
Presenter
Presentation Notes
Thanks Don and Good Afternoon everyone. Thank you for coming out and attending Peyto’s AGM today.I don’t want to take up too much of your time this afternoon, but I did want to talk for a few minutes about how Peyto is doing and where we are going from here.I’ll try and run through all these slides quickly, so don’t be alarmed at the “big book of Peyto” you have on your chair.
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“I am going to tell you about my vision of Peyto’s
future today. I will also tell you where I think
commodity prices are going to go. These are called
forward looking statements. I am being truthful and
using everything I know about Peyto and the
industry to predict the future but I will likely be
wrong on both accounts, almost certainly the
commodity price. Oil and gas exploration and
production is a risky business. Do your homework
before making any investment. Don’t blame me if it
doesn’t work out.”

Presenter
Presentation Notes
A plain language advisor for you (read)
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The Peyto Strategy
What We Believe

“We are a gas company.”  

“We are a real business.”  

“We work for you.”

Presenter
Presentation Notes
I thought I’d start today with reminding everyone what it is we believe in at Peyto.We are and always have been a company focused on Natural gas. We truly believe we are finding & developing the cleanest, most affordable, most dependable and most scalable form of energy we can for Albertans and for all Canadians. (And considering last winter, I can’t imagine -30C without it)We also believe that Peyto is a real business. And like any other real business in any other industry, it’s designed to make money for its owners. So while we often talk about the technical details of our business, from drilling and completing wells, to developing reserves, to production operations and marketing our products, it is the profits that our business generates that remains most important. Because without profit, we are not a real business, nor will we stay in business very long.And lastly, we understand full well, every single person at Peyto, that we work for you. It is our shareholders money that we are investing in this business. And it is our shareholders reserves and production that we are developing and selling. So we better be damn careful with it and we better be creating long term value from it. Otherwise, you’ve got better things to do with your money.
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The Big Picture 
We Remain Gas Bulls

Presenter
Presentation Notes
Now, lately we seem to have an abundance of natural gas in north America and the price of the commodity has been very soft for some time.And you might wonder why we remain such firm believers in natural gas?So, I thought I’d spend a minute or two this afternoon explaining our enduring bullishness.
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The Big Picture
World Consumption of Hydrocarbons Isn’t Slowing
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Source: ARC Financial, BP Energy Outlook 

Presenter
Presentation Notes
Looking at the really big picture, the population on our planet has climbed quite rapidly over the last 50 years and it is projected to continue to do so.From 1965 to 2015, world population more than doubled, from around 3.3 billion to 7.4 billion people. And since people need energy to survive, its not surprising, energy consumption followed suit, tripling from around 80 mmboes/d to over 250 mmboe/d.World oil consumption alone is now expected to top 100 mmbbls/d in the next 2 years. 
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The Big Picture 
Substitution Unlikely

Presenter
Presentation Notes
I am sorry to have to break it to those in the green camp, but the concept of a carbon free world, with a growing population is highly unlikely.We are going to need more, of every form of energy, for a very long time. Even just changing the slope of the growth in energy consumption is going to be a gargantuan effort.We can only hope that renewable energy can be commercially viable, and grow at a significant enough pace, just to make up the shortfall from all the other energy sources, let alone start to displace those supplies.
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The Big Picture 
Gas Demand Is Growing

Source: BP Energy Outlook 

Presenter
Presentation Notes
I think the best we can realistically try to achieve, in order to make our air and water cleaner and so we can potentially power 10 billion people on this planet 30 years from now, is to try and change the mix of energy sources.That means using more clean burning, natural gas. Which means demand for Natural Gas will continue to grow.And that is what most experts are predicting. 
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The Big Picture 
Peyto’s Natural Gas Is Cleanest
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Presenter
Presentation Notes
Now, speaking of clean burning, there is no question natural gas is cleaner.It is at least 10% cleaner than oil, from a production standpoint, and its twice as clean as coal, when it is consumed.Peyto’s gas, is even cleaner still.Our operations have 50% less environmental impact than even the average natural gas producer in Canada, and we’re continuing to improve on that.For example, we recently participated in an Alberta Fugitive emissions study that measured methane emissions at natural gas wellsites around the province. They also included 69 random Peyto wellsites. The findings indicated that our wellsites emit 27 times less than the industry standard fugitive emissions estimate.So we are now the Mr. Clean of the oil Canadian patch.
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The Big Picture 
North American Demand Is Growing

Demand Growth 
since 1998

Presenter
Presentation Notes
Anyway, getting back to the demand picture…Here in North America, the demand for natural gas has increased 25% since we began Peyto. With most of that growth occurring in the last 10 years.That trend is also forecast to continue.We now have close to 100 bcf/d of annual, permanent demand in North America.And considering our North American supplies are declining at close to 25% each year, that’s almost 25 bcf/d of new supply we have to find each and every year. That doesn’t even address growing demand.So basically, we have to find 1.5 Marcellus shale plays, and develop them, each year, just to keep up with current demand. Seems like a rather daunting task to me.
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The Big Picture 
Canada Supply Demand Compressing

Source: NEB, Canada’s Energy Future 2016 January 2016

Pipe capacity from Montney/Deep Basin

Presenter
Presentation Notes
Looking at the Canadian portion of that 100 bcf/d of North American demand, ours is around 10 bcf/d But our supplies have been shrinking and only very recently starting increasing again.This has reduced the amount of net export capability we have from over 10 BCF/d to just 6 BCF/d.Like the NEB, I also suspect our demand will continue to grow as we convert more coal to gas, but I don’t agree with a forecast of growing supplies.I think our supplies are going to keep shrinking as we bump up against  pipeline capacity constraints.And personally, I do not hold out much hope for Canadian LNG Exports
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The Big Picture 
U.S. Is Now Self Sufficient In Gas

Source: EIA

Presenter
Presentation Notes
In the US, their demand has grown as well, but their supply has grown even faster.When we began Peyto in 1998, the US was a net importer of natural gas, with most of it coming from Canada. Now they are exporting almost as much as they are importing. Meaning they are basically self sufficient.The 6 BCF/d we are exporting to them, they are now turning around and exporting to Mexico and the rest of the world via LNG.
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The Big Picture 
North American U.S. LNG Exports

Source: BP Energy Outlook 

Presenter
Presentation Notes
Despite the fact that we can’t seem to get any Canadian LNG projects off the ground, the US LNG exports have been growing quite rapidly. Up to 2-2.5 bcf/d in the last 18 months. Projections are that LNG exports alone will approach 10 BCF/d by 2020 and Mexican pipeline exports will likely grow from 4 BCF/d this year to 7-8 BCF/d by 2020. So we could have another entire Marcellus shale play being exported by the end of this decade. Add that to the 1.5 we have to find every year to offset decline. That is a lot of gas.
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The Big Picture 
Major Gas Pipeline Network

Presenter
Presentation Notes
And we in Canada, are connected to that entire grid.Our Western Canadian natural gas plays, like the Deep Basin and the Montney, well connected to the north American pipeline grid. Meaning we effectively have access to that same growing demand market.(Minus a small fee, of course)
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The Peyto Strategy
What We Believe

“We are a gas company.”  

“We are a real business.”  

“We work for you.”

Presenter
Presentation Notes
All of this demand growth, combined with the underlying base declines, is the main reason we continue to be natural gas bulls at Peyto, almost 20 years later.Our second fundamental belief, that forms the basis for our corporate strategy,is that we are a real business.Like any other real business, our goal is to generate real returns and make real profits on the capital we invest in the business.
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1. Pump And Dump it (PAD it)

2. Growth At All Costs (GAAC)

3. The Chronic Acquirer                                 
(Busy BEES – Buying Everybody Else’s Stuff)

4. Profit And Return (PAR)

The Peyto Strategy
Oil and Gas Corporate Strategies

5/18/2017

Presenter
Presentation Notes
Folks, I’ve been in this industry for the last 27 years.And in that time I’ve observed there are really only 4 basic corporate strategies employed by E&Ps, all claiming to be real businesses.We all know of examples of companies that fit each strategy, and we can probably all agree that investors have made money on all of them at different times. I’ve group them into four buckets.First you’ve got your classic pump and dump strategy.Your growth at all costs strategyYour chronic acquisition modelAnd finally a profit and returns strategy.Interestingly, only one of these strategies is designed to last. The first three also have to be paired with some form of exit strategy. And only a profit and returns strategy creates real and lasting value, and builds a sustainable business that can endure over time.
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? Production Growth

? Land Capture

? Big Wells

? Capital Efficiency

? Earnings

The Peyto Strategy
How Does Industry Measure Business Success?

Presenter
Presentation Notes
So how do we measure if a business is real or not?There are many different drivers that companies focus on, to try and measure their success…. or …promote their success, as the case may be.Things like:Production growthLand CaptureBig WellsCapital efficiencyEven, god forbid, earnings and profits.
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The Peyto Strategy
Counter Cyclical Production Growth
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Realized Price ($/boe)
Production per debt & div. adj. share
Quarter End Share Price

BOE factor  - 6 mcf = 1 bbl of oil equivalent

Historical Per Unit (share) and Units (shares) Outstanding numbers have been adjusted to reflect the May 27, 2005 2:1 stock split
Debt & dividend adjusted assumes shares issued to reduce debt and dividends used to buy back shares at quarter end share price.

Growth rate in prod. 
/debt & div. adj. share

(last 8 yrs)

2017 YE Target 
>120,000 boe/d

Presenter
Presentation Notes
If I told you Peyto had been growing its production, on a debt and dividend adjusted per share basis, at 25% for the last 8 years, does that mean we’ve been successful?Maybe.For a while the market definitely seemed to think so. I would also argue that we were very successful in PRESERVING value by not growing production during the period from 2005 to 2009. Even though the market didn’t seem to agree.
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The Peyto Strategy
Deep Basin Land Growth

Net Peyto Sections

Net Sections of Cardium, Dunvegan, Notikewin, 
Falher, Wilrich, Bluesky, & Cadomin

Net Sections – Developed Area of All Reserves 
Found and Developed Since Peyto Began (3.1 TCFe EUR)*

TCFe of PD EUR – Trillion Cubic Feet equivalent of Proven Developed Estimated Ultimate Recoverable
*Based on InSite Petroleum Consultants  Dec 31, 2016 Reserve Report.
Lands at Dec 31, 2016
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Presenter
Presentation Notes
What if I told you that we’d been growing our land base, capturing new opportunities at a rate of over 20% per year for the last 18 years. Does that mean we’ve been successful? And don’t get me wrong, these lands are potent. Because of the multiple stacked horizons, one section can translate into multiple sections of rights.You can stuff a lot of gas into a little bit of land in the Deep Basin. Over the 18 years, we’ve developed over 3 TCFe and that fits into just 250 of those sections.Unfortunately, last I checked, lands don’t generate cashflow. They are a cost. So maybe capturing new lands isn’t such a good measure of success either.
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The Peyto Strategy
Big Wells? Peyto Has Them Too
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Presenter
Presentation Notes
OR what if I showed you all the big wells we’ve drilled, And all the great big production rates they’ve achieved.Is that evidence of success? Well, not really. Because we all know production doesn’t last, it declines.And how much did those wells cost anyway? Maybe they cost more than they will ultimately make back in net income.I think we’d all agree that losing money can’t be deemed a successful business.
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2017 ~ $11,000/boe/d
2016 - $10,800/boe/d
2015 - $11,600/boe/d
2014 - $16,800/boe/d
2013 - $15,100/boe/d
2012 - $17,600/boe/d
ONR Acq - $38,600/boe/d
2011 - $17,500/boe/d
2010 - $17,300/boe/d
2009 - $17,300/boe/d
2008 - $33,100/boe/d
2007 - $26,500/boe/d
2006 - $50,300/boe/d
2005 - $42,100/boe/d
2004 - $22,200/boe/d
2003 - $25,300/boe/d
2002 - $22,400/boe/d
2001 - $26,700/boe/d
2000 - $22,600/boe/d
Capital Efficiency
Capital Expenditures

Peyto’s Returns
Focus On Returns Drives Capital Discipline
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• Capital Efficiency is the cost to add new production measured at Dec 31 each year. 

Example: In 2010 , Peyto invested $261MM to build 15,100 boe/d for a capital efficiency of $17,300/boe/d.

2017 Forecast Exit 120,000 boe/d

Presenter
Presentation Notes
Or maybe we should use some fancy math, and calculate some impressive metrics. Things like capital efficiency. (The yellow line on this graph).We could show how we’ve reduced the cost to add new production from a high of $50,000/boe/d in 2005 to the most recent low of just $10,000/boe/d.Does that mean we’ve been successful? Must be, right? I mean, look at the impressive growth in production!Unfortunately, none of these things really tell us if our business has been successful and we can call it a “real business”



PEYTO
Exploration &  Development Corp.

21

5/18/2017

Profit

+ Returns

Value Creation

The Peyto Strategy
How Do We Measure Business Success?

Presenter
Presentation Notes
A real business is successful by creating real value for its owners.And real value comes from profit and returns.
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Peyto’s Profitable Business
Consistent History of Earnings

Peyto Cum. Earnings
Q4/16

Peyto Cum. Capital
Q4/16
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Presenter
Presentation Notes
Profit, that should be easy to see. That’s earnings. At Peyto, we’ve generated earnings in each of the last 17 years. And I will predict that this year will be no different.When you compare the magnitude of earnings to the amount of shareholders capital we’ve used, I’d say that has to be deemed “success”.
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Peyto’s Profitable Business
More Profit Per Dollar Of Capital

CTD Earnings/Capital
2001-2016
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Presenter
Presentation Notes
Comparing that ratio to some of our larger peers in the industry, both in Canada and in the US, that’s when this accomplishment really stands out.I can’t find anyone who’s generated more earnings, per capital dollar spent, than we did over that same period.The only problem with using earnings though, is that not all earnings are the same. A lot of companies flow unrealized gains and losses through their earnings. Or they right off assets one year, only to show earnings the next year. Or they make a lot of assumptions about future costs that are used to create earnings that aren’t real.Or worse still, they adjust their earnings to exclude certain costs, like stock based compensation.
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Revenue
-(Cash Costs) 
-(Compensation)
-(D,D&A)
-Tax             

Earnings

Royalties
Op. Costs
Transportation
G&A
Interest

Stock Based
Cash Based
Current
Future

Depletion
Depreciation
Accretion

Current
Future

PP&E (+FDC)
Producing + 

Undeveloped
Reserves

Peyto’s Profitable Business
Real versus Fuzzy Earnings
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Presenter
Presentation Notes
Sadly, all these new financial rules like IFRS are not making profits easier to see. If anything they are blurring the picture.Take a traditional path to earnings on a financial statement, for instance.We take real revenues, minus real costs, minus compensation, and then a charge for the depletion or replacement of that produced asset. But now, because IFRS lets us choose, we can deplete our PP&E pool over our 2P reserves, which for most E&Ps is dominated by future estimates of reserves and future estimates of capital required to develop them. So now depletion is a guess and it rarely matches the true cost of replacement. So in the end, earnings get a little fuzzier. 
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PEY 2015

($1.64)
($0.81)
($2.45)
$3.83
$1.38

36%

$1.11

Royalties ($0.13)
Opex ($0.25)
Transport ($0.16)
G&A ($0.04)
Interest ($0.18)
Total Costs ($0.76/mcfe)

$34 Land/Acq/Disp
$8 Seismic
$220 Drilling
$105 Compl.
$41 Wellsite 
$60 Facilities

~$469MM

54.4 mmboes
∆PDP Reserves (before Prod.) – 121 net wells

$1.82/GJ AECO daily/monthly
X 144% (heat content+LPG)
$2.62/mcfe
$0.56/mcfe hedging
$3.18/mcfe Realized

Profit
$/mcfe

PDP FD&A 
$/mcfe

Cash Costs 
$/mcfe

Sales Price 
$/mcfe

BOE factor  - 6 mcfe = 1 bbl of oil equivalent

Peyto’s Profitable Business
“Build it for less than we sell it”

Dividend
$/mcfe

($2.25)
($1.08)
($3.26)
$5.04
$1.71

PEY 2014

$1.05
34%

25
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PEY 2016

($1.44)
($0.76)
($2.20)
$3.18
$0.98

31%

$1.01

Supply Cost

Presenter
Presentation Notes
That’s why I’ve often pointed to a simpler way to look at profit.Simply compare what it costs you to build new cashflow generating reserves What it costs you to produce and sell themAnd what you sell them for.What you have left is the profit for both shareholders and employees to share.In 2016, that was $1.44/mcfe to build it, $0.76/mcfe to produce and sell it, and we sold it for $3.18,Giving us a $0.98/mcfe profit. Or a margin of 31%. (BTW, we shared $0.06/mcfe of that $0.98/mcfe of profit with our employees)
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Peyto’s Profitable Business
Profitable Even Through The Lows

Total Cash Costs per mcfe includes – Royalties, Op Costs, Transport, G&A, and Interest
PDP FD&A – Proved Developed Producing Finding Development & Acquisition Costs

($1.44)

($0.76)

Forecast

Presenter
Presentation Notes
And that’s the way we’ve always done it. Last year, in fact was our lowest cost to build it and produce it, in our 18 year history.Just $2.20/mcfe.Hopefully this year in 2017 we can do it even cheaper.
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Peyto’s Profitable Business
Competitive In The North American Marketplace
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27

($5.06)
($1.45)
($6.50)
$5.55

($0.95)

Permian
FANG*

*Data from Peter’s & Co.
Average Revenue, PD FD&A or PDP FD&A and cash costs (LOE, Transp., gathering, processing, Royalty or Ad Valorem, G&A and interest) per mcfe from 10k and annual reports.
Costs and revenues left in US$ or CAD$ as applicable to show relative margin

Profit/(Loss)

PDP FD&A $/mcfe

Cash Costs $/mcfe

Sales Price $/mcfe

Supply Cost

($1.72)
($1.76)
($3.48)
$2.18

($1.30)

Marcellus/Utica
EQT 2016*

($2.45)
($1.26)
($3.71)
$3.04

($0.67)

65% DB/35% Mont.  
TOU 2016

($3.75)
($2.39)
($6.14)
$5.18

($0.95)

100% Montney
VII 2016

($1.21)
($2.54)
($3.75)
$4.10
$0.35

Marcellus/Utica
AR 2016*

($1.44)
($0.76)
($2.20)
$3.18
$0.98

100% Deep Basin  
PEY 2016

($0.28)
($1.16)
($1.44)
$1.88
$0.44

Marcellus  
Cabot 2016($3.02)

($1.98)
($5.00)
$6.11
$1.11

Permian
PXD*

Presenter
Presentation Notes
Again when we look at our profit this way, compared to the rest of the North American industry,Our business, looks very successful.

http://www.google.ca/url?sa=i&rct=j&q=&esrc=s&frm=1&source=images&cd=&cad=rja&uact=8&docid=8v9-OQuMwwpFQM&tbnid=CQGEj6w_E1oz6M:&ved=0CAUQjRw&url=http://unconventionalenergy.blogs.ihs.com/2013/02/19/unconventional-gas-the-remote-consequences/&ei=Jt9WU620LKWGyAHDooH4Bg&bvm=bv.65177938,d.aWw&psig=AFQjCNG3CXVzDyxDRlBu0c7DoQ9EX5-1nQ&ust=1398288461694693
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Peyto’s Payout
Dividend Sustainability

Peyto Cum. Earnings
Q4/16

Peyto Cum. Dist/Div.
Q4/16
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Peyto Dividend Sustainability

Cum Dist/Div (before DRIP) Cum Earnings

Presenter
Presentation Notes
Real profit is obviously important.That is what funds dividends to our owners.Without real profit, from real earnings, dividends are not, nor will they every be, sustainable for investors.They end up getting paid from debt or equity and eventually, they are cut out completely.
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 Profit

 Returns

 Value Creation

The Peyto Strategy
How Do We Measure Business Success?

Presenter
Presentation Notes
Okay,So that’s Profit. Not too hard to see.How about Returns?For that we have to do a bit of work
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Peyto’s Returns
2016 Full Cycle Real Returns

Includes provision of $575k per well for Facilities, Land and Seismic 
Peyto’s internal Full Cycle actual IRR on 128 Wells by Species using actual costs and prices realized in 2016 and Insite Dec 31/16 price forecast
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33%

Presenter
Presentation Notes
We do it and we show you the results of that analysis each and every year.Last year we drilled 128 wells with our capital program, and on average generated 33% internal rate of return, full cycle, including land, seismic and facility capital.And not all wells were successful. We show you that too. Because not all wells are successful. Especially when success is measured from a returns perspective.This is also the tool we use to allocate future capital amongst the various plays we have. Always trying to achieve the maximum possible return on your money. 
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Well Count
128 Gross
121 Net

Corporate 
33%

Brazeau 38%
(28G / 28N)

Greater Sundance 31%
(100G / 92.9N)

Peyto’s Returns
2016 Full Cycle Real Returns

Includes provision of $575k per well for Facilities, Land and Seismic 
Peyto’s internal Full Cycle actual IRR on 128 Wells by Species using actual costs and prices realized in 2016 and Insite Dec 31/16 price forecast

Presenter
Presentation Notes
Looking at it differently, this was the return by area.And while our Brazeau area looks like it was slightly better, we know there is actually a disproportionate amount of facility and infrastructure capital required here that likely levels out that return with our Greater Sundance Area.Over time, we would expect our capital to shift from area to area as fields and their inventory mature.
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Peyto’s Returns
High Returns On Your Capital And Equity

Return on Equity (ROE) is earnings for the period divided by average shareholders equity – reveals how much profit a company 
generates with the money shareholders have invested (18 yrs 1999-2016)

Return on Capital Employed (ROCE) is earnings before interest and tax for the period divided by total assets less current liabilities -
indicates the efficiency and profitability of a company's capital investments

18 yr Avg ROE to 2016

18 yr Avg ROCE to 2016
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Presenter
Presentation Notes
Those field level returns and capital allocations are interesting, but they are still meaningless to you as an investor.Nobody sends you an AFE to participate in Notikewin well or a Wilrich well directly.So you never get to see those returns at the field level.As investors and owners we only get to own stock. Which means we need to see returns on capital employed, after all the costs.Last year ROCE averaged only 6%. Much of that was because we experienced the lowest natural gas price in our history.Still, that’s not good enough. We need to do better. And this year we will do better.That means generating more earnings and more profits so the returns on capital are greater.
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 Profit

 Returns

 Value Creation

The Peyto Strategy
How Do We Measure Business Success?

Presenter
Presentation Notes
Okay,That’s how we measure Profit and Returns.How does that translate into value creation for you?Because at the end of the day, we work for you, our investors.



Based on Annual Independent 
Reserves Evaluation (B$)

PDP NPV0

YE 2015 @ Dec 31/15 $    4.813 
∆ in commodity price forecast ($0.228)

NOI for 2016 ($0.562)
YE 2013 @ Dec 31/16 $    4.023 

YE 2015 @ Dec 31/16 $    4.023 
YE 2016 @ Dec 31/16 $    5.407 
Value Created in 2016 $    1.384 

change in net debt ($0.028)
Net Value Created in 2016 $    1.356 

Net Value Created in 2016 $    1.356 
2016 Total Capital $    0.469 
NPV Recycle Ratio 2.9 

Bring last year’s 
value forward to 
this year (same 
starting point)

Change in value year 
over year implies value 
creation/destruction

Adjust for change in 
debt during the year
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Peyto’s Value Creation
Turning $1 into $2
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Presenter
Presentation Notes
In simple terms we want to be able to show you how we take $1 of your capital and make it worth $2. And it shouldn’t matter if the stock market is closed that day or for the next 5 years.To do that we look at the change in producing asset value, and we compare that to what it took to create that value. So, let’s run through some math.We take the net present value of the Producing reserves, before tax at the start of the year, and adjust for the net operating income extracted in the year and the change in commodity prices, and then compare that to the value at the end of the year.This ratio of value created to capital invested is called an NPV recycle ratio. In 2016 for every dollar Peyto invested, we created 2.9 dollars of new, undiscounted value for shareholders.Over the last 10 years or so, this value has averaged 2.3 dollars of new for every dollar of capitalWe use this math to justify why we should be able to continue to invest your capital. (on a per share basis, $23.31 incr to $25.94 (plus $1.32 is $27.26) 17% incr)
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 Profit

 Returns

 Value Creation

The Peyto Strategy
How Do We Measure Business Success?

Presenter
Presentation Notes
That’s how we show you we are a real business.With real profits, real returns and real value creation for our owners.
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The Peyto Strategy
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Presenter
Presentation Notes
It should not come as a surprise that a real business will be recognized over time by investors.Just as Peyto has been recognized over time.You know Warren Buffet is absolutely right, in the short term the market may be a voting machine but in the long run, it’s a weighing machine.
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Presenter
Presentation Notes
I said at the outset that I would talk about where Peyto is going from here. So I should probably stop talking about the past and turn to the future.And while we aren’t planning on just winging it (as Calvin suggests), we will be sticking to our strengths.



15th
1998-2013

PEY 2016

$3.18

($0.76)

($1.44)
$0.98

31%

$1.01

Royalties     ($0.13)
Opex ($0.25)
Transport    ($0.16)
G&A ($0.04)
Interest ($0.18)
Total Costs ($0.76/mcfe)

Land/Acq/Disp
Seismic
Drilling
Compl.
Wellsite 
Facilities
$469MM

PDP FD&A
$8.62/boe

$1.44/mcfe

92% Gas @ $2.00/GJ AECO 
8% NGLs @ $40/bbl (75% oil)
$2.63/mcfe
$0.56/mcfe hedging gain
$3.18/mcfe Peyto 
Realized

BOE factor  - 6 mcfe = 1 bbl of oil equivalent

Full Cycle Netback
$/mcfe

Capital Costs
(PDP FD&A) 

$/mcfe

Cash Costs 
$/mcfe

Revenue
$/mcfe

Dividend
$/mcfe

5/18/2017
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PEY 2017 Goals

$3.52

($0.80)

($1.25)

$1.47
42%

$0.92

91% Gas @ $2.75/GJ
9% NGLs @ $50/bbl
$3.63/mcfe
($0.11/mcfe) hedge loss

$3.52/mcfe

Peyto’s Future
“Build it for less than we sell it”

Royalties     ($0.18)
Opex ($0.24)
Transport    ($0.17)
G&A ($0.03)
Interest ($0.18)
Total Costs ($0.80/mcfe)

Land/Acq/Disp
Seismic
Drilling
Compl.
Wellsite 
Facilities
$575MM

PDP FD&A
$7.50/boe

$1.25/mcfe

Presenter
Presentation Notes
The first place we need to go, is lower.In any business where you don’t control the price of what you sell, you have to focus on costs.That’s has always been our forte at Peyto. Minimizing costs wherever we can. Because the low cost producer gets to be a price taker.For next year, we expect prices may be higher, and with our hedges already in place, they very likely will be. But in order to be even more profitable, we’ll have to try and reduce costs even more.Our Q1 cash costs were $0.89/mcfe. Not good enough. We need to get those down. At the very least, the costs we can control we need to keep those down. Opex, G&A, Interest.And F&D costs of $1.25. Yes that’s a lofty goal but we have to try and get there too.Which will not be an easy job if there is increased industry activity like there was in Q1.
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Peyto’s Future
Maintain a Low Cost Advantage

$0.49

$0.83
$8.15

$1.21

BOE factor  - 6 mcf = 1 bbl of oil equivalent
Data from Peter’s & Co. 

Presenter
Presentation Notes
In Warren Buffet’s terms, we need to maintain our Moat over the industry.In 2016, we did just that. Maintaining more than a $10/boe advantage over the rest of the industry from a cash cost basis. The industry is trying to lower their costs, so we have to lower ours as well.
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Peyto’s Future
Industry Cost Inflation
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Source: Baker Hughes

Presenter
Presentation Notes
We do have to be wary of inflation however.The rig count we saw over the first quarter of this year was too high for the commodity environment we’re in. I suspect it will taper off as the year progresses in recognition of the commodity prices we have today.That will allow us to conduct our capital programs going forward at the reasonable costs we’ve seen for the last couple years.
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Peyto’s Future
Working Around The Takeaway Constraints

The capacity 
has been 

oversold by 
60%

Presenter
Presentation Notes
The next problem we have is with pipelines in Canada.The current pipelines out of the basin are full and over contracted.This will result in the shippers increasing pressure on their systems to accommodate more gas and prorating service when there is more demand than capacity.We have taken steps to incorporate both scenarios into our operations. We have up to 125% of the service we are going to need to cover the proration and we’re installing extra infrastructure where necessary to handle the higher pressure requirements.This situation is likely to exist for some time until the upstream system is expanded or supply declines. TCPL now has the ability to expand since the mainline is looking like it will be re-contracted by producers. But that will take some time.
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The Greater Brazeau River Area?
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Presenter
Presentation Notes
But these cost pressures and egress challenges are nothing new, we have challenges like this every year.But we’ll continue to be smart and protect our investors by coming up with ways to reduce the risks.More importantly, we do have some exciting new things to focus on as well.Our New Brazeau area, which I suggested last year could have the potential to grow as big as our Greater Sundance Area one day, is indeed growing.We recently added a significant amount of new land both to the west and south of the plant. And we’re eager to get to the drilling opportunities that exist in all that new land.We have to be a bit cautious here though. Well control in this part of the basin is sparse and we need to make sure we have our depths pinned down before drilling horizontally. But overall we’re still very excited about this new core area.  



PEYTO
Exploration &  Development Corp.

0

50,000

100,000

150,000

     2010      2011      2012      2013      2014      2015      2016      2017      2018      2019

BO
ED

Base Decline 
33%

2015
$594MM

2016
$469MM

2017 Budget
$575MM

Base Decline 
35%

Base Decline 
34%

Base Decline 
38%

Base Decline 
40%

Base Decline 
40%

Base Decline 
~36%

Base Decline 
22%

Base Decline 
~35%

2018 CAPEX
$650MM

2014
$690MM

2013
$578MM

Peyto’s Future
Where To From Here?

$16,800/boe/d

11,600/boe/d

$10,800/boe/d

43
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* 2017 and beyond provided for illustration only. Budgets and forecasts beyond 2017 have not been finalized and are subject to change due to a variety of factors including but not 
limited to prior year’s results. FFO – Funds from Operations, see definition in Financial Reports. Future illustration derived from historical well performance and cost assumptions.

$15,100/boe/d

$17,600/boe/d

$17,500/boe/d

$17,300/boe/d

~$11,000
/boe/d

~$11,000
/boe/d

Base Decline 
~33%

2019 CAPEX
$700MM

~$11,000
/boe/d

120,000+ boe/d exit

$18/boe netback using $3.00/GJ AECO, $50/bbl CND blended liquid price

Year CAPEX ($MM) Annual Prod. Netback FFO ($MM) Earnings ($MM) DIV ($MM) YE Net Debt ($B) YE Debt to FFO # locations

2014 690$               76,372     23.78$            663$               262$               175$                  1.0$                   1.5 123
2015 594$               85,700     18.08$            565$               138$               208$                  1.1$                   2.0 140

2016 469$               96,975     14.52$            514$               113$               215$                  1.1$                   2.2 131

2017 575$               108,000   16.00$            631$               210$               217$                  1.3$                   2.0 150

2018 650$               121,000   18.00$            795$               262$               217$                  1.4$                   1.7 162
2019 700$               136,000   18.00$            894$               295$               217$                  1.4$                   1.5 175

3,678$            4,061$            1,280$            1,249$               618

Presenter
Presentation Notes
So after breakup, we’ll get back out in both our Greater Sundance and Brazeau areas and be completing and tie-in in some of our backlog.We’ll also get our 9 drilling rigs going again.Combine that capital activity with continued focus on driving down costs, and the results should be another great year,With substantial profits, substantial returns and substantial value creation for our shareholders.It’s the path we’ve been on for several years now, and we expect it will continue forward for many more.



Thank You For Coming
Questions?

Presenter
Presentation Notes
Folks, I could continue for hours to harangue you about Peyto and why I am such a devote believer in our strategy and in our future, but I think I should probably stop.Thanks for listening and I’m happy to answer any questions you might have.
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