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Canadian Energy Explorers, Producers 
Continue to Face Headwinds
OPEC’s agreement to cut production and Trump’s pro-pipeline sentiments were not enough 
to lift our Ubika Energy 20 (UE20) Index, as it shed 13.6%. The UE20 index underperformed 
both its benchmarks, as oil saw a modest gain of 3.7% while the TSX Capped Energy Index 
dropped 8.9%. However, it appears to be ‘business-as-usual’ for our oil and gas producers, 
as High Arctic Energy Services closed strategic acquisitions and Crew Energy announced a 
$200mm capital budget. All this and more, in this edition of the UE20!

Industry Highlights
• A survey by the research firm S&P Global Platts showed that OPEC achieved 91% of 

their required production cuts in January, as production fell 1.14 million barrels per 
day (b/d) from October levels. OPEC had agreed in November to cut production for 
the first time in 8 years to 1.2 million b/d from its October output, however there was 
uncertainty in the market regarding the plan’s fruition.   

• Canada posted a positive trade balance for the second straight month in December, 
marking the first back-to-back surplus in more than two years. The recovery in oil 
prices at the end of last year coupled with the fading impact of wildfires earlier in 
2016, helped produce the country’s best trade balance since the oil collapse of 2014. 
According to Statistics Canada, Canada recorded a surplus of $923mm in December, 
with energy product exports jumping 16%, offsetting a decline in non-energy exports.  

• On January 26, TransCanada Corp. re-filed a permit application after U.S. President 
Donald Trump had revived the Keystone XL by signing an executive order. In 2015, 
the Obama administration had rejected the Keystone XL on grounds of not being in its 
national interest. In response, TransCanada had filed a court challenge seeking $15B 
in compensation under the North American Free Trade Agreement. The U.S. federal 
regulatory agencies now have 60 days to respond to the application, and if accepted, 
will be subject to renegotiations of terms. The pipeline will connect Alberta oil with 
the Gulf Coast network, and cost savings from rail transport are expected to increase 
netback by $4-6 per barrel of oil for producers. 

Upcoming Events
• Big Data, IoT & Machine Learning in Oil and Gas Canada: February 14th-15th, hosted 

by the Energy Conference Network and IoT Events at the Hotel Arts Calgary, Alberta, 
Canada. 

• CERI 2017 Oil and Gas Symposium: March 6th-7th, hosted by the Canadian Energy 
Research Institute at the Calgary Telus Convention Centre, Alberta, Canada. 

• 17th Annual Arctic Oil and Gas Symposium 2017: March 15th-16th
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Furthermore, High Arctic used a third-party appraiser to assess the NAV of the deal and 
recognized a net gain on the acquisition in the amount of $12.7mm (Figure 2). High Arctic 
bought the division below book value, and at a P/NAV multiple of 0.77x, which is a steal 
compared to the average acquisition multiples of 0.8-1.2x paid for within the oil services 
industry in 2016.

As oil prices recover, an onslaught of production activity emerged as rigs and drilling have 
been brought back to service, increasing the need for oilfield services. As of February 3rd, 
Baker Hughes reported an increase of 101 oil and gas rigs Y/Y in Canada as producers 

Notable Performers

High Arctic Energy Services (TSX: HWO)
High Arctic Energy Services (“High Arctic”) is focused on providing specialized well 
completion services, drilling, equipment rental, and other oilfield services to the oil and gas 
industry in Canada as well as Papua New Guinea (PNG). Since our last report, High Arctic has 
rallied over 16% as investors were delighted by contract renewals, an increase in dividends, 
and the closing of the Tervita Production Services acquisition.  

High Arctic acquired the production services division of Tervita Corporation for a $42.8mm 
in cash. The strategy aims to diversify High Arctic’s revenue base within the Canadian well-
servicing industry, as High Arctic is the leading drilling provider in PNG. The deal includes 
68 marketed service rigs and related support equipment, a surface equipment rental division, 
and an engineering services division, which provides solutions to assist in the management of 
abandonment and compliance programs. Additionally, High Arctic acquired seven operation 
bases located in key basins in Alberta, five of which are owned. Now, High Arctic has the 
strongest western Canadian service rig and snubbing presence, with a platform to expand 
(Figure 1).

Figure 1: High Arctic’s Canadian Operations Equipment

Source: Company Filings
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increase capital expenditures for exploration and development initiatives. Currently trading 
at a forward EV/EBITDA of 4.8x, High Arctic appears undervalued compared to its peer 
average of 8.9x. Additionally, its leading presence in PNG gives High Arctic one of the highest 
operating margins at 29.7% compared to its Canadian peers. With its latest acquisition, High 
Arctic has the potential and capability to further expand its foothold in North America and 
benefit from the turnaround in the oil and gas sector.

Blackbird Energy Inc. (TSXV:BBI)
Blackbird Energy Inc. (“Blackbird”) is an oil condensate and gas exploration, development, 
and production company with a focus on the Montney region of the Western Canada 
Sedimentary Basin. For the third issue in a row, Blackbird finds itself near the top of our 
UE20, gaining 12% over this reporting period. Blackbird’s latest positive momentum stems 
from an increase in its Montney footprint from land acquisitions as well as positive operational 
updates for its accelerated production plan.

On February 2nd, Blackbird announced that it had entered into a purchase and sale agreement 
with Paramount Resources Ltd. (TSX: POU) for the acquisition of 8 gross sections of Montney 
rights for total consideration of 5.0 million Blackbird common shares. Additionally, Blackbird 
also acquired 3 gross sections of Montney rights through a crown land sale. These lands are 
adjacent to Blackbird’s existing lands, increasing Blackbird Montney rights at Elmworth/
Pipestone to 102 gross section (Figure 3).

Significant cost savings for exploration and development are expected as the acquired lands are 
on strike geologically with Blackbird’s existing lands, located just south of the Wapiti River, 
and are in close proximity to the Company’s existing infrastructure. The land acquisitions are 
estimated to add between 88 and 264 drilling locations to Blackbird’s drilling inventory, which 

Figure 2: High Arctic Energy Service’s Gain on Acquisition

Source: Company Filings
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Blackbird completed the construction of its Elmworth facility and gathering system on time 
and near the budget of $16.1mm. Currently, the facility has an initial capacity of 10 mmcf/d 
of natural gas plus associated liquids of 1,500 b/d, with expansion capabilities as production 
increases. On January 30th, Blackbird achieved initial Montney production at Elmworth/
Pipestone. Blackbird is currently phasing 4 wells into production with 2 additional wells to be 
added in March 2017. 

The completion of the infrastructure construction marks an important milestone in the 
transition of Blackbird from an exploration stage company to a Canadian oil and gas producer. 
This turning point presents another significant growth catalyst in 2017 and beyond, as 
Blackbird focuses on increasing its gas processing throughput, reducing operational costs, and 
developing its Elmworth/Pipestone asset. 

As of October 31st, Blackbird had a $32.8mm cash position. With analysts estimating $21mm 
in revenues over the next 12 months, Blackbird will be generating sufficient cash flow to grow 
and develop its Elmworth/Pipestone asset in a responsible, scalable manner, which over time 
will reduce all-in well costs. Currently, Blackbird is trading at a forward EV/Sales multiple 
of 5.8x, compared to the median of 3.1x for its junior producer peers.  Blackbird appears 
slightly overvalued, however the accelerated business plan, strategic acquisitions, expansion 
capabilities, coupled with management’s ability to meet deadlines and complete projects under 
budget may be the reason behind the premium.

should increase the Company’s reserves and production potential. Furthermore, combined with 
Blackbird’s current production, the additional drilling inventory will contribute to Blackbird’s 
current and future processing and take-away commitments once the construction of an eastern 
pipeline system is completed.

Figure 3: Blackbird’s Current Montney Lands and Acquisition Lands

Source: Company Filings
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Crew Energy Inc. (TSX: CR)
Crew Energy Inc. (“Crew”) is an oil and gas exploration, development, and production 
company with operations in Western Canada. Crew is focused primarily on liquids-rich natural 
gas and light oil production in the Montney region. The end of 2016 proved to be a challenging 
quarter for Crew as production was put to an immediate halt as the Alliance Pipeline required a 
full system shut down for 8 days due to maintenance issues. The pipeline, in addition to other 
maintenance backlogs, limited Crew’s annual production to the low end of their guidance, 
which saw the stock tumble over 23%.  

Recently, Crew Energy announced a 2017 capital budget of $200mm to grow its Montney 
production by 40% by Q4/2017 (Figure 4). The project is to be funded through a combination 
of internally generated funds from operations and draws from its credit facility. The investment 
seeks to achieve production of over 60,000 boe/d by the end of 2019 through a combination of 
exploration and infrastructure development.

Crew will invest $140mm for the planned drilling of 28 and completion of 39 Montney wells 
through the year. The Company plans to tie-in 11 previously-drilled wells to further contribute 
to production volume growth. Another $40mm will be directed into key infrastructure projects 
to expand Crew’s West Septimus gas processing facility as well as construct a pipeline to 
provide physical access to the Trans-Canada Pipeline. The upgraded West Septimus facility 
will be able to process 120 mmcf/d, which, combined with the Tower facility, will provide 
Crew with 45,000 boe/d of processing capacity of Montney gas and liquids. Altogether, the 
investment aims to further diversify Crew’s marketing strategy and to supports its three-year 
production growth strategy. 

Figure 3. Actual and Forecasted Production Increases for PPY

Source: Company Filings
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Crew seems to have all the pieces of the puzzle together for the success of this project as the 
Company has already identified and secured the staged processing and takeaway requirements 
needed to achieve this growth. By 2020, Crew is targeting free cash flow generation at current 
commodity prices and plans to direct excess funds towards long-term Montney development 
projects. Currently, Crew trades at a forward EV/Sales multiple of 7.5x compared to its 
industry peers trading at 3.1x. It appears the market has already priced in a premium for its 
high-growth production profile.
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Important Disclosure
Smallcappower.com is owned and operated by Ubika Corporation whose divisions include Ubika Research and Ubika Communications. Ubika Corp. is a wholly 
owned subsidiary of Gravitas Financial Inc. The following terms and conditions (“Terms of Use”) govern the use of this website (“site”) www.SmallCapPower.com. 
By accessing this site, you agree to comply with and be legally bound by the Terms of Use as set out herein. Ubika reserves the right to seek all remedies available 
at law and in equity for violations of these Terms of Use, including the right to block access from a particular internet address to our site.

Disclaimer
Ubika Corporation and its affiliates or partners will seek to provide services to companies mentioned on the smallcappower.com website. Hence, all information 
available on smallcappower.com should be considered as commercial advertisement and not an endorsement, offer or recommendation to buy or sell securities. 
Ubika Corporation and its related companies (including its directors, employees and representatives) or a connected person may have ownership/stock positions in, 
or options on the securities detailed in this report, and may buy, sell or offer to purchase or sell such securities from time to time.

Ubika and/or its affiliates and/or their respective officers, directors or employees may from time to time acquire, hold or sell securities and/or commodities and/
or commodity futures contracts in certain underlying companies mentioned in this site and which may also be clients of Ubika’s affiliates. In such instances, Ubika 
and/or its affiliates and/or their respective officers, directors or employees will use all reasonable efforts to avoid engaging in activities that would lead to conflicts 
of interest and Ubika and/or its affiliates will use all reasonable efforts to comply with conflicts of interest disclosures and regulations to minimize the conflict.

Specifically all companies mentioned or listed as “Analyst Covered Companies” at smallcappower.com and which are shown under the heading “Analyst Covered 
Companies” on the page: http://www.smallcappower.com/companies have entered into a commercial relationship with Ubika Corporation or our affiliates for 
capital market services and have paid fees and/or shares or stock options or warrants for being featured and mentioned in smallcappower.com. Hence these 
“Analyst Covered Companies” at smallcappower.com are shown at the website as an advertisement only and any mention of these companies does not and will 
not constitute an offer to buy or sell securities in the featured companies. Ubika Corporation, its affiliates or partners will seek to provide services to companies 
mentioned in smallcappower.com website. Hence, all information available on smallcappower.com should be considered as commercial advertisement and not an 
endorsement, offer or recommendation to buy or sell securities.

Ubika Corporation and its divisions Ubika Communication and Ubika Research (collectively, “Ubika”) are not registered with any financial or securities regulatory 
authority in Ontario or Canada, and do not provide nor claims to provide investment advice or recommendations to any visitor of this site or readers of any content 
on this site.

The information on this site is for informational purposes only. This site, including the data, information, research reports, press releases, findings, comments, 
views and opinions of Ubika’s analysts, columnists, speakers or commentators, and other contents contained in it, is not intended to be: investment, tax, banking, 
accounting, legal, financial or other professional or expert advice of Ubika or its affiliates, or a recommendation, solicitation or offer by Ubika or its affiliates to 
buy or sell any securities, futures, options or other financial instruments, and such information should not be relied upon for such advice. Every user of this site is 
advised to seek professional advice before acting or omitting to act on any information contained in the site.

Research reports and newsletters have been prepared without reference to any particular user’s investment requirements or financial situation. Where reference 
is made to estimate of value or relative value of a specific company, there is no guarantee that these estimates are reliable or will materialize. Readers of these 
reports and newsletters are advised to conduct their own due diligence before making any investment decisions. Ubika does not make independent investigation 
or inquiry as to the accuracy and completeness of any information provided by the Analyst Covered companies. Although the content has been obtained from 
sources believed to be reliable, this website could include technical or other inaccuracies or typographical errors and it is provided to you on an “as is” basis 
without warranties or representations of any kind. Ubika and its affiliates make no representation and disclaim all express and implied warranties and conditions 
of any kind, including without limitation, representations, warranties or conditions regarding accuracy, timeliness, completeness, non-infringement, satisfactory 
quality, merchantability, merchantable quality or fitness for any particular purpose or those arising by law, statute, usage of trade, or course of dealing. Ubika and 
its affiliates assume no responsibility to you or any third party for the consequences of any errors or omissions.

Information in this site is subject to change without notice. Ubika assumes no liability for any inaccurate, delayed or incomplete information, nor for any actions 
taken in reliance thereon.

Ubika, its affiliates and their respective directors, officers, employees, or agents expressly disclaim any liability for losses or damages, whether direct, indirect, 
special, or consequential, or other consequences, howsoever caused, arising out of any use or reproduction of this site or any decision made or action taken in 
reliance upon the content of this site, whether authorized or not. By accessing this site, each user of this site releases Ubika, its affiliates and their respective 
officers, directors, agents and employees from all claims and proceedings for such losses, damages or consequences.

Ubika and its affiliates do not endorse or recommend any securities issued by any companies identified on, or linked through, this site. Please seek professional 
advice to evaluate specific securities or other content on this site. Links, if any, to third party sites are for informational purposes only and not for trading purposes.
Ubika and its affiliates have not prepared, reviewed or updated any content on third party sites and assume no responsibility for the information posted on them.

Ubika and/or its affiliates and/or their respective officers, directors or employees may from time to time acquire, hold or sell securities and/or commodities and/or 
commodity futures contracts mentioned in this site.

This site may include forward-looking statements about objectives, strategies and expected financial results of companies featured in this site or where research 
reports are available on companies displayed and/or featured on this site. Such forward-looking statements are inherently subject to uncertainties beyond 
the control of such companies. The users of this site are cautioned that the company’s actual performance could differ materially from such forward-looking 
statements.

World Wide Web sites accessed by hypertext links (“hyperlinks”) appearing in this site have been independently developed by parties other than Ubika and Ubika 
has no control over information in any hyperlinked site. Ubika is providing hyperlinks to users of this site only as a convenience. Ubika makes no representation and 
is not responsible for the quality, content or reliability of any information in any hyperlinked site. The inclusion of any hyperlink in this site should not be construed 
as an endorsement by Ubika of the information in such hyperlinked site and does not imply that Ubika has investigated, verified or monitored the information in 
any such hyperlinked site. Should you wish to inquire about creating a link from your World Wide Web site to this site, contact SCP marketing via e-mail at: info@
smallcappower.com. for written authorization.

See our full disclaimer here.
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