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Long Run Exploration h 10% . With oil continuing to perform on the back of
increased geopolitical tension around the world,

we see a renewed interest in oil focused income
Torc Oil & Gas - 10% names.

. While less diversified than their senior

Surge - 19% counterparts, these mid cap dividend payers

provide a healthy yield while having a total pay-

out ratio at or near 100%.

Cardinal Energy — 60% Note that a pay-out ratio consistently above
100% may make it difficult to sustain divided

0% 20% 40% 60% 80% payments in the long run.
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Torc Oil & Gas  Long Run Cardinal Surge

Exploration Energy

Share Market Cap EV/Production Dividend 14E Total Payout

Ticker Price (Sbn) EV/EBITDA (boe/d) Yield Ratio
Surge SGY $7.82 $1.70 7.08x $94,795.35 7.68% 81%
Torc Oil & Gas TOG $15.99 $1.47 7.93x $35,573.24 3.38% 95%
Cardinal Energy cl $18.11 $0.68 7.82x $43,220.78 3.59% 83%
Long Run Exploration LRE $5.58 $0.72 3.55x $83,888.58 7.44% 90%
Average: 6.60x $64,369.49 5.52% 87%
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@ SURGE ENERGY (TSX: SGY)

Surge Energy:

A sustainable energy dividend Price: 57.80
. . Market Cap ($mm): $1283
and attractive yield Current Yield: 7.68%

Surge Energy (TSX:SGY) is a dividend paying Oil & Gas Dividend Payment: Monthly

producer focused in central Canada
Ql 2014 2014 Est.

» Weather impacts Q1 results Production
- Q1 production came in at 15,024 boe/d, just

below the street estimate of 15,200 boe/d. Boe/d 15,024 19,500
- Severe weather negatively impacted production Boe Total 1,352,160 = 7,117,500
by 650 boe/d. Netbacks/boe
- According to management, SGY generated Q1 Revenue $79.55 $77.90
EBITDA of $44.41m vs. expectations of $59.5m. Royalties $14.08 $13.83
> Completed $430m Longview Oil acquisition on Operating Cost -$14.35 -$16.25
June 5, 2014 GA & Interest -$4.38 -$4.93
- Transaction adds 5,700boe/d of production. Cash Netback/BOE $47.00 $42.89
- After close, the company’s Resource Life Index
rises to 15 years (from 12.5) and corporate well
decline rate drops to 22% from 24%. Dividend Safety ($000)
- Longview’s asset are 80% oil and primarily in Operating Cash Flow 63,551 305,269
central Alberta and Saskatchewan. Capital Expenditures -58,400 -153,100
. . . Dividend -8,078 -94,140
> Positive upside potential
- After the Longview transaction, SGY’s pay-out
ratio drops to an expected 81%. (vs. the peer Basic Pay-Out 13% 33%
average of over 100%) with a current yield of Total Pay-Out (Including Capex) 105% 81%
7.81%.
- SGY trades at a slight premium to peers on a cash
flow basis, driven by a sustainable dividend Valuation Surge Group Avg.
model and organic growth expectations. EV/2014e EBITDA 7.08x 5.81x
EV/2014e Production (boe/d) $85,636 $77,229
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@ (Global Securities TORC O". & GAS (TSX TOG)

TORC Oil & Gas:

Dividend strategy proving to be Price: $15.99

. Market Cap ($mm): $1370
effectlve Current Yield: 3.38%

TORC Oil & Gas (TSX:TOG) is an E&P company focused  pividend Payment: Monthly

in Western Canada
Q1 2014 2014 Est.

> Q1 saw continued production growth and strong  Production
performance Boe/d 10,529 11,000
- Production of 10,529 boe/d came in ahead of
’ Boe Total 947,610 4,015,000
expectations of ~10,200 boe/d driven by a 21%
rise in Nat Gas production vs. the previous quarter. Netbacks/boe
- Operating costs fell 2% vs. last quarter to Revenue $79.16 $83.55

$12.9/boe. Royalties -$13.06 -$13.06
- EBITDA for the quarter came in at $46.6m vs.

expectations of $44.7m. Operating Cost -$12.96 -$16.25
GA & Interest -$4.93 -$4.37
» Strategic acquisitions in the Cardium and SE Cash Netback/BOE $48.00 $49.87
Saskatchewan add to production
- TORC paid ~S70m to acquire ~800boe/d and ~4m L
boe of Proven and Probable reserves. Dividend Safety ($5000)
- Deal implies reasonable metrics at $87,500 per Operating Cash Flow 45,485 200,228
flowing boe and 517.00/reserve boe. Capital Expenditures 42,657  -156,500
- Post deal, management is guiding for 2014e vidend
production of 11,000 boe/d. Dividen -8,411 -33,644
» Valuation is at a premium, but driven by potential Basic Pay-Out 18% 18%
upside guidance Total Pay-Out (Including Capex) 112% 95%
- Trades at a premium based Price to Cash Flow
likely because production estimate may be too
conservative. Valuation TORC Group Avg.
EV/2014e EBITDA 7.9x 5.81x
EV/2014e Production (boe/d) $56,540 $77,229

Alberta Saskatchewan

Cardium Trend:
Core Development Asset

nnnnnnn

SE Saskatchewan:
Low Decline

Monarch High Netback

Emerging Light
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1
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@ (Global Securities CARDINAL ENERGY (TSX: CJ)

Cardinal Energy:
Clean balance sheet and low
decline rate catalysts for

sustainability

Cardinal Energy (TSX:CJ) is an oil exploration and
development company that aims to provide investors
with sustainable yield and growth. It runs operations
in Alberta and Saskatchewan.

» Q1 performance shows improvement in netback
fundamentals

- Production of 6,235 boe/d was slight beat of
expectations (6,040 boe/d). EBITDA came in at
$18m, in line with expectations.

- Strong commodity prices and a reduction in
operating costs by 17% have pushed field netbacks
higher.

- Completed drilling of 2 Glauconite horizontal wells
with plans to drill additional wells in Q2.

» Management outlook signals growth through
accretive acquisitions

- Intends to grow to 10,000 — 12,000 boe/d through
acquisitions over the next 1-2 years.

- Aims to maintain a net debt/CFO ratio less than 1x

- Production decline rate expected to be less than
15% per year.

» Premium valuation may be justified by strong
production base

.
R

!

Financial Details

Price: $18.11

Market Cap (Smm): $643.3
Current Yield: 3.59%
Dividend Payment: Monthly

Q12014 2014 Est.

Production
Boe/d
Boe Total
Netbacks/boe
Revenue
Royalties
Operating Cost
Hedging
GA & Interest
Cash Tax
Cash Netback/BOE

Dividend Safety ($000)
Operating Cash Flow
DRIP Effects
Capital Expenditures
Dividend

Basic Pay-Out
Total Pay-Out (Including Capex)

Valuation
EV/2014e EBITDA
EV/2014e Production (boe/d)

6,235 6,251
561,150 2,281,165

$73.58 $73.58
-$8.26 -58.26
-$23.83 -$23.83
-52.76 -$2.76
-$5.79 -$5.79
-50.8 -50.8
$32.14 $32.14
18,035 73,331
500 800
-7,798 -35,600
-3,500 -24,500
19% 33%
65% 83%

Cardinal Group Avg.
7.8x 5.81x
$117,615 $77,229

North American O&G Equities
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& Covelsecuiics || ONG RUN EXPLORATION LTD (TSX: LRE)

Long Run Exploration Lt

High yield at an attractive Price: $5.40

valuation Market Cap ($mm): $726.39

Current Yield: 7.44%
Long Run (TSX:LRE) is a light-oil focused intermediate Dividend Payment: Monthly

exploration and development company located in
Q1 2014 2014 Est.
western Canada.

Production
> Q1 results show the company is on track to meet Boe/d 25,613 32,000
guidance Boe Total 2,305,170 11,680,000
- Q1 production was in-line with expectations, Netbacks/boe
averaging 25,613 boe/d (up 8% from a year ago). Revenue $65.89 $60.00
- EBITDA came in at $72.3m (vs. expectations of Rovyalties -$8.01 -$7.00
$74m), and drilling program of 47.5 net wells had Operating Cost $18.11 -$17.50
a 100% success rate. Hedging $3.22 -$1.45
> Strategl siti GA & Interest -$5.92 -$4.53
- Rerje:ﬁ;;;;g:?slzozr;; acquisition of liquids-rich Cash Tax 20 0
Cash Netback/BOE $30.63 $29.43

nat-gas assets focused on the Cardium in Deep
Basin and Pine Creek, which are currently o
producing approx. 6,600 boe/d (25% oil & NGLs).  Dividend Safety ($000)

Operating Cash Flow 70,607 343,743
> Valuation metrics signal upside potential DRIP Effects 0 0
- Trades at an attractive discount on an EV/EBITDA Capital Expenditures -99,420 -250,000
basis relative to its peers . Dividend -11,000 -58,000
- Expects to fund capex and dividend payments
through funds flow from operations.
- Discount multiple may be driven by its lower Basic Pay-Out 16% 17%
percentage of oil and NGL production (43%). Total Pay-Out (Including Capex) 156% 90%
Valuation Long Run Group Avg.
EV/2014e EBITDA 3.55x 5.81x
EV/2014e Production (boe/d) $36,143.81 $77,229

Northern Gas —O

Peace River Area

Deep Basin /

Pine Creek Edmonton Area
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@ Global Securities

O&G INCOME: Dividend Growth

Q4/13 vs. Q1/14 Production Growth

TTM Total Return (Including Dividends)
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& ColSaiics | yaluation Multiples: EV/EBITDA & P/CF

Current EV/EBITDA MULTIPLE

Average: 5.81x

Torc Oil & Gas
7.93x
Cardinal Ener
&Y 7.82x
Surge
& 7.08x
Eagle Energy Trust
Spyglass Resources Corp.
Lightstream Resources
Long Run Exploration
& P 3.55x
0.00x 2.00x 4.00x 6.00x 8.00x 10.00x

Current P/CF MULTIPLE

Average: 4.76x

Cardinal Energy 8.46x
Torc Oil & Gas

Surge

Lightstream Resources
Spyglass Resources Corp.

Long Run Exploration

Eagle Energy Trust
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Disclaimer

DISCLAIMER

This publication is not, nor is it to be construed as, a solicitation or recommendation to investors to purchase, sell
or hold any of the securities referred to herein. Investors should consult their own broker(s) to determine the
suitability of any securities referred to herein as these securities and the trading strategies incorporated into any
trading recommendations will not be suitable to all investors. Further information concerning this publication,
including information respecting Global’s research dissemination procedures, recommendation rating system,
distribution of research ratings, recommendation follow-up matters, suspension or discontinuance of coverage and
related matters may be found at the research page on Global’'s website, the address for which is
www.globalsec.com, under the caption “Research”. Unless noted otherwise, none of the material operations of
the issuers referred to herein have been viewed by the report writer(s). The contents hereof may not be
reproduced in whole or in part without the prior written consent of Global Securities Corporation (“Global”)
Copyright 2014. All rights reserved. Member - Canadian Investor Protection Fund.

Research Rating System

Strong Buy: Expected total returns of 20% or more over the next 6 - 12 months.

Buy: Expected total returns of 10% to 20% over the next 6 - 12 months.

Speculative Buy: Significant gains expected over the next 6 - 12 months, but entire investment may be at risk.
Hold: Expected total returns of 0% to 10% over the next 6 - 12 months.

Reduce: Expected total returns of up to -10% over the next 6 - 12 months.

Sell: Expected total returns of over -10% over the next 6 - 12 months.

Analyst Certification

The views expressed in this report accurately reflect the personal views of the analyst covering the subject
company and its securities. No part of the analysts’ compensation was, is, or will be directly or indirectly related to
the specific recommendations expressed in this research report.

Analyst Compensation

Global Securities may from time to time receive a portion of commissions or other fees derived from securities
offerings in which Global participates as an underwriter. Global Securities analysts are salaried employees of
Global who may receive a discretionary bonus derived in part from such commissions or such fees.

Dissemination of Research

Global Securities disseminates research reports primarily through email, and occasionally in hardcopy format.
These publications are released as concurrently as is possible, by adding the publication to Global's website,
sending it to those Global clients who have requested it, and by distributing it to Global's investment advisors and
certain financial media outlets. Global Securities reserves the right to restrict public access to these research
communications in such manner as it deems fit.
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