Saturn Oil & Gas Inc. (SOIL.TO)

Comprehensive Investment Analysis and Company
Overview

0. Executive Summary

Saturn Oil & Gas Inc. (TSX:T.SOIL) is a dynamic Canadian independent oil and gas
exploration and production (E&P) company with a strategic focus on acquiring,
operating, and developing high-quality light oil assets primarily in Saskatchewan and
Alberta. The company has distinguished itself as one of Canada’s fastest-growing
producers due to disciplined capital allocation, accretive acquisitions, and efficient
operations targeting assets with low decline rates and high netbacks.

Investment Rationale:

e Saturn’s asset base is concentrated in low-decline, light oil formations such as
the Oxbow area and Viking play in Southeast Saskatchewan, and Cardium
formation in Central Alberta. These locations offer favorable geology,
infrastructure access, and royalty/tax regimes.

e The company emphasizes free cash flow (FCF) generation and aggressive
deleveraging, creating a strong foundation for future shareholder returns through
dividend initiations or share buybacks projected in 2025-26 after debt targets are
met.

e Saturn trades at significant discounts relative to peer multiples, with P/E of ~2.3x
compared to sector average of ~4.5x, and P/B of 0.4x vs. 1.1x industry average,
highlighting valuation upside potential.

Key Financial Metrics (CAD):

o Current Price: 2.06 (June 2025)


http://soil.to/

o Market Cap: ~401.5 million

o Total Revenue (TTM): ~904 million

e Net Income (Trailing TTM): ~155 million

» Total Debt: ~927 million

e Free Cash Flow: ~117 million annually

e Debt-to-Equity: ~110% (improving with ongoing paydowns)
e Gross Margin: ~69%

o EBITDA Margin: ~63%

Valuation Summary:

Estimated Fair Upside from Current

Valuation Method )
Value Price

Discounted Cash Flow

(DCF) CAD 3.80 +84%
Peer Multiples CAD 3.30 +60%
Net Asset Value (NAV) CAD 4.00 +93%
Blended Fair Value CAD 3.70 +79%

Target Price Projections:

« End 2025: CAD 3.50 (+69%)
« End 2026: CAD 4.20 (+103%)

1. Company Profile and Business
Model

Overview



Incorporated in 2001 and headquartered in Calgary, Alberta, Saturn Oil & Gas Inc. is
engaged in the acquisition, exploration, and development of petroleum and natural
gas assets in Canada. The company’s primary focus is on light, sweet crude oil
production from prolific formations within the Western Canadian Sedimentary Basin
(WCSB).

Core Assets and Operations

Saturn’s key production areas are:
o Oxbow (Southeast Saskatchewan):

o Mature, low decline reservoirs (Midale and Frobisher Beds).
o Strong infrastructure and access to pipeline/processing.

o Light crude oil with favorable royalty and tax regimes.
» Viking light oil assets (West-Central Saskatchewan):

o Another low-decline, high-netback area supporting stable production.
e Cardium Formation (Central Alberta):

o Opportunistic exploitation in a well-established light oil-producing province.

Revenue Generation

o Approximately 85% of revenue derives from light oil and associated liquids.

» Entirely Canadian operations with diversified customer base primarily including
refiners and marketers.

e Revenue is CAD-denominated, but linked to global oil prices benchmarked in
USD, thus exposing netbacks to commodity and FX fluctuations.

Business Strategy

e Acquisition-Led Growth: Saturn has expanded chiefly through strategic
acquisitions of operating assets, notably from companies like Ridgeback
Resources in 2023, providing scale and reserves growth.



o Operational Excellence: Focused on low-cost production, capital cost efficiency,
and high netbacks.

o Free Cash Flow Focus: Prioritizes optimizing capital expenditure to maximize
operational cash flow for debt reduction and potential shareholder returns.

o Disciplined Deleveraging: The company maintains a priority on reducing
leverage to sustainable levels before resuming dividends or initiating buybacks.

2. Capital Structure and Debt Profile

o Total reported debt is approximately CAD 927 million, primarily tied to senior
secured credit facilities.

o Debt maturities are mostly within three years, with no imminent bond maturities
disclosed, and active deleveraging is underway.

o Cost of debt and average yields estimated around 7—10%, consistent with
Canadian E&P sector norms.

o Debt to equity stands at approximately 110%. However, this is improving due to
continued free cash flow generation and debt repayments.

o Estimated Weighted Average Cost of Capital (WACC) ranges between 11-12%,
reflective of risk profile and sector averages.

3. Management and Governance

Saturn benefits from an experienced leadership team with deep sector expertise:

e John Jeffrey, CEO and President (Age 40): Leads corporate strategy, M&A,
and operations execution.

¢ Scott Sanborn, CFO: Manages financial planning, capital markets, and investor
relations.

o Other key officers oversee operations, legal, and investor relations functions.

The Board comprises industry veterans ensuring oversight, risk management, and
governance practices appropriate to the company’s growth stage and sector
dynamics.



4. Market Position and Competitors

Saturn operates in the Canadian Oil & Gas E&P industry segment, competing with
numerous small to mid-sized producers such as:

o Whitecap Resources Inc.
e Crescent Point Energy Corp.
e Tourmaline Oil Corp.

e PrairieSky Royalty Ltd.
Competitive Advantages:

o Low-decline light oil assets with superior production sustainability.

o Focused operational agility within politically stable and business-friendly Western
Canadian provinces.

» Strong balance sheet improvement trajectory allowing flexibility versus peers.

Challenges include cyclical commodity price exposure and capital market access
typical for small to mid-cap producers.

5. Financial and Operational
Performance

Production and Growth

e Rapid organic growth through drilling and acquisitions, with production weighted
towards light crude oil.

o Reported netbacks per barrel are approximately CAD 42/boe, illustrating high
profitability.

Margins and Profitability



Gross margin near 69%, signaling operational efficiency.

EBITDA margins around 63%, consistent with well-managed Canadian
independents.

Profit margins approximately 17%, placing Saturn as a top performer among
small caps.

Liquidity and Trading

Average daily volume (~180k shares) enables reasonable liquidity for institutional
and retail investors.

Bid-ask spreads typical of mid-cap TSX-listed energy firms.

ESG Considerations

Environmental focus on minimizing emissions footprint partly due to light oil asset
base.

Active initiatives in responsible water usage, flare reduction, and community
engagement.

Governance supported by experienced directors ensuring risk oversight.

Overall ESG profile likely above peer average given asset quality and operational
discipline.

Risks

Commodity Price Volatility: Oil and gas prices remain the largest earnings and
cash flow driver.

Regulatory Risk: Potential policy changes, carbon taxation, and royalty scheme
modifications could affect economics.

Operational Risks: Drilling success, production declines, and cost inflation in
oilfield services.

Financial Risks: Refinancing risk decreases with deleveraging but remains
relevant given sector interest rate sensitivity.



o Execution Risks: Integration of acquired assets and capital project completion.

8. Valuation and Investment Thesis

Valuation Multiples (vs. Sector)

P/E 2.3x 4.5x
P/B 0.4x 1.1x
P/Sales 0.44x 1.0x
EV/EBITDA ~2.15X ~4.4x

Saturn’s valuation is significantly discounted, reflecting past leverage levels but
offering an attractive entry point given improving fundamentals.

Fair Value Estimation Models

e Discounted Cash Flow (DCF): Assumes WTI at $70-$75/barrel, 10% discount
rate, and 2% perpetual growth for cash flows. Fair value estimated at ~CAD 3.80.

o Peer Comparables: Applying sector multiple parities adjusted for size and
growth infers a fair value near CAD 3.30.

» Net Asset Value (NAV): Reserve-backed valuation including debt adjustments
results in NAV of ~CAD 4.00.

e Blended Approach: Combining the above methods yields a fair value circa CAD
3.70 per share.

Price Targets

e Year-End 2025: CAD 3.50 (+69% upside)
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e Year-End 2026: CAD 4.20 (+103% upside)

9. Outlook and Catalysts

Completion of debt reductions and balanced capital allocation expected in H2
2025 - 2026.

Potential initiation of dividends or share buybacks post deleveraging.

Continued value-accretive acquisitions remain plausible.

Strong cash flow and operational discipline likely to drive valuation rerating in line
with sector growth.

10. Summary and Conclusion

Saturn Oil & Gas presents an appealing growth-with-value investment profile. The
company’s focus on high-quality, low-decline light oil assets, disciplined capital
structure management, and demonstrated operational ability underpin a robust free
cash flow generation and rapid deleveraging trajectory. Trading at a substantial
discount to industry peers on core valuation multiples, Saturn offers meaningful
upside potential over the next two years, contingent on commodity markets and
execution consistency.

Investors with a medium-term horizon, willing to accept commodity sector cyclicality,
may find Saturn Oil & Gas an attractive proposition for capital appreciation and
potential income generation as balance sheet improvements materialize.

11. Glossary of Key Terms

» PIE Ratio: Price-to-Earnings, market price divided by earnings per share.
» P/B Ratio: Price-to-Book, market price divided by book value per share.

» PIS Ratio: Price-to-Sales, market price divided by sales per share.



» EVIEBITDA: Enterprise Value to Earnings Before Interest, Taxes, Depreciation,
and Amortization.

o Netback: Profit per barrel after royalties, operating expenses, and transportation
costs.

» Free Cash Flow (FCF): Cash generated after capital expenditures, available for
debt repayment, dividends, or reinvestment.

e NAV: Net Asset Value, calculated from reserves values net of debt and
development costs.

o Deleveraging: Reduction in debt levels relative to equity or earnings.

o Discounted Cash Flow (DCF): Valuation based on present value of forecasted
cash flows.

o Amortization: Accounting for reduction in asset value over time (non-cash
expense).

o Hydraulic Fracturing: Technique to enhance oil/gas flow from unconventional
reservoirs.

» Royalty Regime: Government taxation on production, affecting profitability.

Disclaimer: This document is for educational and informational purposes only and
does not constitute investment advice or a recommendation to buy or sell securities.
Investors should conduct their own due diligence or consult with a licensed financial
advisor before investing.



