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 Note  
 March 31,  

2019  
December 31, 

2018  
   $  $ 
Assets      
Current assets      

Cash and cash equivalents   50,087  20,438 
Accounts receivable  4(c)  2,516  2,602 
Prepaid expenses and deposits   968  744 

Total current assets   53,571  23,784 

Non-current assets      
Exploration and evaluation assets  5,6  44,718  6,742 
Property and equipment 3,5,7   433,705  183,333 
Deferred financing   -  2,441 

Total assets   531,994  216,300 
      
Liabilities      
Current liabilities      

Accounts payable and accrued liabilities  8  47,888  43,964 
Interest rate financial derivative instruments 4(d)  2,119  1,548 
Commodity financial derivative instruments 4(d)  642  - 
Lease liabilities 10  511  - 

Total current liabilities   51,160  45,512 

Non-current liabilities      
Bank debt 9  80,735  53,436 
Lease liabilities 10  1,067  - 
Decommissioning provisions 11  5,746  2,085 
Interest rate financial derivative instruments 4(d)  1,028  1,209 
Commodity financial derivative instruments 4(d)  33  - 
Deferred tax liabilities    13,329  - 

Total liabilities   153,098  102,242 
      
Shareholders’ Equity      

Share capital  12(b)  379,086  126,025 
Warrants 5  15,307  - 
Contributed surplus 5  772  - 
Deficit   (16,269)  (11,967) 

Total shareholders’ equity   378,896  114,058 

Total liabilities and shareholders’ equity   531,994  216,300 
 
Commitments (note 18) 
Subsequent events (note 19) 
 
 
Approved by the Board of Directors 
 
(Signed) “Gordon Ritchie”, Director    (Signed) “William Lancaster”, Director
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    Three months ended  
March 31, 

   Note 2019 2018 
    $ $ 
Revenue      

Sales of liquids and natural gas   13 460 971 
Royalties    (23) (81) 

Liquids and natural gas revenue    437 890 
Unrealized loss on commodity financial derivative instruments 4(d) (675) - 

Total revenue    (238) 890 
      
Expenses       

Operating    393 111 
Transportation    663 - 
General and administrative    2,286 221 
Depletion and depreciation   7 241 203 
Transaction costs   5 3,971 - 

Total expenses    7,554 535 
Operating Income (Loss)    (7,792) 355 
      

Unrealized loss on interest rate financial derivative instruments 4(d) (390) (800) 
Financing income    314 64 
Financing expense    14 (2,467) (187) 

 
Loss Before Income Taxes    (10,335) (568) 
 
Deferred income tax recovery (expense)   15 6,033 (63) 
 
Loss and Comprehensive Loss for the Period  (4,302) (631) 
      
Loss per Share      

Basic and diluted   12(c) (0.02) (0.01) 
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Note 
Share 

capital Warrants 
Contributed 

surplus 

Retained 
earnings 
(deficit) Total 

  $ $ $ $ $ 
Balance at January 1, 2018  88,025 - - 155 88,180 

Loss for the period  - - - (631) (631) 
Balance at March 31, 2018  88,025 - - (476) 87,549 

       
Issuance of common shares for cash  38,000 - - - 38,000 
Loss for the period  - - - (11,491) (11,491) 

Balance at December 31, 2018  126,025 - - (11,967) 114,058 
       
Issuance of common shares for cash  12(b) 47,000 - - - 47,000 
Corporate acquisition 5 206,061 15,307 772 - 222,140 
Loss for the period  - - - (4,302) (4,302) 

Balance at March 31, 2019  379,086 15,307 772 (16,269) 378,896 
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    Three months ended  
March 31, 

   Note 2019 2018 
    $ $ 
Cash flows related to:      
Operating Activities      

Loss    (4,302) (631) 
Add (deduct) items not involving cash:      

Unrealized loss on interest rate financial derivative instruments 
 

4(d) 390 800 
Unrealized loss on commodity financial derivative instruments 
 

4(d) 675 - 
Depletion and depreciation   7 241 203 
Deferred income tax expense (recovery)   15 (6,033) 63 
Non-cash financing expense   14 366 45 

Funds flow from (used in) operations    (8,663) 480 
Change in non-cash working capital   16 (4,122) (317) 
Cash from (used in) operating activities    (12,785) 163 

      
Investing Activities      

Exploration and evaluation asset expenditures   6 (1,034) (129) 
Property and equipment expenditures   7 (48,434) (30,429) 
Property and equipment acquisitions   7 (25) - 
Corporate acquisition, cash acquired   5 20,295 - 
Change in non-cash working capital   16 (4,674) 11,616 
Cash used in investing activities    (33,872) (18,942) 

      
Financing Activities      

Issuance of common shares   12(b) 47,000 - 
Advances of bank debt    31,422 31,641 
Debt issuance costs   9 (2,020) (1,500) 
Principal portion of lease payments   10 (96) - 
Cash from financing activities    76,306 30,141 
      

Increase in cash and cash equivalents    29,649 11,362 
Cash and cash equivalents, beginning of period   20,438 18,315 
Cash and cash equivalents, end of period   50,087 29,677 
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As at and for the three months ended March 31, 2019 and 2018 
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1. Reporting entity and description of the business 

Pipestone Energy Corp. (“Pipestone” or the “Company”) is engaged in the exploration for, and development and 
production of, oil and liquids-rich natural gas in Western Canada, with substantially all of its activities and assets focused 
in the Montney resource play in Alberta. The Company’s shares are listed on the TSX Venture Exchange (TSXV). The 
address and principal place of business of the Company is 1800, 421 – 7th Avenue S.W., Calgary, Alberta, T2P 4K9. 

On January 4, 2019 the Company completed its reverse takeover of, and amalgamation with, Blackbird Energy Inc. (the 
“Corporate Acquisition”). Prior to the Corporate Acquisition, Pipestone was a privately held entity, operating under the 
name Pipestone Oil Corp. (“Predecessor Pipestone”), incorporated under the Business Corporations Act (Alberta) and a 
wholly-owned subsidiary of Canadian Non-Operated Resources LP (“CNOR LP”), a privately held partnership formed under 
the laws of the Province of Alberta. The comparative figures presented for 2018 are that of the predecessor company, 
Predecessor Pipestone. 

2. Basis of preparation 

Statement of compliance  

The condensed interim consolidated financial statements are unaudited and were prepared in accordance with 
International Financial Reporting Standards (IFRS) as issued by the International Accounting Standards Board (IASB), 
including International Accounting Standard (IAS) 34, Interim Financial Reporting, and should be read in conjunction with 
the annual financial statements for the year ended December 31, 2018, which were prepared in accordance with IFRS. 
The disclosure provided is incremental to that in the annual financial statements. Certain information and disclosure in 
the notes to the annual financial statements is condensed in the interim financial statements or disclosed only on an 
annual basis.  

The condensed interim consolidated financial statements were approved and authorized for issuance by Pipestone’s 
Board of Directors on May 14, 2019. 

Use of estimates and judgments 

The preparation of financial statements in conformity with IFRS requires management to make estimates and assumptions 
that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of 
the financial statements and the reported amounts of revenue and expenses during the period. These estimates are 
reviewed periodically and, as adjustments become necessary, are reported in the period in which they become known. 
By their nature, these estimates and related future cash flows are subject to measurement uncertainty, and the impact 
on future financial statements could be material.  

In preparing these condensed interim consolidated financial statements, the significant estimates and judgments made 
by management in applying the Company’s accounting policies and the key sources of estimation uncertainty were the 
same as those applicable to the financial statements for the year ended December 31, 2018, except: 

Share-based compensation 

The fair value of stock options is determined using the Black-Scholes-Merton option pricing model. It employs estimates 
of future volatility in the Company’s share price, expected lives of awards, the risk-free interest rate, and other relevant 
assumptions. Volatility is estimated to be a blend of the average price volatility of the Company’s common shares 
subsequent to the January 4, 2019 Blackbird Energy Inc. acquisition (see note 5, below) and the average price volatility of 
common shares of a comparative group of companies over the preceding period equalling the expected lives of Pipestone 
options. The primary non-market-based vesting condition for the Company’s share-based compensation plans is 
continuous employment. An estimated forfeiture rate is applied to the valuation of all equity units over the vesting period 
and is subsequently adjusted to reflect the actual number of equity awards that ultimately vest. 



Pipestone Energy Corp. 
Notes to the Condensed Interim Consolidated Financial Statements 
As at and for the three months ended March 31, 2019 and 2018 
(tabular amounts in thousands of Canadian dollars unless otherwise indicated) (unaudited) 
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When equity compensation units are exercised or released, the consideration received, together with the expense 
previously recognized in contributed surplus, is recorded as an increase to share capital. 

3. New accounting policies 

These condensed interim consolidated financial statements follow the same accounting policies as the financial 
statements for the year ended December 31, 2018, other than for the following changes in respect of a new IFRS 
accounting standard that was prospectively adopted by the Company on January 1, 2019: 

IFRS 16, Leases 

Effective January 1, 2019, Pipestone adopted IFRS 16 using the modified retrospective approach. Under this approach, 
the Company has not restated comparatives for 2018, as permitted under the standard’s specific transitional provisions. 
The reclassifications and the adjustments arising from the new leasing rules are therefore recognized on a go forward 
basis from January 1, 2019. 

Practical expedients applied 

In applying IFRS 16 for the first time, the Company has used the following practical expedients the standard permits: 

1) Apply a single discount rate to a portfolio of leases with similar characteristics. 

2) Account for leases with a remaining term of less than 12 months as at January 1, 2019 as short-term leases. 

3) Account for lease payments as an expense and not recognize a right-of-use (ROU) asset if the underlying asset is 
of low dollar value. Low dollar leases are leases with payments related to assets with values less than US$5,000, 
if measured when new. 

4) Apply hindsight in determining the lease term when the contract contains terms to extend or terminate the lease. 

Adjustments recognized on adoption of IFRS 16 

On adoption of IFRS 16, Pipestone recognized lease liabilities in relation to leases which had previously been classified as 
“operating leases” under the principles of IAS 17, Leases. These liabilities were measured at the present value of the 
remaining lease payments, discounted using the lessee’s incremental borrowing rate. 

For leases previously classified as finance leases, the entity recognized the carrying amount of the lease asset and lease 
liability immediately before transition as the carrying amount of the ROU asset and the lease liability at the date of initial 
application. The measurement principles of IFRS 16 are only applied after that date. This resulted in measurement 
adjustments of $44,000. The re-measurements to the lease liabilities were recognised as adjustments to the related ROU 
assets immediately after the date of adoption. 
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The following table provides a reconciliation of the commitments as at December 31, 2018 to the Company’s lease 
liabilities as at January 1, 2019: 

  $ 
   

Firm gathering  107,086 
Firm processing  122,156 
Firm transportation  69,027 

Commitments as at December 31, 2018  298,269 
   
Add: field office lease  47 
Less: agreements that do not contain a lease  (298,269) 
  47 
   
Impact of discounting  (3) 
Lease liability recognized as at January 1, 2019  44 

The ROU asset was measured on a retrospective basis as if the new rules had always been applied. There were no onerous 
lease contracts that would have required an adjustment to the ROU assets at the date of initial application. 

The recognized ROU assets as at January 1, 2019 relate to a field office lease. 

The change in accounting policy affected the following items in the statement of financial position on January 1, 2019: 

  January 1, 2019 
  $ 
ROU asset presented in property and equipment  44 
   
Current lease liability  33 
Long-term lease liability  11 

When measuring lease liabilities for leases that were classified as operating leases, the Company discounted lease 
payments using its estimated incremental borrowing rate at January 1, 2019. The weighted-average rate applied was 10 
percent. 

Leasing accounting policy 

The Company leases a field office and field equipment. Lease terms are negotiated on an individual basis and contain a 
wide range of terms and conditions. The lease agreements do not impose any covenants, but leased assets may not be 
used as security for borrowing purposes. 

Until the 2018 financial year, leases of property, plant and equipment were classified as either finance or operating leases. 
Payments made under operating leases (net of any incentives received from the lessor) were charged to profit or loss on 
a straight-line basis over the period of the lease. 

From January 1, 2019, leases are recognised as an ROU asset with a corresponding liability at the date on which the leased 
asset is available for use by the Company. Each lease payment is allocated between the liability and financing expense. 
The financing expense is charged to profit or loss over the lease period so as to produce a constant periodic rate of interest 
on the remaining balance of the liability for each period. The ROU asset is depreciated over the shorter of the asset’s 
useful life and the lease term on a straight-line basis. 
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Assets and liabilities arising from a lease are initially measured on a present value basis. Lease liabilities include the net 
present value of the following lease payments: 

• fixed payments, less any lease incentives receivable;  
• variable lease payment that are based on an index or rate; 
• amounts expected to be payable under residual value guarantees; 
• the exercise price of a purchase option if the Company is reasonably certain to exercise that option; and 
• payments of penalties for terminating the lease, if the lease term reflects the Company exercising that option. 

The lease payments are discounted using the interest rate implicit in the lease. If that rate cannot be determined, the 
Company’s incremental borrowing rate is used, being the rate that the Company would have to pay to borrow the funds 
necessary to obtain an asset of similar value in a similar economic environment with similar terms and conditions. 
Generally, the Company uses its incremental borrowing rate as the discount rate. 

ROU assets are measured at cost, comprising the following: 

• the amount of the initial measurement of lease liability; 
• any lease payments made at or before the commencement date less any lease incentives received; 
• any initial direct costs; and  
• restoration costs. 

The lease liability is subsequently increased by the interest expense on the lease liability and decreased by the lease 
payment made. It is re-measured when there is a change in future lease payments arising from a change in an index or 
rate, a change in the estimate of the amount expected to be payable under a residual value guarantee or, as appropriate, 
changes in the assessment of whether a purchase or extension is reasonably certain to be exercised or a termination 
option is reasonably certain not to be exercised. 

The Company has applied judgment to determine the lease term for lease contracts which include renewal options. The 
assessment of whether the Company is reasonably certain to exercise such options impacts the lease term, which 
significantly affects the amount of lease liabilities and ROU assets recognized. 

Payments associated with short-term leases and leases of low-value assets are recognised on a straight-line basis as an 
expense in profit or loss. Short-term leases are leases with a lease term of 12 months or less. Low-value assets comprise 
IT equipment and small items of office furniture. 

Cash flows relating to leases are presented as follows: 

• cash payments for the principal portion of the lease liabilities as cash from financing activities; 
• cash payments for the interest portion as cash from operating activities, consistent with the presentation of 

interest payments; and 
• short-term lease payments, payments for leases of low-value assets and variable lease payments that are not 

included in the measurement of the lease liabilities as cash from operating activities. 

4. Financial instruments and risk management 

a) Risk management overview 

The Company’s activities expose it to a variety of financial risks including credit risk, liquidity risk and market risk. This 
note presents information about changes to the Company’s exposure to each of these risks, its objectives, policies and 
processes for measuring and managing risk, and its management of capital during the period. Further quantitative 
disclosure is included throughout these financial statements. Pipestone employs risk management strategies and policies 
to ensure its risk exposure is consistent with its business objectives and risk tolerance. While the Board of Directors has 
overall responsibility for Pipestone’s risk management framework, Pipestone’s management monitors the risks and 
administers the risk management measures. 
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b) Credit risk 

The Company considers all accounts receivable greater than 90 days to be past due. At March 31, 2019, $Nil is past due 
(December 31, 2018 – $Nil). The Company considers this amount fully collectible. 

The Company manages the credit exposure related to financial derivative instruments by ensuring the contracts are 
entered into with counterparties that are financial institutions with high credit ratings. The maximum credit exposure 
associated with accounts receivable is the total carrying amount and the maximum exposure associated with the financial 
derivative instruments approximates their fair value. The Company believes that the credit risk associated with the 
financial derivative instruments is low given that the instruments were all held with large Canadian financial institutions. 

c) Liquidity risk 

The Company expects to repay its financial liabilities in the normal course of operations and to fund future operational, 
capital and other obligations through future operating cash flow, as well as future equity and debt financing. Refer to the 
Company’s bank debt (note 9) for further details on available amounts under existing banking arrangements. 

The timing of undiscounted cash flows relating to the financial liabilities outstanding at March 31, 2019 is outlined below: 

 1 year 2 years 3 years >3 years Total 

 $ $ $ $ $ 
Accounts payable and accrued 

liabilities 47,888 - - - 47,888 
Interest rate financial derivative 

instruments 2,119 1,028 - - 3,147 
Commodity financial derivative 

instruments 642 33 - - 675 
Bank debt (1) - 85,756 - - 85,756 
Lease liabilities (2) 511 530 537 - 1,578 

(1) Excludes future interest payable on amounts drawn on the bank credit facility, and unamortized debt issuance 
costs.  

(2) Excludes future interest portion on lease payments. The amounts shown consist of the principal portion of the 
lease payments.  

The Company is also subject to commitments as disclosed in note 18. 

The Company as indicated above has significant financial liabilities and commitments over the next one to two years. The 
Company believes in the short term that its financial requirements will be addressed through its lending arrangements 
(note 9) and an increase in future operating cash flows as infrastructure projects are completed and production increases 
in the latter part of 2019. Over the longer term the Company will need to address its lending arrangements which mature 
at the end of 2020. While the Company believes it will be successful in meeting its liquidity requirements, uncertainty 
remains due to volatility in commodity prices and the economic environment, including identifying additional sources of 
equity or debt financing, in addition to reserve and production risk. 

d) Market risk 

Market risks are as follows: 

Foreign currency risk 

At March 31, 2019 and December 31, 2018, the Company had no forward exchange rate contracts nor any working capital 
denominated in foreign currencies. 
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Interest rate risk 

The Company has minimal exposure to interest rate cash flow risk as its credit facilities (note 9) bearing interest at variable 
rates are accompanied by an equal and completely offsetting interest rate swap, matching the duration of the notional 
and principal amounts, dates of interest and principal receipts and payments, and basis for measuring interest rate of the 
bank debt. 

The initial floating to fixed interest rate swap entered into on March 12, 2018 resulted in the 2018 funding of $50.0 million 
($30.0 million in March 2018 and $20.0 million in July 2018) bearing a fixed annual interest rate of 7.75 percent for the 
term from March 12, 2018 to February 28, 2019, 7.25 percent from March 1, 2019 to September 2, 2019 and 6.85 percent 
from September 3, 2019 to March 12, 2020. 

The second floating to fixed interest rate swap entered into resulted in the 2019 funding of $100.0 million ($10.0 million 
in January 2019, $20.0 million in March 2019, $32.5 million in June 2019 and $37.5 million in September 2019), bearing a 
fixed annual interest rate of 9.75 percent for the term from January 4, 2019 to March 31, 2020. 

Effective April 1, 2020, and through until the maturity of the bank debt on December 31, 2020 the entire loan will bear an 
annual interest rate of 11.50 percent and will be payable in cash monthly.  
Reconciliation of changes of fair value in Pipestone’s interest rate financial derivative instruments: 

Three months ended March 31,  2019 
  $ 
Fair value of contracts, beginning of period  (2,757) 
Contracts entered into  - 
Change in fair value of contracts   (390) 
Fair value of contracts, end of period  (3,147) 
   
Current liability  2,119 
Long-term liability  1,028 

For the three months ended March 31, 2019, a 1 percent increase in interest rates would decrease income by $Nil (three 
months ended March 31, 2018 – $Nil). The Company had interest rate swaps or contracts as at and during the three 
months ended March 31, 2019 and 2018 that completely hedge any interest rate exposure. 

Commodity price risk 

At March 31, 2019, Pipestone had the following crude oil commodity financial derivative instruments: 

Term Commodity Contract type 
Notional 
quantity Pricing point Contract price 

Mar. 1/19 - Feb. 29/20 Crude oil Costless collar 350 bbls/d WTI NYMEX C$65.00/bbl - C$77.95/bbl 
Dec. 1/19 - June 30/20 Crude oil Costless collar 250 bbls/d WTI NYMEX C$73.00/bbl - C$81.20/bbl 
Dec. 1/19 - June 30/20 Crude oil Swap 750 bbls/d WTI NYMEX C$78.35/bbl 
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Reconciliation of changes of fair value in Pipestone’s risk management contracts: 

Three months ended March 31,  2019 
  $ 
Fair value of contracts, beginning of period  - 
Change in fair value of contracts   (675) 
Fair value of contracts, end of period  (675) 
   
Current liability  642 
Long-term liability  33 

Commodity price sensitivities – risk management positions 

The following summarizes the sensitivity of the fair value of Pipestone’s risk management contracts to fluctuations in 
commodity prices, with all other variables held constant. Management believes the price fluctuations identified below 
are a reasonable measure of volatility. Fluctuating commodity prices could have resulted in unrealized gains or losses on 
the Company’s risk management contracts at March 31, 2019, affecting profit or loss for the three months ended March 
31, 2019 as follows: 

Commodity Sensitivity range Increase Decrease 

  $ $ 
Crude oil  ± Cdn$1 per bbl – WTI NYMEX (289) 285 

e) Capital management 

The Company considers its capital structure to include shareholders’ equity, bank debt and adjusted working capital. The 
balance of each of these items is as follows: 

As at March 31,  2019 
  $ 
Adjusted working capital surplus (1)  (5,683) 
Bank debt  80,735 
Net debt  75,052 
Shareholders’ equity  378,896 
Total capitalization  453,948 

(1) Adjusted working capital is calculated as accounts payable and accrued liabilities, less cash and cash equivalents, 
accounts receivable, and prepaid expenses and deposits. 

There were no changes to the Company’s approach to capital management during the three months ended March 31, 
2019. 

5. Corporate acquisition 

On January 4, 2019 the Company completed an arrangement with Blackbird Energy Inc. (“Blackbird”) providing for the 
combination of Blackbird and Predecessor Pipestone (the “Corporate Acquisition”), under the name Pipestone Energy 
Corp. (“Pipestone”). The substance of the Corporate Acquisition is a go-public reverse takeover of Blackbird, a publicly 
traded company listed on the TSXV.  
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The reverse takeover involved a business combination of Blackbird and Predecessor Pipestone which formed a new 
amalgamated corporation, Pipestone, which carries on Predecessor Pipestone’s and Blackbird’s combined businesses. 
Pursuant to the Corporate Acquisition, Blackbird acquired all issued and outstanding shares of the Company at an 
exchange ratio of 0.5996 Blackbird shares to one Predecessor Pipestone share. This resulted in Blackbird issuing 
1,037,500,000 common shares to Predecessor Pipestone’s shareholder. Blackbird shares were then converted to 0.1 
common shares of Pipestone upon amalgamation, which resulted in Predecessor Pipestone’s shareholder holding 
103,750,000 common shares (55 percent) and Blackbird shareholders holding 85,858,516 common shares (45 percent) of 
Pipestone. The common shares of Pipestone began trading on the TSXV in substitution of the common shares of Blackbird 
on January 9, 2019 under the trading symbol “PIPE”. 

Concurrently with the Corporate Acquisition, Blackbird and Predecessor Pipestone entered into agreements with certain 
of their existing shareholders who committed to common equity financing totalling $111.0 million, which was completed 
prior to closing. No finder’s fees or commissions were payable with respect to the equity financing. 

In conjunction with the closing, Pipestone entered into a $198.5 million first lien credit facility that matures on December 
31, 2020 (note 9). 

The Corporate Acquisition was accounted for as a business combination under IFRS 3, Business Combinations, using the 
acquisition method. Predecessor Pipestone was considered the accounting acquirer of Blackbird and the assets acquired 
and liabilities assumed of Blackbird are recorded at their fair values as at January 4, 2019. A preliminary estimate of the 
value attributed to the assets acquired is as follows: 

  $ 
Fair value of assets acquired and liabilities assumed   
Cash and cash equivalents  20,295 
Working capital deficit excluding cash and cash equivalents  (12,582) 
Exploration and evaluation assets  36,942 
Liquids and natural gas interests  197,755 
ROU assets  1,630 
Lease liability  (1,630) 
Decommissioning provisions  (908) 
Deferred income taxes  (19,362) 
Total assets acquired and liabilities assumed  222,140 
   
Consideration   
Warrants (1)  15,307 
Stock options (1)  772 
Share consideration  206,061 
Total purchase price  222,140 

(1) Following closing of the Corporate Acquisition, each Blackbird warrant and stock option is exercisable for 0.1 of 
a common share of Pipestone. 

Share consideration was based on 858,585,668 common shares of Blackbird at January 4, 2019 with a closing price of 
$0.24 per share. Warrant consideration was based on 175,188,092 Blackbird warrants at January 4, 2019 with a closing 
price of $0.09 per warrant. On January 4, 2019 there were 35,477,945 Blackbird stock options outstanding, of which 
13,246,438 continue in accordance with their existing terms, with the remaining 22,231,507 options outstanding post-
transaction for a 120-day period. See the stock options exercised and forfeited subsequent to quarter-end as disclosed in 
note 19. 
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These condensed interim consolidated financial statements include the results of operations of Blackbird for the period 
following closing of the Corporate Acquisition on January 4, 2019. For the three months ended March 31, 2019, the 
acquisition contributed revenues of $0.4 million and incurred a net loss before tax of $0.2 million. As a result of the 
proximity of the closing to the start of the quarter, these figures are materially the same as though the acquisition had 
occurred on January 1, 2019. 

Acquisition-related costs of $2.5 million were incurred in the year ended December 31, 2018. These were expensed in 
profit or loss as transaction costs. During the three months ended March 31, 2019 Pipestone incurred an additional $4.0 
million of acquisition-related costs. 

6. Exploration and evaluation (E&E) assets 

Three months ended March 31,   2019 
  $ 
Balance, beginning of period  6,742 
Additions  1,034 
Corporate acquisition (note 5)  36,942 
Transfers to P&E (note 7)  - 
Balance, end of period  44,718 

7. Property and equipment (P&E) 

 Liquids and 
natural gas 

interests 

ROU Corporate 
and other 

Total 

 $ $ $ $ 
Cost     
Balance, December 31, 2018 183,826 - 123 183,949 
Additions 48,428 44 6 48,478 
Corporate acquisition (note 5) 197,755 1,630 - 199,385 
Property acquisition 25 - - 25 
Transfers from E&E (note 6) - - - - 
Decommissioning provisions (note 11) 2,725 - - 2,725 
Balance, March 31, 2019 432,759 1,674 129 434,562 
     
Accumulated depletion and depreciation     
Balance, December 31, 2018 591 - 25 616 
Depletion and depreciation 139 96 6 241 

Balance, March 31, 2019 730 96 31 857 

     
Balance, December 31, 2018 183,235 - 98 183,333 
Balance, March 31, 2019 432,029 1,578 98 433,705 

Pipestone capitalized direct general and administrative expenses of $857,000 during the three months ended March 31, 
2019 (year ended December 31, 2018 – $Nil). To date, the Company has not capitalized any interest charges. 



Pipestone Energy Corp. 
Notes to the Condensed Interim Consolidated Financial Statements 
As at and for the three months ended March 31, 2019 and 2018 
(tabular amounts in thousands of Canadian dollars unless otherwise indicated) (unaudited) 

 

14 | P a g e  

At March 31, 2019 the Company performed a review of its sole P&E cash-generating unit and its E&E assets for any 
indicators of impairment and determined that there was none. Accordingly, no impairment test was performed. 

8. Accounts payable and accrued liabilities 

As at March 31,  2019 
  $ 
Accruals  36,795 
Trade  10,438 
Other  655 
Total accounts payable and accrued liabilities  47,888 

9. Bank debt 

Three months ended March 31,  2019 
  $ 
Balance, beginning of period  53,436 
Increase in borrowing  30,000 
Interest added to principal  1,422 
Debt issuance costs, deferred financing  (2,441) 
Debt issuance costs, cash  (2,020) 
Amortization of debt issuance costs  338 
Balance, end of period  80,735 
   
Current portion  - 
Long-term portion  80,735 

Pipestone has a $198.5 million, first lien credit facility (the “Credit Facility”) that matures on December 31, 2020. The 
Credit Facility is comprised of a $10.0 million revolving operating line, a $20.0 million letter of credit facility, and a $168.5 
million delayed-draw term loan (the “Term Loan”). The Term Loan is funded in fixed tranches to fund capital expenditures 
and general corporate expenses. Interest on the operating line and letter of credit facility is payable in cash, while interest 
on the Term Loan is added to the debt balance. The Credit Facility is not subject to any scheduled borrowing base 
redeterminations. Pipestone is required to adhere to an “approved budget” with an allowable variance on capital 
expenditures, which if not adhered to, could impact availability to future advances.  

Standby fees are charged on the undrawn portion of the Term Loan at a rate of 0.50 percent and the Company has entered 
into two separate floating-to-fixed interest rate swaps with the lending institutions. 

The initial swap was entered into on March 12, 2018 and resulted in the 2018 funding of $50.0 million ($30.0 million in 
March 2018 and $20.0 million in July 2018) bearing a fixed annual interest rate of 7.75 percent for the term from March 
12, 2018 to February 28, 2019, 7.25 percent from March 1, 2019 to September 2, 2019 and 6.85 percent from September 
3, 2019 to March 12, 2020. 

The second swap was entered into just prior to the closing of the Corporate Acquisition and resulted in the 2019 funding 
of $100.0 million ($10.0 million in January 2019, $20.0 million in March 2019, $32.5 million in June 2019 and $37.5 million 
in September 2019) bearing a fixed annual interest rate of 9.75 percent for the term from January 4, 2019 to March 31, 
2020. 
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The remaining Term Loan, in the amount of $18.5 million, is to be used solely for interest and various fees that are due 
and payable up to March 31, 2020 with respect to the $150.0 million funding during 2018 and 2019. Effective April 1, 2020 
and through until December 31, 2020 the operating line and Term Loan will bear an annual interest rate of 11.50 percent 
and will be payable in cash monthly. The Credit Facility terminates December 31, 2020 at which time all amounts owing, 
including principal, interest and fees, are expected to be $167.9 million. 

The Credit Facility is subject to various customary covenants, including restrictive covenants that limit Pipestone’s ability 
to, among other things, incur additional debt or guarantees; provide or incur liens on the assets; engage in mergers, 
consolidations, liquidation or dissolution; and make restricted payments. Pipestone is permitted to enter into commodity 
swap contracts, as long as the completion schedule relating to the third-party Wapiti plant is on schedule (note 18), but 
not with a term exceeding 24 months or with an aggregate hedged amount exceeding 66 2/3 percent of the combined 
forecast average daily liquids and natural gas production (net of royalties) for the following 24 months.  

As at and for the three months ended March 31, 2019 the Company is in compliance with all covenants under the Credit 
Facility.  

At March 31, 2019 Pipestone has drawn $85.8 million under the Credit Facility. 

As at March 31,  2019 
  $ 
Credit facility – portion drawn  85,756 
Unamortized debt issuance costs  (5,021) 
Balance, end of period  80,735 

The average rate of interest on the Credit Facility for the three months ended March 31, 2019 was 7.89 percent. 

In addition to the balance of $80.7 million, Pipestone utilizes its letter of credit facility to securitize certain processing and 
transportation commitments. As at March 31, 2019, the Company was fully drawn on the letter of credit facility but was 
undrawn on the $10.0 million operating line. 

10. Lease liabilities 

Three months ended March 31,  2019 
  $ 
Balance, January 1, 2019 (note 3)  44 
Corporate acquisition (note 5)  1,630 
Interest expense (note 14)  14 
Lease payments  (110) 
Balance, end of period  1,578 
   
Current liability  511 
Long-term liability  1,067 

The Company has lease liabilities for contracts related to field office leases and field equipment. Lease terms are 
negotiated on an individual basis and contain a range of terms and conditions. The discount rate during the three months 
ended March 31, 2019 was 10 percent. 
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Payments for leases on which practical expedients were applied: 

Three months ended March 31,  2019 
  $ 
Low-dollar lease payments  1 
Short-term lease payments  39 

The Company included extension options in the calculation of lease liabilities, where Pipestone has the right to extend 
the lease term at its discretion and is more than likely to exercise the extension option. The Company does not have any 
significant termination options and the residual amounts are not material. 

See note 4(c) for timing on payments relating to the lease liabilities as at March 31, 2019. 

11. Decommissioning provisions 

The Company’s decommissioning provisions result from its ownership interest in liquids and natural gas assets, including 
well sites, facilities and gathering systems. The total decommissioning provision is estimated based on the Company’s net 
ownership interest, estimated costs to reclaim and abandon its wells, facilities and gathering systems and the estimated 
timing of the costs to be incurred in future years. The estimated cash flows required to settle the provisions, excluding 
salvage, are approximately $5.6 million at March 31, 2019 (December 31, 2018 – $2.2 million). This was inflated using a 
weighted-average rate of 2.0 percent (December 31, 2018 – 2.0 percent) to arrive at undiscounted future cash flows of 
approximately $9.5 million (December 31, 2018 – $3.6 million) and then discounted using a weighted-average risk-free 
rate of 1.9 percent at March 31, 2019 (December 31, 2018 – 2.2 percent) to arrive at the present value of the 
decommissioning provision as disclosed below. The weighted-average risk-free rate is based on Government of Canada 
benchmark bond rates. These obligations are to be settled based on the estimated economic lives of the underlying assets, 
which currently extend up to 39 years, with the majority of the costs expected to be incurred between 2049 and 2055 
and will be funded from general corporate resources at the time of abandonment. 

The following reconciles the decommissioning provisions: 

Three months ended March 31,  2019 
  $ 
Balance, beginning of period  2,085 
Additions  499 
Corporate acquisition (note 5)  908 
Change in discount rate, corporate acquisition (1)  1,918 
Accretion (note 14)  28 
Changes in estimates  6 
Change in discount rates   302 
Balance, end of period  5,746 

(1) Revaluation of the liabilities acquired in the Corporate Acquisition (note 5) using the risk-free discount rate. At 
the date of acquisition, acquired decommissioning provisions are fair-valued using a market discount rate. 
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12. Share capital 

a) Authorized – Unlimited number of common shares with no par value. 

b) Issued 

 Shares (1) Amount 
 (000s) $ 
Balance, December 31, 2018 75,568 126,025 
Issuance of common shares 28,182 47,000 
Issued on corporate acquisition (note 5) 85,859 206,061 
Balance, March 31, 2019 189,609 379,086 

(1) The number of common shares has been adjusted retrospectively to reflect the 10:1 share consolidation, as well 
as the 0.5996 exchange ratio, as part of the Corporate Acquisition (note 5). 

c) Loss per share 

The following sets forth the computation of per-share amounts: 

Three months ended March 31,  2019 2018 
Numerator   
Loss attributable to common shares ($) (4,302) (631) 
   
Denominator   
Weighted-average number of shares outstanding for basic and 

diluted per-share calculation (000s) (1) 
184,540 52,782 

   
Basic and diluted loss per share attributable to common shares 

($/share) 
(0.02) (0.01) 

(1) The number of common shares has been adjusted retrospectively to reflect the 10:1 share consolidation, as well 
as the 0.5996 exchange ratio, as part of the Corporate Acquisition (note 5). 

d) Warrants 

As at March 31, 2019 there are 175,188,092 warrants outstanding that were continued from the Corporate Acquisition 
(note 5). Each warrant is exercisable for 0.1 of a common share at a price of $0.30 and expires on May 19, 2021 if not 
previously exercised. 
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e) Share-based compensation 

During the three months ended March 31, 2019, the Company granted nil options (three months ended March 31, 2018 
– nil options) to acquire common shares. The options continued as a result of the Corporate Acquisition (note 5) are all 
vested.  
The following provides information with respect to stock option transactions: 

Three months ended  March 31, 2019 

   Options 
Weighted-average 

exercise price 
   # $ 

Outstanding, beginning of period   - - 
Continued as a result of the corporate acquisition (note 5) (1) 3,547,793 3.68 
Forfeited   - - 

Outstanding, end of period   3,547,793 3.68 
(1) Following the acquisition of Blackbird (note 5), holders of 35,477,945 Blackbird stock options are entitled to 

3,547,793 Pipestone common shares, after adjusting the quantity of awards outstanding based on the 10:1 share 
consolidation. The fair value of the awards, all of which vested upon the closing of the transactions, was included 
in the consideration. Therefore, the exercise prices and quantities of awards shown are post-conversion of every 
10 Blackbird options into 1 Pipestone common share. 

The following provides information about stock options outstanding at March 31, 2019:  

Range of 
 exercise prices (1) 

($) 
Number 

outstanding (1) 

Weighted-average 
remaining 

contractual life 
(years) 

Options 
outstanding – 

weighted-average 
exercise price ($) 

Number 
exercisable 

Options 
exercisable – 

weighted-average 
exercise price ($) 

      
1.80 – 3.00  825,000 0.22 1.99 825,000 1.99 
3.10 – 4.50 1,842,793 0.37 3.40 1,842,793 3.40 
4.60 – 6.50 880,000 0.41 5.87 880,000 5.87 
 3,547,793 0.34 3.68 3,547,793 3.68 

(1) Following the acquisition of Blackbird (note 5), 35,477,945 Blackbird stock options are exercisable into Pipestone 
common shares, after adjusting the quantity of awards outstanding based on the 10:1 share consolidation. Partial 
shares are not issuable. Therefore, the exercise prices and quantities of awards shown are post-conversion of 
every 10 Blackbird options into 1 Pipestone common share. 

13. Sales of liquids and natural gas 

Three months ended March 31,   2019 2018 
   $ $ 
Sales of liquids and natural gas product     

Crude oil and condensate   315 971 
Natural gas liquids   39 - 
Natural gas   106 - 

Sales of liquids and natural gas   460 971 
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Pipestone’s sales are comprised of crude oil and condensate, natural gas liquids and natural gas to multiple customers. 
Sales from the transfer of liquids and natural gas volumes to customers are recognized at the time when Pipestone’s 
performance obligations are fully satisfied upon transfer of these volumes to customers.  

Included in accounts receivable at March 31, 2019 is $0.1 million (December 31, 2018 - $Nil) of accrued liquids and natural 
gas sales related to production from periods prior to the reporting date. 

14. Financing expense 

Three months ended March 31,    2019 2018 
   $ $ 
Financing expense     

Letter of credit fees   645 - 
Lease liabilities interest expense   14 - 
Interest on bank debt   1,422 141 
Bank charges   20 1 

Cash financing expense   2,101 142 
     
Accretion on decommissioning provisions   28 5 
Amortization of bank debt issuance costs   338 40 

Non-cash financing expense   366 45 

Total financing expense   2,467 187 

15. Income tax 

Deferred income tax recovery 

The following table reconciles income taxes calculated at the Canadian federal-provincial statutory rate with the recorded 
income tax provision included in profit or loss: 

Three months ended March 31, 2019 2018 
 $ $ 
Loss before income taxes (10,335) (568) 
Canadian federal-provincial statutory tax rate 27.0% 27.0% 
Expected income tax recovery (2,790) (153) 
Recognition of previously unrecognized deferred tax asset (3,229) - 
Other (14) 216 
Actual deferred income tax expense (recovery) (6,033) 63 
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16. Supplemental cash flow information 

Changes in non-cash working capital are comprised of: 

Three months ended March 31,   2019 2018 
   $ $ 
Cash flows relating to:     

Accounts receivable   86 (2,165) 
Prepaid expenses and deposits   (224) (365) 
Accounts payable and accrued liabilities    3,924 13,829 
Non-cash working capital acquired (note 5)   (12,582) - 

Changes in non-cash working capital   (8,796) 11,299 
     
Changes in non-cash working capital relating to:     

Operating activities   (4,122) (317) 
Investing activities   (4,674) 11,616 
   (8,796) 11,299 

17. Related-party transactions 

During the three months ended March 31, 2019, Pipestone incurred $1.5 million of general and administrative expenses 
from CNOR LP. At March 31, 2019, $2.9 million (December 31, 2018 –$4.8 million) was included in accounts payable and 
accrued liabilities and was due under normal credit terms. All related-party transactions are recorded at the exchange 
amount. 

18. Commitments 

As part of its normal operations, Pipestone has committed to paying certain amounts over the next five years and 
thereafter as follows: 

 2019 2020 2021 2022 2023 Thereafter 
 $ $ $ $ $ $ 
Gathering commitments 1,297 7,821 12,781 14,326 14,326 67,807 
Processing commitments 2,251 15,100 23,140 25,283 25,283 84,219 
Transportation commitments 4,934 14,764 16,696 20,328 20,328 124,138 
Total payments 8,482 37,685 52,617 59,937 59,937 276,164 

Pipestone’s commitments related to its accounts payable and accrued liabilities, bank debt and ROU assets are disclosed 
in note 4(c) and to its risk management program in note 4(d). 

19. Subsequent events 

Stock options exercised and forfeited 

Subsequent to quarter-end, 2,500,000 stock options, continued as part of the Corporate Acquisition (note 5), were 
exercised. On May 4, 2019, 19,731,507 stock options, continued as part of the Corporate Acquisition, were forfeited. Of 
the 35,477,945 options inherited as part of the Corporate Acquisition (3,547,793 based on the 10:1 share consolidation), 
13,246,438 (1,324,643 based on the 10:1 share consolidation) will continue in accordance with their existing terms.  
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Financial derivative instruments 

Subsequent to quarter-end, the Company implemented a more robust hedging program, and as at the date of the Board 
of Directors’ approval of the financial statements had the following weighted-average commodity financial derivative 
instruments: 

 
C$ WTI collars C$ WTI swaps EdCon basis swaps (2) 

EdCon fixed price 
swaps (2) 

Term bbls/d C$/bbl bbls/d C$/bbl bbls/d US$/bbl bbls/d C$/bbl 
Q2 2019 350 65.00 – 77.95 - - - - - - 
Q3 2019 350 65.00 – 77.95 - - - - - - 
Q4 2019 518 67.60 – 79.14 1,039 81.05 337 (5.75) 1,163 75.30 
2020 306 71.50 – 80.92 2,938 78.55 1,000 (5.75) - - 

(1) Weighted average volumes and prices are presented. 
(2) EdCon refers to Edmonton Condensate. 

Commitments 

Subsequent to quarter-end, the Company entered into an additional 25 MMcf per day of transportation capacity, for a 
20-month period, effective September 1, 2019 and ending April 30, 2021. 


