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MANAGEMENT'S DISCUSSION AND ANALYSIS  

Dated as of November 30, 2015 

The following Management's Discussion and Analysis ("MD&A") is a review of the operations and current financial 

position for the three and nine months ended September 30, 2015 for Petrocapita Income Trust ("Petrocapita" or the 

"Trust") and should be read in conjunction with the condensed interim consolidated financial statements as at and for 

the three and nine months ended September 30, 2015 and 2014, together with the notes related thereto (the "financial 

statements"). All amounts are in Canadian dollars, unless otherwise stated and all tabular amounts are in thousands 

of Canadian dollars, except for percentages and amounts or as otherwise noted. The condensed interim financial 

statements have been prepared in accordance with International Financial Reporting Standards ("IFRS") as issued by 

the International Accounting Standards Board ("IASB"). 

Forward Looking Statements 

Certain statements and information contained in these statements constitute forward-looking statements and forward-

looking information as defined under applicable securities legislation (collectively, "forward-looking statements").  

These forward-looking statements relate to future events or Petrocapita's future performance.  All statements other 

than statements of historical fact are forward-looking statements.  The use of any of the words "anticipate", "plan", 

"contemplate", "continue", "estimate", "expect", "intend", "propose", "might", "may", "will", "shall", "project", 

"should", "could", "would", "believe", "predict", "forecast", "pursue", "potential" and "capable" and similar 

expressions are intended to identify forward-looking statements.  These statements involve known and unknown risks, 

uncertainties and other factors that may cause actual results or events to differ materially from those anticipated in 

such forward-looking statements.  No assurance can be given that these expectations will prove to be correct and such 

forward-looking statements included in this prospectus should not be unduly relied upon.  These statements speak 

only as of the date of the statements. In addition, these statements may contain forward-looking statements attributed 

to third party industry sources. 

In particular, and without limitation, these statements contain forward-looking statements pertaining to the following: 

 the reserve potential of Petrocapita's assets; 

 the estimated production from Petrocapita's assets; 

 the estimated quantity and value of Petrocapita's proved and probable reserves; 

 Petrocapita's plans to continue with its heavy oil and water disposal based focus; 

 Petrocapita's growth strategy of growing organically and through accretive acquisitions;  

 expectations with respect to future growth, opportunities and stability; 

 expectations regarding commodity prices and costs; 

 Petrocapita's capital expenditure program and future capital requirements; 

 Petrocapita's estimates of future interest and foreign exchange rates; 

 expectations regarding taxability of the Trust; 

 the potential for production disruption and constraints; 

 supply and demand fundamentals for crude oil and natural gas; 

 Petrocapita's access to adequate pipeline capacity; 

 Petrocapita's access to third-party infrastructure; 

 industry conditions pertaining to the oil and gas industry; 

 Petrocapita's plans for exploration and development activities 

 Petrocapita's abandonment and reclamation cost expectations; 

 Petrocapita's treatment under governmental regulatory regimes and tax laws; 

 Petrocapita's access to capital and overall strategy, development and drilling plans for all of Petrocapita's 

assets; and 

 expectations on how Petrocapita will manage exploration, production and marketing risks. 

With respect to forward-looking statements contained in these statements, assumptions have been made regarding, 

among other things, the following: 

 future crude oil, natural gas liquids and natural gas prices; 

 Petrocapita's ability to obtain qualified staff and equipment in a timely and cost-efficient manner; 
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 the regulatory framework governing royalties, taxes and environmental matters in the jurisdictions in which 

Petrocapita conducts its business and any other jurisdictions in which Petrocapita may conduct its business 

in the future; 

 Petrocapita's ability to market production of oil and gas successfully to customers; 

 Petrocapita's future production levels; 

 the applicability of technologies for recovery and production of Petrocapita's reserves; 

 the recoverability of Petrocapita's reserves; 

 future cash flows from production meeting expectations stated; 

 geological and engineering estimates in respect of Petrocapita's reserves; 

 the geography of the areas in which Petrocapita is conducting exploration and development activities; 

 the impact of competition on Petrocapita; and 

 Petrocapita's ability to obtain future financing on acceptable terms. 

Actual results could differ materially from those anticipated in these forward-looking statements as a result of the risk 

factors set forth below and included elsewhere in these statements, including: 

 business operations and capital costs; 

 Petrocapita's status and stage of development and the management of growth; 

 general economic, market and business conditions; 

 volatility in market prices and demand for crude oil and natural gas and hedging activities related thereto; 

 seasonality of the Canadian oil and gas industry; 

 risks related to the exploration, development and production of oil and natural gas reserves; 

 current global financial conditions, including fluctuations in interest rates, foreign exchange rates and stock 

market volatility; 

 competition for, among other things, capital, the acquisition of reserves and skilled personnel; 

 operational hazards; 

 actions by governmental authorities, including changes in government regulation and taxation; 

 environmental risks and hazards; 

 risks inherent in the exploration, development and production of oil and natural gas which may create liability 

to Petrocapita in excess of its insurance coverage; 

 cost of new technologies; 

 failure to accurately estimate abandonment and reclamation costs; 

 failure of third parties' reviews, reports and projections to be accurate; 

 the availability of capital on acceptable terms; 

 political risks; 

 climate change; 

 changes to royalty or tax regimes; 

 the failure of the General Partner or the holders of certain licenses or leases to meet specific requirements of 

such licenses or leases; 

 claims made in respect of Petrocapita's properties or assets; 

 aboriginal claims; 

 unforeseen title defects; 

 risks arising from future acquisition activities; 

 risks associated with the realization of anticipated benefits of acquisitions and dispositions; 

 risks associated with the Trust's structure; 

 hedging strategies; 

 potential conflicts of interest; 

 the potential for management estimates and assumptions to be inaccurate; 

 risks associated with establishing and maintaining systems of internal controls; 

 risks related to the reliance on historical financial information, including that historical financial information 

does not reflect the added costs that Petrocapita expects to incur as a public entity; 

 liquidity and additional funding requirements; 

 additional indebtedness; 

 failure to engage or retain key personnel; 

 potential losses which would stem from any disruptions in production, including work stoppages or other 

labour difficulties, or disruptions in the transportation network on which Petrocapita is reliant; 

 uncertainties inherent in estimating quantities of oil and natural gas reserves; 

 failure to acquire or develop replacement reserves; 
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 geological, technical, drilling and processing problems, including the availability of equipment and access to 

properties; 

 disclosure of confidential information of Petrocapita; and 

 other factors discussed under "Risk Factors". 

In addition, information and statements in these statements relating to "reserves" are deemed to be forward-looking 

statements, as they involve the implied assessment, based on certain estimates and assumptions, that the reserves 

described exist in the quantities predicted or estimated, and that the reserves described can be profitably produced in 

the future.   

There are numerous uncertainties inherent in estimating quantities of oil and natural gas and the future cash flows 

attributed to such reserves.  The reserve and associated cash flow information set forth in these statements are estimates 

only.  In general, estimates of economically recoverable oil and natural gas and the future net cash flows therefrom 

are based upon a number of variable factors and assumptions, such as historical production from the properties, 

production rates, ultimate reserve recovery, timing and amount of capital expenditures, marketability of oil and natural 

gas, royalty rates, the assumed effects of regulation by governmental agencies and future operating costs, all of which 

may vary materially.  For these reasons, estimates of the economically recoverable oil and natural gas reserves 

attributable to any particular group of properties, classification of such reserves based on risk of recovery and estimates 

of future net revenues associated with reserves prepared by different engineers, or by the same engineers at different 

times, may vary.  Petrocapita's actual production, revenues, taxes and development and operating expenditures with 

respect to its reserves will vary from estimates thereof and such variations could be material.  Readers are cautioned 

that the foregoing list of risk factors should not be construed as exhaustive.   

The forward-looking statements included in these statements are expressly qualified by this cautionary 

statement and are made as of the date of these statements.  Petrocapita does not undertake any obligation to 

publicly update or revise any forward-looking statements except as required by applicable securities laws. 

General Business Description 

Petrocapita Income Trust (the "Trust") was formed pursuant to a Declaration of Trust dated January 22, 2010.  The 

Declaration of Trust was amended and restated on October 1, 2010 and subsequent to period on October 26, 2015. 

The Trust has been established with the objective of investing indirectly in a diversified portfolio of petroleum 

producing properties through its acquisition of debt and equity securities issued by Petrocapita Oil and Gas L.P. (the 

"Partnership").  The Partnership was formed solely to carry on the business of investing in, conducting, engaging in, 

or otherwise being involved in one or more of the acquisition, exploration, exploitation, development, optimization, 

enhancement, production and processing of petroleum and natural gas and related products, and such other business 

activities as are in any way related, ancillary or incidental thereto. 

The Partnership is managed by Petrocapita GP I Ltd. (the “General Partner”). 

The address and principal place of business of the Trust is #2210, 8561 – 8A Avenue SW, Calgary, Alberta, T3H 0V5. 

The beneficiaries of the unincorporated Trust are the unitholders. The condensed interim consolidated financial 

statements present only the assets, liabilities, and results of operations of the Trust and its subsidiaries. 

Under the Income Tax Act (Canada), the Trust is subject to income taxes only on income that is not distributed or 

distributable to the unitholders. The Trust, to date, has no undistributed income. As a limited partnership, the income 

tax consequences of the Limited Partnership and ultimately those of the Trust are deemed to be those of the unitholders 

individually. Consequently, no income tax provision or recovery, nor income tax asset or liability is reflected in the 

condensed interim consolidated financial statements. 

The Trust is currently generally entitled to deduct distributions to Unitholders in computing its taxable income for 

Canadian income tax purposes.  Subsequent to period end (note 19), the Trust Units became listed on the Canadian 

Securities Exchange and accordingly the Trust became a "specified investment flow-through" (SIFT) trust for 

purposes of the Tax Act, which will result in the Trust becoming liable to pay income tax at the entity level in respect 

of certain distributions that are attributable to the Trust's "non-portfolio earnings" at a rate substantially equivalent to 

the combined federal and provincial corporate tax rate applicable to taxable Canadian corporations. Subsequent to 

period end the Trust became a public entity (note 19(a)) 
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Non-IFRS Measures 

In addition to using financial measures prescribed by IFRS, references are made in this prospectus to "operating 

netback", "operating cash flow", "adjusted EBITDA", "net debt", "funds flow from operations" and "funds flow 

netback", which are measures that do not have any standardized meaning as prescribed by IFRS and are not presented 

in the financial statements of Petrocapita.  Accordingly, the Trust's use of such terms may not be comparable to 

similarly defined measures presented by other entities.  Management uses such terms in the evaluation of Petrocapita 

's operating and financial performance and to provide Unitholders with a measurement of Petrocapita's efficiency and 

its ability to generate the cash necessary to fund its capital expenditures, repay debt or pay distributions. 

"Operating income (loss)" is calculated as total petroleum, natural gas and water disposal sales (excluding realized 

and unrealized gains and losses on commodity risk management contracts) less royalties and production and 

transportation expenses for the period.  Management uses operating income (loss) as an indicator of operating 

performance and profitability.  There are no IFRS measures that are reasonably comparable to operating income. 

"Operating netback" is calculated as operating income divided by barrels of oil production volume for the period.  

Management uses operating netback as an indicator of operating performance and profitability relative to current 

commodity prices, calculated on a per barrel basis.  There are no IFRS measures that are reasonably comparable to 

operating netback. 

"Funds flow netback" is calculated as operating netback less general and administrative expenses (on a per barrel 

basis).  By starting with operating netback and further deducting general and administrative (but not financing) costs, 

Management uses funds flow netback as a supplemental indicator of operational profitability.  There are no IFRS 

measures that are reasonably comparable to funds flow netback. 

"Operating cash flow" is calculated as total petroleum, natural gas and water disposal revenue, excluding realized and 

unrealized gains and losses on commodity risk management contracts, less royalties, production and transportation 

expenses, exploration and evaluation expenses and general and administrative expenses.  Management uses operating 

cash flow as a means of assessing the Trust's operating performance and cash availability. There are no IFRS measures 

that are reasonably comparable to operating cash flow. 

"Adjusted EBITDA" is calculated as earnings before financing expenses, provision for deferred income tax or 

recovery, depletion and depreciation, impairments, unrealized gains or losses on risk management contracts, 

unrealized gains or losses on foreign exchange on long-term debt and gains or losses on acquisitions and dispositions. 

Adjusted EBITDA is used to assess the performance of Petrocapita's operations prior to financing expenses, without 

the effects of depletion and depreciation, other non-cash items and other non-recurring events. 

"Net debt" is calculated as current liabilities plus indebtedness under outstanding debentures less current assets 

(excluding the fair value of risk management contracts) and is used by Management to assess liquidity and general 

financial strength. Net debt should not be considered an alternative to, or more meaningful than, current assets or 

current liabilities, as determined in accordance with IFRS. 

"Funds flow from operations" is calculated as cash flow from operating activities, as determined in accordance with 

IFRS, adjusted for cash paid financing costs, changes in non-cash working capital and decommissioning obligations 

expenditures. Management considers funds flow from operations a key measure as it demonstrates Petrocapita's ability 

to generate cash flow necessary to fund future growth through capital investment and to repay debt.  Funds flow from 

operations does not have any standardized meaning prescribed by IFRS and Management's calculation of funds flow 

from operations may not be comparable to that reported by other entities. 

Funds flow from operations should not be considered an alternative to, or more meaningful than, cash flow from 

operating activities as determined in accordance with IFRS.  Funds flow from operations per bbl is calculated using 

boe production volume for the period. Funds flow from operations per unit is calculated using the weighted average 

units (basic and diluted) used in calculating net income (loss) per unit on a basic and diluted basis. 
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The following table provides a reconciliation of net income (loss) to Adjusted EBITDA. 

 

Three months ended 

September 30 

Nine months ended 

September 30 

($000s) 2015 2014 2015 2014 

EBITDA     

Net Income (Loss) (868) (696) (2,102) (2,090) 

Distributions to Shareholders - 851 848 2,506 

Decommissioning Obligations Accretion 37 32 104 95 

Depletion and Depreciation 433 577 1,171 1,815 

Interest Income - (11) (9) (32) 

Interest Expense 19 - 21 - 

Accretion on Debenture 1 - 1 - 

Preferred Unit Redemptions - - (6) 7 

Gain on sale of assets - - - (143) 

Gain on Asset acquisition - - (71) - 

Gain on Purchase of Assets - - (390) - 

Adjusted EBITDA (378) 753 (433) 2,157 

 

A reconciliation of the cash flow from operating activities and funds flow from operations is as follows: 

 

Three months ended 

September 30 

Nine months ended 

September 30 

($000s) 2015 2014 2015 2014 

Cash Flow from Operations - IFRS (427) 581 (301) 1,043 

Changes in Non-cash Operating Working 

Capital 

30 

 

182 (192) 1,133 

Other Non-cash Operating working capital -  38  

Interest Income - (10) - (19) 

Interest Expense 19 - 22 - 

Funds Flow From Operations (378) 753 (433) 2,157 

 

The forward-looking statements included in this document are expressly qualified by the cautionary statements made 

in the attached statements and are made as of the date of this document. The Trust does not undertake any obligation 

to publicly update or revise any forward-looking statements except as required by applicable securities laws. 

2015 Overview 

As at September 30, 2015, Petrocapita owned 10,165 acres of land (9,859 net) and 153 wells (144.6 net), and produced 

an average of 316 bbls/d of gross production with skim and 277 bbls/d of net production including royalty income 

volumes for the nine month period ended September 30, 2015.  In addition, Petrocapita's salt water disposal program 

processed approximately 98,518 barrels of fluid and produced approximately 1100 barrels of skim oil for the nine 

month period ended September 30, 2015.  

 

Since the start of 2015, Petrocapita acquired an operational salt water disposal facility and six gross (6.0 net) wells in 

the Lloydminster area of Alberta in exchange for Petrocapita's interest in one gross (1.0 net) well and related land; 

increased its working interest to 100% in 46 gross (26.0 net) wells in which it previously held working interests of 

between 25% and 50%, and purchased one gross (1.0 net) additional well from the same vendor; acquired 11 gross 

(9.4 net) oil wells in Saskatchewan; and purchased six fluid haul trailers and one field truck.  The total purchase price 

paid by Petrocapita in these transactions included the issuance to two vendors of $217,000 aggregate principal amount 

of convertible debentures and a $460,000 of debenture. 

 

In light of the discounted pricing for heavy oil production and the high water cut experienced in the mature fields in 

which Petrocapita operates, Management continues to view the development of  infrastructure – particularly with 

respect to salt water disposal, transportation and processing and realization of associated operating costs savings as a 

means to competitive advantage in the heavy oil business.  Petrocapita currently has four operating salt water disposal 

facilities (two in each of Alberta and Saskatchewan), with regulatory approvals and licensing, received for three 

additional wells and applied for in respect of a further two wells Petrocapita Income Trust became a public company 

listed on the Canadian Securities Exchange under the symbol PCE.UN on November 19, 2015. 
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Selected Financial Information 

 Quarter Ended 

Financial ($000s) 

Q3 

2015 

Q2 

2015 

Q1 

2015 

Q4 

2014 

Q3 

2014 

Q2 

2014 

Q1 

2014 

Q4 

2013 

Total Revenue (1) 1,061 1,029 892 1,817 2,766 2,995 2,766 2,195 

Funds Flow From Operations (2) (378) 16 (68) 97 754 830 574 (145) 

Net Income (loss) (868) 142 (1,376) (1,846) (696) (630) (764) (1,557) 

Capital Expenditures(7)  560 4,336 273 (337) 600 711 235 676 

Total Assets 33,906 33,647 30,628 31,365 33,037 33,295 32,375 32,988 

Net Debt (surplus)(3) 313 (169) (1,749) (573) (2,849) (3,238) (3,630) (3,748) 

         

Operating         

Total Oil Production (bbls) 28,914 20,442 25,734 28,758 34,552 35,299 37,893 39,360 

Total Oil Production (bbls/day) 314 222 286 313 380 384 421 428 

Average Realized Oil Price ($ per bbl) 36,11 49.30 34.00 59.94 76.97 82.47 71.66 55.50 

Operating Netback ($ per bbl)(2) 3.05 10.57 6.48 9.64 27.52 28.96 19.11 2.18 

Oil Revenue(6) 1,044 1,008 875 1,724 2,659 2,911  2,715 2,184 

Water Disposal Revenue(4) 17 21 17 94 107 84 51 11 

Royalties  (115) (96) (86) (298) (460) (569) (398) (432) 

Production Expense  (806) (673) (584) (1,175) (1,230) (1,247) (1,527) (1,539) 

Transportation Expense  (52) (44) (55) (68) (124) (156)  (116) (138) 

Operating Netback  88 216 167 277 952 1,022 724 87 

General and Administrative Expense  (467) (200) (235) (180) (198) (193) (150) (232) 

Funds Flow From Operations (2) (378) 16 (68) 97 754 830 574 (145) 

 

Water Disposal (included in Above Totals) 

 Quarter Ended 

Financial ($000s) 

Q3 

2015 

Q2 

2015 

Q1 

2015 

Q4 

2014 

Q3 

2014 

Q2 

2014 

Q1 

2014 

Q4 

2013 

Skim Oil Produced (bbl) 565 293 305 1,650 1,888 906 1,470 177 

Skim Oil Revenue (5) 23 14 10 94 145 74 98 8 

Water Disposed (m3) 4,964 6,052 4,747 26,769 30,457 23,947 14,460 3,073 

Water Disposal Revenue (4) 17 21 17 94 106 84 51 12 

Operating         

Crown Royalties 0 (1) 0 (11) (19) (5) (13) 0 

Production Expenses (34) (37) (29) (78) (71) (57) (59) (24) 

Transportation Expense (1) (1) (1) (5) (5) (2) (1) (1) 

Operating Netback  6 (3) (3) 94 156 94 76 (5) 

Operating Netback ($ per m3) 1.11 (.53) (.63) 3.5 5.12 3.93 5.26 (1.63) 

 
Note: 

(1) Includes heavy oil revenue, skim oil revenue, oil royalty income and water disposal revenue 

(2) See "Notice to Investors – Non-IFRS Measures" 

(3) Net Debt equals current liabilities plus debentures plus convertible debentures less current assets 

(4) Income received from charging third parties for the disposal of water 

(5) Income received by selling the oil that is recovered from the water to be disposed 

(6) Includes heavy oil revenue, skim oil revenue and oil royalty revenue  

(7) Capital Expenditures net of Asset Retirement Obligations and Accumulated Depletion 
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Revenue and Production 

 Three months ended 

September 30 

Nine months ended 

September 30 

 2015 2014 2015 2014 

Heavy Oil Revenue ($000s) 1,044 2,659  2,927 8,286 

Heavy Oil Production (bbls/day) 314 384 277 395 

Average Realized Price ($ per bbl) 36.11 76.97 38.76 76.90 

Benchmark Prices     

WTI Oil (US$ per bbl) (1) 46.43 97.17 51.00 99.62 

WCS Oil (US$ per bbl)) (2) 33.27 77.43 38.04 78.66 

Heavy Oil Differential (3) 28% 20% 25% 21% 

CAD/USD Average Exchange Rate 1.31 1.09 1.26 1.10 

 
Note: 

(1) WTI refers to the arithmetic average based on NYMEX prompt month WTI. 

(2) WCS refers to the average posting price for the benchmark WCS heavy oil. 

(3) Heavy oil differential refers to the WCS discount to WTI 

Revenue for the three months ended September 30, 2015 was $1 million, compared to $2.7 million for the three months 

ended September 30, 2014 representing a 61% decrease. Production decreased from 384 bbls per day in Q3 of 2014 

to 314 bbls per day in Q3 of 2015 representing a 18% decline. Revenue and production decreased due to a 52% 

decrease in the WTI price of oil in the market which is offset partly by the lower Canadian dollar. 

Revenue for the nine months ended September 30, 2015 was $2.9 million compared to $8.3 million for the nine months 

ended September 30, 2014 representing a 65% decrease. This decrease in revenue is attributed to a 30% production 

decrease and a 18% decrease in realized oil pricing. Production decreased from 395 bbls per day for the first nine 

months of 2014 to 277 bbls per day for the same period in 2015. The average realized commodity price decreased 

from $76.90 per bbl in the nine months ended September 30, 2014 to $38.76 per bbl in the comparable period of 2015. 

Royalties 

 Three months ended 

September 30 

Nine months ended 

September 30 

 2015 2014 2015 2014 

Heavy Oil Revenue ($000s) 1,044 2,659 2,926 8,286 

Total Royalties ($000s) 115 460 297 1,428 

Total Royalties ($ per bbl) 3.98 13.32 3.94 13.25 

Percent of Oil Revenue 11% 17% 10% 17% 

 

Royalties for the three months ended September 30, 2015 were $115 thousand, compared to $460 thousand for the 

three months ended September 30, 2014. Total royalties as a percentage of revenue for the three months ended 

September 30, 2015 were 11% of oil revenue, as compared to 17% for the same period in 2014. Royalties decreased 

in Q3 of 2015 over the prior comparative period mostly due to the decrease in the commodity price for oil and lower 

production volumes.  

Royalties for the nine months ended September 30, 2015 were $297 thousand, compared to $1.4 million for the nine 

months ended September 30, 2014. Total royalties as a percentage of revenue for the nine months ended September 

30, 2015 were 10% of oil revenue, as compared to 17% for the same period in 2014. Royalties decreased for the nine 

months of 2015 mostly due to the decrease in the commodity price for oil and lower production volumes. 
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Production and Transportation Expenses 

 Three  months ended 

September 30 

Nine months ended 

September 30 

 2015 2014 2015 2014 

Production Expense ($000s) 806 1,230 2,063 4,004 

Transportation Expense ($000s) 52 124 150 396 

Total Production & Transportation Expense 

($000s) 

858 1,354 2,213 4,400 

Production Expense ($ per bbl) 27.87 35.59 27.32 37.17 

Transportation Expense ($ per bbl) 1.79 3.59 2.00 3.68 

Total Production & Transportation ($ per bbl) 29.66 39.18 29.32 40.85 

 

Production expenses for the three months ended September 30, 2015 were $806 thousand or $29.66 per bbl, compared 

to $1.2 million or $39.18 per bbl for the three months ended September 30, 2014. This decrease is mostly due to 

limiting the wells on production in Q2 2015.  

Production expenses for the nine months ended September 30, 2015 were $2 million or $27.32 per bbl, compared to 

$4 million or $37.17 per bbl for the nine months ended September 30, 2014. This decrease is mostly due to limiting 

the wells on production in Q2 2015.  

Transportation expenses for the three months ended September 30, 2015 were $52 thousand or $1.79 per bbl, 

compared to $124 thousand or $3.59 per bbl for the three months ended September 30, 2014. This decrease was mainly 

due to suspending uneconomic wells due to the lower commodity prices as well as the purchase of our own trailers 

which helped reduce transportation costs. 

Transportation expenses for the nine months ended September 30, 2015 were $150 thousand or $2.00 per bbl, 

compared to $396 thousand or $3.68 per bbl for the nine months ended September 30, 2014. This decrease was mainly 

due to suspending uneconomic wells due to the lower commodity prices as well as the purchase of our own trailers 

which helped reduce transportation costs. 

Operating Netback 

 Three months ended 

September 30 

Nine months ended 

September 30 

 2015 2014 2015 2014 

Sales Volume (bbl/day) 314 380 277 395 

Oil Revenue ($ per bbl) 36.11 76.97 38.76 76.90 

Water Disposal Revenue ($ per bbl) 0.59 3.08 0.73 2.24 

Less: Royalties ($ per bbl) (3.98) (13.32) (3.94) (13.25) 

          Production Expense ($ per bbl) (27.87) (35.59) (27.32) (37.17) 

          Transportation Expense ($ per bbl) (1.79) (3.59) (2.00) (3.68) 

Operating Netback ($ per bbl) 3.06 27.55 7.82 25.04 

General and Administrative Expense ($ per bbl) (16.14) (5.73) (11.94) (5.02) 

Funds Flow Netback ($ per bbl) (13.08) 21.82 (19.76) 20.02 

 

Operating netback for the three months ended September 30, 2015 was $3.06 per bbl, compared to $27.55 per bbl for 

the three months ended September 30, 2014. Funds flow netback for the three months ended September 30, 2015 was 

a loss of $13.08 per bbl, compared to a gain of $21.82 per bbl for the three months ended September 30, 2014. This 

decrease in netbacks per bbl is mostly due to lower revenue prices. Realized sales price decreased from $76.97 per 

bbl for the three months ended September 30, 2015 to $36.11 per bbl for the same period ended September 30, 2014. 

There was a decrease in royalty netbacks from $13.32 per bbl to $3.98 per bbl resulting largely from the lower 

production volumes. There was a decrease of operating expense netbacks from $35.59 per bbl to $27.87 per bbl largely 

due to only the economic wells being on production. 

Operating netback for the nine months ended September 30, 2015 was $7.82 per bbl, compared to $25.04 per bbl for 

the nine months ended September 30, 2014. Funds flow netback for the nine months ended September 30, 2015 was 

a loss of $19.76 per bbl, compared to a gain of $20.02 per bbl for the nine months ended September 30, 2014. This 

decrease in netbacks per bbl is mostly due to lower revenue prices and an increase in General and Administrative costs 

due to the reorganization of the company. Realized sales price decreased from $76.90 per bbl for the nine months 
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ended September 30, 2015 to $38.76 per bbl for the same period ended September 30, 2014. There was a decrease in 

royalty from $13.25 per bbl to $3.94 per bbl resulting largely from the lower production volumes. There was a decrease 

of operating expense netbacks from $37.17 per bbl to $27.32 per bbl largely due to having only the more economic 

wells on production while the oil price remains low. 

General and Administrative Expenses 

 Three months Ended 

September 30 

Nine months ended 

September 30 

 2015 2014 2015 2014 

G & A Expense ($000s) 477 208 947 553 

G & A Recoveries ($000s) (10) (10) (46) (12) 

Total G & A Expense ($000s) 467 198 901 541 

Total G & A Expense ($ per bbl) 16.14 5.73 11.94 5.02 

 

General and administrative expense, net of recoveries, were $467 thousand or $16.14 per bbl for the three months 

ended September 30, 2015 compared to $198 thousand or $5.73 per bbl for the three months ended September 30, 

2014. General and administrative expense increased in 2015 as new staff was added and costs were incurred for 

reorganizing the Trust. 

General and administrative expense, net of recoveries, were $901 thousand or $11.94 per bbl for the nine months 

ended September 30, 2015 compared to $541 thousand or $5.02 per bbl for the nine months ended September 30, 

2014. General and administrative expense increased in 2015 as new staff was added and costs were incurred for 

reorganizing the Trust. 

 

Depletion and Depreciation 

 Three months ended 

September 30 

Nine months ended 

September 30 

 2015 2014 2015 2014 

Depletion ($000s) 433 577 1,171 1,816 

Depletion ($ per bbl) 14.98 16.69 15.51 16.85 

 

Depletion for the three months ended September 30, 2015 was $433 thousand compared to the $577 thousand for the 

three months ended September 30, 2014. Depletion per bbl was $14.98 for the three months ended September 30, 

2015, as compared to $15.51 for the three months ended September 30, 2014 due to the lower production in Q3 of 

2015. 

Depletion for the nine months ended September 30, 2015 was $1.2 million compared to the $1.8 million for the nine 

months ended September 30, 2014. Depletion per bbl was $15.51 for the nine months ended September 30, 2015, as 

compared to $16.85 for the nine months ended September 30, 2014 due to the lower production in the nine months of 

2015. 

Finance Expense 

 Three months ended 

September 30 

Nine months ended 

September 30 

 2015 2014 2015 2014 

($000s)     

Distributions Paid to Preferred Unit Holders - 851 848 2,506 

Redemption Commissions - (6) (5) (6) 

Accretion of Decommissioning Provision 37 32 104 94 

Accretion on Debenture 1 - 1 - 

Interest Expense 19 - 23 - 

Bank Interest Income - (4) (9) (19) 

Total Finance Expense 57 873 962 2,575 

 

Finance expense for the three months ended September 30, 2015 was $57 thousand as compared to $873 thousand for 

the three months ended September 30, 2014. This decrease was mostly due to the conversion of shares to common 

trust units which discontinued the distributions. 
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Finance expense for the nine months ended September 30, 2015 was $.9 million as compared to $2.5 million for the 

nine months ended September 30, 2014. This decrease was mostly due to the conversion of shares in the second quarter 

of 2015 to common trust units which discontinued the distributions. 

The company’s debenture and convertible debenture both pay interest at a rate of 6% annually.  

Net Loss and Comprehensive Loss 

 Three months ended 

September 30 

Nine months ended 

September 30 

 2015 2014 2015 2014 

Net Loss (868) (696) (2,102) (2,090) 

Net Loss per common unit, basic and diluted (0.001) (0.001) (0.002) (0.002) 

 

Net loss for the three months ended September 30, 2015 was $868 thousand, compared to a net loss of $696 thousand 

for the three months ended September 30, 2014. This decrease is mostly due to the lower realized oil prices and lower 

production. 

Net loss for the nine months ended September 30, 2015 was $2.1 million, compared to a net loss of $2 million for the 

nine months ended September 30, 2014. This increased loss was mostly due to the lower revenues in the first nine 

months of 2015 resulting from lower realized oil prices and lower production. This was partly offset by the lower 

financing costs from the conversion of Preferred Trust Units to Common Trust Units in the second quarter of 2015. 

Capital Expenditures 

Capital expenditures (including exploration and evaluation assets) are summarized as follows: 

 Three months ended 

September 30 

Nine months ended 

September 30 

 2015 2014 2015 2014 

($000s except for %)     

Additions: Exploration Assets - - - 84 

 Seismic - -   

 Drilling and Completion 37 431 425  903  

 Equipping 32 169 545 559 

        Asset Acquisitions 706 - 4,151 - 

        Asset Dispositions - - (51) - 

Total Capital Expenditures 775 600 5,070 1,546 

        Decommissioning Provision 404 348 707 1,033 

        Opening Balance 38,362 32,805 33,764 31,174 

Cumulative Total Capital Assets 39,541 33,753 39,541 33,753 

       Accumulated Depletion and Depreciation (7,090) (5,441) (7,090) (5,441) 

Net Book Value of Capital Assets 32,451 28,312 32,451 28,312 

 

At the end of 2014 the company decided to substantially reduce its capital spending on drilling and completion of oil 

wells and focus primarily on expanding produced salt water disposals. For 2015, the plan is to start up 4 water disposal 

sites at an estimated cost of $1 million dollars. As at September 30, 2015 two (2) water disposal sites have been added 

with capital costs of $330,000. One of the water disposals activated in Q2 2015 was acquired in an asset swap. There 

are presently 4 active water disposals, two in Alberta and two in Saskatchewan. 

By nature, the petroleum and natural gas industry is very capital intensive.  As a result, the Trust prepares annual 

capital expenditure budgets and utilizes authorizations for expenditures to manage capital expenditures.  
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The Trust's accounts payable and accrued liabilities are aged as follows as at September 30: 

 2015 2014 

        0 - 30 days $    737,894 $ 1,703,643 

        31 to 60 days 55,120 65,879 

        61 to 90 days 102,074 85,798 

        Greater than 90 days 216,677 21,456 

Total accounts payable and accrued liabilities $ 1,111,765 $ 1,876,776 

 

The Trust expects to satisfy its obligations under accounts payable and accrued liabilities within the next year.  

Market risk - Market risk is the risk that changes in market prices, such as commodity prices, interest rates and foreign 

exchange rates will affect the Trust's net earnings or the value of financial instruments. The objective of the Trust is 

to manage and mitigate market risk exposures within acceptable limits, while maximizing returns.  

Commodity price risk - The nature of the Trust's operations results in exposure to fluctuations in commodity prices. 

Commodity prices for petroleum and natural gas are impacted by global economic and political events that dictate the 

levels of supply and demand.  Management continuously monitors commodity prices and may consider instruments 

to manage exposure to these risks when it deems appropriate. The Trust did not enter into any derivative financial 

contracts during the nine months ended September 30, 2015 and 2014 nor does it currently have any derivative 

financial contracts. The Trust does not utilize derivative financial instruments for speculative purposes.   

Capital management - The Trust's capital is defined to be unitholders' equity and other debt.  The Trust's objective in 

managing capital is to ensure it has sufficient working capital and access to sources of capital sufficient to finance its 

operations and to make planned capital expenditures or capital acquisitions as opportunities present themselves.  The 

Trust manages its capital structure and makes changes to it in light of changes in economic conditions, anticipated or 

planned capital expenditures, opportunities for acquisitions and the risk characteristics of the underlying investments. 

The Trust has entered into an agreement with the Partnership whereby the Trust will access capital markets to raise 

capital to be invested in the Limited Partnership rather than direct ownership by the Trust.  

The Trust monitors its working capital closely, which is determined on the following basis as at September 30:  

 2015 2014 

     Cash $ 918,949 $   3,075,123 

     Accounts receivable 369,302 1,533,760 

     Note receivable - 22,633 

     Prepaid expenses and deposits 165,912 93,935 

     Accounts payable and accrued liabilities (1,111,765) (1,876,776) 

     Current portion of debenture 25,556  

     Current portion of convertible debenture 12,0526  

     Current portion of preferred units - - 

Working capital 

 
$  304,786 $   2,848,675 

 

Units 

Beneficial interests in the Trust are represented and constituted by two classes of Units – being Trust Units and 

Preferred Units - of which an unlimited number of each class are authorized and may be issued.  The rights, privileges, 

restrictions and conditions attached to the Trust Units and the Preferred Units are set out in the Declaration of Trust.  

Trust Units and Preferred Units, as well as any other securities of the Trust, maybe created, issued, sold and delivered 

at the times, to the persons, for the consideration, and otherwise on the terms and conditions determined by the Trustees 

in their absolute discretion.   

 

The Trustees may, in their discretion, at any time and from time to time, subdivide or consolidate each or either class 

of Units outstanding. 
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Subject to any discounts that the Trustees may allow as consideration for agreeing to subscribe for Units, Units are 

only to be issued when fully paid, and they are not subject to future calls or assessment; provided, however, that Units 

issued under an offering may be issued for a consideration payable in instalments and the Trust may take security over 

any such Units for unpaid instalments.  The consideration for any Unit issued by the Trust shall be paid in money or 

in property or in past services that are not less in value than the fair equivalent of the money that the Trust would have 

received if the Unit has been issued for money; provided that property may include a promissory note. 

There are no pre-emptive rights attaching to either the Trust Units or the Preferred Units as a class. 

Conversion of Preferred Units to Trust Units 

Prior to June 21, 2015 there were approximately 33.8 million Preferred Units outstanding.  On May 22, 2015, the 

Trust issued a notice of conversion to the holders of the outstanding Preferred Units pursuant to which, in accordance 

with the Declaration of Trust, all outstanding Preferred Units were converted to Trust Units effective June 21, 2015 

on the basis of approximately 32.6 Trust Units for every one (1) Preferred Unit.  As a consequence of that conversion, 

there are no Preferred Units left outstanding. 

From and after the conversion date of any Preferred Units, the holders thereof shall be deemed to be holders of Trust 

Units and shall not be entitled to any rights as holders of Preferred Units in respect thereof. 

 

Trust Units 

Each holder of common trust units of the Trust ("Trust Units") is entitled to one vote per unit and shall be entitled to 

receive noncumulative distributions if, and when, declared by the trustees. All units are redeemable on demand by the 

unit holder with the redemption price determined as 90% of the market value of the unit. The market value is 

determined solely by the Administrator of the Trust. Redemptions are limited to $7,500 per month, and any 

redemptions requested in excess of that amount will be repaid through the issuance of a note payable or distribution 

of the property of the Trust. There were 1,109,731,962 Trust Units outstanding as at September 30, 2015. There were 

5,843,357 outstanding as at September 30, 2014. 

Use of Estimates and Judgments 

The preparation of financial statements requires management to make estimates and use judgment regarding the 

reported amounts of assets and liabilities and disclosures of contingent assets and liabilities as at the date of the 

consolidated financial statements and the reported amounts of revenues and expenses during the period. By their 

nature, estimates are subject to measurement uncertainty. Accordingly, actual results may differ from the estimated 

amounts as future confirming events occur. Significant estimates and judgments made by management in the 

preparation of these consolidated financial statements are as follows: 

Amounts recorded for depletion and amounts used for impairment calculations relating to property and equipment are 

based on estimates of petroleum and natural gas reserves, including the estimates of future prices, costs, discount rates 

and the related future cash flows. 

The valuation of exploration and evaluation assets depends on the discovery of economically recoverable reserves 

which in turn depends on future petroleum and natural gas prices, future capital expenditures, technical success and 

environmental and regulatory restrictions. 

Amounts recorded for decommissioning provisions and the related accretion expense require the use of estimates with 

respect to the amount and timing of decommissioning expenditures and discount rates. 

The allocation of proceeds on the issuance of Preferred Units between the debt and equity components is based on the 

estimate of the fair value of the debt component. In addition, the carrying value of the debt component is based on an 

estimate of the redemption value of the Preferred Units. 

The valuation of accounts receivable and note receivable are based on management's best estimate of collectability 

and the provision for doubtful accounts. 

The equity portion of the convertible debenture is based upon management’s estimate of the interest rate the trust 

would pay for non-convertible debt with similar terms. 
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Tax interpretations, regulations and legislation in the various jurisdictions in which the Trust operates are subject to 

change. 

By their nature, these estimates are subject to measurement uncertainty. 

Changes in Accounting Policies 

There were no changes in accounting policies during the period ended September 30, 2015. On September 11, 2015 

the IASB published an amendment to IFRS 15 Revenue from Contracts with Customers, deferring the effective date 

of the standard by one year to annual periods beginning on or after January 1, 2018. The Company is currently 

evaluating the impact of adopting IFRS 15 on the Financial Statements. 


