
 

 

Seven Generations Energy (VII: TSX) 

TICKER 
(EXCHANGE) 

P/E  
(FY2) PB             

EV/EBITDA  
(FY2) INDUSTRY 

TARGET 
PRICE 

STOCK RECOMMENDATION 
(BUY/SELL/HOLD) 

 

VII TSX 36.94 2.29 17.15 ENERGY & UTILITIES $32.62 BUY 

PRICE MKT CAP (BN) DIV YIELD ROE %  1 YR EPS GWTH: Div. Payout Ratio  
Prod. Growth 

2017E 
EBITDA MARGIN ROIC  

$25.00 8.78 0% -0.93% 88.00% 0% 62.3% 47.25% -0.68% 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Initiating Coverage  
Investment Thesis 
Seven Generations (“VII” or “the Company”) owns a portfolio of 
high quality low supply costs assets with resource potential 
capable of providing more than a decade of developments and 
drilling. This paired with managements heavy capital investment 
allocation into drilling and completions has translated to 
aggressive production and funds from operations growth. Annual 
production has been growing at a CAGR of 91.5% in the past two 
years and is expected to grow another 62.3% in 2017. Aggressive 
guidance provided by management suggests a continuation of 
this trend. 
 

Valuation 
We value VII using a comparable companies table and multiple 
analysis approach. Our base case utilizes the Company’s EV to 
Daily Production, EV to Developed Reserves, and 2017E 
enterprise multiple of 76x, 127x, and 7x, respectively, to come to 
an implied intrinsic value per share. It is important to note that VII 
is currently trading at a premium relative to its peer group 
(Please, refer to Appendix A); however, we believe this premium 
is justified based on its history of trading at one and its execution 
of managements aggressive growth production strategy. We also 
feel that multiples at these levels are actually relatively attractive 
and present a buying opportunity when comparted to laste-2016 
as they have substantially come off their highs due to multiple 
compression. 
 

Catalysts 
Seven Generations announced partnership with Steelhead LNG 
focused on providing midstream infrastructure to support 
proposed natural gas liquefaction & export projects is expected to 
provide potential new markets for VII production. 

 
Recommendation 
We are initiating coverage on VII with a BUY recommendation 
and 12-month target price of $32.62 implying a return of 30.5% 
from the $25.00 entry price at the time of this report. 

Company Assessment Summary 
Scorecard (INPUT 1 = best, 5 = worst): 

Competitive Position (2) 
Growth (1) 
Dividend Yield & Sustainability (5) 
Dividend Growth (5) 
Management  (2) 
Quantitative (3) 
Technical (2) 

 

Company Profile 

Seven Generations is an energy company 
focused on the acquisition, development and 
value optimization of high quality, thick-rock, 
natural gas resource. The company employs 
long-reach, horizontal drilling to produce low-
supply cost resources of natural gas, condensate 
and natural gas liquid with a production split of 
40%, 25% and 35% respectively. The company is 
focused on producing low-cost, liquid rich natural 
gas from the Montney Geological formation, that 
covers about 130 000 square kilometers and 
spans 700 kilometers north and south beyond the 
borders of Alberta and British Columbia. 
Canada’s National Energy Board estimated the 
area to contain more than 90 billion barrels of oil 
equivalent of marketable natural gas and natural 
gas liquids. 
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Company Overview 
In early September of 2016, Seven Generations acquired a 34% equity stake and entered into a 
partnership with Steelhead LNG, focused on new midstream infrastructure to support Steelhead LNG’s 
proposed natural gas liquefaction and export projects on Vancouver Island. The partnership is expected 
to provide potential new markets for Seven Generations’ production as well as increased certainty of 
natural gas supply for Steelhead LNG. Seven generations agreed to contribute $3.0 million in cash and 
committed to spend up to $9.0 million to participate in the pre-development of transportation alternatives 
to the west coast of British Columbia. At the end of 2016, the Company has incurred $1.1 million of the 
$9.0 million committed capital.  
 
Seven Generations is an energy company focused on the acquisition, development and value 
optimization of high quality, thick-rock, natural gas resource. The company employs long-reach, 
horizontal drilling to produce low-supply cost resources of natural gas, condensate and natural gas liquid 
with a production split of 40%, 25% and 35% respectively. Funded by management and private investors, 
VII was founded in May 2008. Seven Generations went public in early November of 2014, raising $931.5 
million by selling 51.75 shares at $18 apiece. The company is focused on producing low-cost, liquid rich 
natural gas from the Montney Geological formation, that covers about 130 000 square kilometers and 
spans 700 kilometers north and south beyond the borders of Alberta and British Columbia. Canada’s 
National Energy Board estimated the area to contain more than 90 billion barrels of oil equivalent of 
marketable natural gas and natural gas liquids. Seven Generations corporate headquarters are located in 
Calgary and trades on the TSX under the symbol VII. 
 

EXHIBIT 1 – PRODUCTION SPLIT AND RESERVE DATA 

        
Kakwa River Project | 
The Kakwa river project is a large scale, tight, liquids rich natural gas property covering approximately 
440,000 net acres in the Kakwa area with 420,000 acres across the Montney formation. This high-quality 
property contains a large resource base that is considered sufficient to deliver several years of production 
growth at a supply cost that is among the lowest in North America. Seven Generations highest valued 
lands called The Nest, consists of liquid yields more than 200 barrels per million cubic feet of gas 
production. The Nest holds an estimated 900 well locations, which consists of more than a decade of 
development drilling with supply costs less that one dollar per million cubic feet, making it among the 
lowest cost natural gas production in North America. Seven Generations owns almost 100% of the land in 
the Kakwa project area after the acquisition of Alberta Montney natural gas assets from Paramount, 
which expanded the company’s landholdings by approximated 40%. This increased gross proved 
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reserves by 47% and expands VII long term transportation capacity on key take-away infrastructure, such 
as the Alliance and Pembina Pipelines.  
 

EXHIBIT 2 – DEVELOPMENT AREA 

   
 
 
Transportation & Processing Contracts | 
Seven Generation’s lands are close to key infrastructure and take-away capacity, including the Alliance, 
TransCanada, and Pembina Peace Pipeline. Even the Canadian National Railway intersects near the 
Kakwa river project, in which Seven Generations has contracted firm transportation capacity for natural 
gas liquids with all key infrastructure. These agreements support the company’s ability to deliver on its 
high growth objective. As of September 30, 2016, the company has committed on contract to deliver 
210,000, 150,000, and 20,000 mmbtu/d of natural gas in years 2016, 2017 and 2018 respectively. These 
contracts are on a month to month and term basis. 
 

EXHIBIT 3 – TRANSPORTATION & PROCESSING CONTRACTS 
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Equity Financing | 
On date, Seven Generations closed a bought-deal equity financing, raising gross proceeds of $747.7M by 
issuing 30,705,000 subscription receipts for $24.35 each, which included 4,005,000 subscription receipts 
issued pursuant to the fully exercised over-allotment option. The capital went towards financing the 
Montney assets from Paramount Resources Ltd. 
 
Hedging Activity | 
The Company like many others in the sector is aggressively hedged in order to protect its production from 
fluctuations in commodity prices. This allows VII to effectively lock in the price for a certain portion of their 
production. As of Q316, the company was authorized to hedge 65% of forecasted condensate & natural 
gas production for the upcoming two years, 35% of forecasted volumes for the subsequent year, and 20% 
for the year following. 

 

EXHIBIT 4 – RISK MANAGEMENT CONTRACTS (AS OF Q316) 
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Investment Thesis 
High Quality Low Supply Cost Assets | 
Seven Generations has a portfolio of high quality low supply cost assets, The Nest within the Kakwa 
River Project has an estimated supply cost of just under $1 per MMcf, and the Company also has the 
highest operating netback per BOE among its Canadian peers at $21.21. This is followed by ARC 
Resources at $18.11 a 14.6% discount. On top of this at a cost of US$2.74 per GJ of Gas the Montney 
geological formation, Seven Generations play, is among the most inexpensive plays in North America 
ranking in fourth, and is the most inexpensive play in Canada. To put this in perspective the second most 
inexpensive play in Canada is the Duverney at US$3.96 per GJ representing a premium of 44.5% to the 
Montney. 
 

EXHIBIT 5 – OPERATING NETBACK PER BOE & COSTS PER GJ OF GAS  
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CapEx Utilization Fuelling Aggressive Production Growth | 
Seven generations ability to fuel aggressive production growth through intensive capital investment is 
very impressive. The Company is invested into improving capital efficiencies such as faster drilling and 
the optimization of well completions. In 2015, 62% of capex was allocated to improving drilling and 
completions and 37% to the construction and efficiency of facilities and equipment. The company 
invested $283.6 million for the fourth quarter of 2016, drilling 12 wells and completing 21 wells while bring 
10 wells on production and continuing to advance infrastructure development in the Kakwa River Project.  
Montney horizontal wells increased to 84 at the end of 2016 compared to 62 at the end of 2015, setting 
the stage for continued growth into 2017. Additionally, there has been a reduction in costs per well by 
22% compared to 2015, partially due to underbalanced drilling technique such as the use of slickwater 
fracturing. Of the 37% allocated towards facilities and equipment, Seven Generations constructed two 
new natural gas processing facilities: the Lator 2 and the Cutbank that were completed under budget and 
together have capacity over 500 MMcf/d of natural gas. The Cutbank gas plant was completed 25% 
under budget. Moderate increases in capital investment have been fuelling aggressive production growth 
estimated at a compound annual growth rate of 81.4% from 2014 to 2017E. We believe further 
implementation of this capital investment strategy will allow VII to continue to grow production at an 
impressive clip. 
 

EXHIBIT 6 – CAPITAL INVESTMENT 

  
 
 
Wells = Production = FFO | 
As mentioned, Seven Generations allocates ~62% of its capex into the drilling & completion of wells. As 
of Q316 the Company drilled 38 new wells, completed 47, and brought on another 50 to production. This 
consistent growth in producing wells has been a key strategy of managements, and it shows, with the 
number of producing wells increasing a total of 392% since 2014 reaching 222 producing wells as of 
Q316. This aggressive growth in wells has translated into aggressive production and funds from 
operations growth. Annual production growing at a CAGR of 91.5% in the past two years and expected to 
grow another 62.3% in 2017E. Funds from operations grew by 26.4% in 2015 increasing from $327.9MM 
to reach $414.6MM and is grew by another 25.4% in the first three quarters of 2016 hitting $520.1MM as 
of Q316. Going forward, we believe the influx of capital investment allocated to drilling and completions 
will continue to aggressively increase the number of active producing wells and will be the primary driver 
to continued aggressive growth in production and funds from operations.  
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EXHIBIT 7 – CAPITAL INVESTMENT 

 

 

  
 

 

  
 
Large Resource Potential | 
Seven Generations holds thousands of acres of land in natural gas rich areas. These areas are projected 
to have decades of production capacity proving to be a vital catalyst of growth for the company. With 
addition to a large resource potential, it is also projected that transportation capacity for the pipelines that 
VII primarily deals with will increase to meet rising production. This will allow for more gas to be 
distributed and sold around North America. With increasing production as well as transportation capacity, 
we believe that Seven Generations will have stable cash flows with plenty of room to grow in the future.  
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EXHIBIT 8 – PRODUCTION & TRANSPORTATION CAPACITY 

 
 

 
 
 
Strong Financial Position & Balance Sheet | 
Seven Generations has a relatively strong balance sheet and clean debt schedule. The Company closed 
Q316 with $1.4B in net debt with available funding of 1.7B. In terms on debt outstanding, Seven 
Generations has two major tranches due in 2020 and 2023 with principles of $938.9MM and $1.2B, 
respectively; however, has $1B in revolvers (increased from $850M in 2016) should they need it. 
Additionally, annual interest payments are set to fall from $157.4M from 2017 – 2019 hitting just $40M by 
2023. Given the growth and strength of cash flows from operations we believe Seven Generations has 
more than enough time to successfully fulfil its obligations. 
  

EXHIBIT 9 – DEBT SCHEDULE & INTREST OUTSTANDING 
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Acquisition of Montney Assets 
Seven Generations recently acquired a large amount of land in the Montney basin region in Northern 
Alberta. The deal was closed with Paramount Resources Ltd. on August 18, 2016, and was funded 
through cash and shares. The area acquired around the Kakwa River increases the company’s gross 
proved reserves by 47% and its natural gas processing capacity by 48%. Management used a “Two-
birds-with-One-Stone” rational when purchasing these assets; first of all, the purchase keeps operations 
close to key transportation infrastructure. The assets are very close to Alliance, NGTL, and Pembina 
pipelines for easy transportation of extracted natural gas around North America. As well, these assets 
that have been purchased are in direct proximity to the land already owned and operated by Seven 
Generations, meaning that key infrastructure has already been established in order to process the natural 
gas extracted. Second of all, the purchase increases the portfolio of high quality, low supply cost assets. 
The Montney basin is one of the cheapest places for natural gas production in North America. It costs just 
$2.74 (USD) per GJ of gas ranking it as one of the cheapest plays in North America. Overall The Montney 
basin, holding just under half of Canada’s total natural gas resources, is a unique advantage for Seven 
Generations, and we believe the company’s commitment to expanding its resource base in the area with 
this strategic acquisition will prove to increase production and cash flows in the future.   
 

EXHIBIT 10 – MAP OF EXTENDED KAKWA RIVER PROJECT & ACQUISITION EXPANSION HIGHLIGHTS     
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Industry Analysis 
Canada is the 5th largest natural gas producer in the world and the 5th largest exporter of the resource in 
the world. Canada exports around 78 billion cubic meters of natural gas around the world, with the 
majority of exports, about two thirds, being sold to the United States. The USA, being the largest trading 
partner of Canada in regard to natural gas, receives most of the gas sold through a system of pipelines 
connecting all of North America.  
 
The natural gas industry is relatively mature, and growth generally comes from leverage and competitive 
advantages. That is to say, growth is intrinsically determined by each company and the way that they 
conduct business. Companies rely on capital expenditures and the acquisition of natural resource rich 
land in order to expand.  
 
Natural gas extraction makes up the majority of the sector in Canada, holding 78% of the sector’s total 
contribution to GDP, while distribution and transmission accounts for only around 10% each. This is 
mostly due to the resource rich areas in Canada, namely around Alberta and British Columbia. The 
Montney, Duvernay, and Alberta Deep Basin are the largest of these regions and where the majority of 
natural gas extraction takes place in Canada. These areas have some of the lowest upstream costs in 
North America, and compete directly with American natural gas regions.  
 
One key influencer in the natural gas industry is amount of heating and cooling days needed. This 
influences the demand of natural gas, as the resource is primarily used to heat buildings in the winter and 
cool buildings in the summer. Therefore, there is higher demand during hotter than normal summers and 
colder than normal winters. Heating and Cooling degree days are used to measure how temperatures 
vary from the average temperature of a certain day. These measurements are used to forecast natural 
gas demand and usage for a given season. The higher the deviation from the average, the more energy 
is needed to bring the inside temperatures to average, and the more natural gas that is sold. Natural gas 
producers are very interested in these temperature trends as they determine the amount of gas that can 
be sold in a given season.  
 
Looking forwards, the natural gas industry is poised for expansion. If Canada is able to ship liquefied 
natural gas resources overseas to emerging Asian markets, the economic impacts could be immense. It 
is estimated that it would increase Canadian GDP by $7.4 billion annually over 30 years, and increase 
annual investment across the value chain by an average of $7 billion per year.  
 

EXHIBIT 11 – MARKETABLE NATURAL GAS PRODUCTION & CANADIAN NATURAL GAS EXPORTS VS IMPORTS 
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Demand for Cleaner Energy |  
The Demand for cleaner, renewable sources of electricity has become a defining trend in the industry on 
a global scale. Due to this trend, renewable sources such as wind, solar and hydro generation along with 
natural gas infrastructures will continue to rise across the sector. Renewable energy is expected to 
increase by ~55% by 2040. As for natural gas consumption, it is expected that people will use 10.14 
trillion Kw/h by 2040, an increase of 5.31 trillion kW/h or 191% from the 4.83 Kw/h in 2012. As these 
numbers show, natural gas consumption is poised for huge consumption increases in the long term, 
driven by societies demand both socially and politically for cleaner fossil fuels such as natural gas. 

 

EXHIBIT 12 – MARKETABLE NATURAL GAS PRODUCTION & CANADIAN NATURAL GAS EXPORTS VS IMPORTS 

 
 
Catalysts 
Steelhead LNG Partnership | 
In early September of 2016, Seven Generations acquired a 34% equity stake and entered into a 
partnership with Steelhead LNG, focused on new midstream infrastructure to support Steelhead LNG’s 
proposed natural gas liquefaction and export projects on Vancouver Island. The partnership is expected 
to provide potential new markets for Seven Generations’ production as well as increased certainty of 
natural gas supply for Steelhead LNG. Seven generations agreed to contribute $3.0 million in cash and 
committed to spend up to $9.0 million to participate in the pre-development of transportation alternatives 
to the west coast of British Columbia. At the end of 2016, the Company has incurred $1.1 million of the 
$9.0 million committed capital.  
 
The National Energy Board (NEB) granted Steelhead LNG a license to export liquefied natural gas for 25 
years. Steelhead LNG is proposing to develop the Malahat LNG Project on the Malahat Nation-owned 
Bamberton Industrial Lands, approximately seven kilometres south of Mill Bay on Vancouver Island. The 
proposed Malahat LNG project is currently in the preliminary engineering and conceptual design stage.  
 
Historically the relationship between producers and midstream infrastructure has included a number of 
features that created misalignment in the current market. In the past increased regulation has limited 
competition, offering producers few midstream options. As Seven Generations continues to develop their 
own infrastructure they will gain further control over how they deliver and facilitate their product. 
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EXHIBIT 13 – PROPOSED MALAHAT LNG PROJECT LOCATION 

 
 
 
Technological Advancements | 
VII actively researches and develops new technologies and methods regarding frac fluid, frac design, 
proppant type, proppant concentration, liner design, pad size, well trajectories, friction reducing 
mechanical devices, improved bit designs, improved drilling mud systems, larger drilling clusters to dilute 
the costs associated with rig moves and to minimize the amount of surface land use and more efficient 
surface equipment. As VII continues to invest in this research they will continue to drive down operating 
costs and make it easier for the company to meet production guidance.  
 
Super Pads 

VII currently has 8 super pads, and is looking to add a 9th by the end of 2016. The 8 super pads bring the 
total field gathering and processing capacity to 400mmcf/d of gas and 80,000 bbls/d of field condensate. 
Seven Generations also plans to continue to expand the capacity of select super pads and expects to 
have two new super pads, each with the capacity to condition approximately 100 mmcf/d of liquids-rich 
natural gas, operational in 2017. The main benefit of super pads is the concentrated infrastructure, in that 
more wells on a pad provide efficiencies of scale. Super Pads act as small gas plants, with compression, 
dehydration, and fluid catching facilities on site that can perform three phase separations of the gas that’s 
drilled underneath them. Super Pads facilitate batch drilling operations, reducing drilling costs. Super 
Pads also facilitate underbalanced drilling with natural gas, a promising technique that VII is 
experimenting with targeted at reducing drilling costs. Concurrent operations, namely drilling, 
completions, and facility construction, can safely operate on the pad at the same time, allowing for 
reduced spud-to-on-stream times.  
 
Tighter Fracing Spaces 
Starting in the third quarter of 2015 VII has continued to test tighter frac spacing of 55 m between stages 
versus a previous 110 m. VII estimates that tighter frac spacing could add 300 boe/d of first year 
production at a cost of $1.6 MM. 
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Slickwater vs. Nitrified-foam completions  
In early 2016, VII shifted from using primarily nitrogen foam completions to slickwater hydraulic fractures, 
which rely on high volumes of water instead of chemical additives. The chart below illustrates a 
comparison of wells on adjacent pads with the red wells completed with slickwater and the grey wells 
completed with nitrified foam. The data from this test shows improved condensate production from 
slickwater wells based on early-time data while natural gas production appears comparable.  
 

EXHIBIT 14 – GLOBAL POPULATION & CONSUMPTION GROWTH 

 

 
Valuation 
We value Seven Generations Energy using a comparable companies table and multiple analysis 
approach. The EV to Daily Production, EV to Developed Resources and EV to EBITDA multiples are 
utilized to come to an implied intrinsic value per share. When compared to its peers, VII seems relatively 
overvalued on a multiple basis (please refer to appendix A); however, we believe the Company trading at 
a premium is justified based on its history of doing so along with managements utilization of its 
aggressive production growth strategy. We also feel these multiples actually present a buying opportunity 
as they have come off their 2016 highs due to multiple contractions.    
 
Seven generations trades at a multiple of 76.9x on a EV to Daily Production basis compared to the peer 
group average of 68.4x. On an EV to Developed reserves basis VII trades at a multiple of 128.4x 
compared to the peer group average of 31.5x. As discussed in this report, the Company has been 
growing production aggressively through the influx of capital investment allocated towards the drilling and 
the completion of wells. From 2014-2017E the market is expecting VII to grow production at an 81.4% 
CAGR to hit 185,000 boe/d. This production growth far outpaces competitors and is the reason why the 
company has a rich enterprise value to its production and developed reserves when compared to its 
competitors. As the market has a high expectation for continued aggressive production growth. On a 
forward 2017E EV/EBITDA multiple basis, the Company trades at a multiple of 7.1x compared to its peer 
group average of 6.5x.  
 
Using an EV to Daily Production multiple of 76.0x, giving room for minor multiple contraction, paired with 
management’s 2016E daily production of 114 MMboe/d, yields an implied value per share of $29.55 
representing a 52-week return of 18.2% from the $25 at the time of this report. Applying an EV to 
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Developed Reserves multiple of 127.0x along with the 2016E developed reserves of 79.45, yields an 
implied value per share of $35.16, representing a 52-week return of 40.7%. The company trades at a 
2017E enterprise multiple of 7.0x, pairing this with the consensus 2017E EBITDA of $1429.33 yields an 
implied value per share of $33.70, representing a 52-week return of 34.8%. Using a weighted average of 
40%, 40%, and 30%, respectively (giving reserve valuations additional weighting) yields our 52-week 
target price of $32.62, implying a return of 30.5% from the $25 entry price.  
 

EXHIBIT 15 – VALUATIONS 

  
 

  
 
 
Completing a sensitivity analysis for EV to Daily Production on 2016E daily production, our most 
conservative valuation, and using a bear case multiple assumption of 68.0x (which would account for 
complete multiple compression and put VII at par to their peers current multiple). Still yields an implied 52-
week share price of $25.98 representing a return of 3.9%. We do not see this as a realistic scenario 
unless the whole industry takes a hit as we believe VII will continue to trade at a premium to its peers due 
to its competitive advantages outlined and its history of doing so.  

 

 

 

 

Daily Production (Mboe/d) 114.00 114.00 114.00

EV to Daily Production $68.00 $75.97 $81.00

Enterprise Value 7,752        8,661              9,234        

Net Debt 1,141.72  1,141.72        1,141.72  

Equity Value 6,610        7,519              8,092        

Shares Outstanding 254.4160 254.4160       254.4160 

Equity Value Per Share 25.98$      29.55$            31.81$      

Entry Price 25.00$      25.00$            25.00$      

Equity Value Per Share 25.98        29.55              31.81        

Implied 52-Week Return 3.93% 18.22% 27.23%

EV to Daily Production (boe/d)

Bear Case Base Case Bull Case

Developed Reserves 79.45 79.45 79.45

EV to Developed Reserves $101.58 $126.98 $139.68

Enterprise Value 8,071        10,088            11,097      

Net Debt 1,141.72  1,141.72        1,141.72  

Equity Value 6,929        8,947              9,955        

Shares Outstanding 254.4160 254.4160       254.4160 

Equity Value Per Share 27.23$      35.16$            39.13$      

Entry Price 25.00$      25.00$            25.00$      

Equity Value Per Share 27.23        35.16              39.13        

Implied 52-Week Return 8.94% 40.66% 56.52%

EV to Developed Reserves

Bear Case Base Case Bull Case

EBITDA 2017E 1429.33 1429.33 1429.33

EV/EBITDA 2017E 6.0x 7.0x 8.0x

Enterprise Value 8,576        10,076            11,435      

Net Debt 2017E 1,501.60  1,501.60        1,501.60  

Equity Value 7,074        8,574              9,933        

Shares Outstanding 254.4160 254.4160       254.4160 

Equity Value Per Share 27.81$      33.70$            39.04$      

Entry Price 25.00$      25.00$            25.00$      

Equity Value Per Share 27.81        33.70              39.04        

Implied 52-Week Return 11.23% 34.81% 56.17%

EV/EBITDA Valuation

Bear Case Base Case Bull Case

40%/$2
9

40%/$3
5

20%/$3
3

EV to Daily Production

EV to Developed Resources

EV/EBITDA

*The following 
weights yield our 
52-week Target 
Price of $32.62*  
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EXHIBIT 16 - EV TO DAILY PRODUCTION SESITIVITY ANALYSIS 

 
 
Risks 
Execution Risk | 
The rich premium on the Company’s valuation means that VII will have to deliver on the markets high 
expectations; thereby exposing VII to the risk of multiple contraction. While daily production nearly 
doubled in 2016, the fourth quarter presented operational challenges that resulted in 2016 production 
averaging 1.8 percent below the guidance range of 120,000 to 125,000 boe/d. A majority of these 
challenges came from delays in drilling and completions due to weather conditions. This marginal miss on 
guidance translated into a heavy drop in Seven generations stock price in Q117 due to multiple 
contractions. Going forward, the Company doesn’t have a lot of room to miss on guidance or it will suffer 
further losses. 
 
In addition, as Seven Generations continues to expand and develop their own infrastructure their ability to 
continue to successfully identify & make attractive acquisitions/joint ventures warrants a degree of risk.  

 

EXHIBIT 17 – SEVEN GENERATIONS MULTIPLE CONTRACTION (6 MONTH EV TO DAILY PRODUCTION) 

 
 
Operational Risk | 
Due to the nature of its operations, Seven Generations faces risks associated with horizontal drilling and 
completion techniques, failure of drilling results to meet expectations for reserves & production along with 
weather related interruptions, dry holes, restricted access to facilities, unplanned pipeline shutdowns, and 
unexpected production delays.  
 
Market Risk | 
Seven Generations’ cash flow has exposure to exchange rates. Cash flow is affected negatively by a 
weaker CAD due to USD denominated debt. Cash flow is also exposed to fluctuations in energy prices. 
The company is specifically exposed to lower oil prices (WTI) and gas prices (AECO pricing).  

EV to Daily Production

$29.55 $68.00 $71.50 $75.97 $88.50 $92.00

102.60 22.94 24.35 26.15 31.20 32.61

108.30 24.46 25.95 27.85 33.19 34.68

114.00 25.98 27.55 29.55 35.17 36.74

119.70 27.51 29.15 31.26 37.15 38.80

125.40 29.03 30.75 32.96 39.13 40.86

Daily 

Production 

(boe/d)
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Regulatory Risk | 
As a large producer of carbon related products, the recent carbon tax imposed by the Liberal government 
will adversely impact Seven Generations. In October of 2016, the Canadian Liberal government 
announced a planned national floor price and timeline for national carbon taxes. The carbon tax imposed 
would include a tax of $10/Tn in 2018 and increase at a rate of $10/Tn/ year until it reaches $50 in 2022. 
Under current regulations, Alberta charges a carbon tax on large industrial facilities, such as coal-fired 
power plants, large oil sands and natural gas processing facilities.  

 

EXHIBIT 18 – CAD/USD & PROJECTED CARBON TAX RATE ($TN) 

 
 
Management 
Patrick Carlson | Founder and CEO  
Patrick Carlson is a creative engineer, instinctual entrepreneur and energy visionary with 40 years of 
professional success. Seven Generations is Carlson’s fourth start-up after previous success at North 
American Oil Sands Ltd., Krang Energy and Passage Energy. Pat earned a Bachelor of Science in 
Chemical Engineering from University of Calgary in 1975, is a professional engineer, an active member of 
the Association of Professional Engineers and Geoscientists of Alberta and in 2008 acquired the ICD.D 
designation from the Institute of Corporate Directors. Patrick has been recognized with a Canadian 
Engineering Leader Award in 2013 from the Schulich School of Engineering, and in October of 2015 was 
awarded the Prairies EY Entrepreneur of the Year for Oil and Gas. 
 
Marty Proctor | President and COO 
Marty has served as president and Chief Operating Officer since May 2014 and this is the fourth time he 
has worked alongside CEO Pat Carlson. Marty Proctor previously served as COO of Baytex Energy from 
January 2009 until May 2014. Proctor has more than 30 years of experience in the Canadian and 
international oil and natural gas industries, beginning his career in the energy industry working as a 
roughneck on drilling rigs in Alberta. Marty is a professional engineer and a member of APEGA, the 
Canadian Heavy Oil Association and the Society of Petroleum Engineers. Marty earned a Bachelor and 
Master Degree in Petroleum Engineering from University of Alberta. 
 
Christopher Law | CFO 
Christopher joined Seven Generations in October 2008 and previously served as Vice President of 
Corporate Planning. Law has more than a decade of industry experience with roles in finance, corporate 
planning and corporate development with Seven Generations and previously with Western Oil Sands and 
Marathon Oil Corporation. Chris holds a Bachelor of Arts in Economics from University of Victoria and a 
Master of Business Administration in Finance and Corporate Strategy from the University of Calgary in 
2008. 
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Glen Nevokshonoff | Senior Vice President, Operations 
Glen was with Seven Generations since October 2008 and was named senior Vice President of 
operations in July 2016. He currently served as vice president of development. Glen is a professional 
geologist with over 15 years of experience in shallow gas, carbonates and deep basin reservoirs in 
Canada, the United States and internationally. Previously worked as a resource-trained geologist at 
Encana Corporation and its predecessor, Alberta Energy Company Ltd. Glen earned a bachelor of 
science in Earth and Ocean Science from the University of Victoria in 2000. 
 
Susan Targett | Senior Vice President 
Recently named Senior Vice President in July 2016, previously serving as Vice President of Land since 
July 2008, Susan has extensive experience in land negotiations, contracts, regulatory issues and 
stakeholder communications. Susan is a graduate of Mount Royal College in Petroleum and Mineral 
Resource Land Management. Susan is an active member of the Canadian Association of Petroleum 
Landmen, since 1981 and was designated a Professional Landman in 1992.  
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Appendix A: Comparable Company Analysis 

 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: Bloomberg 
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Appendix B: Income Statement  

 
 

In Millions of CAD except Per Share FY 2014 FY 2015 FY 2016

12 Months Ending 12/31/2014 12/31/2015 12/31/2016

Revenue 492.7 684.6 1,331.0

    + Sales & Services Revenue 534.8 591.9 1,246.9

    + Other Revenue -42.2 92.7 84.1

  + Other Operating Income 0.0 8.0 4.7

  - Operating Expenses -7.8 483.4 969.2

    + Selling, General & Admin 20.3 24.3 47.1

    + General & Administrative 20.3 24.3 47.1

    + Depreciation & Amortization 159.4 283.5 483.6

    + Other Operating Expense -187.5 175.5 438.5

Operating Income (Loss) 500.4 209.2 366.5

  - Non-Operating (Income) Loss 147.3 321.3 110.3

    + Interest Expense, Net 61.3 98.9 132.1

    + Interest Expense 61.3 98.9 132.1

    + Foreign Exch (Gain) Loss 47.7 219.3 -18.2

    + Other Non-Op (Income) Loss 38.3 3.1 -3.6

Pretax Income (Loss), Adjusted 353.2 -112.1 256.2

  - Abnormal Losses (Gains) 137.5 13.3 289.8

    + Abnormal Derivatives 141.8 15.9 289.8

    + Disposal of Assets -4.3 -2.6 0.0

Pretax Income (Loss), GAAP 215.7 -125.4 -33.6

  - Income Tax Expense (Benefit) 71.5 61.9 -7.4

    + Current Income Tax 0.0 0.1 1.4

    + Deferred Income Tax 71.5 61.8 -8.8

Income (Loss) Incl. MI 144.2 -187.3 -26.2

  - Minority Interest 0.0 0.0 0.0

Net Income, GAAP 144.2 -187.3 -26.2

  - Preferred Dividends 0.0 0.0 0.0

  - Other Adjustments 0.0 0.0 0.0

Net Income Avail to Common, GAAP 144.2 -187.3 -26.2

Net Income Avail to Common, Adj 245.2 -177.5 185.4

  Net Abnormal Losses (Gains) 101.0 9.8 211.6

Basic Weighted Avg Shares 198.7 249.5 299.8

Basic EPS, GAAP 0.73 -0.75 -0.09

Basic EPS from Cont Ops 0.73 -0.75 -0.09

Basic EPS from Cont Ops, Adjusted 1.23 -0.71 0.62

Diluted Weighted Avg Shares 224.7 249.5 299.8

Diluted EPS, GAAP 0.64 -0.75 -0.09

Diluted EPS from Cont Ops 0.64 -0.75 -0.09

Diluted EPS from Cont Ops, Adjusted 1.09 -0.71 0.62

Source: Bloomberg 
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Appendix C: Balance Sheet 

In Millions of CAD except Per Share FY 2014 FY 2015 FY 2016 

12 Months Ending 12/31/2014 12/31/2015 12/31/2016 

Total Assets       

  + Cash, Cash Equivalents & STI 848.1 405.0 630.8 

  + Accounts & Notes Receiv 64.4 76.4 181.9 

    + Accounts Receivable, Net 64.4 76.4 181.9 

  + Other ST Assets 147.5 111.0 17.7 

    + Derivative & Hedging Assets 138.1 98.6 0.0 

    + Misc ST Assets 9.4 12.4 17.7 

Total Current Assets 1,060.0 592.5 830.4 

  + Property, Plant & Equip, Net 2,049.8 3,109.5 5,750.1 

    + Property, Plant & Equip — 3,653.8 6,778.0 

    - Accumulated Depreciation — 544.3 1,027.9 

  + Other LT Assets 5.0 57.0 21.9 

    + Total Intangible Assets 4.0 4.0 0.0 

    + Goodwill 4.0 4.0 0.0 

    + Derivative & Hedging Assets 1.0 53.0 0.0 

    + Investments in Affiliates — 0.0 21.9 

Total Noncurrent Assets 2,054.8 3,166.5 5,772.0 

Total Assets 3,114.8 3,759.0 6,602.4 

        

Liabilities & Shareholders' Equity       

  + Payables & Accruals 268.1 187.9 244.5 

    + Accounts Payable — — 29.0 

    + Interest & Dividends Payable — — 17.7 

    + Other Payables & Accruals 268.1 187.9 197.8 

  + Other ST Liabilities 0.1 18.3 71.7 

    + Derivatives & Hedging 0.0 18.3 71.7 

Total Current Liabilities 268.2 206.2 316.2 

  + LT Debt 813.9 1,546.8 2,111.9 

    + LT Borrowings 813.9 1,546.8 2,111.9 

  + Other LT Liabilities 121.8 219.4 351.5 

    + Deferred Tax Liabilities 68.6 129.4 108.8 

    + Derivatives & Hedging 0.0 10.0 77.7 

    + Misc LT Liabilities 53.1 80.0 165.0 

Total Noncurrent Liabilities 935.6 1,766.1 2,463.4 

Total Liabilities 1,203.9 1,972.3 2,779.6 

  + Share Capital & APIC 1,774.5 1,837.5 3,899.9 

    + Common Stock 1,719.8 1,775.7 3,830.5 

    + Additional Paid in Capital 54.7 61.8 69.4 

  + Retained Earnings 136.5 -50.8 -77.1 

Equity Before Minority Interest 1,910.9 1,786.7 3,822.8 

Total Equity 1,910.9 1,786.7 3,822.8 

Total Liabilities & Equity 3,114.8 3,759.0 6,602.4 

 Source: Bloomberg 
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Appendix D: Cash Flow Statement 

In Millions of CAD except Per Share FY 2014 FY 2015 FY 2016 
12 Months Ending 12/31/2014 12/31/2015 12/31/2016 

Cash from Operating Activities       

  + Net Income 144.2 -187.3 -26.2 

  + Depreciation & Amortization 159.4 283.5 483.6 

  + Non-Cash Items -11.9 318.4 275.2 

    + Stock-Based Compensation 12.0 14.0 18.0 

    + Deferred Income Taxes 71.5 61.8 -8.8 

    + Other Non-Cash Adj -95.3 242.6 266.0 

  + Chg in Non-Cash Work Cap 10.1 -34.5 -88.0 

    + Inc (Dec) in Other 10.1 -34.5 -88.0 

Cash from Operating Activities 301.9 380.1 644.6 

        

Cash from Investing Activities       

  + Change in Fixed & Intang -1,110.9 -1,309.0 -978.0 

    + Disp in Fixed & Intang 9.4 0.0 0.0 

    + Disp of Fixed Prod Assets 9.4 0.0 0.0 

    + Acq of Fixed & Intang -1,120.3 -1,309.0 -978.0 

    + Acq of Fixed Prod Assets -1,120.3 -1,309.0 -978.0 

  + Net Cash From Acq & Div 0.0 0.0 -505.1 

    + Cash for Acq of Subs 0.0 0.0 -505.1 

  + Other Investing Activities 91.5 -61.0 5.1 

Cash from Investing Activities -1,019.4 -1,370.0 -1,478.0 

        

Cash from Financing Activities       

  + Cash From (Repayment) Debt 356.3 515.1 0.0 

  + Cash (Repurchase) of Equity 908.5 42.0 1,059.7 

    + Increase in Capital Stock 908.5 42.0 1,059.7 

  + Other Financing Activities -9.8 -11.3 0.0 

Cash from Financing Activities 1,255.1 545.7 1,059.7 

        
  Effect of Foreign Exchange Rates 3.1 1.1 -0.5 

        

Net Changes in Cash 540.7 -443.1 225.8 

        

Cash Paid for Taxes 0.0 0.0 1.5 

Cash Paid for Interest 57.3 94.1 139.9 

   
 
 
 
 
 

Source: Bloomberg 
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Appendix E: Distribution of Analyst 
Recommendations 

 
 

 
 
 

 
 
 
 
 
 
 

0

5

10

15

20

Buy Hold Sell

16

0 0

$0

$10

$20

$30

$40

$50
47

42 40.5 40 40 39.3 38 38 38 38 37 37 36 36 35 35
32.62

T
a
rg

e
t 
P

ri
c
e

Source: Bloomberg 



 

 
 
 
 

Page 24 of 24 

 

 

Appendix F: Top 10 Institutional Investors 

Holder Name 
Position 
(Shares) 

Outstanding 
(%) 

CANADA PENSION PLAN INVEST 45,843,455 13.08 
CAPITAL GROUP COMPANIES 
INC 

38,105,878 10.87 

ARC ENERGY FUND 5 25,704,858 7.33 
KERN PARTNERS LTD 20,157,338 5.75 
CAISSE DE DEPOT ET PLACEME 16,199,600 4.62 
FMR LLC 10,444,279 2.98 
VANGUARD GROUP 9,008,134 2.57 
T ROWE PRICE GROUP INC 4,878,885 1.39 
ROYAL BANK OF CANADA 4,779,022 1.36 
BANK OF NOVA SCOTIA 3,519,762 1.00 

 
 
Appendix G: Top 10 Insider Holdings 

Holder Name 
Position 
(Shares) 

Outstanding 
(%) 

CARLSON PATRICK 3,630,617 1.04 
KANOVSKY MICHAEL M 2,022,312 0.58 
RAKHIT KAUSH 647,948 0.18 
JESPERSEN C KENT 271,820 0.08 
PROCTOR MARTY LEIGH 122,411 0.03 
HNATUIK RANDALL 62,837 0.02 
MCADAM WILLIAM J 60,000 0.02 
HOHM DALE J 46,000 0.01 
HUCIK BARRY 33,507 0.01 
LAW CHRISTOPHER 31,323 0.01 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: Bloomberg 

Source: Bloomberg 


