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 PWE: Update on Asset Sales  

Summary: On 10 Jun, PWE announced selling of its Dodsland Viking asset for 

CAD$975m (vs. ~CAD$500m reported by Reuters a week ago). Including the disposal of 

other non-core assets in 2016, PWE brought down its debt from CAD$2.1bn to CAD$600m. 

After suffering two years from low oil price and high debt, PWE finally finished its 

transition to a low cost producer with strong balance sheet and huge growth potential. 

Despite an impressive 37% increase in stock price after the deal, the company is still 

severely undervalued and posed to outperform in both the short-term and long-term.      

Investment Update 

 Background information 

PWE was one of the largest conventional oil and gas producer in Canada. Before 2013, the 

previous management did a poor job by focusing too much on land accumulation. This left 

the company with massive land beyond its capacity to develop and over CAD$4bn debt. 

Since 2013, the new management team (from Suncor and Marathon) has been focused on 

improving the cost structure and selling non-core assets to bring down the debt. However, 

the declining oil price has put enormous pressure on the company since 2014. It had to 

renegotiate its debt covenant in 2015. Although most people agree that PWE has some good 

assets, the word ‘bankruptcy’ was in most of the company’s news recently.     

 Asset sales has eliminated most of the debt 

The deal was a complete surprise to the market and a game changer to PWE. To make it 

simple, PWE has three core assets of good quality. Two (Cardium and Dodsland Viking) 

have already been in production and one (Alberta Viking) is in the initial stage. The selling 

of the relatively smaller Dodsland asset has significantly reduced PWE’s outstanding debt. 

Moreover, management indicated that they will continue to dispose non-core assets in H216 

and further strengthen its balance sheet. Although the market doesn’t like shrinking 

production, management is right to shift capital to more efficient assets even that means 

short-term production decline.               

 Good management + low cost asset + strong balance sheet + huge growth potential 

By the end of 2016, PWE will become a completely different company. Its production will 

concentrate in Cardium, one of the best light oil assets in Canada. Management has indicated 

an operating cost per boe of CAD$10-12 (among the best in Canada). Under the oil price of 

US$45-50, management expect the production to grow 10% annually from 2017. And 

thanks to the massive accumulated lands, there will be enough space for PWE to grow at 

least in the next decade. In the meantime, the company is also likely to copy its success in 

Dodsland to Alberta Viking.         

Valuation 

Despite a 37% surge on 13 June, the stock price of US$1.26 is still trading at a severe 

discount to its intrinsic value. The price target of US$3.1 is based on oil price of US$45-50. 

Cardium asset alone is worth at least US$2 per share after subtracting all the debt. The 

company’s valuation still looks more like a distressed player while default is not a concern 

anymore. Eventually, company should trade above its book value of over US$4.   

 

 

 

 

 

 

 

 

 

 

 

Sold

Asset location Dodsland Cardium Alberta Viking Peace River PWE* WCP PXT RRX

Production (boe/d) 13,650 19,500 1,000 5,000 EV/Reserve 11.7 21.2 17.2 36.4

Operating cost (CAD$/boe) 14.75 10.00 8.00 1.00 EV/Flowing Barrel 44,830.5 132,493.2 64,473.2 180,228.9

Netback (CAD$/boe) 12.75 17.00 5.00 6.00 Price/BV 0.3 1.2 1.8 3.2

2P Reserves (Mmboe) 53 99 NA 37 Price/Funds flow 4.4 5.8 9.0 16.8

Production Multiple 71,400 Net Debt (CAD$ m) 400 755 (92) 66

2P Reserve Multiple 18.4 18.4 10.0 Market Value (CAD$ m) 766 2,950 1,860 2,320

Estimated Value (CAD$ m) 1,822 200 370 EV (CAD$ m) 1,166 3,705 1,769 2,386

Total EV (CAD$ m) 2,392 Reserve (Mmboe) 100 175 103 66

Net debt (CAD$ m) 400 Production (CAD$ m) 26,000 27,960 27,430 13,240

Market Value (CAD$ m) 1,992 Book Value (CAD$) 2,935 2,507 1,031 719

Price Target (US$) 3.1 Net operating CF (CAD$ m) 175 506 206 138

Source: Company data, Estimation; Note: *PWE data based on pro forma estimation

Remaining assets

Implied Valuation from the Deal Comps with low cost and low debt producer

Price Target 6/13/2016

Current price $1.26

Price target $3.10

Time Horizon 12 months

Dividend per share $0.01

Upside potential 147%

52-wk range $0.45-$2.02

Shares outstanding 502m

Free float rate 100%

Daily trading volume 1.74m

Short Interest 5.60%

Next reporting date 28-Jul-15

Source: Yahoo Finance

Information
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0
2
4
6
8

10
12
14

1
/2

/2
01

3

4
/1

8/
20

1
3

8
/1

/2
01

3

1
1

/1
3

/2
0

1
3

3
/3

/2
01

4

6
/1

6/
20

1
4

9
/2

9/
20

1
4

1
/1

3/
20

1
5

0
4

/2
9

/2
0

1
5

0
8

/1
2

/2
0

1
5

1
1

/2
4

/2
0

1
5

0
3

/1
1

/2
0

1
6


