $27.68Cdn 
 
Disclosure: I do not have a position in PEY.TO. 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.  
 

Peyto is a Canadian energy company involved in the development and production of natural gas, oil and natural gas 

liquids in Alberta’s deep basin. At December 31, 2025, the Company’s total Proved plus Probable reserves were 8.7 

trillion cubic feet equivalent (1.45 billion barrels of oil equivalent) as evaluated by its independent petroleum engineers. 

Production is weighted approximately 88% to natural gas and 12% to natural gas liquids. 

 

The Peyto model is designed to deliver a superior total return with growth in value, assets, production and income, all 

on a debt adjusted per share basis. The model is built around three key strategies: 

• Use technical expertise to achieve the best return on capital employed through the development of internally  

generated drilling projects. 
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• Build an asset base which is made up of high-quality natural gas reserves. 

• Over time, balance dividends paid to shareholders with earnings and cash flow, and balance funding for the 

capital program with cash flow, equity and available credit lines. 

 

Operating results over the last 27 years indicate that these strategies have been successfully implemented.  
 

Q2 2026 Highlights ($Cdn): 
 

• Peyto delivered second quarter production volumes of 145,320 boe/d (758.2 MMcf/d of natural gas, 18,959 

bbls/d of NGLs), a 10% increase year over year (7% on a per share basis), driven by the Company's successful 

capital program. 

• Funds from operations of $227.7 million ($1.09/diluted share, up 15%) was recorded, and $140.6 million of 

free funds flow was generated 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 activities of $3.42/Mcf, 108% higher 

than the AECO 7A monthly benchmark. 

• Adjusted earnings (earnings excluding unrealized gains or losses on financial instruments and foreign 

exchange) for the quarter totaled $105.0 million, or $0.50/diluted share, and rose 19% from $0.42/diluted share 

in Q2 2025. 

• The Company returned $71.8 million of dividends to shareholders in the quarter and reduced net debt by 

$72.4 million from March 31, 2026. 

• Peyto recorded $36.7 million in realized hedging gains in the quarter and has a hedge position protecting 

approximately 505 MMcf/d of natural gas production for the second half of 2026 and 404 MMcf/d for 2027, at 

$4.02/Mcf and $3.31/Mcf, respectively. The Company’s natural gas and NGL hedges combine to secure 

revenue of approximately $485 million for the second half of 2026 and $590 million for calendar 2027, thus far. 

• The Company bolstered its diversification program with the signing of a long-term natural gas supply 

agreement with Centrica Energy. Under the agreement, Peyto will deliver 50,000 MMBtu/d to Centrica over a 

10-year period commencing in 2029. Deliveries will be made at the NIT (AECO) hub and will be priced against 

the Dutch Title Transfer Facility benchmark, less deductions. 

• A 71% operating margin and a 29% profit margin were generated in the quarter, resulting in an 18% return on 

capital employed and a 16% return on equity, on a trailing 12-month basis. 

• Cash costs totaled $1.32/Mcfe in the quarter, including $0.28/Mcfe of royalties. Cash costs before royalties 

totaled $1.04/Mcfe, 11% lower than Q2 2025 and back to levels prior to the Company’s acquisition of the 

Repsol Assets in Q4 2023. These costs included operating expense of $0.50/Mcfe, transportation of 

$0.30/Mcfe, G&A of $0.05/Mcfe and interest expense of $0.19/Mcfe. 

• Capital expenditures totaled $84.9 million in the quarter. Peyto drilled 10 wells (10.0 net), completed 14 wells 

(14.0 net), and brought 15 wells (15.0 net) on production. Additionally, the Company purchased 26 gross (26 

net) sections of undeveloped land through crown land sales and mineral land acquisitions bringing H1 2026 

total mineral land acquisitions to 67 gross (53.8 net) sections. 
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Second Quarter 2026 in Review 
 

Peyto slowed capital activity in the quarter during a wet spring and early summer period. Second quarter production 

averaged 145,320 boe/d, up 10% year over year. The AECO 7A monthly gas price averaged only $1.43/GJ during the 

quarter, however, Peyto’s diversification to downstream markets and mechanistic hedging strategy helped to achieve 

a realized natural gas price of $3.42/Mcf ($2.97/GJ), more than double the AECO price. The Company continued to 

add to the diversification portfolio with a 50,000 MMBtu/d natural gas supply agreement linked to European TTF pricing 

starting in 2029. At the start of the quarter, Peyto began delivering approximately 85 MMcf/d of sales gas to a 

third-party processor which has enhanced NGL recoveries by an incremental 1,500 bbls/d. Strong production and 

realized pricing during the quarter, combined with Peyto's lowest controllable costs since acquiring the Repsol assets, 

contributed to FFO of $227.7 million, up 19% (15% per diluted share) from Q2 2025. The FFO supported $84.9 million 

of capital expenditures, $71.8 million of shareholder dividends and allowed for a $72.4 million reduction in net debt in 

the quarter. 

 

Peyto Strategy 

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 is centered on maximizing the returns on shareholders’ capital by investing that capital in 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 ensure 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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The consistency and repeatability of Peyto’s operational execution in the field, combined with strict cost control in all 

aspects of its business, has resulted in 47% of the average sales price being retained in financial benefit over the past 

27 years. This healthy margin of benefit (as shown above) rewards both royalty owners and shareholders. Out of that 

financial benefit, royalty owners have received approximately 19%, the federal and provincial governments have 

received 4% in corporate taxes, while shareholders, whose capital has been at risk, have received the balance. This 

margin of benefit is what has and will continue to help insulate Peyto and its stakeholders from future volatility in 

commodity prices.  

 

  
 

Dividend 

The recent geopolitical tensions and energy supply shocks have underscored the importance of secure, reliable and 

affordable energy. Peyto believes it is in the enviable position of supplying this exact type of energy to the world.  

 

The recent volatility in commodity prices makes capital programs challenging to plan. Fortunately, Peyto’s low risk 

capital plans have been protected through market diversification, a mechanistic hedging program, and an industry-

leading cost structure. The Company is on track with its 2026 capital program which will invest between $450 to $500 
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million to add 43,000 to 48,000 boe/d of new production by yearend. In the meantime, Peyto will manage production 

to limit exposure to weaker priced markets through the summer, if necessary. 

 

  
 
On September 15, 2026, Peyto confirmed that the monthly dividend with respect to September 2026 of $0.12 per 

common share is to be paid on October 15, 2026, for shareholders of record on September 30, 2026.  

 

Dividends paid by Peyto to Canadian residents are eligible dividends for Canadian income tax purposes. 
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Activity Update 
 

Drilling activity has picked up after spring breakup with a total of 4 rigs active in the Sundance and Brazeau core areas. 

Since the end of the second quarter, 9 gross (9 net) wells have been spud, 7 gross (7 net) wells have been completed, 

and 6 gross (6 net) wells have been brought on production. The Company expects to continue operating 4 drilling rigs 

for the balance of the year but will react to changing commodity prices and the business environment as necessary. 

 

Peyto has continued developing Cardium prospects with an updated drilling and completion design. Drilling longer 

laterals and increasing completion intensity to improve deliverability while managing costs is key to this strategy. 

Recent well results in the Brazeau area have produced initial rates between 4 to 6 MMcf/d accompanied by NGL yields 

of up to 100 bbls/MMcf. At the same time, drilling cost reductions of 37% per horizontal meter have been achieved. 

This has provided the confidence to acquire additional mineral rights in the area where the Company sees at least 20 

future locations to develop. Peyto has spud 5 wells in Brazeau so far in 2026 and plans to apply similar design changes 

to Cardium locations in the Sundance area for the remainder of the year. The strategy to add more liquid-rich targets 

to capture higher liquid pricing in 2026 also serves to improve economic returns for the long-term benefit of Cardium 

inventory across the Company’s core areas. 
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To date in 2026, Peyto has completed turnarounds at four of its 13 operating gas plants and has one more planned 

on a portion of the Swanson Gas Plant later this August. These scheduled plant disruptions have minimal effect on 

corporate production due to the interconnectivity of the Company’s gas gathering system, a feature of Peyto’s "own 

and control" strategy that is core to the Company’s operations that goes beyond low-cost operations. This integrated 

system allows production volumes to be rerouted during maintenance periods, minimizing the impact on production. 

Peyto also attempts to coordinate these turnarounds with other downstream maintenance activities (for example on 

the NGTL pipeline or at fractionation facilities) to minimize overall production downtime. The Company controls 98% 

of its production which minimizes exposure to potentially lengthy third-party facility turnarounds. 
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Capital Expenditures 
 

Peyto spud 10 gross (10.0 net) horizontal wells in the second quarter, including 3 Cardium, 1 Notikewin, 3 Falher, and 

3 Wilrich wells in the core Sundance and Brazeau areas as the Company slowed drilling activity through the traditional 

wet break-up period. Despite slower drilling, Peyto managed to complete 14 gross (14.0 net) wells and brought 15 

gross (15.0 net) wells on production in the quarter, resulting in total well-related capital expenditures of $67.8 million. 

As part of the program, Peyto spud the first well on a three-well Cardium pad in Sundance that will test the extended 

reach design which has proven to be successful in Brazeau, improving capital efficiencies for the play. Additionally, 

Peyto invested $13.6 million in facilities, pipeline optimization projects, and turnarounds at the Kakwa, Cecilia and 

Brazeau gas plants. Drilling costs per meter increased 17% as compared to Q1 2026, as Peyto drilled shorter laterals 

in Spirit River channels in the quarter and ran into isolated operational problems on two wells that resulted in higher 

average per well drill costs. Completion costs per meter were up marginally from Q1 2026 due to species mix. Peyto’s 

historical drilling and completion costs are summarized in the following table. 
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To further bolster drilling inventory, Peyto successfully acquired 26 gross (26 net) sections in the Company’s core 

areas through crown land sales and mineral land purchases totaling $1.9 million. This includes 14 sections in the 

Brazeau area targeting recent Cardium success and brings the total capital invested on land acquisitions and new 

inventory in the first half of 2026 to $5.5 million to acquire 67 gross (53.8 net) sections at average cost of $158/acre. 

 

Peyto also spent $2.2 million towards abandonment and reclamation activities during the quarter as part of the planned 

$13 million budget for 2026. 

 

Marketing 
 

In the second quarter, Peyto realized a natural gas price after hedging of $3.42/Mcf, or $2.97/GJ, 108% higher than 

the average AECO 7A monthly benchmark of $1.43/GJ, driven by strong realized prices at the Company's non-AECO 

hubs, including Dawn, Parkway, Ventura, Chicago and Henry Hub, as well as realized hedging gains. Peyto’s 

diversification activities contributed $0.93/Mcf (net of diversification costs) in the quarter, while the Company's natural 

gas hedging activity resulted in a realized gain of $0.85/Mcf ($58.1 million). The value of Peyto's natural gas market 

diversification and hedging activities over the past eight quarters, relative to the AECO 7A benchmark, is illustrated in 

the following table. 
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Condensate and pentanes averaged $125.42/bbl for the quarter, up 54% year over year driven by higher WTI oil 

prices from escalating geopolitical tension in the Middle East. Other NGL volumes were sold at an average price of 

$28.48/bbl, or 22% of Canadian dollar WTI. Peyto's combined realized NGL price was $77.40/bbl before hedging, and 

$64.98/bbl including a realized hedging loss of $12.42/bbl ($21.4 million) in the second quarter of 2026. 

 

During the quarter, the Company entered into a long-term natural gas supply agreement with Centrica. Under the 

agreement, Peyto will deliver 50,000 MMBtu/d to Centrica over a 10-year period commencing in 2029. Deliveries will 

be made at the NIT (AECO) hub operated by NGTL in Alberta. The natural gas will be priced against the Dutch TTF 

benchmark, less deductions. With this new agreement, Peyto has over 400 MMcf/d of natural gas exposed to non-

AECO markets starting in 2028 and beyond. The diversification portfolio includes physical or financial agreements that 

are linked to markets at Dawn/Parkway, Chicago/Ventura, Henry Hub, Empress, Emerson 2, Dutch -TTF, and Alberta 

power prices. Natural gas at these markets can be hedged to secure revenue or left to float on daily or monthly prices. 
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Reserves  
 

• Peyto’s 2025 capital program delivered growth across all reserves categories. The value of the Company’s 

reserves per share decreased in the Total Proved and Proved plus Probable categories due to the reduction 

of commodity price forecasts used in the GLJ Ltd. report. However, the strong 2025 capital program generated 

a 2% increase in PDP reserves value per share over last year.  
 

The following table illustrates the change in reserve volumes and Net Present Value of future cash flows, discounted 

at 10%, before income tax and using the 3-Consultant average forecast pricing: 
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Hedging  

The Company has been actively hedging future production with financial and physical fixed price contracts to protect 

a portion of its future revenue from commodity price and foreign exchange volatility. The following table summarizes 

Peyto's hedge position for the second half of 2026, calendar 2027 and calendar 2028. Peyto’s natural gas and liquid 

hedging program has secured revenue of approximately $485 million for the second half of 2026 and $590 million for 

calendar 2027. 
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Outlook  
 
While liquids pricing is affected by ever-changing world events, natural gas demand continues to grow, and the outlook 

remains positive both within Alberta and globally. The prospect of continued LNG buildout in both Canada and the US 

to supply global markets and gas-fired power demand in North America, provides exciting tailwinds for the natural gas 

industry. However, the volatility in near-term commodity prices is a reminder of the importance of controlling costs and 

managing risks. Fortunately, Peyto’s low risk capital plans have been protected through market diversification, a 

mechanistic hedging program, and an industry-leading cost structure. The Company re-iterates its 2026 capital 

program to invest between $450 to $500 million to add 43,000 to 48,000 boe/d of new production by yearend. In the 

meantime, Peyto will manage production to limit exposure to weaker priced markets for the remainder of the summer 

season, if necessary. 
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