
  

Pipestone Energy Corp. – Financial and Operating Highlights 
 

  Three months ended March 31, 
($ thousands, except per unit and per share amounts) 

 
  2019 2018 (6) 

Financial         
Sales of liquids and natural gas     $ 460 $ 971 
Cash from (used in) operating activities      (12,785)  163 
Funds flow from (used in) operations (1)      (8,663)  480 
 Per share, basic and diluted (2)      (0.05)  0.01 
Loss      (4,302)  (631) 
 Per share, basic and diluted (2)      (0.02)  (0.01) 
Capital expenditures      49,468  30,558 
Acquisitions      234,722  - 
Working capital (end of period)      2,411  10,264 
Bank debt (end of period)      80,735  30,181 
Shareholders’ equity (end of period)      378,896  87,549 
Available funding (end of period) (3)     $ 98,427 $ 38,123 
CROIC (%) (3)(8)      NMN (7)  NMN (7) 
ROCE (%) (3)(9)      NMN (7)  NMN (7) 
Shares outstanding (end of period) (2)      189,609  52,782 
Weighted-average basic shares outstanding (2)      184,540  52,782 
Weighted-average diluted shares outstanding (2)      184,540  52,782 
         
Operations         
Production         
 Crude oil and condensate (bbls/d)      82  186 
 Natural gas liquids (NGL) (bbls/d)      17  - 
 Natural gas (Mcf/d)      318  - 
 Total (boe/d) (4)      152  186 
Condensate-gas ratio (CGR) (bbls/MMcf)      55  - 
Benchmark prices         
 Crude oil – WTI (C$/bbl)     $ 73.25 $ 79.52 
 Condensate – Edmonton condensate (C$/bbl)      68.73  80.30 
 Natural gas – AECO 5A (C$/Mcf)      2.60  2.07 
Average realized prices (5)         
 Crude oil and condensate (per bbl)      42.71  58.00 
 NGL (per bbl)      25.04  - 
 Natural gas (per Mcf)      3.69  - 
         
 Revenue (per boe)      33.53  58.00 
 Royalties (per boe)      (1.65)  (4.83) 
 Operating expenses (per boe)      (28.62)  (6.63) 
 Transportation (per boe)      (48.35)  - 
Operating netback (per boe) (3)      (45.09)  46.54 
Funds flow netback (per boe) (3)     $ (631.58) $ 28.69 

(1) See “Additional subtotal – Funds flow from operations” under “Critical Accounting Judgments, Estimates and Policies”. 
(2) The number of common shares have been adjusted retrospectively to reflect the 10:1 share consolidation, as well as the 0.5996 exchange 

ratio, as part of the Corporate Acquisition. 
(3) See “Non-GAAP measures”. 
(4) For a description of the boe conversion ratio, see “Basis of Barrel of Oil Equivalent”. 
(5) Before hedging. 
(6) IFRS 16, Leases, was adopted January 1, 2019 using the modified retrospective approach; therefore, comparative information has not been 

restated. See “Critical Accounting Judgments, Estimates and Policies”. 
(7) NMN – not meaningful number at this time as Pipestone is at a pre-production stage. 
(8) CROIC – cash return on invested capital. 
(9) ROCE – return on capital employed. 
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Management’s Discussion and Analysis  

This management’s discussion and analysis (MD&A) of operating and financial results of Pipestone Energy 
Corp. (“Pipestone” or the “Company”) is dated May 14, 2019 and is based on currently available 
information. It should be read in conjunction with the audited financial statements and accompanying 
notes for the years ended December 31, 2018 and 2017 and the unaudited condensed interim 
consolidated financial statements and accompanying notes for the three months ended March 31, 2019 
and 2018. Unless otherwise noted, all financial information is presented in thousands of Canadian dollars 
and is in accordance with International Financial Reporting Standards (IFRS) as issued by the International 
Accounting Standards Board (IASB), interpretations of the International Financial Reporting 
Interpretations Committee (IFRIC), and with Canadian generally accepted accounting principles (GAAP) as 
applicable to interim financial statements, including International Accounting Standard (IAS) 34, Interim 
Financial Reporting. These documents, along with other statutory filings, are available on SEDAR at 
www.sedar.com and on the Company’s website at www.pipestonecorp.com. 

Refer to the end of the MD&A for commonly used abbreviations. 

Readers should read “Forward-Looking Statements” at the end of the MD&A, which explains the basis for 
and limitations of statements throughout this report that are not historical facts and may be considered 
“forward-looking statements” under securities regulations. 

  

http://www.sedar.com/
http://www.pipestonecorp.com/
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Description of Pipestone 
 

Pipestone is an oil and gas exploration and production company with its head office located in Calgary, 
Alberta. The Company is focused on developing its condensate rich assets in the Pipestone area of the 
Alberta Montney. Pipestone is committed to building long term value for our shareholders and values the 
partnerships that it is developing within its operating community. 

Pipestone is early in its development life stage. To date, Pipestone has accumulated 150 net Montney 
sections in the core Pipestone area and drilled 37.1 net horizontal Montney wells of which 26.1 have been 
completed. The Company is currently building out the necessary in-field gathering system to interconnect 
with key third-party processing infrastructure and egress capacity. This will allow the Company to deliver 
its condensate, NGLs and natural gas by pipeline to market when it is expected to bring on new production 
later in 2019. Pipestone has also secured firm transportation matched to its foreseeable future natural 
gas production. The Company believes it is fully funded to achieve a sustainable business capable of 
generating free cashflow above its maintenance requirements in a flat US$55 per barrel WTI commodity 
price environment. Pipestone trades on the TSX Venture Exchange under the symbol PIPE.  

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 and 2017 are that of Predecessor Pipestone. 

Q4 18 – Q2 19: Drilled 7 new wells (4 
in Q1 2019); completions in Q2 19   

(9 well pad total) 

Q4 18: Completed 6 new 
wells on a 10 well pad (on-

stream Q4 2019) 

PIPE operated system: 
95% complete 

Tidewater operated 
system: on-track 

for Q3 2019 

Q3 19 – Q4 19: 
Drill 9 new wells 

Q3 2019: Keyera 08-15 
Compressor Station 

3-12 Well: Drilled Q4 
2018, awaiting 

completion 

3-27 Well:  
Re-tested Q4 2018 

Existing PIPE owned 
production facility  

(12-14) & pipelines – 
South of Wapiti River 

Wapiti River 

Q4 18: 3 wells drilled; 
completions Q4 19 – 

Q2 2020 
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First Quarter 2019 Corporate Highlights 
 

• On January 4, 2019, Pipestone Oil Corp. completed the previously announced reverse takeover 
of, and amalgamation with, Blackbird Energy Inc. to form Pipestone (the “Corporate Acquisition”); 

• Pipestone secured a $198.5 million first lien credit facility (the “Credit Facility”) with a syndicate 
of lenders, 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; 

• Continuing its Q4 2018 drilling program, the Company spent $9.1 million and drilled four gross 
(four net) wells at the 3-1 pad in the quarter;  

• Pipestone invested $18.8 million in the continued construction of its major 17.5 km infield 
gathering system, oriented north / south along the primary development corridor through its 
western acreage; 

• At Pipestone’s 15-14 padsite, 3-1 padsite, and other production facilities, the Company spent a 
total of $17.0 million to complete civil work, finish final fabrication, deliver all major equipment, 
and commence construction of on-site production facilities; and 

• Pipestone initiated its commodity price risk management program, which is primarily designed to 
reduce cash flow volatility, enhance certainty on funding availability for the Company’s capital 
expenditure program, and to service debt obligations. 

Outlook 

Since closing the successful merger with Blackbird on January 4th, 2019, the Company has met its critical 
development and capital expenditure milestones to achieve its 2019 exit production guidance of 14,000 
to 16,000 boe per day for December 2019.   

The Company's 2019 capital investment program continues to be on-track, on-time, and on-budget in the 
range of $145 to $165 million. The 2019 capital program is focused on drilling, completing, and tying-in 
condensate-rich Montney wells, and on the build-out of the required infrastructure that will enable 
Pipestone to grow efficiently in future years. 

Pipestone is in the initial stage of executing a multi-year development strategy that meets its full-cycle 
investment return requirements and cashflow generation hurdles based on a flat future price deck of 
US$55 per bbl WTI crude oil prices and $1.40 per GJ AECO natural gas prices. Given the recent 
improvements in commodity prices, and the actions taken to capture these prices through its hedging 
program, Pipestone is confident it can meet its future development objectives. 
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Capital Expenditures 
 

 
 Three months ended  

March 31, 
($ thousands)    2019 2018 
    $ $ 
      

Land    771 186 
Geological and geophysical    310 144 
Drilling    9,109 7,197 
Completions    122 20,527 
Production equipment and facilities    37,735 285 
Well workovers and recompletions    558 2,219 
Office equipment and capitalized G&A    863 - 

Total capital expenditures, per cash flow statement   49,468 30,558 
Property acquisition    25 - 
Exploration and evaluation from Corporate Acquisition   36,942 - 
Property and equipment from Corporate Acquisition   197,755 - 
   284,190 30,558 
Right-of-use lease assets from Corporate Acquisition   1,630 - 
Right-of-use lease additions    44 - 

    285,864 30,558 

2019 is a transformational year for Pipestone as it builds out and connects significant infield infrastructure 
that will be connected to third-party processing and egress; and as it drills and completes wells that are 
expected to be brought on production in the fourth quarter of 2019. As such, the capital program for 2019 
is ambitious and represents significant investments prior to the realization of commercial production. 

At March 31, 2019, the Company had exploration and evaluation assets of $44.7 million (December 31, 
2018 – $6.7 million). This included 97,985 net acres of undeveloped land. 

At March 31, 2019, the Company had property and equipment of $434.6 million. This included developed 
land and costs associated with the wells the Company has drilled and acquired to date. As well, it included 
$0.1 million incurred since inception to purchase computer hardware and software, associated office 
furniture and office improvements for use by Pipestone employees and consultants to evaluate liquids 
and natural gas opportunities. Additionally, under IFRS 16, Leases, Pipestone included $1.7 million 
associated with right-of-use (ROU) assets included within property and equipment relating to a field office 
and field equipment leases. 

For the three-month period ended March 31, 2019, Pipestone successfully executed its Montney focused 
development program as planned: 

• Continuing its Q4 2018 drilling program, Pipestone drilled four additional gross (four net) wells at 
its 03-01 pad in the quarter. These four new drills and three other wells that were drilled in Q4 
2018 are scheduled to be completed in June and July 2019 and are scheduled to be brought on 
production in Q4 2019.  

• Progressing towards its completion, Pipestone invested $18.8 million in further construction of its 
17.5 km infield gathering system which travels North and South along the primary development 
corridor on Pipestone’s western lands. This system consists of two large diameter emulsion 
pipelines for delivery of production volumes to Keyera’s Wapiti Gas Plant for processing and 
liquids recovery, a large diameter fresh water line, which will enable Pipestone to reduce water 
handling costs for future frac programs, and a sweet fuel gas line. This project is 95 percent 
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complete at quarter-end with the remaining construction expected to be completed in the 
summer of 2019.  

• At Pipestone’s 15-14 pad, its 03-01 pad and on other miscellaneous facilities, the Company spent 
a total of $17.0 million to complete civil work, to finish final fabrication and delivery of all major 
equipment, and to commence construction of on-site production facilities. The 15-14 pad is 
located in the SW corner of Pipestone’s block and it currently has ten (10) drilled and completed 
wells awaiting tie-in. The 03-01 pad is located on the western edge of Pipestone’s block and as 
noted above, it has seven (7) new drills awaiting completion (“DUCs”) along with two (2) other 
wells that have been completed awaiting tie-in, bringing a total of nine (9) wells from this pad 
scheduled to be brought on production in Q4 2019. 

Pipestone exited Q1 2019 on-track and on-budget with respect to the 2019 capital program. 

 
 

 Three months ended  
March 31, 

Montney well activity (1)    2019 2018 
Gross      
Wells drilled (rig-released)    4 1 
Wells completed    - 3 
Wells brought on production    - - 
      
Net      
Wells drilled (rig-released)    4 1 
Wells completed    - 3 
Wells brought on production    - - 

(1) Well counts include all horizontal Montney wells and exclude water injection wells, and wells that were re-drilled or abandoned. 
Drilling counts are based on rig release date and brought on production counts are based on the first production date after the wells 
were tied in to permanent facilities. 

Financial and Operating Results 
Production 
 

 
 Three months ended  

March 31, 
    2019 2018 
Daily average volume      
Crude oil and condensate (bbls/d)    82 186 
NGL (bbls/d)    17 - 
Natural gas (Mcf/d)    318 - 
Total sales (boe/d)    152 186 
Total sales (boe)    13,717 16,711 
Condensate-gas ratio (bbls/MMcf)    55 - 
      
Production weighting      
Crude oil and condensate    54% 100% 
NGL    11% -% 
Natural gas    35% -% 
    100% 100% 

As noted above the vast majority of Pipestone’s production capability remained behind pipe as at March 
31, 2019 and is scheduled to be brought on production in Q4 2019.  



 

 7 | P a g e  

The legacy production acquired in the Corporate Acquisition was curtailed in Q1 2019, as the third-party 
plant that this production is tied into remained offline throughout the quarter (the third-party plant 
resumed operations in early April 2019). As a result, in Q1 2019 only minor volumes from non-operated 
wells, and some test production of crude oil and condensate from operated wells was produced. All 
production in Q1 2018 relates to test production for wells just after being drilled, and thus is unpredictable 
and not representative of well capability once on full-time production. 

In Q4 2018 the Government of Alberta mandated production curtailments for crude oil, which continued 
into Q1 2019. The curtailment quotas are announced monthly and apply only to operators producing more 
than 10,000 bbls per day of crude oil. It is unknown what impact, if any, the recent change in government 
in Alberta will have on the curtailments, but it is not expected to significantly impact the Company as its 
condensate production is not exported outside of Alberta. 

Additional production from wells drilled and completed by Pipestone throughout 2018 and 2019 are 
expected to be brought on-stream in Q4 2019 and will be processed at the Keyera Wapiti Gas Plant and 
the Tidewater Pipestone Sour Deep-cut Gas Plant. 

Sales 
 

 
 Three months ended  

March 31, 
($ thousands, except per unit amounts)    2019 2018 
    $ $ 
      
Crude oil and condensate    315 971 
NGL    39 - 
Natural gas    106 - 
Total    460 971 
Average realized prices before hedging and transportation 
Crude oil and condensate ($/bbl)    42.71 58.00 
NGL ($/bbl)    25.04 - 
Natural gas ($/Mcf)    3.69 - 
Combined average ($/boe)    33.53 58.00 
 
Benchmark Pricing 

 
 

 Three months ended  
March 31, 

   2019 2018 
    $ $ 
Average crude oil prices      

WTI crude oil (US$/bbl) (1)    54.88 62.87 
WTI crude oil (C$/bbl)    73.25 79.52 

Average condensate prices      
Edmonton condensate (C$/bbl)    68.73 80.30 

Average natural gas prices      
AECO 5A natural gas (C$/Mcf) (2)    2.60 2.07 
Chicago City Gate natural gas (US$/Mcf) (3)    3.05 2.97 

Average foreign exchange rate      
Exchange rate (US$/C$)    0.75 0.79 
(1) WTI refers to the West Texas Intermediate crude oil price. 
(2) AECO refers to the Alberta Energy Company natural gas price. 5A is a simple average of the daily spot prices. 
(3) Chicago City Gate refers to the Chicago Index Futures natural gas price. 
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The vast majority of Pipestone’s crude oil and condensate production is delivered and sold in Alberta, 
through the Pembina pipeline system. The price of WTI for crude oil sales at Cushing, Oklahoma is the 
primary benchmark for crude oil pricing in North America. Despite some recent volatility, the price that 
Alberta condensate producers receive for their condensate production has historically been correlated to 
the price of WTI, adjusted for Edmonton differentials, external supply and demand, changes in Canada-
U.S. exchange rates, transportation costs and quality. As such, the Company has hedged certain expected 
future volumes to WTI (see the “Commodity Price Risk Management” section). The Enbridge condensate 
pool price for liquids sales at Edmonton, Alberta is the primary reference price for condensate in Western 
Canada.  

The Company has entered into various firm service contracts to transport its future expected production 
volumes that are scheduled to come on-line in Q4 2019. In Q1 2019 Pipestone primarily utilized its firm 
service contract for 5.0 MMcf per day of natural gas to Chicago through the Alliance Pipeline, as well as 
access in Alberta on the NGTL system. The AECO 5A price is the primary benchmark for the Company’s 
natural gas sales. The AECO 5A benchmark differentials to other North American benchmark prices can 
fluctuate significantly, primarily due to limited economic transportation and egress solutions out of 
Western Canada, increasing domestic production and limited access to local storage facilities. The majority 
of Pipestone’s volumes of natural gas production in the first quarter of 2019 were transported through 
the Alliance Pipeline. 

Royalties 
 

 
 Three months ended  

March 31, 
($ thousands, except per boe amounts)    2019 2018 
    $ $ 
      
Royalties    23 81 
Per boe    1.65 4.83 
Percentage of sales    4.9% 8.3% 

Pipestone’s royalty burden is predominately paid to the Province of Alberta, with minimal gross over-riding 
royalties applicable on the Company’s production sales. The royalty rates are indicative of royalty rates on 
new production in Alberta. 

Operating Expense 
 

 
 Three months ended  

March 31, 
 

($ thousands, except per boe amounts)    2019 2018 (1) 
    $ $  
       
Operating expense    393 111  
Per boe    28.62 6.63  

(1) IFRS 16, Leases, was adopted January 1, 2019 using the modified retrospective approach; therefore, comparative information has not 
been restated. See “Critical Accounting Judgments, Estimates and Policies”. 

Operating expenses increased on a total basis from the comparative periods in 2018 due to higher 
recurring monthly operating costs as a result of having a higher number of wells and, adding field staff as 
the Company prepares to scale-up production later in 2019. Operating costs mainly comprise processing 
fees, lease rentals, road and lease maintenance, chemicals, fuel, well site operation and supervision 
activities and property taxes. The current per boe expense burden is high at this stage of Pipestone’s 
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development as a number of fixed operating costs were spread over the limited Q1 2019 production 
volumes. 

Transportation Expense 
 

 
 Three months ended  

March 31, 
($ thousands, except per boe amounts)    2019 2018 
    $ $ 
      
Transportation expense    663 - 
Per boe    48.35 - 

As noted above, the Company has entered into various firm service contracts to transport its future 
expected production volumes that are scheduled to come on-line in Q4 2019. Transportation expense 
primarily consist of tolls on the Pembina Peace, TC Pipelines (“TCPL”) and Alliance pipeline systems. Due 
to the third-party plant shut-down noted above, Pipestone had very low actual transported volumes in Q1 
2019. Despite this the firm service and take-or-pay condensate and gas handling commitments listed 
below, remained effective, and the resulting transportation expense for Q1 2019 is high on a per boe basis. 
These firm service and take-or-pay contracts included: 

• take-or-pay gas handling agreement for 5 MMcf per day of processed gas on the Alliance pipeline 
to the Alliance Chicago Exchange Hub until October 31, 2020; 

• firm service agreement providing for the transportation of 3.5 MMcf per day through the TCPL 
system until September 2020; and 

• firm service agreement providing for the transportation of 1,000 bbls per day of condensate 
through Pembina’s pipeline system until September 2027. 

Commodity Price Risk Management 

During the first quarter of 2019, Pipestone began to execute its commodity price risk management 
program which is primarily designed to reduce cash flow volatility, to enhance certainty on funding 
availability for the Company’s capital expenditure program and to service debt obligations.  

Mitigation of cash flow volatility is an integral component of the Company’s business strategy. Business 
conditions are monitored regularly and reviewed with the Board of Directors to establish risk management 
guidelines used by management in carrying out the Company’s strategic risk management program. A Risk 
Management Committee (“RMC”) has been established by the management team, which meets regularly 
and on an ad hoc basis to review the commodity markets, current hedge positions, and opportunities for 
optimization. 

Pipestone has begun to implement a mechanistic hedge program, currently focused on its forecast liquids 
production due to the disproportionate revenue anticipated from these products as compared to the 
revenue from our anticipated natural gas production. Pipestone utilizes a variety of hedging structures, 
including fixed price swaps, collars, and product differential hedges. To date, Pipestone has entered into 
hedges with respect to benchmark WTI, as well as Edmonton Condensate (“EdCon”) directly. Price and 
volume targets for our hedge portfolio are established based on macro supply and demand fundamental 
analysis, Pipestone’s future production expectations and target development rates. 

Recently, it has become feasible for the Company to enter into forward swaps on the differential between 
Net Canadian Energy Monthly Index (“NEI”) Edmonton C5+ price and WTI, traded in US$ per barrel and 
traded on the Chicago Mercantile Exchange. A fixed price Edmonton C5+ swap can be generated through 
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the combination of a WTI swap and an Edmonton C5+ differential swap. This hedge product has been 
added to our portfolio subsequent to quarter-end. 

The Company has elected not to use hedge accounting and, accordingly, the fair value of the commodity 
financial derivative instruments is recorded at each period-end. The fair value may change substantially 
from period to period depending on commodity forward strip prices for the contracts outstanding at the 
balance sheet date. The change in fair value from period-end to period-end is reflected in profit or loss for 
that period. As such, if benchmark prices rise during the period, the Company records a loss based on the 
change in price multiplied by the volume hedged. If benchmark prices fall during the period, the Company 
records a gain. The prices used to record the actual gain or loss are subject to an adjustment for volatility. 
Pipestone’s financial results should be viewed with the understanding that the estimated future gain or 
loss on financial derivative instruments is recorded in the current period’s profit or loss, while the 
estimated future value of the underlying physical sales is not. 

Commodity financial derivative instruments 

 
 

 Three months ended  
March 31, 

($ thousands, except per boe amounts)    2019 2018 
    $ $ 
      
Unrealized loss on commodity financial derivative instruments  675 - 
Per boe    49.16 - 

The unrealized loss on commodity financial derivative contracts during the three months ended March 31, 
2019 was due to increases in crude oil futures. 

The Company had the following commodity financial derivative instruments in place at March 31, 2019: 

Term Commodity Contract type 
Notional 
quantity Pricing point Contract price 

Mar. 1/19 - Feb. 29/20 Crude oil Collar 350 bbls/d WTI NYMEX C$65.00/bbl-C$77.95/bbl 
Dec. 1/19 - Jun. 30/20 Crude oil Collar 250 bbls/d WTI NYMEX C$73.00/bbl-C$81.20/bbl 
Dec. 1/19 - Jun. 30/20 Crude oil Swap 750 bbls/d WTI NYMEX C$78.35/bbl 

Subsequent to quarter-end, the Company implemented a more robust hedging program, and as at May 
14, 2019 had the following weighted-average commodity financial derivative instruments in place: 

 
C$ WTI collars C$ WTI swaps EdCon basis swaps 

EdCon fixed price 
swaps 

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) - - 
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Interest rate financial derivative instruments 

 
 

 Three months ended  
March 31, 

($ thousands, except per boe amounts)    2019 2018 
    $ $ 
      
Unrealized loss on interest rate financial derivative instruments  390 800 
Per boe    28.45 47.87 

Pipestone’s interest rate financial derivative instruments constitute floating to fixed interest rate swaps 
with the lending institutions, resulting in the bank debt bearing fixed interest rates. Due to the nature of 
the bank debt and the swaps being with the lending institutions, the realized portion of the interest rate 
financial derivative instruments is recorded as financing expense. 

General and Administrative (G&A) 
 

 
 Three months ended 

March 31, 
($ thousands, except per boe amounts)    2019 2018 
    $ $ 
      
Gross G&A expenses    3,170 221 

Capitalized G&A    (857) - 
Overhead recoveries    (27) - 

G&A expenses    2,286 221 
Per boe    166.69 13.19 

G&A expenses primarily consist of the Company’s overhead costs incurred to support the ongoing 
operations and planned future operations in Pipestone. Capitalized G&A is directly attributable to the 
development of the Pipestone assets. Overhead recoveries related to recovered amounts from partners 
for operating administration costs as well as capital programs. Capitalized G&A and overhead recoveries 
are consistent with industry practice. In Q1 2019 Pipestone capitalized 27 percent of gross G&A expenses. 

G&A expenses were higher than in the comparative period of 2018 predominantly due to higher employee 
and consulting expenses associated with increased activity in 2019 and integration work relating to the 
Corporate Acquisition. In addition, the current per boe expense burden is high at this stage of Pipestone’s 
development as a number of fixed G&A expenses were spread over the limited Q1 2019 production 
volumes. 
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Transaction Expenses 
 

 
 Three months ended 

March 31, 
($ thousands, except per boe amounts)    2019 2018 
    $ $ 
      
Transaction    3,971 - 
Per boe    289.48 - 

Transaction expenses were incurred through services related to the Corporate Acquisition of Blackbird 
Energy Inc., which closed January 4, 2019. These include fees for financial advisors, legal consultations, 
due diligence and reservoir engineers.  

Depletion and Depreciation (D&D) 
 

 
 Three months ended  

March 31, 
($ thousands, except per boe amounts)    2019 2018 
    $ $ 
      
D&D    241 203 
Per boe    17.60 12.16 

D&D expenses primarily consist of depletion of our liquids and natural gas properties on a unit-of-
production basis over total proved plus probable reserves before royalties. The unit-of-production rate 
takes into account expenditures incurred to date, together with estimated future development 
expenditures required to develop those proved plus probable reserves. This rate, calculated at a 
component level, is then applied to our production volume to determine D&D in a given period. 
Management believes that this method of calculating D&D expenses over each boe equivalent with its 
proportionate share of the cost of capital invested over the total estimated life of the related asset as 
represented by proved plus probable reserves. Future development costs included during the three 
months ended March 31, 2019 are $1.3 billion. 

D&D expenses also include depreciation of our ROU assets on a straight-line basis over the shorter of the 
estimated useful life or the lease term. 

The Company’s D&D expense increased marginally from the comparative period in 2018 due to the 
introduction of ROU asset amortization as a result of the adoption of IFRS 16, Leases, as of January 1, 
2019. 
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Financing Expense 
 

 
 Three months ended  

March 31, 
 

($ thousands, except per boe amounts)    2019 2018 (1) 
    $ $  
       

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

Cash financing expense    2,101 142  
       

Accretion on decommissioning provisions   28 5  
Amortization of financing costs    338 40  

Non-cash financing expense    366 45  
       
Total financing expense    2,467 187  
Cash financing expense, per boe    153.22 8.47  
Non-cash financing expense, per boe    26.59 2.72  

(1) IFRS 16, Leases, was adopted January 1, 2019 using the modified retrospective approach; therefore, comparative information has not 
been restated. See “Critical Accounting Judgments, Estimates and Policies”. 

Interest on bank debt are amounts charged by Pipestone’s lending institutions.  

Lease interest pertains to the interest rate implicit in the lease, or, if that rate cannot be determined, the 
Company’s incremental borrowing rate. The interest rate applicable to each respective lease is applied to 
the Lease liability and applied to each lease payment. 

Accretion on decommissioning provisions increased from the 2018 comparative period as a result of 
having more wells, both as a result of drilling as well as from the Corporate Acquisition. 

Amortization of financing costs relate to the amortization of bank due diligence fees related to the Credit 
Facility and the initial mark-to-market value of the interest rate swaps associated with the setup of the 
Credit Facility. 

The current per boe expense burden for both the cash and non-cash financing expense is high at this stage 
of Pipestone’s development as a number of fixed costs are spread over the limited Q1 2019 production 
volumes.  
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Financing Income 
 

 
 Three months ended  

March 31, 
($ thousands, except per boe amounts)    2019 2018 
    $ $ 
      
Financing income    314 64 
Per boe    22.90 3.81 

Financing income relates to interest earned on cash held in bank accounts. Financing income is higher in 
the 2019 period, when compared to the 2018 period, due to higher bank balances. 

Income Tax 

The deferred income tax recovery was $6.0 million in the three months ended March 31, 2019, compared 
to an expense of $0.1 million in 2018. The recovery in 2019 relates to incurring a loss in the quarter, as 
well as a $3.2 million benefit associated with a previously unrecognized deferred income tax asset now 
being recognized and applied against deferred income tax liabilities acquired in the Corporate Acquisition.  

Pipestone’s consolidated tax pools are estimated as summarized in the table below: 

$ thousands 
As at March 31, 

2019 
As at December 31, 

2018 
 $ $ 
Canadian oil and gas property expense  33,752 17,485 
Canadian development expense 123,812 83,121 
Canadian exploration expense 20,742 825 
Non-capital losses 145,155 71,143 
Undepreciated capital cost (UCC) pools (1) 93,208 26,683 
Debt and share issuance costs 6,263 1,275 
 422,932 200,532 

(1) Substantially all of the Company’s UCC pools relate to Class 41 assets, which are deductible at a rate of 25 percent per year. 

The above tax pools include non-capital losses that expire in years 2024 to 2038. 

Loss 

The Company incurred a loss of $4.3 million ($0.02 per share basic and diluted) for the three months 
ended March 31, 2019, compared to a loss of $0.6 million ($0.01 per share basic and diluted) for the 
comparative period in 2018. The loss in 2018 resulted from an unrealized loss on the interest rate financial 
derivative instrument. The increased loss in 2019 resulted from a combination of transaction costs 
associated with the Corporate Acquisition, increased office staff relating to the 2019 capital program, and 
interest on bank debt entered into during 2018 and the first quarter of 2019.  
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Supplemental Information 
The following table summarizes key financial and operating information for the periods indicated. 

Netback Analysis 
 

 
 Three months ended  

March 31, 
 

    2019 2018 (1) 
    $ $  
       
Average sales price    33.53 58.00  

Royalties    (1.65) (4.83)  
Operating expense    (28.62) (6.63)  
Transportation expense    (48.35) -  

Operating netback (2)    (45.09) 46.54  
       

G&A    (166.69) (13.19)  
Transaction costs    (289.48) -  
Financing income    22.90 3.81  
Financing expense    (153.22) (8.47)  

Funds flow netback (2)    (631.58) 28.69  
       

Financing expense – non-cash    (26.59) (2.72)  
D&D    (17.60) (12.16)  
Unrealized loss on interest rate financial derivative instruments  (28.45) (47.87)  
Unrealized loss on commodity financial derivative instruments  (49.16) -  
Deferred income tax (expense) recovery  439.81 (3.78)  

Loss per boe    (313.57) (37.84)  
(1) IFRS 16, Leases, was adopted January 1, 2019 using the modified retrospective approach; therefore, comparative information has not 

been restated. See “Critical Accounting Judgments, Estimates and Policies”. 
(2) See “Non-GAAP measures”. 

The per boe netback costs in the above table for Q1 2019 are high at this stage of Pipestone’s development 
as a number of fixed costs are spread over the limited Q1 2019 production volumes.  



 

 16 | P a g e  

Selected Quarterly Information 
Three months ended  March 31, Dec 31, Sept. 30, June 30, March 31, Dec. 31, Sept. 30, June 30, 

2019 2018 (2)(4) 2018 (2) (4) 2018 (2) (4) 2018 (2) (4) 2017 (2) (4) 2017 (2) (4) 2017 (2) (4) 
Financial         
($000s, except per share amounts and 
share numbers) 
 

        

Sales of liquids and natural gas 460 59 - 598 971 - 259 699 
Cash from (used in) operating 
activities 

(12,785) (3,490) (361) (180) 163 (39) 160 569 

Funds flow from (used in) 
operations 

(8,663) (8,260) (512) 132 480 (114) 141 576 

Per share,  
basic and diluted ($) (1) 

(0.05) (0.14) (0.01) 0.00 0.01 (0.00) 0.00 0.04 

Income (loss) (4,302) (9,603) (1,349) (539) (631) (86) 49 294 
Per share,  
basic and diluted ($) (1) 

(0.02) (0.16) (0.03) (0.01) (0.01) (0.00) 0.00 0.02 

Capital expenditures 49,468 60,252 5,428 13,026 30,558 7,724 16,205 25,961 
Total assets (end of quarter) 531,994 216,300 147,240 128,644 144,740 99,954 85,683 60,024 
Working capital (deficit) (end 
of quarter) 

2,411 (20,180) 10,332 (2,630) 10,264 10,201 (4,940) (20,849) 

Bank debt (end of quarter) 80,735 53,436 52,187 30,992 30,181 - - - 
Shareholders’ equity (end of 
quarter) 

378,896 114,058 85,661 87,010 87,549 88,180 67,275 35,300 

Weighted-average basic shares 
outstanding (000s) (1) 

184,540 60,707 52,782 52,782 52,782 45,078 37,631 15,167 

Weighted-average diluted 
shares outstanding (000s) (1) 

184,540 60,707 52,782 52,782 52,782 45,078 37,631 15,167 

         
Operations         
Production         

Crude oil and condensate 
(bbls/d) 82 73 - 106 186 - 64 149 

 NGL (bbls/d) 17 - - - - - - - 
 Natural gas (Mcf/d) 318 - - - - - - - 
 Total (boe/d) 152 73 - 106 186 - 64 149 
Condensate-gas ratio 
(bbl/MMcf) 52 N/A - N/A N/A - N/A N/A 
Average realized prices ($)         

Crude oil and condensate 
(per bbl) 42.71 8.60 - 61.94 58.00 - 43.77 51.38 

 NGL (per bbl) 25.04 - - - - - - - 
 Natural gas (per Mcf) 3.69 - - - - - - - 
Operating netback (per boe) (3) (45.09) (6.93) - 51.25 46.54 - 38.36 44.68 
Funds flow netback (per boe) (3) (631.58) (1,221.29) - 13.50 28.69 - 23.86 42.33 

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

(2) IFRS 16, Leases, was adopted January 1, 2019 using the modified retrospective approach; therefore, comparative information has not 
been restated. See “Critical Accounting Judgments, Estimates and Policies”. 

(3) See “Non-GAAP measures”. 
(4) The comparative figures presented for 2018 and 2017 are that of the predecessor company, Predecessor Pipestone. 

Inherent to the nature of the oil and gas industry, fluctuations in Pipestone’s quarterly sales of liquids and 
natural gas, funds flow from or used in operations, and income or loss are primarily caused by variations 
in production volumes, realized commodity prices and the related impact on royalties, realized and 
unrealized gains/losses on financial instruments, changes in per-unit expenses, and deferred income 
taxes. Please refer to “Financial and Operating Results” above for an explanation of changes. 
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Share Capital 

As at the date hereof, the Company had 189.6 million common shares, 175.2 million warrants and 13.2 
million stock options outstanding. Each warrant and stock option is exercisable for 0.1 common shares of 
the Company. 

As at March 31, 2019, the Company had 189.6 million common shares, 175.2 million warrants and 35.5 
million stock options outstanding. Each warrant and stock option is exercisable for 0.1 common shares of 
the Company. 

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. 

Liquidity and Capital Resources 

At March 31, 2019, the Company had an adjusted working capital of $5.7 million (December 31, 2018 – 
adjusted working capital deficit of $20.2 million), excluding the interest rate and commodity financial 
derivative instrument liabilities, as well as lease liabilities. Net cash used in operations for the three 
months March 31, 2019 was $12.8 million. Funds flow used in operations for the three months ended 
March 31, 2019 was $8.7 million. 

Available Funding 

   As at March 31,  
($ thousands)    2019 2018 (1) 
    $ $  
       

Current assets    53,571 34,902  
Current liabilities    (51,160) (24,638)  

Working capital    2,411 10,264  
Plus: current liability interest rate financial derivative instruments  2,119 -  
Plus: current liability commodity financial derivative instruments  642 -  
Plus: current lease liabilities    511 -  

Adjusted working capital (2)    5,683 10,264  
Plus: Credit Facility capacity (3)    92,744 27,859  

Available funding (2)    98,427 38,123  
(1) IFRS 16, Leases, was adopted January 1, 2019 using the modified retrospective approach; therefore, comparative information has not 

been restated. See “Critical Accounting Judgments, Estimates and Policies”. 
(2) See “Non-GAAP measures”. 
(3) As at March 31, 2019, Pipestone has a $198.5 million Credit Facility, which is reduced by $20 million in issued letters of credit and $85.8 

of principal drawn.  

Bank Debt 

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 
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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. 
Standby fees are charged on the undrawn Credit Facility 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 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 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. 

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 in funding during 2018 
and 2019. Effective April 1, 2020 and until December 31, 2020 the Term Loan will bear an annual interest 
rate of 11.50 percent and will be payable in cash monthly. The Credit Facility terminates on 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, 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.  

At March 31, 2019 Pipestone had drawn $85.8 million under the Term Loan. 

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

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. 

As at and for the three months ending March 31, 2019 the Company was in compliance with all covenants. 

The Company generally relies on operating cash flows, equity issuances and its Credit Facility to fund its 
capital requirements and provide liquidity. The 2019 capital program is fully funded. In the future, the 
Company may access capital markets to meet additional financing needs and maintain flexibility in funding 
its capital programs. Future liquidity depends primarily on funds generated from operations, drawing on 
existing credit facilities and accessing debt and equity markets. 
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Capital Management 

The Company's objective for managing capital is to maintain a strong balance sheet and available funding 
while providing financial flexibility to fund sustaining capital and to fund future high-return development 
growth. Near-term development activities are anticipated to be funded by the Company's funds flow, cash 
on hand, potential divestitures or draws under the credit facilities.  

Pipestone manages its liquidity risk through its capital structure, cash flow forecasting and available credit. 
The Company’s 2019 capital guidance of between $145 and $165 million is scheduled to be funded by 
draws on the Company's Credit Facility.  

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 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. 

The Company strives for a proportion of debt to future cashflow which appropriately balances the level 
of risk being incurred by its capital investments.  

Commitments and Contractual Obligations 

As at March 31, 2019 as part of its normal operations, Pipestone has committed to paying the following 
undiscounted amounts over the next five years and thereafter as follows: 

($ Thousands) 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 
Lease liabilities – principal 378 526 557 117 - - 
Lease liabilities – interest 106 96 42 2 - - 
Other contractual arrangements 77 - - - - - 
Total payments 9,043 38,307 53,216 60,056 59,937 276,164 

The lease liabilities are recognized on the Company’s consolidated balance sheet. The gathering 
commitments, processing commitments, transportation commitments and interest on the lease liabilities 
are off-balance sheet arrangements in accordance with IAS 1, Presentation of Financial Statements. 

Following the adoption of IFRS 16 on January 1, 2019, the Company recognized a lease liability on the 
consolidated statement of financial position for the majority of Pipestone’s non-cancellable lease 
arrangements. The Company elected to apply the practical expedient exemption to scope-out non-
cancellable low-value and short-term lease arrangements. These out-of-scope contractual commitments 
are off-balance sheet arrangements. 

The Company is involved in legal claims arising in the normal course of business. The final outcome of 
such claims cannot be predicted with certainty and management believes that it has appropriately 
assessed any impact to the financial statements. 
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Critical Accounting Judgments, Estimates and Policies 

The Company’s critical accounting judgements, estimates and policies are described in notes 2 and 3 to 
the December 31, 2018 annual financial statements and in notes 2 and 3 to the March 31, 2019 condensed 
interim consolidated financial statements. Certain accounting policies are identified as critical because 
they require management to make judgments and estimates based on conditions and assumptions that 
are inherently uncertain, and because the estimates are of material magnitude to revenue, expenses, 
funds flow from operations, income or loss and/or other important financial results. These accounting 
policies could result in materially different results should the underlying conditions change, or the 
assumptions prove incorrect. 

Critical accounting estimates are those requiring management to make particularly subjective or complex 
judgments about inherently uncertain matters. Estimates and underlying assumptions are reviewed on an 
ongoing basis and any revisions to accounting estimates are recognized in the same period.  

Management’s assumptions are based on factors that, in management’s opinion, are relevant and 
appropriate, and may change over time as operating conditions change. 

New accounting standards 

IFRS 16, Leases, replaced IAS 17, Leases, and IFRIC 4, Determining Whether an Arrangement Contains a 
Lease. IFRS 16 requires entities to recognize lease assets and obligations on the balance sheet. For lessees, 
IFRS 16 removes the classification of leases as either operating leases or finance leases, effectively treating 
nearly all leases as finance leases. Certain short-term leases (less than 12 months) and leases of low-value 
assets are exempt from the requirements and may continue to be treated as operating leases.  

The Company adopted the standard on the effective date of January 1, 2019 and applied the modified 
retrospective approach which does not require restatement of prior period financial information as the 
cumulative effect of applying the standard to prior periods is recorded as an adjustment to opening 
retained earnings. On initial adoption, management elected to use the following practical expedients 
permitted under the standard: 

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

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

• 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. 

• Apply hindsight in determining the lease term where the contract contains terms to extend or 
terminate the lease. 

On adoption of IFRS 16, the Company recognized lease liabilities in relation to leases under the principles 
of the new standard. These liabilities were measured at the present value of the remaining leases 
payments, discounted using the Company’s incremental borrowing rate as at January 1, 2019. The 
associated ROU asset were initially measured at the amount equal to the lease liability on January 1, 2019 
with no impact on retained earnings. 

Adoption of the new standard resulted in the recognition of an additional lease liability and corresponding 
ROU asset related to a field office lease. The impact of IFRS 16 is as follows: 

• Lower operating expenses; 

• Higher financing expenses due to the interest recognized on the lease obligation; and 

• Higher depreciation expense related to the ROU asset. 
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The change in accounting policy affected the following items in the statement of financial position on 
January 1, 2019: 

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

There are no other not-yet-effective IFRS or IFRIC interpretations that are expected to have a material 
impact on the Company. 

Non-GAAP financial measures and additional subtotals in financial statements 

Additional subtotal - funds flow from operations  
Pipestone uses “funds flow from operations” (cash from operating activities before changes in non-cash 
working capital), a measure that is not defined under IFRS. Funds flow from operations should not be 
considered an alternative to, or more meaningful than, cash from operating activities, income (loss) or 
other measures determined in accordance with IFRS as an indicator of the Company’s performance. 
Management uses funds flow from operations to analyze operating performance and leverage and 
believes it is a useful supplemental measure as it provides an indication of the funds generated by 
Pipestone’s principal business activities prior to consideration of changes in working capital. 
The following table reconciles cash from operating activities to funds flow from operations: 

 
 

 Three months ended  
March 31, 

 

($ thousands)    2019 2018 (1) 
    $ $  
       
Cash from (used in) operating activities    (12,785) 163  
Changes in non-cash working capital    4,122 317  
Funds flow from (used in) operations   (8,663) 480  

(1) IFRS 16, Leases, was adopted January 1, 2019 using the modified retrospective approach; therefore, comparative information has not 
been restated. See “Critical Accounting Judgments, Estimates and Policies”. 

Funds flow from operations was included in the condensed interim consolidated statement of cash flow 
in order to provide users with a better understanding of the key metrics utilized by Pipestone to assess 
performance and how the calculation was arrived at. Accordingly, funds flow performance measures are 
not presented as non-GAAP measures in this MD&A. 

Non-GAAP measures 

This MD&A includes references to financial measures commonly used in the oil and natural gas industry. 
The terms “operating netback”, “funds flow netback”, “available funding”, “net debt”,  
“adjusted working capital”, “CROIC”, “ROCE” are not defined under IFRS, which have been incorporated 
into Canadian GAAP, as set out in Part 1 of the Chartered Professional Accountants Canada Handbook – 
Accounting, are not separately defined under GAAP, and may not be comparable with similar measures 
presented by other companies.  
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Management believes the presentation of the non-GAAP measures provide useful information to 
investors and shareholders as the measures provide increased transparency and the opportunity to better 
analyze and compare performance against prior periods. 

Operating netback and funds flow netback 

Operating netback is calculated on a per-unit-of-production basis and is determined by deducting 
royalties, operating and transportation expenses from liquids and natural gas sales, after adjusting for 
realized commodity financial derivative instrument gains or losses. 

Funds flow netback reflects funds flow on a per-unit-of-production basis and is determined by dividing 
funds flow by total production on a per-boe basis. Funds flow netback can also be determined by 
deducting G&A, transaction costs and cash financing expenses and adding financing income on a per-unit-
of-production basis from the operating netback. Refer to “Financial and Operating Results” section above 
for further details. 

Operating netback and funds flow netback are common metrics used in the oil and natural gas industry 
and are used by Company management to measure operating results on a per boe basis to better analyze 
and compare performance against prior periods, as well as formulate comparisons against peers. 

Adjusted EBITDA and adjusted EBIT 

Adjusted EBITDA is calculated as profit or loss before interest, income taxes, depletion, depreciation and 
amortization, adjusted for certain non-cash and extraordinary items primarily relating to unrealized gains 
and losses on financial instruments. Adjusted EBITDA is used to calculate CROIC. Adjusted EBIT is 
calculated as adjusted EBITDA less depletion and depreciation. Adjusted EBIT is used to calculate ROCE. 
Also refer to “Liquidity and Capital Resources” above for further details. 

Net debt and adjusted working capital 

Net debt is defined as long-term debt plus adjusted working capital deficit. Adjusted working capital is 
comprised of current assets less current liabilities on the Company’s consolidated statement of financial 
position and excludes the current portion of financial derivative instruments and the current portion of 
lease liabilities. 

The following table shows the calculation of net debt: 

 
 

 Three months ended  
March 31, 

 

($ thousands)    2019 2018 (1) 
    $ $  
Long-term debt    80,735 30,181  
Adjusted working capital deficit (surplus)    (5,683) (10,264)  
Net debt    75,052 19,917  
Lease liabilities    1,578 -  
Net debt, including lease liabilities    76,630 19,917  

(1) IFRS 16, Leases, was adopted January 1, 2019 using the modified retrospective approach; therefore, comparative information has not 
been restated. See “Critical Accounting Judgments, Estimates and Policies”. 
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CROIC and ROCE 

CROIC is determined by dividing adjusted EBITDA by the average gross carrying value of the Company’s 
oil and gas assets. For the purposes of the CROIC calculation, the average carrying value of the Company’s 
exploration and evaluation, and property and equipment assets, as taken from the Company’s 
consolidated statement of financial position, and excludes accumulated depletion and depreciation. 

ROCE is determined by dividing adjusted EBIT by the average carrying value of the Company’s net assets. 
For the purposes for the ROCE calculation, net assets are defined as total assets on the Company’s 
consolidated statement of financial position less current liabilities. 

CROIC and ROCE allow management and others to evaluate the Company’s capital spending efficiency 
and ability to generate profitable returns by measuring profit or loss relative to the capital employed in 
the business. Also refer to “Liquidity and Capital Resources” above for additional information. 

Adjusted working capital and available funding 
Available funding is comprised of adjusted working capital and undrawn portions of the Company’s Credit 
Facility. Adjusted working capital is comprised of current assets less current liabilities on the Company’s 
consolidated statement of financial position and excludes the current portion of financial derivative 
instruments and lease liabilities. The available funding measure allows management and others to 
evaluate the Company’s short-term liquidity. Also refer to “Liquidity and Capital Resources” above for 
additional information. 

Initial Production Rates and Short-Term Test Rates 

This document may disclose test rates of production for certain wells over short periods of time, which are 
preliminary and not determinative of the rates at which those or any other wells will commence 
production and thereafter decline. Short-term test rates are not necessarily indicative of long-term well 
or reservoir performance or of ultimate recovery. Although such rates are useful in confirming the 
presence of hydrocarbons, they are preliminary in nature, are subject to a high degree of predictive 
uncertainty as a result of limited data availability, and may not be representative of stabilized on-stream 
production rates. 

Production over a longer period will also experience natural decline rates, which can be high in the 
Montney play and may not be consistent over the longer term with the decline experienced over an initial 
production period. Initial production or test rates may also include recovered “load” fluids used in well 
completion stimulation operations. Actual results will differ from those realized during an initial 
production period or short-term test period, and the difference may be material. 

Basis of Barrel of Oil Equivalent 

Petroleum and natural gas reserves and production volumes are stated as a “barrel of oil equivalent” 
(boe), derived by converting natural gas to oil equivalency in the ratio of 6,000 cubic feet of gas to one 
barrel of oil. Boe may be misleading, particularly if used in isolation. A boe conversion ratio of 6,000 cubic 
feet of gas to one barrel of oil is based on energy equivalency, which is primarily applicable at the burner 
tip, and does not represent a value equivalency at the wellhead. Readers are cautioned that boe figures 
may be misleading, particularly if used in isolation. 
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Risk Factors 

The acquisition, exploration and development of oil, condensate, other NGLs and natural gas properties 
and the production, transportation and marketing of oil, condensate, other NGLs and natural gas involves 
many risks, which may influence the ultimate success of the Company. While the management of 
Pipestone realizes these risks cannot be eliminated, they are committed to monitoring and mitigating 
these risks. These risks include, but are not limited to the following: 

• volatility in market prices and demand for oil, condensate, other NGLs and natural gas and 
hedging activities related thereto; 

• general economic, business and industry conditions; 
• variance of the Company’s actual capital costs, operating costs, depreciation and the economic 

returns from those anticipated; 
• the ability to find, develop or acquire additional reserves and the availability of the capital or 

financing necessary to do so on satisfactory risk adjusted terms and with the required degree of 
flexibility; 

• the ability to accurately assess available funding to generate the necessary free cashflow and 
liquidity; 

• risks related to the exploration, development and production of liquids and natural gas reserves 
and resources; 

• negative public perception of liquids and natural gas development and transportation, hydraulic 
fracturing and fossil fuels;  

• reassessment by taxing authorities of the Company’s prior transactions and filings; 
• actions by provincial or federal governmental authorities, including changes in government 

regulation, royalties and taxation; 
• management of the Company’s growth; 
• the ability to successfully identify and make attractive acquisitions, joint ventures or investments, 

or successfully integrate the Corporate Acquisition and any other future acquisitions or 
businesses;  

• the availability, increased cost or shortage of drilling rigs, hydraulic fracturing equipment, other 
critical equipment, raw materials, supplies or qualified personnel to execute the Company’s 
development plans;  

• adoption or modification of climate change legislation by governments; 
• the ability to attract and retain top talent and key employees; 
• uncertainty associated with estimates of oil and condensate, NGLs and natural gas reserves and 

resources and the variance of such estimates from actual future production; 
• dependence upon third-party owned compressors, gathering lines, pipelines and other facilities, 

certain of which the Company does not control; 
• reliance on third parties for processing and transportation capabilities; 
• the ability to satisfy obligations under the Company’s firm commitment processing and 

transportation arrangements; 
• the uncertainties related to the Company’s identified drilling locations and the high-risk nature of 

successfully stimulating well productivity and drilling for and producing liquids and natural gas; 
• operating hazards and uninsured risks including the specific risks of fires, floods and natural 

disasters; 
• the probability that the Company’s drilling activities will encounter H2S sour gas and the proper 

safe handling of it; 
• failure to acquire or develop replacement reserves as the Company moves forward; 
• the concentration of the Company’s assets in the liquids-rich Pipestone Montney; 
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• unforeseen title defects;  
• potential for claims by indigenous peoples or local area residents;  
• failure to accurately estimate the amount or timing of abandonment and reclamation costs; 
• horizontal drilling and applied completion technique risks and failure of drilling results to meet 

expectations for reserves or production or achieve the targeted returns;  
• expiry of certain leases for the undeveloped leasehold acreage in the future;  
• alternatives to and changing demand for petroleum products particularly condensate; 
• third-party credit risk;  
• risks relating to commodity price hedging instruments;  
• cyber security risks, loss of information and computer systems;  
• the potential for security deposits to be required under provincial liability management programs; 
• variations in foreign exchange rates and interest rates;  
• sufficiency of insurance policies; and 
• potential for litigation and costs of current litigation. 

 
Forward-Looking Statements 

This document contains certain forward-looking statements. Forward-looking statements are subject to 
known and unknown risks, uncertainties and other factors that could influence actual results or events 
and cause them to differ materially from those stated, anticipated or implied. Forward-looking statements 
necessarily involve risks including, without limitation, those associated with liquids and natural gas 
exploration, development, production, marketing and transportation, such as dry holes and non-
commercial wells, loss of markets, volatility of commodity prices, currency fluctuations, imprecision of 
reserve estimates, production declines, health, safety and environmental risks, competition from other 
producers and the ability to access sufficient capital from internal and external sources. Forward-looking 
information may include statements with words such as “anticipate”, “believe”, “expect”, “plan”, 
“intend”, “estimate”, “propose”, “project”, “scheduled”, or similar words suggesting future outcomes. 
Readers and prospective investors in the Company’s securities are cautioned not to place undue reliance 
on forward-looking information as, by its nature, it is based on current expectations regarding future 
events that involve a number of assumptions, inherent risks and uncertainties, which could cause actual 
results to differ materially from those anticipated by the Company.  

In particular, but without limiting the foregoing, this document contains forward-looking statements 
pertaining to: timing for the construction and completion of necessary facilities and their timing to 
become production-ready; completion of the Company’s 3-1 pad; anticipated 2019 exit production; 2019 
production generally; attribution of future revenue to certain products; 2019 capital expenditure and 
investment plans; 2019 drilling plans, including proposed drilling locations, and anticipated costs per well; 
2019 well completion plans; the Company’s ability to accelerate completion of its wells; processing plans 
and locations involving third parties; transportation availability, timing and volumes involving third 
parties; and marketing optionality for the Company afforded by physical connection to third party 
facilities; and the Company’s proposed drilling locations. 

Forward-looking information typically involves substantial known and unknown risks and uncertainties, 
certain of which are beyond the Company’s control. Such risks and uncertainties include, without 
limitation: financial risk of marketing reserves at an acceptable price given market conditions; volatility in 
market prices for liquids and natural gas; delays in business operations; pipeline restrictions; blowouts; 
the risk of carrying out operations with minimal environmental impact; industry conditions including 
changes in laws and regulations, including curtailment and the adoption of other new environmental laws 
and regulations and changes in how they are interpreted and enforced; uncertainties associated with 
estimating liquids and natural gas reserves; risks and uncertainties related to liquids and gas interests and 
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operations on aboriginal lands; economic risk of finding and producing reserves at a reasonable cost; 
uncertainties associated with partner plans and approvals; operational matters related to non-operated 
properties; increased competition for, among other things, capital, acquisitions of reserves and 
undeveloped lands; competition for and availability of qualified personnel or management; incorrect 
assessments of the value of acquisitions and of exploration and development programs; unexpected 
geological, technical, drilling, construction, processing and transportation problems; availability of 
insurance; fluctuations in foreign exchange and interest rates; stock market volatility; general economic, 
market and business conditions; uncertainties associated with regulatory approvals; uncertainty of 
government policy changes; uncertainties associated with credit facilities and counterparty credit risk; 
changes in income tax laws, Crown royalty rates and incentive programs relating to the oil and gas 
industry; and other factors, many of which are outside the Company’s control. The Company’s actual 
results, performance or achievements could, therefore, differ materially from those expressed in, or 
implied by, this forward-looking information and whether or not any such actual results, performance or 
achievements transpire or occur, there can be no certainty as to what benefits or detriments the Company 
will derive therefrom. 

The forward-looking information included herein is expressly qualified in its entirety by this cautionary 
statement. It is made as of the date hereof and the Company assumes no obligation to update or revise 
any forward-looking information to reflect new events or circumstances, except as required by law. 
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Abbreviations 
The following summarizes the abbreviations used in this document: 

Crude oil and Condensate, and Natural Gas Liquids Natural Gas 
bbl barrel Mcf thousand cubic feet 
Mbbl thousand barrels MMcf million cubic feet  
bbls/d barrels per day Mcf/d thousand cubic feet per day 
boe barrel of oil equivalent GJ Gigajoule; 1 Mcf of natural gas is about 1.05 GJ 
Mboe thousand barrels of oil equivalent MMBtu million British thermal units; 1 GJ is about 0.95 

MMBtu boe/d barrel of oil equivalent per day  
NGL natural gas liquids   
    
Other   
AECO the AECO Hub, a natural gas storage facility  

located in Suffield and Countess, Alberta 
WTI West Texas Intermediate 

$000s thousands of dollars Q1 first quarter ended March 31st  
IFRS International Financial Reporting Standards Q2 second quarter ended June 30th  
IFRS 16 International Financial Reporting Standards  

16 - Leases 
Q3 third quarter ended September 30th  

IAS International Accounting Standard Q4 fourth quarter ended December 31st  
C$ Canadian dollars   
US$ United States dollars     
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