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1) The weakness worldwide in the banking sector as central banks move further 
to negative interest rates will depress bank earnings even further which will 
result in falling world stock markets. Intermarket margin calls are likely.  
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Europe’s economy is sputtering along at a 1.1% real GDP pace in the most recent quarter despite 
generous monetary and fiscal stimulus resulting in the unemployment rate hovering at 10.3%.  Budget 
deficits remain high and rising with France having a 3.5% deficit and Spain a 3.4% deficit  (latest info 
from the Economist Magazine).  However the most recent economic data has shown deterioration 
with the export juggernaut Germany now seeing its Industrial Production falling (down 2.3% in 
Dec/15), as China’s pace of growth slows and the resource countries’ economies retrench. 
 
The ECB continues its magic act to provide credit and stem the deflationary tide. Negative interest 
rates have aided cheap borrowing by EU countries with yields way below what their credit would 
justify in more normalized times. For banks this has been painful as the yields on their liquidity assets 
fall, resulting in shrinking net interest margins. Banks have cut back lines of business, fired workers 
(when they can) and reduced or terminated their dividend payments to shareholders. To bolster 
capital to keep viable and meet capital requirements, banks have added Contingent Convertible Bonds 
(CoCo bonds) which can suspend their interest payments if the bank runs into trouble. If a bank raises 
these funds and gets into a squeeze they can end interest payments or even force these bonds to 
become equity. If a bank fails these holders get zip. As at the end of last year there were US$97B of 
these issued by European banks to bolster capital.  
 
So last week the maestro of Europe’s banking system, Mario Draghi,  lowered his negative yield 
posture and will now give 40 basis points to banks borrowing to lend. With US$7T of negative yielding 
bonds the move to buy 80B Euros per month of bonds (up from 60B), there will be more of this Ponzi 
paper out there by the end of 2016.  With slowing world economic growth, it is highly unlikely that 
there are many borrowers for this new largesse. What may be the worst of this financial engineering is 
that non-investment grade borrowers cannot tap into any of this helicopter money. It is likely that very 
little borrowing may occur from this latest QE act. This latest financial innovation may again not work 
as expected. 
 
Central banks’ action has had more muted impact as each round of QE has been launched. Last week 
maestro Mario’s initial announcement helped the Euro to fall 4 cents in minutes and then when he 
commented that they had a shift in policy action from further rate cuts deeper into negative territory, 
to use more quantitative and credit easing actions, the Euro rallied. This abrupt move highlights how 
investors don’t trust Central Bank manipulation any more, realizing that they have lost control and 
have no ammunition left in their monetary policy quiver. Bank stocks across Europe, for the most part, 
now trade below 2009 lows. They are losing money, have cut dividends, have raised CoCo bonds and 
are not lending but trying to survive – hoping that deflation ends and that commodity prices rise so 
that their non-performing loans to the commodity sector return to performing. Non-performing loans 
in Italy, Portugal and Spain are at the 12-14% level and many of their banks are “zombie” banks alive 
at the pleasure of their central banks and the ECB. 
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The ECB is reigning in the use of cash in Europe as they move to an electronic banking system versus a 
cash system. This move is for more control of liquidity in the system and to make bank runs in Europe 
(like seen in Cyprus and Greece) unlikely in the future. Cash is anonymous while electronic money can 
be monitored. If banks fail in the future the ECB has indicated that it will have bank bail-ins to cover 
the losses. Bail-ins now require depositors over the insured limit (100,000 Euros) and bond and 
shareholders to eat the bank losses and not taxpayers.  
 
Trust between banking institutions is declining across Europe and the next phase of this melt-down 
should come as banks decline to deal with each other. This is the “Lehman” event. Banks with high 
derivative books and which are not investment grade and cannot tap the ECB or see their paper bought 
by the ECB will be where the precipice failure will likely occur.  
 
Depositors in European banks are withdrawing funds and moving to jurisdictions with positive yields 
versus the negative rates on deposits and the negative rates on most quality bonds in Europe. The real 
estate business in Canada has become a hot market for European investors as our currency has 
depreciated and cap rates on prime real estate has positive yields of 2-4%. The basic revolt is that 
banks in Europe are charging depositors when they put funds in and every year one has less especially 
after the bank deducts bank charges as well from your capital. This confiscation of funds is accelerating 
the exit of money from the European banking system.  
 
The commodity boom of the last 20 years has created $185T of incremental debt or 4x GDP growth 
over this same period. This debt is now not serviceable given current depressed commodity prices. 
Glencore, Teck and many of the minerals and energy companies are trying to sell assets and pay down 
debt. This is becoming a spiral to the bottom as asset prices fall. Banks are very exposed to this lending 
area.  Banks need expanding interest margins and the actions of the ECB over the last few years just 
made margins shrink not expand.  
 
The window for a crack in the system is imminent and can arrive from multiple tip points. The zombie 
banks in southern Europe could implode due to lack of capital and not meeting central bank stress 
tests or derivative banks across Europe could fail to make payments on maturities. The worst banking 
sector is in southern Europe with Italy having the worst problems. Dud loans in Italy  make up US$550B 
or 18% of their loan books stonking Italian bank shares in recent months.  
 
Last month we highlighted the shares of Deutsche Bank (DB) and Credit Suisse which had price levels 
for their shares below the levels of the darkest days of the financial crisis in 2008-2009. Since our last 
issue, the credit default swaps have risen further and indicate a high risk of demise. DB reported a 
fourth quarter 2015 loss of Euro 2.1B and a 2015 loss of 6.8B Euros. Capital replenishment is urgently 
required.  
 
The banking system’s systemic problem is not just on the continent. Bank shares in the UK are also 
hitting lows below the 2009 wipeout. Standard Chartered Bank plc has fallen to a quarter of the value 
it held just in 2014 as its profitability has shrunk and its derivative book gives it stress.  
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An example of a precipice zombie bank is the oldest surviving bank in the world founded in 1472 – 
Monte dei Paschi di Siena whose shares have fallen 76% this past year.  The bank continues to lose 
money and has resisted restructuring. We don’t know where or when the “Humpty Dumpty Lehman” 
event will occur, just that we expect it is quite imminent.  

Standard Chartered plc 
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 Negatives For Crude Oil  Over Next Few Months 

32.3Mb/d Feb/16 
Excess 2.3Mb/d 
 

The rally in oil prices from mid-February due to dialogue among OPEC producers and Russia to freeze 
production at January 2016 levels has now fallen apart as Iran wants to move its production to 4.0Mb/d 
before agreeing to any go forward freeze. In February they raised production by 188Kb/d to 3.13Mb/d 

In February OPEC production fell 175Kb/d to 32.3Mb/d as countries such as Iraq, Nigeria and UAE had 
production difficulties. Between pipeline breaches and terrorist activity in Nigeria and Iraq (northern 
pipelines breached), and UAE not finding buyers at acceptable prices, oil supplies seem to have peaked 
in the area except for  Iran’s growth as it regains clients in Europe and Asia.  
 
Iran has been forced to discount its oil exports and realized prices have been at discounts to Saudi and 
Iraqi crudes which are competing for the same clients. As we head into the shoulder season between 
winter and summer, there is going to be a lack of buyers and discounting will become more robust as 
producers fight for market share.  
 
With February OPEC production of 32.2Mb/d and the Q1/16 call on OPEC of 30.03Mb/d, there is 
currently a daily surplus of 2.3Mb/d looking for a home versus 1.8Mb/d last month. The US has taken a 
large portion of this excess, but storage is now nearing its limits. There are a large number of crude 
carriers waiting off-shore Houston, and more and more rail tanks are being used for storage.  

Source:  OPEC Monthly Oil Market Report – March 14, 2016 

Source:  OPEC Monthly Oil Market Report – March 14, 2016 
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Source:  OPEC Monthly Oil Market Report – March 14, 2016 

Source:  OPEC Monthly Oil Market Report – March 14, 2016 

A negative for the oil market is that demand for crude is falling as economic weakness and high storage 
levels limit imports. Europe’s anemic growth 1.1% in real GDP in the latest quarter resulted in demand 
falling by 0.8% year over year, or by 51Kb/d to 6.66Mb/d. India’s demand fell by 80Kb/d and Japan’s by 
180Kb/d. Even juggernaut China saw a decline in demand in January versus the prior month of Dec/15 as 
crude imports fell by 1.48Mb/d to 6.5Mb/d. China’s imports will rise materially from June on as new 
storage facilities are built to handle 50-70Mb for its strategic reserve but for the next few months imports 
should stay in the 6.5Mb/d level limiting demand over the next few months.  
 
Our concern is about where the excess production from OPEC will go for the months of March and April as 
it is possible that storage at Cushing and other place in the US will be filled up shortly.  

7 
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Source:  OPEC Monthly Oil Market Report – March 14, 2016 

Source:  EIA March , 2016 

OECD inventories are near record highs at 3.023BB of crude and products. This is 259Mb higher than 
a year ago and is now at a record 65.3 days of forward cover up from 59.4 a year ago. With sluggish 
economic growth there is no need to add to these levels.  
 
US storage reached an all time record high last week at 521.9Mb for commercial inventories up 
3.9Mb for the week. The EIA forecasts that storage will continue to rise for the next 6-8 weeks and 
then peak and head down as crude in taken down by refineries to produce higher emission standard 
summer grade products. The problem though is how much storage is left. For example at Cushing, 
inventories rose last week by 600Kb to 66.9Mb and some forecasts show effective capacity is 68 – 
69Mb and nameplate capacity at 73Mb. If so, in a couple of weeks we will be at maximum and  
finding mid-west storage will be difficult. In 2009 when storage was very tight and producers still 
wanted to sell and gain revenues, a super contango occurred. In a very short time, the contango 
went from below US$8/b to over US$20/b. If we see such an event, it would occur with plunging oil 
prices and that to us would be the next low price window and another great buying opportunity.  
 
The US drilling fleet has declined to a record low last week or 480 rigs working of which 386 were 
focused on oil and 94 on natural gas. This is long term bullish but we still have nearly 4K wells that 
have been drilled but not fracked and brought on production. We will need >US$50/b for the bulk of 
these wells to be completed. Long term fundamentals are improving as US production has peaked 
and is going down. What is needed now is a few more months of falling US production, demand 
growth for 2016 kicking in, and getting into the window when China begins to fill its next phase of its 
strategic reserve in June 2016. 
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Source:  EIA Weekly Petroleum Status Report March  9, 2016 

Source:  EIA  March ,  2016 

US production peaked in April 2016 at 9.6Mb/d and has fallen to 9.078Mb/d as of last week’s EIA report.  
Based on the March 4th data, production has fallen by 301Kb/d from the year before. These weekly 
comparisons should become even more pronounced as we head into the end of April 2016.  Over the 
prior 5 weeks we have seen Lower 48 production fall by 30K, 50K, 25k, 30K and 20K. One disappointment 
in last weeks data was that the Lower 48 saw a rise in production of 3Kb as the higher price of crude over 
the last few week’s provided impetus for producers to frack and bring on additional production. With 
crude prices now retreating again, we expect to see significant regular declines in weekly production 
pulling Lower 48 production down to 8.5Mb/d no later than Q4/16.  

9 
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Source:  EIA March 2016 

Source:  WTRG Economics March 8, 2016 

While evidence for a turn in the fundamentals of the energy sector are developing, the window for an 
improved picture appears to be 2H/16. We will need to see US production fall to below 8.5Mb/d no 
later than Q4/16 and for world demand to increase from 93.3Mb/d in Q1/16 to over 95.0Mb/d by the 
end of the year as forecasted by the EIA and OPEC. These two components swing the production from 
an excess to a shortage, and we should begin to see the glut of inventories begin to decline at a 
significant pace. Even if Iran is able to raise its production to 4.0Mb/d (which we think will take much 
longer), supply and demand will return into a balance later this year.    

Cushing Inventories 
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Source:  WTRG Economics March 8, 2016 

The rally in crude from mid-February at US$26.05/b at the low to the recent high at US$39.02 (now 
US$36.45) was a very robust 50% rally. During this window energy stocks were strong performers for 
investors and our recommendation list did very well. We are now concerned that this strong rally is over 
and that another decline is imminent (the recent price uptrend has reversed). This decline could take crude 
prices back to the February lows or even a bit lower if there is a market meltdown due to a banking crisis in 
Europe and intermarket risk beats up all investment areas except for precious metals.  Revenues in the 
industry are still US$100M/day higher than in 2009. If we are right more pain is ahead for the US industry 
as lower oil prices reduce revenues from US$250M/d to US$150M/day in upcoming months. Many of the 
worst balance sheet energy companies should see their stock prices fall below their Jan/Feb 2016 lows. We 
are also concerned that some companies may fail in this window.  

Source:  StockCharts.com , March  15, 2016 

11 April/May Target US$24-26/b 
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Source:  StockCharts.com , March  5, 2016 

Source:  StockCharts.com , March  11,  2016 

The robust performance that we indicated in our prior Maison Energy  Monthlies has occurred in a very 
robust way and is now ahead of the fundamentals. A hoped for OPEC freeze will not occur and even if it 
did there would still be a glut over demand over the next few months. The S&P Energy Sector Bullish 
Percentage Index rose from a depressed 4% bullish level in mid-Feb to 94% recently. This indicator is now 
too high and is reversing. If we see crude prices in the low US$20’s in the next 2-3 months, there will 
another very attractive buying opportunity. Investors should take profits and go to the sidelines. This 
rally over the last 4 weeks has been very rewarding and indicates that when the next bottom occurs, 
investors should become invested quickly as the moves come very quickly.  

12 



Maison Placements Canada Inc. 
Source:  StockCharts.com , March  11, 2016 

An additional near term negative for crude oil is the quick increase by speculators in their long positions 
in crude as the price rose over the last month. Net longs for speculators according to the CFTC rose to an 
all time high of 303,758 net longs. These owners of the equivalent of nearly 304Mb of paper crude will 
reverse as they get hit with margin calls. At the bottom for crude, speculators have historically moved 
from net long to net short. The rout coming should generate this reaction again.  
 
The risk of a stock market meltdown is rising as the banking system in Europe deteriorates. If the banks 
there implode and the ECB can not stem the tide quickly, then a repeat of the pain seen in 2008-2009 
across asset classes will repeat. The S&P500 (now at 2016) has risen by 12% from 1810 in mid-February 
in a very vibrant rally. It is now overbought and is at risk to a significant decline. We will be watching the 
deterioration in the European banking system and its aftershocks to see how low the next decline phase 
may take the stock markets. For the S&P500 the 1,600 level is likely by late Q3 or early Q4 and the Dow 
Industrials equivalent would be 14,200 (now 17,252) and the TSX 10,900 (now 13,400). 
 
The risks to the downside for stock markets is very high and for the energy sector significant again. This is 
a consequential warning to investors, as we noted repeatedly in 1H/14. Take profits on positons added at 
the low and hold cash for another great buying opportunity. Downside for the S&P TSX Energy Index is to 
the lows seen in mid-January or the 120’s for the Index (now 173), implying downside risk of 30%. 

13 
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Source:  StockCharts.com - March  11, 2016 

S&P 500 
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Canada: 

Play Area 
SAMI Covered 

Companies 
Target Location 

Ownership 

Working  
Interest 

Leverage 
Potential to 

Upside 
Success 

Est. Chance of 
Success 

Timing 

Pouce Coupe 
Birchcliff Energy 

Ltd. (BIR) 
Montney D1 and 

Basal Doig 

Pouce Coupe 
NW AB – 
north of 

Grande Prairie 

100% >$1.00 50% 12 wells in 2016 

Montney 
Multi-Frac, 

Extended-reach 
Horizontal 
Program 

Delphi Energy 
(DEE) 

Montney /Liquids Bigstone, AB ~80% >$0.20/share 50% 
Ongoing 6 wells 

in 2016 

Valhalla Doig 
Surge Energy Inc. 

(SGY) 
Doig light oil  

Valhalla (NW 
AB) 

100% $0.75/share 50% 3 Wells in 2016 

Cardium Oil 
Tamarack Valley 

Energy (TVE) 
Cardium  Wilson Creek 80% or more >$0.50/share 50% 

Ongoing 8-10 wells 
in 2H/15 

2. Maison Universe High Impact Drilling Watch List 
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Source:  NaturalGas Intel.com 
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South America 

Play Area 
SAMI Covered 

Companies 
Target Location 

Ownership 

Working 

Interest 

Leverage 
Potential to 

Upside 
Success 

Est. Chance 
of Success 

Timing 

Putumayo  7 
Basin 

Gran Tierra 
Energy (GTE) 

2 Exploration 
wells – 15Mb 

Colombia 100% $0.50 25% Drill Q3/16 
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Europe and Africa: 

Play Area 
SAMI Covered 

Companies 
Target Location 

Ownership  
Working Interest 

Leverage 
Potential to 

Upside 
Success 

Est. Chance 
of Success 

Timing 

Bakassi W 
SDX Energy Inc. 

(SDX) 
80Mb gross 

Cameroon 
Manatee-1 

35% >$0.50/share 20% 

Spud March 2/16 
Up to 45 days for 

operations. News Late 
April 

Maison Placements Canada Inc. 17 
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3. Terminating Coverage: LRE, PMI and SLG 
 4. Research Updates: 
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Gran Tierra Energy Inc. 
Suite 200, 130 – 13th Ave. SW Calgary, AB T2R 0V2 

                                                                Phone 403 265-3221 Fax 403 265-3242 website: www.grantierra.com 
 

Company History & Management Info: 

The company was incorporated in June/03 in the State of Nevada.  It made its initial move into energy in 
September 2005 and now has oil and gas producing assets in Colombia, Peru and Brazil.  In May 2015 a new 

management team was brought in to focus GTE more towards Colombia and have less focus on Peru and Brazil.  
At Dec/15, GTE had 301 employees - based:  58 in Calgary, 193 in Colombia, 22 in Brazil and 28 in Peru.   

Management:  President and CEO – Gary Guidry        CFO – Ryan Ellson              VP Corp Services – Jim Evans          

                               VP Exploration – Lawrence West      VP Asset Mgmt.– Alan Johnson 

Core Areas:  

Gran Tierra is a rapidly expanding South American E&P company which has grown mainly by the drill bit in 

Colombia. Production is currently oil focused with a 99% light oil weighting. GTE new management has been very 
active since taking office with a focus on consolidating the industry and acquired in late 2015 PetroAmerica and 

PetroGranada for US$90M (adding 3,000 boe/d) to increase its footprint in Colombia with particular focus on the 
prolific Putumayo basin were it is now the dominant player. GTE holds 33 blocks with operatorship of 18 and 

operates >80% of production.  GTE had at year end 2015 1P reserves of 53.0Mb and 2P reserves of 76.2Mb. 

Key Impact Plays / Black Gold Wealth Creation: 

Colombia: GTE has land holding interest in 8.5M net acres in the country. Production from the Putumayo Basin 

(Costayaco and Moqueta fields) has funded the growth of the company. GTE has exposure to 3 basins in the 

country (Putumayo, Llanos and Sinu). The Costayaco field is the jewel of the company with proved plus probable 
reserves of 27.8Mb (2P). So far 24 wells have been drilled for production and water injection, and production at 

year end was 13,500 boe/d. At Moqueta, 16 wells have been drilled so far and production has ramped up to 6,500 
boe/d. Proved plus probable reserves were 21.9Mb at year end 2015. In 2016 GTE has a base budget of $76M and 

will drill 3 development wells in Moqueta and 2 exploration wells with a focus on the Putumayo-7 block. 

Recent Operational & Financial Results: 

 GTE will only spend cash flow in 2016 and has lowered its base budget to US$90M due to lower oil prices. 
If prices recover over US$45/b they will increase spending and drill 5 more development wells in the 

Putumayo basin and 6 exploration wells (2 Putumayo and 4 Llanos basin). 
 GTE has a goal of growing NAV 3-5x over the next 5 years. GTE has a focus on growth in Colombia, and 

with its vast exploration portfolio (with a focus on the “N” sands - 680Mb of resource potential) as well as a 
strong balance sheet with funds available for attractive acquisition candidates, this is a reasonable goal.  

 In Q4/15 GTE has production of 23,138 boe/d and had CFPS of $0.06, in line with our estimate.  

Production currently is 26 Kb/d now that the acquisitions have closed.  
 Our 12-month target of $4.60 is based upon a cash flow multiple of 7.2x our Q4/16 

annualized cash flow of $0.64/share. GTE deserves a premium multiple due to its strong 
balance sheet and significant upside with the drill bit. The stock would be a table pounding 
buy <$2.60/share.  

Balance of Evidence 

Growth Drivers Limits to Growth 

 GTE plans on spinning off its holdings in Peru and 

Brazil in a SpinCo in 2H/16. Upside in Peru of 1Bb of 
resources should make this an attractive package for 

those interested in the long term potential of Peru.  
 GTE has an excellent Balance Sheet with US$97M 

cash and $200M undrawn debt facility for acquisition 

use. They continue to look for deals in Colombia and 
are looking at the 70 fields being farmed-out by 

Ecopetrol. GTE could do up to a $200M deal. 

 GTE has been looking at Mexico as a long term 

opportunity and recently bid for 3 blocks. GTE was 
unsuccessful in this Third round as the bids went for 

a higher royalty bid than GTE felt would be 
profitable. They will continue to look for economic 

deals in other onshore rounds and/or JV deals.  

 GTE took a $323.9M impairment charge for their 

assets in 2015. Of this $232M was for Colombia, $47M 
for Brazil, and $42M for Peru. It is possible that they 

may take another $40-60M impairment charge in 
Q1/16 as the price deck has declined even further. 

 GTE has been impacted by pipeline interruptions (213 

days in 2015) at its Putumayo production. The 
company has been trucking volumes when required 

and with the peso’s devaluation the cost differential 

has declined to US$5/b.    
 GTE has a cash cost of US$23/b and if oil prices fall 

below this level, they would shut in production.  

 GTE needs to find material reserves ASAP as their 1P 

and 2P RLI’s are too short. In 2016 they have some 
potentially big exploration plays which need to be 

successful.  
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Pengrowth Energy Corporation 
Suite 2100, 222 Third Ave. SW Calgary, AB T2P 0B4 

                                                                                 Phone 403 233-0224 Fax 403 223-4122 Website: www.pengrowth.com 
Company History & Management Info: 
The company was incorporated as an ABCA in Oct/10 and changed its name to Pengrowth Energy Corporation on Dec/2/10. 

Pengrowth is the successor to the trust of the same name which converted from an income trust started in 1988, to a corporate 
structure in Jan/11.  PGF has 240 full time employees at head office and has 200 in the field (with a large portion at Lindbergh).   
Management:  President and CEO – Derek Evans               VP/Treasurer – Dean Evans                        CFO – Chris Webster 
   S. VP Production Thermal – Steve De Maio     VP Conventional – Randy Steele   Mgr. Investor Relations – Wassem Khalil 

Core Areas:  
Pengrowth is an intermediate Canadian oil and gas producer with a 27 year of operations. PGF’s asset base provides them with 
large oil in place conventional plays and large lower-risk resource plays with 606K net acres of land. Their core assets include 
the Lindbergh thermal oil field now up in phase one of development, Cardium light oil, long life Swan Hills light oil and Montney 
natural gas projects. The management’s focus is to generate high cash flow while holding down spending and using the excess 
cash flow and asset sales in non-core areas to lower debt from $1.85B at year end 2015 to below $1B by the end of 2017. Once 
they reach this level, they should be at a 2.0x debt/cash flow and then can restart spending on growth opportunities such as 
phase 2 at Lindbergh. With their strong hedge book this should be attainable. We expect to see the larger asset sales occur in 
2H/16. They are focusing on some mid-stream assets and possibly some longer term gas plays for the targeted asset sales. 

Key Impact Plays / Black Gold Wealth Creation: 
Lindbergh: The Lindbergh first phase is outperforming its nameplate volumes as the steam oil ratio is 2.1 versus the forecast 
of a 4.0 ratio over the life of the project. At a cost of $650M Lindbergh phase 1 came on in early 2015 and has ramped up to 
16,500 boe/d. This level can be maintained for 4-5 years if they continue to have excess steam. Pilot wells now on for 4 years 
have a steam oil ratio of 3.0x. New wells can be added to this phase by infills or new well pairs. Upside from further phases 
could take production to 40-50 Kb/d. The break-even for new thermal projects is US$46/b and they will wait until they see 
sustainable WTI prices of US$55-60 before moving forward. This could occur in 2017, with the next phase up in 2019 at a cost 
of up to $800M and adding 17,500 boe/d.  PGF is in the process of getting production approval for the rise in production over 
the nameplate approved level. They expect to receive this approval in Q2/16. 
Conventional Oil: In 2015 this area produced >30,000 boe/d with over 500 drilling locations and over 150 Mb of 2P reserves. 
The main focus is on Cardium oil. Upside in future years is from stacked reservoirs with light oil and liquids rich gas.  
Montney: Current production is 2,500 boe/d. PGF sees 8 Tcf in place with 1,000 drilling locations. There are 2 areas: 
Groundbirch and Bernadet. The issue here is take away capacity and they won’t see growth in capacity until 2018 when they 
will obtain up to 18 Mcf/d of new Nova firm service.  

Recent Operational & Financial Results: 
 PGF in Q4/15 produced 67,934 boe/d, in line with our 68,000 boe/d estimate. CFPS came in at $0.21/share above our 

estimate of $0.18/share. Hedging provided a material amount of the cash flow with Q4 operating netbacks of 
$25.07/boe which included $15.63/boe of hedging gains. Their attractive hedge book carries them into the end of 
2016. In 2016 PGF intends to sell $300M of asset sales. The next meaningful asset sale should be their Garrington sour 
gas plant with 50 MMcf/d of capacity and with a 1,300 KM gathering system. A price around $150M could be attained. 

 Our 12-month target of $2.10 is based upon a 3x times our 2016 cash flow of $0.70/share. The stock 
would be a tremendous purchase <$0.90/share.  Into 2017 if they are successful in lowering their debt 
load below $1.0B the stock could rise to $4/share and be generating over $0.80 CFPS at US$50 WTI. We 
would raise our rating to a 5 – Strong Buy if asset sales at good prices are accelerated. 

Balance of Evidence 

Growth Drivers Limits to Growth 
 PGF has been very successful with its hedge program. At 

February 19/16 it had a mark to market value of $599M. 
This should help them produce decent cash flow in 2016 
even if current commodity prices do not provide positive 
netbacks at US$30/b. 

  The overall corporate decline rate is only 12% so that 
capital to keep production flat is low. With PGF planning no 
spending on drilling in 2016, overall volumes will fall 5%.  

 PGF has access to nearly $1B on its debt line with a 
maturity of 2019 so it has financial flexibility to meet its 
debt payments in 2017 from the use of this line, asset 
sales and free cash flow from the business. If oil prices 
move over US$50/b in 2017, PGF should be a big winner 
for investors. 

 PGF is now taking advantage of the weak pricing for its 
convertible debentures and will buy back up to 10% of the 
outstanding $136.8M of the issue. Other debt buy downs 
could occur as asset sales are completed.  

 The new royalty regime and GHG’s for thermal projects has 
not been detailed yet and this needs clarification before PGF 
can move forward with Phase 2 at Lindbergh. 

 PGF took a $401M impairment charge for their assets in 
Q4/15. If oil prices rise into the mid-30’s by the end of 
March/16, PGF should have no further impairment charges. 
We credit the company with removing all of their goodwill 
on the balance sheet during Q4/15. Most companies still 
have a meaningful component of goodwill which should be 
removed in this low commodity price environment. 

 PGF had 2,550 wells that were non-producing at the end of 
2015. Asset sales in 2015 removed >1,000 wellbores. They 
expect to lower this with further asset sales and by spending 
$20M/year on abandonments. 

 Once the debt to cash flow declines to the 2 to 1 level they 
should restart their growth program with activity moving 
forward on Lindbergh phase 2 and conventional oil 
developments. A rise to US$50/b for crude is necessary.  
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