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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 grew 20.5% year over year 

in 2022 and another 14.9% in 2023. Since 2023, the company has 

focused on using free cash flow to strengthen its balance sheet. On June 

1, 2026, Surge announced an expanded 2026 drilling program that is 

expected to support higher production heading into 2027. 

 

SGY.TO is up ~47% year-to-date 
 

In August 2024, Surge completed Phase Two of its debt reduction plan and raised its monthly dividend to $0.043333 

per share ($0.52 annually). The annualized yield is approximately 4.95% at the current share price. Based on my 

forecast, the company should reach its Phase 3 debt target within the next few months. In the second half of 2026, 

excess free cash flow after dividends is expected to be directed toward share repurchases if the stock continues to 

trade below management’s estimate of net asset value per share.  I expect Surge to raise the dividend in 2027. 

 

 
 

My Fair Value Estimate for SGY.TO is $21.50Cdn/share 
Compares to First Call’s consensus price target of $13.36Cdn 

 

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 < 2026 free cash flow should exceed $125Cdn million; $200 million if 

WTI averages $85US/bbl this year. 

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

decommissioning liability 

 
Based on strip prices for WTI: SGY.TO currently trades below PV10 Net Asset Value based only on Proved Reserves 
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Company Reserves 

 
Building on the successful 2025 drilling program in the Sparky and SE Saskatchewan core areas, Surge continued 

to delineate and improve the Company’s reserve base through in-fill drilling, pool extensions, incremental waterflood 

bookings, and new exploration/appraisal drilling throughout the year. Surge delivered its lowest finding & 

development costs (F&D) in three years, despite a significant decrease in the WTI price used in the Reserves Report. 

 

With Surge’s December 31, 2025 Reserve Report, the Company delivered the following: 

• Reported the Company’s strongest F&D costs, including changes in FDC in the past three years: 

o $14.87/boe for TPP reserves; 

o $19.11/boe for Total Proved (“TP”) reserves; and 

o $19.77/boe for Proved Developed Producing (“PDP”) reserves. 

• Generated the following F&D recycle ratios based on a 2025 operating netback of $36.23/boe (before 

realized gains on commodity and FX contracts), illustrating the strength of the Company’s drilling and 

waterflood activity in 2025: 

o TPP recycle ratio of 2.4x; 

o TP recycle ratio of 1.9x; and 

o PDP recycle ratio of 1.8x. 

• Increased TPP reserves by 6 percent or 5.5 million boe, from 90.2 million boe at December 31, 2024 to 95.7 

million boe as at December 31, 2025; 
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• Organically achieved a 136 percent TPP reserves replacement ratio2 (excluding acquisitions and 

divestitures), a 102 percent TP reserves2 replacement ratio and a 94 percent PDP replacement ratio; 

• Reported a NAV per basic share, inclusive of net debt, of $13.06 per share TPP, $7.62 per share TP, and 

$3.97 per share PDP; < Based on much lower oil prices than we have today. 

• 392 gross (360.6 net) booked TPP drilling locations and 309 gross (282.3 net) TP drilling locations4; over 90 

percent of these booked drilling locations are located in the Company’s Sparky and SE Saskatchewan core 

areas; 

• Liquids weighting of 90 percent (oil and natural gas liquids) in all reserve categories; and 

• Reported a strong reserve life index of 11.4 years on TPP reserves and 8.0 years on TP reserves. 

 

The Company’s reserves were independently evaluated by GLJ in accordance with NI 51-101, effective December 

31, 2025. Surge’s Annual Information Form (the “AIF”) for the year ended December 31, 2025 contains Surge’s 

reserves data and other oil and natural gas information as mandated by NI 51-101. 

 

Surge’s Message to Shareholders < Realized oil price s/b $20/bbl higher YOY in 2026 

Surge is a publicly traded intermediate oil company with a highly focused, conventional, light and medium gravity 

crude oil asset and opportunity base, with an internally estimated drilling inventory that supports more than 12 years 

of development drilling, together with waterflood upside. The focus of Surge's Management and Board of Directors 

is to maximize shareholder returns from the Company’s strong FCF base, through a combination of: 

1. A sustainable base dividend; 
2. Strategic share buybacks; 
3. Debt reduction; 
4. Organic production per share growth; and 
5. Accretive acquisitions. 

 
On February 28, 2026, the US and Israel launched coordinated attacks on Iran, targeting infrastructure and key 
leaders. Iran has since retaliated by closing the Strait of Hormuz – a strategic, narrow waterway, which approximately 
20 percent of the world’s daily crude oil production is transported through. As a result of this conflict, world crude oil 
prices have continued to fluctuate, increasing dramatically from US$62 WTI per barrel on February 17, 2026, to spot 
prices of US$95 WTI today (May 6). 
The conflict between the United States and Iran continues in the Middle East, restricting oil flows through the Strait 
of Hormuz and contributing to significant drawdowns in global crude inventories. These macro events, combined 
with the ongoing Russia/Ukraine conflict, are driving a “higher for longer” crude oil price scenario than many market 
participants were projecting. 
 
As a result of Surge’s significant financial exposure to rising crude oil prices, together with the Company’s strong 
balance sheet, the Company is generating much higher free cash flow in 2026 as compared to Management’s 
budgeted crude oil price assumption of US$65 WTI per barrel. Further, based on Surge’s independent reserve report 
for the year ended December 31, 2025, prepared by GLJ Ltd. (“GLJ”), the Company’s net asset value (“NAV”), when 
run at US$75 WTI flat pricing, is $11.04 per share for total proved reserves, and $17.10 per share for proven and 
probable reserves. On this basis, Management is currently allocating up to $5 million per month towards share 
buybacks under the Company’s existing Normal Course Issuer Bid (“NCIB”). 
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In addition, given the significant increase in forward crude oil prices, together with Surge’s deep (>12 year) inventory 
of more than 900 internally identified drilling locations, Surge’s Board of Directors and Management have now 
approved an expansion of the Company’s 2026 capital program to add incremental production per share growth in 
the second half of the year. This expansion of Surge’s 2H/26 capital program is comprised of additional drilling in 
the Sparky and SE Saskatchewan core areas, together with additional waterflood capital, as compared to the current 
2026 budget. 
 
Accordingly, Management forecasts that the Company’s 2026 exit production guidance will increase by over four 
percent, to 24,000 boepd (89 percent liquids), an increase of 1,000 boepd as compared to the Company’s previous 
2026 production guidance of 23,000 boepd (88 percent liquids). < Surge’s actual production has consistently 
exceeded their guidance since I have been following the company. 
 
In this regard, Surge’s Board of Directors has approved an increase to the Company’s 2026 capital program, from 
$150 million to $175 million. This $25 million increase in the 2026 capital budget will be allocated as follows: 

• Additional drilling capital of $16 million: 

o The Company plans to drill an additional 8 gross (8.0 net) wells, comprised of four single leg frac’d 

and two open hole multi-lateral (“OHML”) wells in the Sparky core area, and two OHML wells in the 

SE Saskatchewan core area; and 

o Acceleration of $9 million in additional waterflood projects. 

The 1,000 boepd increase to Surge’s 2026 production guidance, from the previously budgeted 23,000 boepd, 

provides incremental production efficiencies on the expanded second half 2026 capital program of approximately 

$16,000 per flowing boe, based on the $16 million of incremental drilling capital. With internally estimated six month 

well payouts associated with the 8.0 gross (8.0 net) incremental drills in the second half of 2026, the Company 

expects that this drilling program will pay out by year-end 2026, based on current strip WTI crude oil prices, while 

providing incremental FCF to Surge in 2027 and beyond. 

The $9 million expansion in waterflood capital represents a 75 percent increase in the Company’s 2026 waterflood 

capital (from the initial budget of $12 million) to $21 million. Incremental waterflood capital will be allocated to the 

further expansion of Surge’s proven horizontal frac’d waterflood program in the Provost region of the Sparky core 

area. Additionally, the Company is increasing the number of dedicated injectors drilled in Surge’s OHML waterflood 

pilot at its Hope Valley Sparky discovery from five to 10. 

Revised 2026 Budget Capital and Operating Estimates 

Using realized 2026 WTI pricing through May, combined with forward strip pricing for the remainder of the year, WTI 

prices in 2026 are currently forecasted to average approximately US$85. On this basis, Surge has provided revised 

2026 guidance, inclusive of the 1,000 boepd growth wedge, using an average crude oil price of US$80 WTI price 

for 2026. The following chart shows the Company’s revised 2026 capital and operating estimates, as compared to 

the initial 2026 budget: 
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2026 Guidance as of June 1, 2026 
 

 
 
Surge’s premium, conventional crude oil asset base is now more than 92 percent focused in two of the top five crude 

oil plays in Canada based on per well payout economics in its Sparky (>14,000 boepd; 90 percent medium gravity 

oil and liquids) and SE Saskatchewan (~7,500 boepd; 90 percent light oil and liquids) core areas. 

 

In light of ongoing geopolitical uncertainty, pursuant to the Company’s ongoing, systematic hedging program, Surge 

has been strategically locking in crude oil hedge positions for the balance of 2026 and early 2027 at progressively 

higher crude oil prices, in order to protect the Company’s 2026 capital program and dividend. 

 

Surge will continue to deliver attractive shareholder returns in 2026 and beyond based on the key corporate 

fundamentals set forth below: 

• Estimated 2026 average production of 23,000 boepd (88 percent liquids); 

• Estimated 2026 AFF of $315 million ($3.19 per share); 

• Estimated 2026 cash flow from operating activities of $295 million5 ($2.98 per share); 

• A $51.5 million annual base cash dividend ($0.52 per share annual dividend, paid monthly), which represents 

approximately 16 percent of the Company’s forecasted 2026 AFF of $315 million; 
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• An independently engineered total proved and probable NAV per share of $17.10, based on a US$75 WTI 

flat price forecast; 

• An undrawn $250 million first lien credit facility as at March 31, 2026; 

• An internally estimated 25 percent annual corporate decline; 

• More than 900 (net) internally estimated drilling locations, providing a 12 year drilling inventory; and 

• $1.2 billion in tax pools (representing an estimated 4 year tax horizon). 

 
First Quarter 2026 Financial and Operational Highlights (in $Canadian dollars) 

• Exceeded budgeted 2026 production estimates, producing an average of 23,893 boepd in Q1/26, compared 

to budgeted average production of 23,000 boepd; 

• Generated $70.9 million of AFF ($0.72 per share basic) and cash flow from operating activities of 

$60.0 million, with WTI crude oil prices averaging US$72.17 per barrel during the quarter; 

• Generated $26.3 million of FCF in Q1/26 ($0.27 per share basic); 

• Delivered total shareholder returns from Q1/25 through Q1/26 of $88.2 million (32% of AFF over the period), 

comprised of: 

o $51.5 million of cash dividends through the Company’s $0.52 per share annual dividend (paid 

monthly); 

o $32.7 million of net debt reduction; and 

o $4.0 million of share repurchases under the Company’s NCIB. 

• Distributed cash dividends to shareholders in the amount of $12.9 million in Q1/26, representing 18 percent 

of Q1/26 AFF of $70.9 million; 

• Reduced net debt by $32.7 million from $246.0 million as at March 31, 2025, to $213.3 million as at March 

31, 2026, a decrease of 13 percent; 

• Annualized Q1/26 AFF represented 0.75 times net debt as at March 31, 2026; and 

• Maintained an undrawn $250 million first lien credit facility.  

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 budget guidance press released on November 5, 2025. In 

Q1/26, production averaged 23,893 boepd (89 percent liquids), well above the Company’s budgeted average 2026 

production estimate of 23,000 boepd. 

During the first quarter of 2026, Surge generated adjusted funds flow (“AFF”) of $70.9 million ($0.72 per share), and 

cash flow from operating activities of $60.0 million, with WTI crude oil prices averaging US$72.17 per barrel in the 

quarter. 

In Q1/26, the Company allocated $44.6 million of capital to property, plant, and equipment expenditures, an 18 

percent reduction as compared to the $54.4 million spent in Q1/25. This reduction in capital expenditures in Q1/26 

as compared to Q1/25, highlights Surge’s capital efficiencies and continued production outperformance. On this 
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basis, free cash flow (“FCF”) generated by Surge in Q1/26 was $26.3 million, which represents 37 percent of AFF 

generated in the quarter. 

 



 

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. 

 

Surge Energy Inc. 

June 5, 2026 
 

 

 
First Quarter 2026 Operations Update 

Surge’s Q1/26 production averaged 23,893 boepd (89 percent liquids), well ahead of the Company’s budgeted 

average 2026 production estimate of 23,000 boepd. This continued quarterly production outperformance is due to 

better than anticipated drilling and waterflood results in Surge’s two core areas, highlighted by the ongoing drilling 

results at the Company’s large Sparky discovery at Hope Valley. 

Surge’s Q1/26 capital program was initiated with two rigs drilling in the Sparky core area and one rig drilling in the 

SE Saskatchewan core area. The Company’s Q1/26 drilling program consisted of 18 gross (16.3 net) wells. In the 

Sparky core area, 11 gross (11.0 net) wells were drilled, including two dedicated injector drills at Hope Valley. In the 

SE Saskatchewan core area, 7 gross (5.3 net) wells were drilled. 



 

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. 

 

Surge Energy Inc. 

June 5, 2026 
 

 

Sparky (Mannville) 

The development and delineation of Surge’s large Hope Valley discovery continued in Q1/26 with the drilling of 4 

gross (4.0 net) producing wells and two dedicated injectors. The Company began injection at its first horizontal open 

hole multi-lateral waterflood pilot in December of 2025. 
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Subsequent to initiating the waterflood pilot at Hope Valley, the Company drilled two additional dedicated OHML 

injectors in early Q1/26 at the north end of Hope Valley. Additionally, Surge is currently drilling five dedicated injectors 

and five OHML producing wells at the center portion of the 37 section Hope Valley pool. On this basis, the Company 

will have an expanded waterflood pilot of eight dedicated injectors in the greater Hope Valley area. Management 

anticipates having a further update on its OHML waterflood pilot at Hope Valley in 2H/26. 

At Provost/Cadogan, Surge continues to deliver better than type-curve Sparky wells using single leg multi-frac 

technology, utilizing additional frac stages combined with high volume lift. 
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SE Saskatchewan (Frobisher) 

In SE Saskatchewan, Surge continued its momentum on this operated light oil asset, with Q1/26 drilling focused on 

multi-lateral wells targeting the Frobisher horizon at Steelman, drilling 6 gross (5.0 net) wells in this area during the 

first quarter. Surge’s Frobisher drilling program continues to deliver strong production results for the Company in the 

SE Saskatchewan core area. Based on public data, Surge has delivered an average IP90 production rate of 187 

bopd for the 88 Frobisher wells the Company has drilled since January 2022 (>4 years), as per the following chart: 
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Appointment of Board Member 
 

Surge is pleased to announce the appointment of Mr. Ryan Gritzfeldt to the Board of Directors, effective March 4, 

2026. 

 

Mr. Gritzfeldt is a Professional Engineer and senior energy executive with over 27 years of experience in the 

Canadian oil and gas industry. Mr. Gritzfeldt most recently served as Chief Operating Officer of Veren Inc. (formerly 

Crescent Point Energy) until it’s combination with Whitecap Resources (WCP.TO) in May 2025. Prior to this role, he 

held progressively senior leadership positions across the organization including Vice President, Marketing and 

Innovation, and Vice President, Engineering and Business Development. 

 

Mr. Gritzfeldt received his Bachelor of Applied Science in Industrial Systems Engineering with a Petroleum Systems 

Option from the University of Regina in 1998. He is a member of both the Association of Professional Engineers and 

Geoscientists of Alberta and the Association of Professional Engineers and Geoscientists of Saskatchewan and is 

a Graduate of the Institute of Corporate Directors. 

 

Surge welcomes Mr. Gritzfeldt to its Board of Directors. 
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Dividend are paid monthly 
 
On May 15, 2026, Surge confirmed that a cash dividend to be paid on June 15, 2026, in respect of May 2026 
production, for the shareholders of record on May 31, 2026, will be $0.043333 per share. 
 

Liquidity and Capital Resources 
 
On March 31, 2026, Surge had nil drawn on its $250.0 million credit facilities, $175.0 million principal amount of 

Notes outstanding, excluding unamortized issue costs of $3.0 million, $48.3 million principal amount of Debentures 

outstanding, and total net debt of $213.3 million. Total net debt was comparable to the immediately preceding quarter 

and decreased 13 percent as compared to the same period of the prior year.  

 

At March 31, 2026, Surge had approximately $246.6 million of borrowing capacity in relation to the $250.0 million 

Facilities and had $3.4 million of outstanding letters of credit (December 31, 2025 - $3.4 million), which are included 

within the $50.0 million operating loan facility. 
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Hedging Details (new hedges significantly reduce oil price risk) 
 

As a means of managing commodity price, interest rate, and foreign exchange volatility, the Company enters into 

various derivative financial instrument agreements and physical contracts. The fair value of forward contracts and 

swaps is determined by discounting the difference between the contracted prices and published forward price curves 

as at the statement of financial position date, using the remaining amounts and a risk-free interest rate (based on 

published government rates). The fair value of options and costless collars is based on option models that use 

published information with respect to volatility, prices and interest rates. Surge’s financial derivative contracts are 

classified as level two in the fair value hierarchy. 

 

The following tables summarize the Company’s financial derivatives as at May 6, 2026 by period and by product. 

 

“For the rest of 2026, Surge has about 40% of its oil production hedged at blended prices above $92 Cdn/bbl. Based 

on my forecast assumptions, realized oil prices—including hedge settlements and quality differentials—should top 

$100.00 Cdn/bbl for the balance of the year. By comparison, Surge realized $76.75 Cdn/bbl in 2025 and $78.53 

Cdn/bbl in Q1 2026.  Surge generated over $100 million of free cash flow in 2025.” – Dan Steffens 

 

Note that the oil hedges shown in the table below are in U.S. dollars. 
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