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Abbreviations  Conversions of Units

bbl: barrels (oil or natural gas liquids) mmcf per day or mmcf/day or mmcf/d: Imperial Metric
bbls/day or bbls/d: barrels per day million cubic feet per day 
boe: barrels of oil equivalent (based on 6 mcf MW: megawatt 1 ton 0.907 tonnes 
of natural gas equaling one barrel of oil) MWh: megawatt-hour 1.102 tons 1 tonne
boe/d: barrels of oil equivalent per day NGL: natural gas liquids 1 acre 0.40 hectares
mcf: thousand cubic feet (natural gas) GJ: gigajoule 2.5 acres 1 hectare
mcf/d: thousand cubic feet per day NYSE: New York Stock Exchange 1 bbl 0.159 cubic metres
mmboe: million barrels of oil equivalent TSX: Toronto Stock Exchange 6.29 bbls 1 cubic metre
mmcf: million cubic feet WTI: West Texas Intermediate 1 mcf 28.2 cubic metres
  0.035 mcf 1 cubic metre
  1 mile 1.61 kilometres
  0.62 miles 1 kilometre
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MANAGEMENT’S DISCUSSION AND ANALYSIS 
For the three and nine months ended September 30, 2019 

 
 

This management’s discussion and analysis of financial condition and results of operations (“MD&A”) of 
Obsidian Energy Ltd. (“Obsidian Energy”, the “Company”, “we”, “us”, “our”) should be read in conjunction 
with the Company's unaudited interim condensed consolidated financial statements for the three and nine 
months ended September 30, 2019 and the Company's audited consolidated financial statements and 
MD&A for the year ended December 31, 2018. The date of this MD&A is November 1, 2019. All dollar 
amounts contained in this MD&A are expressed in millions of Canadian dollars unless noted otherwise. 
 
Certain financial measures such as funds flow from operations, funds flow from operations per share-
basic, funds flow from operations per share-diluted, netback, gross revenues, net debt and earnings 
before interest, taxes, depreciation and amortization (“Adjusted EBITDA”) included in this MD&A do not 
have a standardized meaning prescribed by International Financial Reporting Standards (“IFRS”) and 
therefore are considered non-GAAP measures; accordingly, they may not be comparable to similar 
measures provided by other issuers. This MD&A also contains oil and gas information and forward-
looking statements. Please see the Company's disclosure under the headings "Non-GAAP Measures", 
"Oil and Gas Information", and "Forward-Looking Statements" included at the end of this MD&A.     
 
On January 1, 2019, Obsidian Energy adopted IFRS 16 resulting in a change to its accounting policy for 
lease contracts. The Company applied IFRS 16 using the modified retrospective approach under which 
the cumulative effect of initial application is recognized in retained earnings at January 1, 2019. As a 
result, comparative information has not been restated to conform with IFRS 16.  
 
All per share figures included in this MD&A reflect the 7:1 common share consolidation that was effective 
June 5, 2019. 
 
Quarterly Financial Summary 
(millions, except per share and production amounts)(unaudited) 
 

 
(1) Please refer to our previous quarterly filings for reconciliations of cash flow from operations to funds flow from operations in 

prior periods.  
(2) Includes crude oil and natural gas liquids. 
 

 Sep. 30 June 30 Mar. 31 Dec. 31 Sep. 30 June 30 Mar. 31 Dec. 31 
Three months ended  2019 2019 2019 2018 2018 2018 2018 2017 
Oil and natural gas 
sales and other income 

$    94 $ 109 $    103 $ 82 $ 124 $ 122 $  116 $ 122 

Cash flow from 
operations 

32 (3) (1) 19 43 (20) 57 7 

   Basic per share 0.44 (0.04)  (0.01) 0.26 0.59 (0.28) 0.79 0.10 
   Diluted per share  0.44 (0.04) (0.01) 0.26 0.59 (0.28) 0.79 0.10 
Funds flow from 
operations (1)  

29 41 36 (2) 26 32 35 52 

   Basic per share 0.40 0.56 0.50 (0.03) 0.36 0.44 0.49 0.72 
   Diluted per share  0.40 0.56 0.50 (0.03) 0.36 0.44 0.49 0.72 
Net income (loss)  (28) (162) (54) (113)   (31) (96) (65)       (58)  
   Basic per share      (0.38) (2.22) (0.74) (1.56)         (0.43)       (1.33) (0.90)  (0.81) 
   Diluted per share   $ (0.38) $ (2.22) $ (0.74) $ (1.56) $ (0.43) $ (1.33) $ (0.90) $  (0.81) 
Production         
Liquids (bbls/d) (2) 16,985 18,713 18,594 19,001 17,845 18,551      19,163 19,535 
Natural gas (mmcf/d) 51 55 54 65 60 61 62 71 
Total (boe/d) 25,505 27,835 27,651 29,905 27,777 28,697   29,443   31,447 
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Cash flow from Operations and Funds Flow from Operations  
 

 
Three months ended 

 September 30 
Nine months ended 

September 30 
(millions, except per share amounts) 2019 2018 2019 2018 
Cash flow from operating activities $ 32 $ 43 $ 28 $ 80 
Change in non-cash working capital  (13)  (40)  46  (46) 
Decommissioning expenditures  5  2  8  5 
Onerous office lease settlements  -  1  2  10 
Realized foreign exchange loss – 
debt maturities  -  -  3  8 
Realized foreign exchange loss – 
hedging repayment  -  18  -  18 
Restructuring charges  -  -  3  8 
Other expenses (1)  5  2  16  10 
Funds flow from operations (2) $ 29 $ 26 $ 106 $ 93 
         
Per share         
  Basic per share $ 0.40 $ 0.36 $ 1.46 $ 1.29 
  Diluted per share $ 0.40 $ 0.36 $ 1.46 $ 1.29 

 
(1) Includes legal fees related to ongoing claims against former Penn West Petroleum Ltd. (“Penn West”) employees related to the 

Company’s 2014 restatement of certain financial results. 
(2) For the first nine months of 2019, funds flow from operations increased by $6 million as a result of the adoption of IFRS 16 

“Leases”. No changes were made to the comparative figures.  
 
For the third quarter of 2019 and for the first nine months of 2019 cash flow from operations was lower 
than the comparable periods primarily due to variations in working capital related to the timing of 
payments and receipts. Funds flow from operations increased in the 2019 periods compared to 2018 
mainly due to higher liquids netbacks as a result of lower risk management losses and operating costs, 
which was partially offset by higher financing costs.  
 
Business Strategy  
 
In September 2019, the Company announced that the Board of Directors had determined that it was in 
the best interest of the Company and its stakeholders to initiate a formal process to explore strategic 
alternatives. This strategic review process is intended to evaluate the Company’s strategic options and 
alternatives to maximize shareholder value. Such strategic alternatives may include, but are not limited to, 
a corporate sale, merger or other business combination, a disposition of all or a portion of the Company’s 
assets, a recapitalization, a refinancing of its capital structure, or any combination of the foregoing. The 
Board of Directors is undertaking a broad review of the potential alternatives to enhance stakeholder 
value and hired Tudor, Pickering, Holt & Co. as its financial advisor in connection with the review and 
analysis of strategic alternatives. The Company does not intend to provide updates until such time as the 
Board of Directors approves a definitive transaction or strategic alternative, or otherwise determines that 
further disclosure is necessary or appropriate. 
 
The strategic review process has had no impact on the Company’s operations as it continues to focus on 
primary development in the Willesden Green area of the Cardium as it unlocks value on this predictable, 
short payback, low decline light-oil asset. The Company has taken a “manufacturing style” approach to 
full field development of this play which has resulted in strong production results and cost synergies in the 
field. The Company continues to concentrate its asset base on the Cardium as evidenced by its ongoing 
marketing of its interest in the Peace River Oil Partnership (“PROP”) and its legacy asset shut-in program 
which was completed late in the first quarter of 2019. Additionally, the Company will continue to evaluate 
asset dispositions as part of the strategic review process.  
 



 

OBSIDIAN ENERGY THIRD QUARTER 2019  MANAGEMENT’S DISCUSSION AND ANALYSIS  3 
 

Highlights of the Company’s 2019 development plans include:   
 

• Cardium development - planned spending of $81 million with a focus on Willesden Green, drilling 
18 horizontal wells. Additionally, $6 million has been allocated to non-operated primary drilling.  

• Cardium optimization - planned spending of approximately $5 million to optimize existing well 
bores, involving multiple projects across the Company’s portfolio. 
 

As Obsidian Energy moves forward, the Company believes its plans to focus on its industry leading 
Cardium position offers a predictable growth profile focused on creating liquids weighted, sustainable 
value for all shareholders.  
 
Business Environment 
 
The following table outlines quarterly averages for benchmark prices and Obsidian Energy’s realized 
prices for the previous eight quarters.  
 

 Q3 2019 Q2 2019 Q1 2019 Q4 2018 Q3 2018 Q2 2018 Q1 2018 Q4 2017 
Benchmark prices                 

WTI crude oil ($US/bbl) $ 56.45 $ 59.81 $ 54.90 $ 58.81 $ 69.50 $ 67.88 $ 62.87 $ 55.40 
Edm mixed sweet par price 
(CAD$/bbl) 

    68.40  73.81  66.52  42.97  81.92  80.62  72.15  68.94 

Western Canada Select 
(CAD$/bbl)  

 58.39  65.72  56.73  25.63  61.76  62.82  48.46  54.87 

NYMEX Henry Hub ($US/mcf)  2.32  2.47  2.85  3.68  2.86  2.80  3.00  2.93 
AECO Index (CAD$/mcf)  0.92 

 
 1.08  2.66  1.74  1.20  1.11  1.96  1.82 

Foreign exchange rate 
(CAD$/$US) 

 1.321  1.338  1.329  1.322  1.307  1.291  1.265  1.272 

                 
Average sales price (1)                 

Light oil (CAD$/bbl)  68.14  72.20  64.88  37.88  82.70  78.50  68.66  67.29 
Heavy oil (CAD$/bbl)  40.44 

 
 42.63  30.62  7.70  45.30  46.81  31.34  38.12 

NGLs (CAD$/bbl)  15.75  14.95  21.44  24.99  40.47  42.91  41.11  39.74 
Total liquids (CAD$/bbl)   54.87  59.05  52.37  28.39  67.31  65.21  56.09  56.10 
Natural gas (CAD$/mcf)  1.05  1.18  2.41  2.46  1.87  1.62  2.87  2.51 
                 

Benchmark differentials                 
WTI - Edm Light Sweet 
($US/bbl) 

 (4.66)  (4.63)  (4.85)  (26.30)  (6.83)  (5.45)  (5.90)  (1.14) 

WTI - WCS Heavy ($US/bbl) $ (12.24) $ (10.68) $ (12.22) $ (39.42) $ (22.25) $ (19.27) $ (24.51) $ (12.27) 
 
(1) Excludes the impact of realized hedging gains or losses. 
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Crude Oil 
 
WTI prices averaged US$56.45 per barrel in the third quarter of 2019. Crude oil prices decreased 
compared to the second quarter of 2019 as a result of the continued trade tensions between China and 
the US, and the potential impact it could have on the global economy. Crude oil prices further declined in 
September on a faster than expected recovery in Saudi Arabia’s oil production following an attack on 
Saudi Arabian energy infrastructure, and signs of easing geopolitical tensions in the Middle East.  
 
Both light and heavy oil differentials remained narrow during the third quarter of 2019. Light oil 
differentials remained tight primarily due to maintenance activities taking supply offline. Heavy oil 
differentials were impacted by increased rail usage by producers and the renewed extension of the 
Government of Alberta’s mandatory crude oil and bitumen curtailment program through to the end of 
2020. Inventory levels at Hardisty continue to decline as a result. 
 
Currently, the Company has the following crude oil hedges in place on a weighted average basis:  
 

 Q4 2019 
WTI $CAD 79.44 
  Total bbl/day 4,613 

 
Natural Gas 
 
During the third quarter of 2019 the mild summer weather in Alberta and TCPL compressor outages 
restricting transportation out of the province reduced AECO prices throughout the quarter. AECO pricing 
experienced significant volatility in July and traded at a high of $2.39 per mcf and a low of $0.03 per mcf. 
During the third quarter of 2019, AECO averaged $0.92 per mcf.   
 
The Company has no natural gas hedges in place. 
 
Average Sales Prices 

 

Three months ended  
September 30 

Nine months ended  
September 30 

2019 2018 
%  

change 2019 2018 
%  

change 
           
Light oil (per bbl)  $ 68.14 $ 82.70 (18) $ 68.44 $ 77.34 (12) 
Heavy oil (per bbl)   40.44  45.30 (11)  37.89  40.11 (6) 
NGL (per bbl)   15.75  40.47 (61)  17.31  41.51 (58) 
Total liquids (per bbl)  54.87  67.31 (18)  55.47  62.78 (12) 
Risk management gain (loss) (per bbl) (1)  0.90  (15.78) >100  (1.64)  (12.22) (87) 
Total liquids price, net (per bbl)  55.77  51.53 8  53.83  50.56 6 
           
Natural gas (per mcf)   1.05  1.87 (44)  1.55  2.12 (27) 
Risk management gain (per mcf) (1)  -  0.40 (100)  -  0.48 (100) 
Natural gas net (per mcf)  1.05  2.27 (54)  1.55  2.60 (40) 
           
Weighted average (per boe)   38.64  47.26 (18)  40.24  45.09 (11) 
Risk management gain (loss) (per boe) (1)  0.60    (9.28) >100  (1.10)  (6.89) (84) 
Weighted average net (per boe) $ 39.24 $ 37.98 3 $ 39.14 $ 38.20 2 

 
(1) Realized risk management gains and losses on commodity contracts are included in gross revenues. 
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RESULTS OF OPERATIONS 
 
Production  
 

 
Three months ended 

September 30 
Nine months ended 

September 30 

Daily production 2019 2018 
%  

change 2019 2018 
%  

change 
Light oil (bbls/d) 10,802 10,790 - 11,871 11,190 6 
Heavy oil (bbls/d) 3,991 4,833 (17) 4,048 5,042 (20) 
NGL (bbls/d) 2,192 2,222 (1) 2,172 2,283 (5) 
Natural gas (mmcf/d) 51 60 (15) 53 61 (13) 
Total production (boe/d)  25,505 27,777 (8) 26,989 28,633 (6) 

 
Light oil production increased from the comparable periods as a result of strong production results from 
the Company’s Cardium drilling program. The Company continues to see increases in both its liquids 
weighting and more specifically light oil weighting as it progresses on its strategy to focus on light oil 
production growth. Additionally, the Company has an active optimization program which has been 
mitigating base production declines.  
 
Production decreased from the comparable periods due to the following: 
 

• Government of Alberta’s mandated production curtailment reduced production by approximately 
800 boe per day for the first quarter of 2019. Curtailment had an insignificant impact on the 
Company’s production during the second and third quarters of 2019.   

• In late 2018 and into early 2019, the Company completed its legacy asset shut-in program which 
removed several negative cash flow properties from its portfolio and reduced production volumes, 
particularly related to natural gas.  

• In the comparable periods, during the first quarter of 2018, the Company closed a non-core asset 
disposition within its legacy asset area with total production of approximately 2,200 boe per day.  

 
Average production within the Company’s key development areas and within the Company’s legacy asset 
area was as follows:  
 

 
Three months ended  

September 30 
Nine months ended  

September 30 

Daily production (boe/d) 2019 2018 
% 

change 2019 2018 
% 

change 
Cardium 18,272 17,863 2 19,307 18,451 5 
Deep Basin 1,154 1,641 (30) 1,315 1,485 (11) 
Peace River 4,519 4,724 (4) 4,528 4,840 (6) 
Alberta Viking 1,051 1,585 (34) 1,034 1,759 (41) 
Legacy 509 1,964 (74) 805 2,098 (62) 
Total 25,505 27,777 (8) 26,989 28,633 (6) 

 
Production levels in the Company’s key development areas varied from the comparable periods due to 
capital allocations as the Company focused its development activities on the Cardium. 
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Netbacks 
 Three months ended September 30 
 2019 2018 
  Liquids Natural Gas Combined Combined 
  (bbl) (mcf) (boe) (boe) 

         
 Operating netback:         

Sales price  $ 54.87 $ 1.05   $ 38.64 $ 47.26 
         Risk management gain (loss) (1) 0.90  -  0.60  (9.28) 

Royalties  (4.74)  0.02  (3.12)  (4.56) 
Transportation   (3.30)  (0.26)  (2.72)  (3.71) 
Operating costs (2)  (18.07)  (1.30)  (14.65)  (14.53) 

 Netback $ 29.66 $ (0.49)   $ 18.75 $ 15.18 
         
  (bbls/d)  (mmcf/d)  (boe/d)  (boe/d) 
Production  16,985  51  25,505  27,777 

 
(1) Realized risk management gains and losses on commodity contracts. 
(2) Includes the benefit of third-party processing fees totaling $2 million (2018 - $3 million). 
 

 Nine months ended September 30 
 2019 2018 
  Liquids Natural Gas Combined Combined 
  (bbl) (mcf) (boe) (boe) 

         
 Operating netback:         

Sales price  $ 55.47 $ 1.55 $ 40.24 $ 45.09 
         Risk management gain (loss) (1) (1.64)  -  (1.10)  (6.89) 

Royalties  (4.36)  0.02  (2.89)  (3.80) 
Transportation   (3.39)  (0.28)  (2.83)  (3.37) 
Operating costs (2)  (16.65)  (1.25)  (13.64)  (14.62) 

 Netback $ 29.43 $ 0.04 $ 19.78 $ 16.41 
         
  (bbls/d)  (mmcf/d)  (boe/d)  (boe/d) 
Production  18,091  53  26,989  28,633 

 
(1) Realized risk management gains and losses on commodity contracts. 
(2) Includes the benefit of third-party processing fees totaling $6 million (2018 - $9 million). 
 
In the third quarter of 2019 and for the first nine months of 2019, the Company’s netbacks were higher 
than the prior year due to lower realized risk management losses on outstanding hedges. Additionally, on 
a year-to-date basis, operating costs were lower due to several cost saving initiatives including the 
Company’s legacy asset shut-in program, which contributed to the higher netbacks. In the third quarter of 
2019, the Company completed several minor turnaround activities.  
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Oil and Natural Gas Sales and Gross Revenues 
 
A reconciliation from oil and natural gas sales and other income to gross revenues is as follows: 
 

 
Three months ended 

 September 30 
Nine months ended 

September 30 
(millions) 2019 2018 2019 2018 
Oil and natural gas sales and other income $ 94 $ 124 $ 306 $ 362 
Realized risk management gain (loss) (1)  1  (24)  (8)  (54) 
Less: Processing fees  (2)  (3)  (6)  (9) 
Less: Other income  (1)  -  (2)  - 
Gross revenues $ 92 $ 97 $ 290 $ 299 

 
(1) Relates to realized risk management gains and losses on commodity contracts. 

 
Oil and natural gas sales and other income and gross revenues were both lower in the 2019 periods than 
the prior year as a result of disposition activity.  
 
Change in Gross Revenues 
 
(millions)   
Gross revenues – January 1 – September 30, 2018 $ 299 
Decrease in liquids production  (2) 
Increase in liquids prices (1)  13 
Decrease in natural gas production  (5) 
Decrease in natural gas prices (1)  (15) 
Gross revenues – January 1 – September 30, 2019 (2) $ 290 

 
(1) Includes realized risk management gains and losses on commodity contracts. 
(2) Excludes processing fees.  
 
Royalties 

 Three months ended  
September 30 

Nine months ended 
September 30 

 
2019 2018 

%  
change 2019 2018 

%  
change 

Royalties (millions)  $ 8 $ 12 (33) $ 22 $ 30 (27) 
Average royalty rate (1)   8%  10% (20)  7%  8% (13) 
$/boe $ 3.12 $ 4.56 (32) $ 2.89 $ 3.80 (24) 

 
(1) Excludes effects of risk management activities. 
 
In 2019, royalties decreased from the comparable periods largely due to lower average benchmark 
commodity prices period over period.  
 
Expenses   
 

 
Three months ended  

September 30 
Nine months ended 

September 30 

(millions) 2019 2018 
%  

change 2019 2018 
%  

change 
Operating  $ 36 $ 40 (10) $ 106 $ 123 (14) 
Transportation  6  9 (33)  21  26 (19) 
Financing  12  5 >100  31  15 >100 
Share-based compensation $ 1 $ 3 (67) $ 3 $ 8 (63) 
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Three months ended  

September 30 
Nine months ended 

September 30 

(per boe) 2019 2018 
%  

change 2019 2018 
%  

change 
Operating (1) $ 14.65 $ 14.53 1 $ 13.64 $ 14.62 (7) 
Transportation  2.72  3.71 (27)  2.83  3.37 (16) 
Financing  4.91  2.11 >100  4.11  1.97 >100 
Share-based compensation $ 0.38 $ 0.84 (55) $ 0.48 $ 0.82 (41) 

 
(1) Includes the benefit of third-party processing fees totaling $2 million (2018 - $3 million) for the third quarter of 2019 and $6 

million (2018 - $9 million) for the first nine months of 2019. 
 

Operating  
 
In early 2019, the Company completed its legacy asset shut-in program which removed several negative 
cash flow properties from its portfolio and reduced operating costs. The Company continues to work 
through several initiatives to further reduce its cost structure, including further streamlining its asset base. 
For 2019, the Company has revised its annual operating costs target downwards to $13.50 - $13.75 per 
boe from $14.00 - $14.50 per boe as a result of several successful cost saving initiatives.    
 
Transportation 
 
The Company continues to utilize multiple sales points in the Peace River area to increase realized 
prices. These higher prices are partially offset by additional transportation costs. The changes from the 
comparable periods is mainly due to the implementation of IFRS 16, where certain transportation 
commitments ($6 million for the first nine months of 2019) are now classified as leases under the new 
standard which results in the cash outflow being recorded against the lease liability rather than 
transportation expense.  
 
Financing  
 
Financing expense consists of the following: 
 

 
Three months ended  

September 30 
Nine months ended 

September 30 

(millions) 2019 2018 
%  

change 2019 2018 
%  

change 
Interest on long-term-debt $ 10 $ 5 100 $ 25 $ 15 67 
Unwinding of discount on lease liabilities  2  - 100  6  - 100 
Financing  $ 12 $ 5 >100 $ 31 $ 15 >100 

 
The Company has a reserve-based syndicated credit facility which is subject to a semi-annual borrowing 
base redetermination typically in May and November of each year. During the third quarter of 2019, the 
Company reached an agreement with its lenders whereby the underlying borrowing base of the 
syndicated credit facility and the amount available to be drawn under the syndicated credit facility remain 
at $550 million and $460 million, respectively. Under the agreement, the next borrowing base 
redetermination is on February 28, 2020 when the revolving period ends, with the expiration of the term-
out date of November 30, 2020. Additionally, there are two reconfirmation dates on November 19, 2019 
and January 20, 2020 whereby the commencement of the term-out period may be accelerated on 
November 30, 2019 and January 30, 2020, respectively. If the facility is not extended at February 28, 
2020 or reconfirmed at the before mentioned dates, the Company would not be allowed to further draw on 
the syndicated credit facility and the amount outstanding would be due on November 30, 2020.  
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In September 2019, the Company announced the initiation of a formal strategic alternative process to 
maximize shareholder value. Such strategic alternatives may include, but are not limited to, a corporate 
sale, merger or other business combination, a disposition of all or a portion of the Company’s assets, a 
recapitalization, a refinancing of its capital structure, or any combination of the foregoing. The Company 
continues to work through this process however there can be no guarantees on the outcome. The 
outcome of the strategic review process as well as various factors such as regulations and the commodity 
price environment lead to risk and uncertainty around revolving period reconfirmations and the terms on 
future renewals of the syndicated credit facility. 
 
At September 30, 2019, the carrying value of the Company’s senior notes was $63 million (December 31, 
2018 – $82 million). Summary information on the Company’s senior notes outstanding as at September 
30, 2019 is as follows: 
 

 Issue date Amount (millions) Initial Term  

Average  
interest  
rate (1) 

Weighted 
average 

remaining 
term 

2008 Notes May 29, 2008 US$4 8 – 12 years 6.90% 0.7 
2010 Q1 Notes March 16, 2010 US$10 5 – 15 years 6.35% 0.5 
2010 Q4 Notes December 2, 2010 US$21 5 – 15 years 5.44% 2.2 
2011 Notes November 30, 2011 US$12 5 – 10 years 5.29% 2.2 

 
(1) Under current covenant amendments, that remain in effect until January 1, 2020, the Company’s average interest rate 

temporarily increased by 50 bps. 
 
Obsidian Energy’s debt structure includes short-term financings under its syndicated credit facility and 
long-term financing through its senior notes. Financing charges increased from the comparable periods 
mainly due to higher drawn balances under the Company’s syndicated credit facility as it accelerated 
development in the Cardium and additional interest charges from lenders. Additionally, the Company 
adopted IFRS 16 on January 1, 2019 which resulted in $6 million recorded within Financing expense for 
the first nine months of 2019 related to the unwinding of the discount rate on the Company’s lease 
liability. Comparative information has not been restated. 
 
The interest rates on any non-hedged portion of the Company’s syndicated credit facility are subject to 
fluctuations in short-term money market rates as advances on the syndicated credit facility are generally 
made under short-term instruments. As at September 30, 2019, 87 percent (December 31, 2018 – 80 
percent) of the Company’s outstanding debt instruments were exposed to changes in short-term interest 
rates.  
 
Share-Based Compensation 
 
Share-based compensation expense relates to the Company's Stock Option Plan (the “Option Plan”), 
Restricted and Performance Share Unit Plan (“RPSU”), Deferred Share Unit Plan (“DSU”) and 
Performance Share Unit Plan (“PSU”).  
 
Share-based compensation expense consisted of the following: 
 

 
Three months ended  

September 30 
Nine months ended 

September 30 

(millions) 2019 2018 
%  

change 2019 2018 
%  

change 
  RPSU – equity method $ 1 $ 2 (50) $ 3 $ 6 (50) 
  PSU  -  - -  -  1 (100) 
  DSU  -  1 (100)  -  1 (100) 
  Share-based compensation $ 1 $ 3 (67) $ 3 $ 8 (63) 
 
The share price used in the fair value calculation of the RPSU under the liability method, PSU and DSU 
obligations at September 30, 2019 was $1.10 per share (2018 – $8.47). Share-based compensation 
expense related to the Option Plan and RPSU liability method were insignificant in 2019. 
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General and Administrative Expenses  
 Three months ended  

September 30 
Nine months ended 

September 30 

(millions, except per boe amounts) 2019 2018 
%  

change 2019 2018 
%  

change 
Gross  $ 9 $ 10 (10) $ 29 $ 34 (15) 
Per boe  3.72  4.01 (7)  3.85  4.39 (12) 

Net   5  6 (17)  16  18 (11) 
Per boe $ 2.25 $ 2.19 3 $ 2.15 $ 2.34 (8) 

 
The Company has been successful on several cost reductions initiatives which led to the reductions in 
gross and net costs from the comparable periods.  
 
Restructuring and other expenses 

 Three months ended  
September 30 

Nine months ended 
September 30 

(millions, except per boe amounts) 2019 2018 
%  

change 2019 2018 
%  

change 
Restructuring  $ - $ - - $ 3 $ 16 (81) 
  Per boe  -  - -  0.44  2.05 (79) 
Other  6  2 >100  18  10 80 
  Per boe $ 2.88 $ 0.78 >100 $ 2.57 $ 1.28 >100 
 
In 2018, the Company fully utilized available insurance coverage relating to ongoing claims against 
former Penn West employees arising from the Company’s 2014 restatement of certain financial results 
when it was known as Penn West.  A claim brought by the United States Securities and Exchange 
Commission against Penn West was previously settled.  The Company has been indemnifying two former 
employees in connection with ongoing claims brought by the United States Securities and Exchange 
Commission arising out of the same restatement.  On July 18, 2019, the Company notified the two former 
employees that the Company did not believe that the former employees met the criteria for 
indemnification, that the amounts invoiced on account of indemnification to date were in any event 
unreasonable, and that the Company would not be making any further advancements on account of 
indemnification. At the same time, the Company commenced a proceeding in the Court of Queen's Bench 
of Alberta against the two former employees, seeking a declaration that they have no further entitlement 
to indemnification, an order compelling them to repay all amounts advanced to date on account of 
indemnification, an order assessing the reasonableness of the amounts paid to date in respect of the 
indemnification, and other relief. The two former employees brought a preliminary application in the 
proceeding to limit the evidence admissible in the proceeding. The preliminary application was argued, 
and the decision is under reserve.   
 
The amounts included in restructuring primarily related to severance costs as the Company reduced staff 
as a result of disposition activity.  
 
Depletion, Depreciation, Impairment and Accretion 
 

 
Three months ended  

September 30 
Nine months ended 

September 30 

(millions, except per boe amounts) 2019 2018 
       %  

change 2019 2018 
       %  

change 
Depletion and depreciation (“D&D”) $ 56 $ 70 (20) $ 191 $ 210 (9) 
D&D expense per boe  23.38  27.37 (15)  25.82  26.83 (4) 
           
PP&E Impairment   -  - -  130  (2) >100 
PP&E Impairment per boe  -  - -  17.64  (0.23) >100 
           
Accretion  2  4 (50)  7  12 (42) 
Accretion expense per boe $ 0.99 $ 1.59 (38) $ 0.99 $ 1.55 (36) 
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The Company’s D&D expense decreased on a per boe basis due to lower production levels as a result of 
asset disposition activity as well as the impairment recorded within the PROP asset in the second quarter 
of 2019.  
 
In the second quarter of 2019, the Company classified its interest in its PROP asset as held for sale as it 
was working through a formal process to dispose of the asset. As the book value exceeded the estimated 
fair value to be received through a sales process, a non-cash impairment charge of $130 million was 
recorded. The Company continues to work through a formal sales process of its interest.  
 
Taxes   
 
As at September 30, 2019 the Company was in a net unrecognized deferred tax asset position of 
approximately $141 million. Since the Company has not recognized the benefit of deductible timing 
differences in excess of taxable timing differences, deferred tax expense (recovery) for the quarter is nil. 
 
Foreign Exchange 
 
Obsidian Energy records unrealized foreign exchange gains or losses to translate U.S. denominated 
senior secured notes and the related accrued interest to Canadian dollars using the exchange rates in 
effect on the balance sheet date. Realized foreign exchange gains or losses are recorded upon 
repayment of the senior notes.   
 
The split between realized and unrealized foreign exchange gains or losses is as follows: 
 

 
Three months ended  

September 30 
Nine months ended 

September 30 

(millions) 2019 2018 
% 

change 2019 2018 
% 

change 
Realized foreign exchange loss $ - $ - - $ 3 $ 8 (63) 
Unrealized foreign exchange loss (gain) 1  (1) >100  (5)  (4) 25 
Foreign exchange loss (gain) $ 1 $ (1) >100 $ (2) $ 4 >(100) 

 
During the second quarter of 2019 the Company paid senior note maturities totaling $17 million (US$13 
million).  
 
The unrealized foreign exchange gain for the first nine months of 2019 is due to the strengthening of the 
Canadian dollar relative to the US dollar.   
 
Net Income (Loss) 

 
Three months ended  

September 30 
Nine months ended 

September 30 

(millions, except per share amounts) 2019 2018 
% 

change 2019 2018 
% 

change 
Net income (loss)  $ (28) $ (31) (10) $ (244) $ (192) 27 
   Basic per share   (0.38)  (0.43) (12)  (3.35)  (2.66) 26 
   Diluted per share  $ (0.38) $ (0.43) (12) $ (3.35) $ (2.66) 26 

 
The net loss in 2019 is mainly due to impairment charges as a result of classifying the PROP asset as 
held for sale during the second quarter.  
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Capital Expenditures 

 
Three months ended  

September 30 
Nine months ended 

September 30 

(millions) 2019 2018 
% 

change 2019 2018 
% 

change 
Drilling and completions $ 21 $ 21 - $ 50 $ 64 (22) 
Well equipping and facilities  6  20 (70)  18  60 (70) 
Land and geological/geophysical  -  - -  1  2 (50) 
Corporate  -  - -  -  1 (100) 
Capital expenditures  27  41 (34)  69  127 (46) 
Property dispositions, net  -  (5) (100)  (11)  (14) (21) 
Total capital expenditures $ 27 $ 36 (25) $ 58 $ 113 (49) 

 
During the third quarter of 2019, the Company began its second half 2019 drilling program after spring 
break-up conditions ended. In the third quarter of 2019, 11 wells were drilled, and the Company began 
bringing these on production in October. For the second half of 2019, the Company has two rigs running 
with drilling activities focused within the Willesden Green play of the Cardium.   

 
Environmental and Climate Change 
 
The oil and gas industry has a number of environmental risks and hazards and is subject to regulation by 
all levels of government. Environmental legislation includes, but is not limited to, operational controls, site 
restoration requirements and restrictions on emissions of various substances produced in association 
with oil and natural gas operations. Compliance with such legislation could require additional 
expenditures and a failure to comply may result in fines and penalties which could, in the aggregate and 
under certain assumptions, become material.  
 
Obsidian Energy is dedicated to managing the environmental impact from its operations through its 
environmental programs which include resource conservation, water management and site 
abandonment/reclamation/remediation. Operations are continuously monitored to minimize environmental 
impact and allocate sufficient capital to reclamation and other activities to mitigate the impact on the 
areas in which the Company operates. 
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Liquidity and Capital Resources 
 
Net Debt  
 
Net debt is the total of long-term debt and working capital deficiency as follows: 
 
 As at 
(millions) September 30, 2019 December 31, 2018 
Long term debt    
  Current portion of long-term debt $ 18 $ 17 
  Long term portion of long-term debt  449 402 
Total 467 419 
   
Working capital deficiency (1)   
  Cash  (5)  (2) 
  Restricted cash  (2)  - 
  Accounts receivable  (52)  (53) 
  Other  (17)  (12) 
  Bank overdraft  -  2 
  Accounts payable and accrued liabilities  106  143 
Total  30  78 
     
Net debt  $ 497 $ 497 

 
(1) Includes amounts classified as held for sale.  
 
Net debt remained unchanged from December 31, 2018 as the Company began its second half 2019 
drilling program after minimal activity occurred during the second quarter of 2019 due to spring break-up 
conditions. The Company will continue to maintain spending within funds flow from operations.  
 
The Company’s credit facility was classified as a long-term liability at September 30, 2019 as the term-out 
date was November 30, 2020, which is beyond 12 months from the reporting date. As the next borrowing 
base redetermination date is February 28, 2020, the Company anticipates that the credit facility will be 
classified as a current liability within its annual audited December 31, 2019 financial statements as the 
term-out period is likely to be unchanged prior to the redetermination date.  
 
Liquidity 
 
The Company has a reserve-based syndicated credit facility with an underlying borrowing base of $550 
million. For further details on the Company’s debt instruments, please refer to the “Financing” section of 
this MD&A.  
 
The Company actively manages its debt portfolio and considers opportunities to reduce or diversify its 
debt capital structure. Management contemplates both operating and financial risks and takes action as 
appropriate to limit the Company’s exposure to certain risks. Management maintains close relationships 
with the Company's lenders and agents to monitor credit market developments. These actions and plans 
aim to increase the likelihood of maintaining the Company's financial flexibility and capital program, 
supporting the Company's ability to capture opportunities in the market and execute longer-term business 
strategies.   
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The Company has a number of covenants related to its syndicated credit facility and senior notes. On 
September 30, 2019, the Company was in compliance with all of these financial covenants which 
consisted of the following: 
 
 Limit September 30, 2019 
Senior debt to Adjusted EBITDA (1) Less than 4.25:1 2.93 
Total debt to Adjusted EBITDA (1) Less than 4.25:1 2.93 
Senior debt to capitalization Less than 50% 22% 
Total debt to capitalization Less than 55% 22% 
 
(1) Adjusted EBITDA as defined by Obsidian Energy’s debt agreements excludes the EBITDA contribution from assets sold in the 

prior 12 months and is used within Obsidian Energy’s covenant calculations related to its syndicated bank facility and senior 
notes. Refer to the “Non-GAAP Measures” section for discussion.  

 
In the first quarter of 2019, due to the impact of widening crude oil differentials in the fourth quarter of 
2018, the Company entered into amending agreements with holders of its senior notes to temporarily 
amend its financial covenants for all quarters in 2019. Senior debt to Adjusted EBITDA and Total debt to 
Adjusted EBITDA will be reset during this period and calculated on a rolling basis starting on January 1, 
2019. The maximum for both ratios will be less than or equal to 4.25:1 in 2019, decreasing to 3:1 from 
January 1, 2020 onwards for Senior debt to Adjusted EBITDA and 4:1 from January 1, 2020 onwards for 
Total debt to Adjusted EBITDA (which were the maximum ratios required prior to entering into the 
amending agreements). As part of the amending agreements, the Company agreed to pay an additional 
50 bps if the covenant is less than or equal to 3.00:1, 100 bps if the covenant is greater than 3.00:1 and 
less than or equal to 4.00:1 and 125 bps if the covenant is greater than 4.00:1 and less than or equal to 
4.25:1. 
 
Financial Instruments  
 
The Company had the following financial instruments outstanding as at September 30, 2019. Fair values 
are determined using external counterparty information, which is compared to observable market data. 
Obsidian Energy limits its credit risk by executing counterparty risk procedures which include transacting 
only with institutions within its syndicated credit facility or companies with high credit ratings and by 
obtaining financial security in certain circumstances. 
 

  
Notional 
volume 

Remaining 
term Pricing 

Fair value  
(millions) 

      
Crude Oil      
   WTI Swaps 3,000 bbl/d October 2019 $79.98/bbl $ 1 
   WTI Swaps 3,000 bbl/d November 2019 $79.46/bbl  1 
   WTI Swaps 2,000 bbl/d December 2019 $79.30/bbl  1 
   WTI Swaps 1,700 bbl/d Q4 2019 $78.95/bbl  1 
   WTI Swaps 250 bbl/d Q4 2019 $80.91/bbl  - 
      
Total    $ 4 
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The components of risk management gain (loss) are as follows: 

 
Outlook  
 
For 2019, Obsidian Energy’s capital program is expected to provide flat production growth from 2018, 
adjusted for shut-in volumes and acquisition and disposition activity. The Company expects to fund its 
capital program using funds flow from operations. Obsidian Energy has updated its guidance figures to 
reflect the progress made on its top priorities; to maintain strong and consistent delivery from the Cardium 
development program and reduce costs across the business. The Company has narrowed its production 
guidance to reflect the consistency of the Cardium program, as well as the impact of the Carrot Creek 
asset disposition in the first quarter of 2019. Additionally, the successful cost reduction initiatives 
throughout 2019 has resulted in a significant reduction to our operating cost guidance and a narrowing of 
our G&A guidance. Certain metrics remained unchanged as previously disclosed on February 11, 2019 
within the Company’s press release “Obsidian Energy releases 2018 Reserves results, announces 
Company update and revises 2019 guidance”.  
 

Metric  
Previous 2019 

Guidance Range 
Updated 2019  

Guidance Range 
Average Production  boe per day 26,750 – 27,750 26,750 – 27,250 
    
Production Growth rate (1)  Flat Flat 
    
Capital Expenditures $ millions $108 $108 
Decommissioning Expenditures $ millions $12 $12 
    
Operating costs $/boe $14.00 - $14.50 per boe $13.50 - $13.75 per boe 
G&A $/boe $2.00 - $2.50 per boe $2.10 - $2.35 per boe 

 
(1) Relative to full year 2018 production of 26,900 boe per day, adjusted for planned shut-ins and Carrot Creek disposition.  
 
This outlook section is included to provide shareholders with information about Obsidian Energy’s 
expectations as at November 1, 2019 for average production, production growth rate, capital 
expenditures, decommissioning expenditures, operating costs and G&A for 2019 and readers are 
cautioned that the information may not be appropriate for any other purpose. This information constitutes 
forward-looking information. Readers should note the assumptions, risks and discussion under "Forward-
Looking Statements" and are cautioned that numerous factors could potentially impact the Company and 
its ability to meet its guidance, including fluctuations in commodity prices, changes to the Government of 
Alberta's mandatory curtailment program and acquisition and disposition activity. 
 
All press releases are available on Obsidian Energy’s website at www.obsidianenergy.com, on SEDAR at 
www.sedar.com, and on EDGAR at www.sec.gov.  

 
Three months ended  

September 30 
Nine months ended 

September 30 

  (millions) 2019 2018 
%  

change 2019 2018 
%  

change 
 Realized gain (loss)       

  Settlement of commodity contracts $ 1 $ (24) >100 $ (8) $ (54) (85) 
  Settlement of foreign exchange contracts  -  (19) 100  -  (19) 100 
 Total realized risk management  $ 1 $ (43) >100 $ (8) $ (73) (89) 
         
Unrealized gain (loss)       
  Commodity contracts $ 3 $ 12 (75) $ (5) $ (36) (86) 
  Foreign exchange contracts - 2 (100) - (3) 100 
  Cross-currency swaps - 17 (100) - 18 (100) 

 Total unrealized risk management  3 31 (90) (5) (21) (76) 
Risk management gain (loss) $ 4 $ (12) >100 $ (13) $ (94) (86) 
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Sensitivity Analysis 
 
Estimated sensitivities to selected key assumptions on funds flow from operations for the 12 months 
subsequent to the date of this MD&A, including risk management contracts entered to date, are based on 
forecasted results as discussed in the Outlook above.   
  
 Impact on cash flow 
Change of: Change $ millions  $/share 
Price per barrel of liquids  WTI US$1.00 7 0.09 
Liquids production 1,000 bbls/day 16 0.22 
Price per mcf of natural gas  AECO $0.10 2 0.03 
Natural gas production 10 mmcf/day 6 0.08 
Effective interest rate 1% 4 0.06 
Exchange rate ($US per $CAD) $0.01 3 0.04 

 
Contractual Obligations and Commitments 
 
Obsidian Energy is committed to certain payments over the next five calendar years and thereafter as 
follows: 
 
 2019 2020 2021 2022 2023 Thereafter Total 
Long-term debt (1) $ - $ 440 $ 16 $ 8 $ - $ 3 $ 467 
Transportation  5  8  5  4  3  7  32 
Power infrastructure  2  6  2  -  -  -  10 
Interest obligations   6  22  1  1  1  -  31 
Office lease (2)  8  33  33  33  33  37  177 
Lease liability  -  1  1  1  -  5  8 
Decommissioning liability (3)  4  11  11  11  10  73  120 
Total $ 25 $ 521 $ 69 $ 58 $ 47 $ 125 $ 845 

 
(1) The 2020 figure includes $404 million related to the syndicated credit facility that is due for renewal in 2020. Historically, the 

Company has successfully renewed its syndicated credit facility.  
(2) The future office lease commitments above are to be reduced by contracted sublease recoveries totaling $83 million.  
(3) These amounts represent the inflated, discounted future reclamation and abandonment costs that are expected to be incurred 

over the life of the Company’s properties.  
 

The scheduled revolving period of the syndicated credit facility continues until February 28, 2020, with a 
term out period to November 30, 2020. In addition, the Company has an aggregate of US$47 million in 
senior notes maturing between 2020 and 2025. If the Company is unsuccessful in renewing or replacing 
the syndicated credit facility or obtaining alternate funding for some or all of the maturing amounts of the 
senior notes, it is possible that it could be required to obtain other facilities, including term bank loans.  
 
The Company is involved in various litigation and claims in the normal course of business and records 
provisions for claims as required.   
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Equity Instruments  
 
Common shares issued:  
   As at September 30, 2019  72,999,519 
   Issuances under RPSU plan 10,586 
   As at November 1, 2019 73,010,105 
  
Options outstanding:  
   As at September 30, 2019  194,356 
   Forfeited - 
   As at November 1, 2019 194,356 

 
Changes in Internal Control Over Financial Reporting (“ICFR”) 
 
Obsidian Energy’s senior management has evaluated whether there were any changes in the Company's 
ICFR that occurred during the period beginning on July 1, 2019 and ending on September 30, 2019 that 
have materially affected, or are reasonably likely to materially affect, the Company's ICFR. No changes to 
the Company’s ICFR were made during the quarter.  
 
Obsidian Energy utilizes the original Internal Control - Integrated Framework (2013) issued by the 
Committee of the Sponsoring Organizations of the Treadway Commission (COSO) to design and 
evaluate its internal control over financial reporting. 
 
New Accounting Pronouncements 
 
The International Accounting Standards Board issued IFRS 16 “Leases” in January 2016 which replaces 
IAS 17 “Leases”. IFRS 16 outlines several new requirements in regards to the recognition, measurement 
and disclosure of leases. A key principle within the standard includes a single lessee accounting model 
which requires lessees to recognise assets and liabilities for all leases which have a term of more than 12 
months. The accounting for lessors, which classify leases as either operating or finance, remains 
substantially unchanged from the previous standard. The new standard was effective for annual reporting 
periods beginning on or after January 1, 2019. 
 
Obsidian Energy applied IFRS 16 with an initial adoption date of January 1, 2019, resulting in a change to 
its accounting policy for lease contracts as detailed below. The Company applied IFRS 16 using the 
modified retrospective approach under which the cumulative effect of initial application is recognized in 
retained earnings at January 1, 2019. As a result, comparative information has not been restated and 
continues to be reported under IAS 17 and IFRIC 4. 
 
Upon adoption of IFRS 16, the Company identified certain office leases, transportation commitments, 
vehicle leases and surface leases in-scope under the standard.  
 

• Office lease commitments pertain to total leased office space. A portion of this office space has 
been sub-leased to other parties to minimize the Company’s net exposure under the leases. 

• Transportation commitments relate to costs for future pipeline access.  
• Vehicle leases relate to commitments for usage of vehicles. 
• Surface leases allow access to land at a natural gas or oil treatment facility and beyond. 

 
As a result of adopting this standard, the Company is estimating the following re-allocation of future 
expenses on the consolidated statements of income (loss) on an annual basis in 2019 to financing 
expenses and depletion, depreciation, impairment and accretion expense.  

 
• Reduction in general and administrative expenses by $1 million with corresponding increase to 

financing expense and depletion, depreciation, impairment and accretion expense. 
• Reduction in operating expenses by $2 million with corresponding increase to financing expense 

and depletion, depreciation, impairment and accretion expense. 
• Reduction in transportation expenses by $7 million with corresponding increase to financing 

expense and depletion, depreciation, impairment and accretion expense. 
• Increase in financing expenses by $8 million due to above mentioned changes from the 

unwinding of discount on lease liabilities. 
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For further information on the impact of the IFRS 16 adoption on the Company, please refer to Note 3 to 
the Company’s unaudited interim condensed consolidated financial statements for the three and nine 
months ended September 30, 2019.  
 
Off-Balance-Sheet Financing 
 
Obsidian Energy has off-balance-sheet financing arrangements consisting of operating leases. The 
operating lease payments are summarized in the Contractual Obligations and Commitments section. 
 
Non-GAAP Measures 
 
Certain financial measures including funds flow from operations, funds flow from operations per share-
basic, funds flow from operations per share-diluted, netback, gross revenues, net debt and Adjusted 
EBITDA, included in this MD&A do not have a standardized meaning prescribed by IFRS and therefore 
are considered non-GAAP measures; accordingly, they may not be comparable to similar measures 
provided by other issuers. Funds flow from operations is cash flow from operating activities before 
changes in non-cash working capital, decommissioning expenditures, onerous office lease settlements, 
the effects of financing related transactions from foreign exchange contracts and debt repayments, 
restructuring charges and certain other expenses and is representative of cash related to continuing 
operations. Funds flow from operations is used to assess the Company’s ability to fund its planned capital 
programs. See “Cash flow from Operations and Funds Flow from Operations” above for a reconciliation of 
funds flow from operations to cash flow from operating activities, being its nearest measure prescribed by 
IFRS. Netback is the per unit of production amount of revenue less royalties, operating expenses, 
transportation expenses and realized risk management gains and losses, and is used in capital allocation 
decisions and to economically rank projects. See "Results of Operations – Netbacks" above for a 
calculation of the Company’s netbacks. Gross revenue is oil and natural gas sales and other income 
including realized risk management gains and losses on commodity contracts and excludes processing 
fees and other income and is used to assess the cash realizations on commodity sales. See "Oil and 
Natural Gas Sales and Gross Revenues" above for a reconciliation of gross revenues to oil and natural 
gas sales and other income, being its nearest measure prescribed by IFRS. Net debt is the total of long-
term debt and working capital deficiency and is used by the Company to assess its liquidity. See "Liquidity 
and Capital Resources – Net Debt" above for a calculation of the Company’s net debt. Adjusted EBITDA 
is cash flow from operations excluding the impact of changes in non-cash working capital, 
decommissioning expenditures, financing expenses, realized gains and losses on foreign exchange 
hedges on prepayments, realized foreign exchange gains and losses on debt prepayment, restructuring 
expenses and other expenses. Adjusted EBITDA as defined by Obsidian Energy’s debt agreements 
excludes the EBITDA contribution from assets sold in the prior 12 months and is used within Obsidian 
Energy’s covenant calculations related to its syndicated bank facility and senior notes. Additionally, under 
the syndicated credit facility, realized foreign exchange gains or losses related to debt maturities are 
excluded from the calculation. 
 
Oil and Gas Information  
 
Barrels of oil equivalent ("boe") may be misleading, particularly if used in isolation. A boe conversion ratio 
of six thousand cubic feet of natural gas to one barrel of crude oil is based on an energy equivalency 
conversion method primarily applicable at the burner tip and does not represent a value equivalency at 
the wellhead. Given that the value ratio based on the current price of crude oil as compared to natural gas 
is significantly different from the energy equivalency conversion ratio of 6:1, utilizing a conversion on a 6:1 
basis is misleading as an indication of value. 
 
Forward-Looking Statements  
 
Certain statements contained in this document constitute forward-looking statements or information 
(collectively “forward-looking statements”). In particular, this document contains forward-looking 
statements pertaining to, without limitation, the following: statements about our strategy, plans and focus; 
the potential outcome of the Company's strategic review process; that the Company continues to 
concentrate its asset base on the Cardium as evidenced by its shut-in program; the cost of 2019 
development plans and the allocation thereof; that the Company will continue to evaluate asset 
dispositions; the belief that its plans to focus on industry leading Cardium position offers a predictable 
growth profile focused on creating liquids weighted, sustainable value for all shareholders; the expected 



 

OBSIDIAN ENERGY THIRD QUARTER 2019  MANAGEMENT’S DISCUSSION AND ANALYSIS  19 
 

annual operating costs target for 2019; the reduction to its cost structure; the date the revolving period will 
end, reconfirmation date, and the term out date of the syndicated credit facility; that the Company does 
not believe that the former employees met the criteria for indemnification and that the amounts invoiced 
on account of indemnification to date were in any event unreasonable, that the Company would not be 
making any further advancements on account of indemnification, and the outcome of the Court of 
Queen’s Bench of Alberta proceeding; the running of two rigs in the second half of 2019 within the 
Willesden Green play of the Cardium; that the Company is committed to minimizing the environmental 
impacts of its operations; our belief that compliance with environmental legislation could require additional 
expenditures and a failure to comply with such legislation may result in fines and penalties which could, in 
the aggregate and under certain assumptions, become material, our intent to reduce the environmental 
impact from our operations through environmental programs;  that the Company will continue to maintain 
spending within funds flow from operations; the credit facility will be classified as a current liability within 
its annual audited December 31, 2019 financial statements and the reasons therefor; the managing of our 
debt portfolio and considering opportunities to reduce or diversify the debt capital structure; how the 
Company manages both operational and financial risk and how these increase the likelihood of 
maintaining the Company’s financial flexibility and capital programs and that these support the 
Company’s ability to capture opportunities in the market and execute longer-term business strategies; the 
maximums allowed under the financial covenant pursuant to our syndicated credit facility; how the 
Company manages credit risk in connection with its financial instruments; how the Company plans to fund 
its capital program; the annual corporate average production guidance range, the production growth rate; 
the exploration and development capital expenditures, decommissioning expenditures, operating costs 
range and general and administrative costs for 2019; the estimated sensitivities to selected key 
assumptions on funds flow from operations for the 12 months subsequent to this MD&A; and the 
possibility that the Company could be required to obtain other facilities, including term bank loans, if it is 
unsuccessful in renewing or replacing the syndicated credit facility or obtaining alternate funding for some 
or all of the maturing amounts of the senior notes. In addition, statements relating to "reserves" or 
"resources" are deemed to be forward-looking statements as they involve the implied assessment, based 
on certain estimates and assumptions, that the reserves and resources described exist in the quantities 
predicted or estimated and can be profitably produced in the future. 
 
With respect to forward-looking statements contained in this document, we have made assumptions 
regarding, among other things: that we do not dispose of or acquire material producing properties or 
royalties or other interests therein other than stated herein (provided that the forward-looking guidance 
set out herein, including under "Outlook", does not take into account the proposed sale of our interest in 
PROP); the amount and term of the Alberta government mandated curtailment of crude oil and bitumen 
production; our ability to execute our long-term plan as described herein and in our other disclosure 
documents and the impact that the successful execution of such plan will have on our Company and our 
shareholders; that the current commodity price and foreign exchange environment will continue or 
improve; future capital expenditure levels; future crude oil, natural gas liquids and natural gas prices and 
differentials between light, medium and heavy oil prices and Canadian, WTI and world oil and natural gas 
prices; future crude oil, natural gas liquids and natural gas production levels; future exchange rates and 
interest rates; future debt levels; our ability to execute our capital programs as planned without significant 
adverse impacts from various factors beyond our control, including weather, infrastructure access and 
delays in obtaining regulatory approvals and third party consents; our ability to obtain equipment in a 
timely manner to carry out development activities and the costs thereof; our ability to market our oil and 
natural gas successfully to current and new customers; our ability to obtain financing on acceptable 
terms, including our ability to renew or replace our syndicated bank facility and our ability to finance the 
repayment of our senior notes on maturity; our ability to add production and reserves through our 
development and exploitation activities.  
 
Although the Company believes that the expectations reflected in the forward-looking statements 
contained in this document, and the assumptions on which such forward-looking statements are made, 
are reasonable, there can be no assurance that such expectations will prove to be correct. Readers are 
cautioned not to place undue reliance on forward-looking statements included in this document, as there 
can be no assurance that the plans, intentions or expectations upon which the forward-looking statements 
are based will occur. By their nature, forward-looking statements involve numerous assumptions, known 
and unknown risks and uncertainties that contribute to the possibility that the forward-looking statements 
contained herein will not be correct, which may cause our actual performance and financial results in 
future periods to differ materially from any estimates or projections of future performance or results 
expressed or implied by such forward-looking statements. These risks and uncertainties include, among 
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other things: the possibility that the Company will not be able to continue to successfully execute our 
long-term plan in part or in full, and the possibility that some or all of the benefits that the Company 
anticipates will accrue to our Company and our security holders as a result of the successful execution of 
such plan do not materialize; the possibility that the Company is unable to complete the disposition of its 
assets on favorable terms or at all, including the proposed disposition of the Company's interest in PROP; 
the possibility that the Company is unable to renew its credit facilities on acceptable terms or at all and/or 
finance the repayment of our senior notes when they mature and/or obtain debt financing to replace one 
or both of our credit facilities and senior notes; general economic and political conditions in Canada, the 
U.S. and globally, and in particular, the effect that those conditions have on commodity prices and our 
access to capital; industry conditions, including fluctuations in the price of crude oil, natural gas liquids 
and natural gas, price differentials for crude oil and natural gas produced in Canada as compared to other 
markets, and transportation restrictions, including pipeline and railway capacity constraints; fluctuations in 
foreign exchange or interest rates; unanticipated operating events or environmental events that can 
reduce production or cause production to be shut-in or delayed (including extreme cold during winter 
months, wild fires and flooding); production curtailments; and the other factors described under "Risk 
Factors" in our Annual Information Form and described in our public filings, available in Canada at 
www.sedar.com and in the United States at www.sec.gov. Readers are cautioned that this list of risk 
factors should not be construed as exhaustive. 
 
The forward-looking statements contained in this document speak only as of the date of this document. 
Except as expressly required by applicable securities laws, the Company does not undertake any 
obligation to publicly update any forward-looking statements. The forward-looking statements contained in 
this document are expressly qualified by this cautionary statement. 
 
Additional Information 
 
Additional information relating to Obsidian Energy, including Obsidian Energy’s Annual Information Form, 
is available on the Company’s website at www.obsidianenergy.com, on SEDAR at www.sedar.com and 
on EDGAR at www.sec.gov. 
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Obsidian Energy Ltd. 
Consolidated Balance Sheets 

 
   
(CAD millions, unaudited) Note September 30, 2019 December 31, 2018 
Assets      
Current        

Cash   $ 3 $ 2 
Restricted cash   2  - 
Accounts receivable    49  53 
Risk management 10  4  9 
Other                        17  12 
Lease receivable 4  9  - 
Assets held for sale 5  99  - 

   183  76 
Non-current      
   Lease receivable 4  33  - 
   Property, plant and equipment 6  2,247  2,574     
   2,280  2,574 
Total assets  $  2,463 $  2,650 
      
Liabilities and Shareholders’ Equity      
Current       

Bank overdraft  $ - $ 2 
Accounts payable and accrued liabilities   100  143 
Current portion of long-term debt 7  18  17 
Current portion of lease liabilities 8  29  - 
Current portion of provisions 9  17  28 
Liabilities related to assets held for sale 5  18  - 

   182  190 
Non-current      
   Long-term debt  7  449  402 
   Lease liabilities 8  91  - 
   Provisions 9  107  186 
   Other non-current liabilities   -  4 
    829  782 
Shareholders’ equity      
   Shareholders’ capital   11  2,186  2,185 
   Other reserves 13  101  99 
   Deficit   (653)  (416) 
      1,634  1,868 
 Total liabilities and shareholders’ equity  $  2,463 $  2,650 
 

 
See accompanying notes to the unaudited interim consolidated financial statements. 

 
Commitments and contingencies (Note 14) 
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Obsidian Energy Ltd. 
Consolidated Statements of Income (Loss) 

 
 Three months ended  

September 30 
Nine months ended  

September 30 
(CAD millions, except per share amounts, unaudited) Note 2019 2018 2019 2018 
          

          
Oil and natural gas sales and other income 12 $ 94 $ 124 $ 306 $ 362 
Royalties   (8)  (12)  (22)  (30) 

   86  112  284  332 
          
    Risk management gain (loss) 10  4  (12)  (13)  (94) 
   90  100  271  238 
          
Expenses          

Operating    36  40  106  123 
Transportation   6  9  21  26 
General and administrative    5  6  16  18 
Restructuring   -  -  3  16 
Share-based compensation 13  1  3  3  8 
Depletion, depreciation, impairment and accretion 6,9  58  74  328  220 
Gain on dispositions   -  (3)  -  (3) 
Gain on provisions 9  (7)  (4)  (9)  (7) 
Foreign exchange loss (gain) 7  1  (1)  (2)  4 

     Financing  7,8  12  5  31  15 
     Other   6  2  18  10 
   118  131  515  430 
Income (loss) before taxes   (28)  (31)  (244)  (192) 

          
Deferred tax expense (recovery)   -  -  -  - 

          
Net and comprehensive income (loss)   $ (28) $ (31) $ (244) $ (192) 
          
Net income (loss) per share           

Basic  $   (0.38) $ (0.43) $ (3.35) $ (2.66) 
Diluted  $   (0.38) $ (0.43) $ (3.35) $ (2.66) 

Weighted average shares outstanding (millions)          
Basic  11  73.0  72.5  72.8  72.3 
Diluted 11  73.0  72.5  72.8  72.3 

 
See accompanying notes to the unaudited interim consolidated financial statements. 
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Obsidian Energy Ltd. 
Consolidated Statements of Cash Flows 

 
 Three months ended  

September 30 
Nine months ended  

September 30 
(CAD millions, unaudited) Note 2019 2018 2019 2018 
          
Operating activities          

Net income (loss)  $ (28) $ (31) $ (244) $ (192) 
Other income   (1)  -  (2)  - 
Depletion, depreciation, impairment and accretion 6,9  58  74  328  220 
Gain on dispositions   -  (3)  -  (3) 
Provisions 9  (7)  (4)  (9)  (7) 
Financing 7,8  2  -  6  - 
Share-based compensation   13  1  2  3  6 
Unrealized risk management loss (gain) 10  (3)  (31)  5  21 
Unrealized foreign exchange loss (gain) 7  1  (1)  (5)  (4) 
Restructuring   -  -  -  8 
Other    1  -  2  - 
Decommissioning expenditures  9  (5)  (2)  (8)  (5) 
Onerous office lease settlements  9  -  (1)  (2)  (10) 
Change in non-cash working capital   13  40  (46)  46 

   32  43  28  80 
Investing activities          

Capital expenditures   (27)  (41)  (69)  (127) 
Property dispositions (acquisitions), net 6  -  5  11  14 
Change in non-cash working capital   14  5  (5)  (5) 
   (13)  (31)  (63)  (118) 

Financing activities          
Lease receivable receipts 4  2  -  7  - 
Lease liabilities settlements 8  (5)  -  (20)  - 
Increase (decrease) in long-term debt 7  (12)  (10)  67  63 
Repayments of senior notes 7  -  -  (17)  (32) 
Realized foreign exchange loss on repayments 7  -  -  3  8 

   (15)  (10)  40  39 
          

Change in cash and cash equivalents   4  2  5  1 
Cash and cash equivalents, beginning of period   1  1  -  2 
Cash and cash equivalents, end of period  $ 5 $ 3 $ 5 $ 3 

 
Cash and cash equivalents includes cash and bank overdraft. 
 
See accompanying notes to the unaudited interim consolidated financial statements. 
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Obsidian Energy Ltd. 
Statements of Changes in Shareholders’ Equity 

 
 

(CAD millions, unaudited) 

  
Note Shareholders’ 

Capital 
Other  

Reserves 
Deficit Total 

          
Balance at January 1, 2019 3 $ 2,185 $ 99 $ (409) $ 1,875 
Net and comprehensive loss   -  -  (244)  (244) 
Share-based compensation  13  -  3  -  3 
Issued on exercised equity plans  13  1  (1)  -  - 
Balance at September 30, 2019  $ 2,186 $ 101 $ (653) $ 1,634 

 
 

(CAD millions, unaudited) 

  
Note Shareholders’ 

Capital 
Other  

Reserves 
Deficit Total 

          
Balance at January 1, 2018  $ 2,181 $ 96 $ (111) $ 2,166 
Net and comprehensive loss   -  -  (192)  (192) 
Share-based compensation  13  -  6  -  6 
Issued on exercised equity plans  13  5  (5)  -  - 
Balance at September 30, 2018  $ 2,186 $ 97 $ (303) $ 1,980 

 
See accompanying notes to the unaudited interim consolidated financial statements. 
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Notes to the Unaudited Consolidated Financial Statements 
(All tabular amounts are in CAD millions except numbers of common shares, per share amounts, 

percentages and various figures in Note 10) 
 
1. Structure of Obsidian Energy 
 
Obsidian Energy Ltd. (“Obsidian Energy” or the “Company”) is an exploration and production company 
and is governed by the laws of the Province of Alberta, Canada. The Company operates in one segment, 
to explore for, develop and hold interests in oil and natural gas properties and related production 
infrastructure in the Western Canada Sedimentary Basin directly and through investments in securities of 
subsidiaries holding such interests. Obsidian Energy’s portfolio of assets is managed at an enterprise 
level, rather than by separate operating segments or business units. The Company assesses its financial 
performance at the enterprise level and resource allocation decisions are made on a project basis across 
its portfolio of assets, without regard to the geographic location of projects. Obsidian Energy owns the 
petroleum and natural gas assets or 100 percent of the equity, directly or indirectly, of the entities that 
carry on the remainder of the oil and natural gas business of Obsidian Energy, except for an 
unincorporated joint arrangement (the “Peace River Oil Partnership”) in which Obsidian Energy’s wholly 
owned subsidiaries hold a 55 percent interest.  
 
2. Basis of presentation and statement of compliance 
 
a) Basis of Presentation 
 
The interim consolidated financial statements include the accounts of Obsidian Energy, its wholly owned 
subsidiaries and its proportionate interest in partnerships. Results from acquired properties are included 
in the Company’s reported results subsequent to the closing date and results from properties sold are 
included until the closing date. 
 
All intercompany balances, transactions, income and expenses are eliminated on consolidation. 
 
Certain comparative figures have been reclassified to correspond with current period presentation.  
 
b) Statement of Compliance 
 
These unaudited condensed interim consolidated financial statements (“interim consolidated financial 
statements”) are prepared in compliance with IAS 34 “Interim Financial Reporting” and accordingly do not 
contain all of the disclosures included in Obsidian Energy’s annual audited consolidated financial 
statements.  
 
The interim consolidated financial statements were prepared using the same accounting policies, critical 
accounting judgments and key estimates as in the annual consolidated financial statements as at and for 
the year ended December 31, 2018 with the exception of IFRS 16 – Leases as outlined below.  
 
All tabular amounts are in millions of Canadian dollars, except numbers of common shares, per share 
amounts, percentages and other figures as noted.   
 
The interim consolidated financial statements were approved for issuance by the Board of Directors on 
November 1, 2019.  
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3. Significant accounting policies 
 
a) Adoption of IFRS 16 - Leases 
 
Obsidian Energy applied IFRS 16 with an initial adoption date of January 1, 2019, resulting in a change to 
its accounting policy for lease contracts as detailed below. The Company applied IFRS 16 using the 
modified retrospective approach under which the cumulative effect of initial application is recognized in 
retained earnings at January 1, 2019. As a result, comparative information has not been restated and 
continues to be reported under IAS 17 and IFRIC 4. 
 
As a lessee, the Company previously classified leases as operating or finance leases based on its 
assessment of whether the lease transferred significantly all of the risks and rewards incidental to 
ownership of the underlying asset to the Company. Under IFRS 16, the Company recognizes right-of-use 
assets in property, plant and equipment and lease liabilities for most leases. 
 
At transition, lease liabilities were measured at the present value of the remaining lease payments, 
discounted at the Company’s incremental borrowing rate as at January 1, 2019. Right-of-use assets are 
measured at an amount equal to the lease liability, adjusted by the amount of any prepaid or accrued 
lease payments.  
 
i) Practical expedients 
 
The Company used the following practical expedients when applying IFRS 16 to leases previously 
classified as operating leases under IAS 17: 
 

- Applied a single discount rate to a portfolio of leases with similar characteristics; 
- Applied the exemption to not recognize right-of-use assets and liabilities for leases with less than 

12 months of lease term; 
- Applied the exemption to not recognize leases of low value assets on the consolidated balance 

sheet. Payments for these leases will be disclosed in the notes to the consolidated financial 
statements; and 

- Placed reliance on the Company’s previous assessment of onerous contracts under IAS 37 
immediately before the date of initial application as an alternative to performing an impairment 
assessment. 

 
ii) January 1, 2019 impact 
 
The impacts of the adoption of IFRS 16 as at January 1, 2019 are as follows: 
 
 

Notes 
As reported at 

December 31, 2018 Adjustments 

Balance on 
adoption as at 

January 1, 2019 
Assets     
  Current portion of lease receivable b) $ - $ 9 $ 9 
  Long-term portion of lease receivable b) - 34 34 
  Property, plant and equipment a) - 37 37 
     
Liabilities and Shareholders’ Equity      
  Current portion of lease liability c) - 30 30 
  Current portion of provisions d) 16 (12) 4 
  Long-term portion of lease liability c) - 106 106 
  Long-term portion of provisions d) 69 (51) 18 
  Deficit d) $ 416 $ (7) $ 409 
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a) Right-of-use assets 
 
The Company measured its right-of-use assets at the amount equal to the lease liability less any 
amount previously recorded as onerous contract provision under IAS 37. There was no impact to 
retained earnings upon adoption. 

 
b) Sublease contracts 
 
The Company analyzed the classification of sublease contracts previously classified as operating 
leases under IAS 17. The Company determined that certain subleases met the requirements of 
finance leases under IFRS 16. These are recorded as Lease receivable. 

 
c) Lease liabilities  

 
The Company recorded lease liabilities on contracts previously classified as operating leases under 
IAS 17. The lease liabilities were measured at the present value of the remaining lease payments, 
discounted using the Company’s incremental borrowing rate at January 1, 2019. The incremental 
borrowing rate used in the calculation was 6.0 percent.  

 
d) Onerous contract provisions 

 
For the Company’s office lease provision, the Company applied the practical expedient to use its 
previous assessment under IAS 37 for onerous contracts. This resulted in a reduction of $63 million 
to the Company’s office lease provision that was classified as an onerous contract and a reduction in 
deficit of $7 million. 

 
iii) Reconciliation of commitments to lease liability 
 
The following table reconciles the Company’s commitments at December 31, 2018 to the Company’s 
lease liabilities as at January 1, 2019: 
 
 Total 
Long-term debt $ 419 
Transportation  41 
Power infrastructure  9 
Interest obligations   27 
Office lease   201 
Decommissioning liability  129 
Total at December 31, 2018 $ 826 
Commitments that do not contain a lease  (607) 
Office Lease - Non-Lease Components  (66) 
Operating lease under IAS 17  9 
Discounting impact  (26) 
Lease liabilities as at January 1, 2019 $ 136 

 
 
 



 

OBSIDIAN ENERGY THIRD QUARTER 2019                             NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS  28 
 

b) Policy applicable after January 1, 2019 
 

On transition to IFRS 16 and at inception of entering into a contract, the Company assesses whether a 
contract is, or contains a lease. A contract is, or contains a lease if the contract conveys the right to 
control the use of an identified asset for a period of time in exchange for consideration. To assess 
whether a contract conveys the right to control the use of an identified asset, the Company considers the 
following: 
 

- the contract involves the use of an identified asset; 
- the Company has the right to obtain substantially all of the economic benefits from the use of the 

asset throughout the period of use; and 
- the Company has the right to direct the use of the asset, which occurs if either;  

o the Company has the right to operate the asset; or 
o the Company designed the asset in a way that predetermines how and for what purpose 

it will be used.  
 

Obsidian Energy recognizes a right-of-use asset and a lease liability at the commencement date of the 
lease. The right-of-use asset is initially measured at cost, which comprises the initial amount of the lease 
liability adjusted for any lease payments made at or before the commencement date.  
 
The right-of-use asset is subsequently depreciated using the straight-line method from the commencement 
date to the earlier of the end of the useful life of the right-of-use asset or the end of the lease term. The 
estimated useful life of right-of-use assets are determined based on the length of the lease. 
 
The lease liability is initially measured at the present value of the lease payments that are not paid at the 
commencement date, discounted using the Company’s incremental borrowing rate. The consideration 
used to measure the lease liability includes all fixed or variable lease payments under the arrangement. 
Subsequently, the lease liability is measured at amortized cost using the effective interest method and is 
re-measured when there is a change in the future lease payments.  
 
In-scope leases 
 
Upon adoption of IFRS 16, the Company identified certain office leases, transportation commitments, 
vehicle leases and surface leases in-scope under the standard.  
 

- Office lease commitments pertain to total leased office space. A portion of this office space has 
been sub-leased to other parties to minimize the Company’s net exposure under the leases; 

- Transportation commitments related to costs for future pipeline access;  
- Vehicle leases relate to commitments for usage of vehicles; and 
- Surface leases allow access to land at a natural gas or oil treatment facility and beyond. 

 
Obsidian Energy has elected not to recognize right-of-use assets and lease liabilities for short-term 
leases that have a lease term of 12 months or less and leases of low-value assets, which include 
information technology equipment and field equipment. The Company recognizes the lease payments 
associated with these leases as an expense on a straight-line basis over the lease term. 
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4. Lease receivable 
 
Lease receivable relates to the lease component of sub-leased office space. Total lease receivable 
included in the consolidated balance sheet is as follows: 
 

  
Nine months ended 
September 30, 2019 

Balance, beginning of period $ 43 
Additions   4 
Finance income  2 
Lease payments received  (7) 
Balance, end of period $ 42 
   
Current portion $ 9 
Long-term portion $ 33 

 
The following table sets out a maturity analysis of lease payments, showing the undiscounted lease 
payments to be received after the reporting date: 
 
  As at September 30, 2019 
2019 $ 2 
2020  9 
2021  9 
2022  9 
2023  9 
thereafter  10 
Total undiscounted payments $ 48 
Unearned finance income  (6) 
Lease receivable $ 42 

 
5. Assets and liabilities held for sale 
 
Assets and liabilities classified as held for sale consisted of the following: 
 
  As at September 30, 2019 
Assets held for sale   
Cash $ 2 
Accounts receivable  3 
Property, plant and equipment  94 
 $ 99 
Liabilities related to assets held for sale   
Accounts payable and accrued liabilities $ 6 
Decommissioning liability  12 
 $ 18 

 
During the third quarter of 2019, as a result of the Company continuing to progress through a formal sales 
process for the Company’s interest in the Peace River Oil Partnership (“PROP”), the Company has 
continued to classify these assets as held for sale at September 30, 2019.  
  
Previously, in the second quarter of 2019, these assets were recorded at the lower of fair value less costs 
to sell and their carrying amount, resulting in a PP&E impairment loss of $130 million. The impairment 
expense was recorded as additional depletion, depreciation, impairment and accretion expense on the 
Consolidated Statements of Income (Loss).  
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6. Property, plant and equipment (“PP&E”) 
 
Oil and Gas assets, Facilities, Turnarounds 
 

Cost 
Nine months ended 
September 30, 2019 

Year ended  
December 31, 2018 

Balance, beginning of period $ 10,776 $ 10,636  
Capital expenditures  69  168 
Acquisitions  -  1 
Dispositions  (52)  (10) 
Transfers to asset held for sale  (427)  - 
Net decommissioning dispositions  (7)  (19) 
Balance, end of period $ 10,359 $ 10,776 

 

Accumulated depletion and depreciation 
Nine months ended 
September 30, 2019 

Year ended  
December 31, 2018 

Balance, beginning of period $ 8,202 $ 7,817 
Depletion and depreciation  184  288 
Impairments  130  107 
Transfers to asset held for sale  (333)  - 
Dispositions  (41)  (10) 
Balance, end of period $ 8,142 $ 8,202 

 
  As at 
Net book value September 30, 2019 December 31, 2018 
Total $ 2,217 $ 2,574 

 
Right-of-use assets 
 
The following table includes a break-down of the categories for right-of-use assets: 
 

Cost   
 Nine months ended 

September 30, 2019 
 Office  Transportation Vehicle Surface Total 
Balance, beginning of period $ 15 $ 17 $ 3 $ 2 $ 37 
Additions  -  -  -  -  - 
Balance, end of period $ 15 $ 17 $ 3 $ 2 $ 37 

 

Accumulated amortization   
 Nine months ended 

September 30, 2019 
 Office  Transportation Vehicle Surface Total 
Balance, beginning of period $ - $ - $ - $ - $ - 
Amortization  2  4  1  -  7 
Balance, end of period $ 2 $ 4 $ 1 $ - $ 7 

 
  As at 
Net book value September 30, 2019 December 31, 2018 
Total $ 30 $ - 
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Total 
 
Total PP&E including Oil and Gas assets, Facilities, Turnarounds and Right-of-use assets is as follows: 
 
  As at 
PP&E September 30, 2019 December 31, 2018 
Oil and Gas assets, Facilities, Turnarounds $ 2,217 $ 2,574 
Right-of-use assets  30  - 
Total $ 2,247 $ 2,574 

 
7. Long-term debt 
 As at  
 September 30, 2019 December 31, 2018 
Bankers’ acceptances and prime rate loans $ 404 $ 337 
     
Senior secured notes – 2007 Notes     
   5.90%, US$5 million, matured May 31, 2019  -  6 
Senior secured notes – 2008 Notes     
   6.40%, US$4 million, maturing May 29, 2020  5  6 
Senior secured notes – 2009 Notes     
   9.32%, US$8 million, matured May 5, 2019  -  11 
Senior secured notes – 2010 Q1 Notes     
   5.85%, US$10 million, maturing March 16, 2020  13  13 
Senior secured notes – 2010 Q4 Notes     
   4.88%, US$13 million, maturing December 2, 2020  18  18 
   4.98%, US$6 million, maturing December 2, 2022  8  8 
   5.23%, US$2 million, maturing December 2, 2025  3  3 
Senior secured notes – 2011 Q4 Notes     
   4.79%, US$12 million, maturing November 30, 2021  16  17 
Total long-term debt $ 467 $ 419 
     
Current portion $ 18 $ 17 
Long-term portion $ 449 $ 402 

 
Additional information on Obsidian Energy’s senior secured notes was as follows: 
 
  As at 
 September 30, 2019 December 31, 2018 
Weighted average remaining life (years)   1.7  2.0 
Weighted average interest rate (1)  5.7%  5.8% 

 
(1) Under current covenant amendments, that remain in effect until January 1, 2020, the Company’s average interest rate 

temporarily increased by 50 bps. 
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The Company has a reserve-based syndicated credit facility which is subject to a semi-annual borrowing 
base redetermination typically in May and November of each year. During the third quarter of 2019, the 
Company reached an agreement with its lenders whereby the underlying borrowing base of the 
syndicated credit facility and the amount available to be drawn under the syndicated credit facility remain 
at $550 million and $460 million, respectively. Under the agreement, the next borrowing base 
redetermination is on February 28, 2020 when the revolving period ends, with the expiration of the term-
out date of November 30, 2020. Additionally, there are two reconfirmation dates on November 19, 2019 
and January 20, 2020 whereby the commencement of the term-out period may be accelerated on 
November 30, 2019 and January 30, 2020, respectively. If the facility is not extended at February 28, 
2020 or reconfirmed at the before mentioned dates, the Company would not be allowed to further draw on 
the syndicated credit facility and the amount outstanding would be due on November 30, 2020.  
 
In September 2019, the Company announced the initiation of a formal strategic alternative process to 
maximize shareholder value. Such strategic alternatives may include, but are not limited to, a corporate 
sale, merger or other business combination, a disposition of all or a portion of the Company’s assets, a 
recapitalization, a refinancing of its capital structure, or any combination of the foregoing. The Company 
continues to work through this process however there can be no guarantees on the outcome. The 
outcome of the strategic review process as well as various factors such as regulations and the commodity 
price environment lead to risk and uncertainty around revolving period reconfirmations and the terms on 
future renewals of the syndicated credit facility. 
 
Drawings on the Company’s bank facility are subject to fluctuations in short-term money market rates as 
they are generally held as short-term borrowings. As at September 30, 2019, 87 percent (December 31, 
2018 – 80 percent) of Obsidian Energy’s long-term debt instruments were exposed to changes in short-
term interest rates.  
 
At September 30, 2019, letters of credit totaling $7 million were outstanding (December 31, 2018 – $7 
million) that reduce the amount otherwise available to be drawn on the syndicated credit facility.  
 
Financing expense consists of the following: 
 

 
 

Three months ended  
 September 30 

Nine months ended 
September 30 

2019 2018 2019 2018 
Interest on long-term-debt $ 10 $ 5 $ 25 $ 15 
Unwinding discount on lease liabilities  2  -  6  - 
Financing  $ 12 $ 5 $ 31 $ 15 

 
Obsidian Energy records unrealized foreign exchange gains or losses on its senior notes as amounts are 
translated into Canadian dollars at the rate of exchange in effect at the balance sheet date. Realized 
foreign exchange gains or losses are recorded upon repayment of senior notes upon their maturity. The 
split between realized and unrealized foreign exchange is as follows: 
 

 
 

Three months ended  
 September 30 

Nine months ended 
September 30 

2019 2018 2019 2018 
Realized foreign exchange loss  $ - $ - $ 3 $ 8 
Unrealized foreign exchange gain  1  (1)  (5)  (4) 
Foreign exchange loss (gain) $ 1 $ (1) $ (2) $ 4 

 
The Company is subject to certain financial covenants under its senior notes and syndicated credit 
facility. These types of financial covenants are typical for senior lending arrangements and include Senior 
debt and Total debt to Adjusted EBITDA and Senior debt and Total debt to capitalization, as more 
specifically defined in the applicable lending agreements. At September 30, 2019, the Company was in 
compliance with all of its financial covenants under such lending agreements. 
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In the first quarter of 2019, due to the impact of widening crude oil differentials in the fourth quarter of 2018, 
the Company entered into amending agreements with holders of its senior notes to temporarily amend its 
financial covenants for all quarters in 2019. Senior debt to Adjusted EBITDA and Total debt to Adjusted 
EBITDA will be reset during this period and calculated on a rolling basis starting on January 1, 2019. The 
maximum for both ratios will be less than or equal to 4.25:1 in 2019, decreasing to 3:1 from January 1, 2020 
onwards for Senior debt to Adjusted EBITDA and 4:1 from January 1, 2020 onwards for Total debt to 
Adjusted EBITDA (which were the maximum ratios required prior to entering into the amending 
agreements). As part of the amending agreements, the Company agreed to pay an additional 50 bps if the 
covenant is less than or equal to 3.00:1, 100 bps if the covenant is greater than 3.00:1 and less than or 
equal to 4.00:1 and 125 bps if the covenant is greater than 4.00:1 and less than or equal to 4.25:1. On 
September 30, 2019, Senior debt to Adjusted EBITDA and Total debt to Adjusted EBITDA was 2.9. 
 
8. Lease liabilities  
 
Total lease liabilities included in the consolidated balance sheet are as follows: 

  
Nine months ended 
September 30, 2019 

Balance, beginning of period $ 136 
Unwinding of discount on lease liabilities  6 
Lease payments  (22) 
Balance, end of period $ 120 
   
Current portion $ 29 
Long-term portion $ 91 

 
The following table sets out a maturity analysis of lease payments, disclosing the undiscounted balance 
after September 30, 2019: 
 
 2019 2020 2021 2022 2023 Thereafter Total 
Office $ 6 $ 22 $ 22 $ 22 $ 22 $ 24 $ 118 
Transportation  2  5  4  3  -  -  14 
Vehicle   -  1  1  1  -  -  3 
Surface  -  -  -  -  -  5  5 
Total $ 8 $ 28 $ 27 $ 26 $ 22 $ 29 $ 140 

 
Amounts recognized in Consolidated Statements of Income (Loss) and Consolidated Statements of Cash 
Flows 
 
For the nine months ended September 30, 2019, the Company recorded $2 million of income from sub-
leases related to its right-of-use assets.  Expenses related to short-term leases and leases of low-value 
assets were insignificant during the period.  
 
9. Provisions 

 

 
     

September 30, 2019 
   

December 31, 2018 
Decommissioning liability $ 108 $ 129 
Office lease provision  16  85 
Total $ 124 $ 214 
     
Current portion $ 17 $ 28 
Long-term portion  107  186 
Total $ 124 $ 214 
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Decommissioning liability 
 
The decommissioning liability was determined by applying an inflation factor of 2.0 percent (December 
31, 2018 - 2.0 percent) and the inflated amount was discounted using a credit-adjusted rate of 6.5 percent 
(December 31, 2018 – 6.5 percent) over the expected useful life of the underlying assets, currently 
extending over 50 years into the future. The total decommissioning liability on an undiscounted, uninflated 
basis was $0.8 billion (December 31, 2018 - $0.8 billion).  
 
Changes to the decommissioning liability were as follows: 
 

 
Nine months ended 
September 30, 2019 

Year ended  
December 31, 2018 

Balance, beginning of period $ 129 $ 147 
Net liabilities added (disposed) (1)  (8)  4 
Increase (decrease) due to changes in estimates  1  (23) 
Liabilities settled   (8)  (9) 
Transfer to liabilities related to assets held for sale  (12)  - 
Accretion charges  6  10 
Balance, end of period $ 108 $ 129 
     
Current portion $ 13 $ 12 
Long-term portion $ 95 $ 117 

 
(1) Includes additions from drilling activity, facility capital spending and disposals related to net property dispositions. 
 
Office lease provision 
 
The office lease provision represents the net present value of non-lease components on future office 
lease payments. These payments are reduced by recoveries under current sub-lease agreements that 
were recognized as non-lease components. The office lease provision was determined by applying a 
credit-adjusted discount rate of 6.0 percent (December 31, 2018 – 6.5 percent) over the remaining life of 
the lease contracts, extending into 2025.  
 
Changes to the office lease provision were as follows: 
 

 
Nine months ended 
September 30, 2019 

Year ended  
December 31, 2018 

Balance, beginning of period (Note 3) $ 22 $ 101 
Net additions (dispositions)  -  (5) 
Increase (decrease) due to changes in estimates  (5)  (1) 
Cash settlements   (2)  (16) 
Accretion charges  1  6 
Balance, end of period $ 16 $ 85 
     
Current portion $ 4 $ 16 
Long-term portion $ 12 $ 69 
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10. Risk management 
 
Financial instruments consist of cash and cash equivalents, accounts receivable, fair values of derivative 
financial instruments, accounts payable and accrued liabilities and long-term debt. At September 30, 
2019, except for the senior notes described in Note 7 with a carrying value of $63 million (December 31, 
2018 – $82 million) and a fair value of $59 million (December 31, 2018 - $77 million), the fair values of 
these financial instruments approximate their carrying amounts due to the short-term maturity of the 
instruments, the mark to market values recorded for the financial instruments and the market rate of 
interest applicable to the syndicated credit facility.  
 
The fair values of all outstanding financial, commodity, interest rate and foreign exchange contracts are 
reflected on the balance sheet with the changes during the period recorded in income as unrealized gains 
or losses. 
 
At September 30, 2019 and December 31, 2018, the only asset or liability measured at fair value on a 
recurring basis was the risk management asset and liability, which was valued based on “Level 2 inputs” 
being quoted prices in markets that are not active or based on prices that are observable for the asset or 
liability. 
 
The following table reconciles the changes in the fair value of financial instruments outstanding: 
 

Risk management asset (liability) 
Nine months ended  
September 30, 2019 

Year ended  
December 31, 2018 

Balance, beginning of period $ 9 $ (50) 
Unrealized gain (loss) on financial instruments:     

Commodity collars and swaps  (5)  43 
   Foreign exchange forwards  -  (2) 
   Cross currency swaps  -  18 
Total fair value, end of period $ 4 $ 9 
     
  As at 
Total fair value consists of the following:  September 30, 2019 December 31, 2018 
Current asset portion $ 4 $ 9 
Current liability portion  -  - 
Non-current asset portion  -  - 
Non-current liability portion  -  - 
Total fair value $ 4 $ 9 
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Obsidian Energy had the following financial instruments outstanding as at September 30, 2019. Fair 
values are determined using external counterparty information, which is compared to observable market 
data. The Company limits its credit risk by executing counterparty risk procedures which include 
transacting only with institutions within its syndicated credit facility or companies with high credit ratings 
and by obtaining financial security in certain circumstances. 
 

  
Notional 
volume 

Remaining 
term Pricing 

Fair value  
(millions) 

      
Crude Oil      
   WTI Swaps 3,000 bbl/d October 2019 $79.98/bbl $ 1 
   WTI Swaps 3,000 bbl/d November 2019 $79.46/bbl  1 
   WTI Swaps 2,000 bbl/d December 2019 $79.30/bbl  1 
   WTI Swaps 1,700 bbl/d Q4 2019 $78.95/bbl  1 
   WTI Swaps 250 bbl/d Q4 2019 $80.91/bbl  - 
      
Total    $ 4 
 
Based on September 30, 2019 pricing, a $1.00 change in the price per barrel of liquids of WTI would have 
changed pre-tax unrealized risk management by $1 million.  
 
The components of risk management on the Consolidated Statements of Income (Loss) are as follows: 
 

 
 

Three months ended  
 September 30 

Nine months ended 
September 30 

2019 2018 2019 2018 
Realized         
  Settlement of commodity contracts  $ 1 $ (24) $ (8) $ (54) 
  Settlement of foreign exchange contracts  -  (19)  -  (19) 
Total realized gain (loss) $ 1 $ (43) $ (8) $ (73) 
         
Unrealized         
  Commodity contracts $ 3 $ 12 $ (5) $ (36) 
  Foreign exchange contracts  -  2  -  (3) 
  Cross-currency swaps  -  17  -  18 
Total unrealized gain (loss)  3  31  (5)  (21) 
Risk management gain (loss) $ 4 $ (12) $ (13) $ (94) 

 
Market risks 
 
Obsidian Energy is exposed to normal market risks inherent in the oil and natural gas business, including, 
but not limited to, commodity price risk, foreign currency rate risk, credit risk, interest rate risk and liquidity 
risk. The Company seeks to mitigate these risks through various business processes and management 
controls and from time to time by using financial instruments.   
 
See additional discussion on liquidity risk in Note 7. There have been no other significant changes to 
these risks from those discussed in the Company’s annual audited consolidated financial statements.  
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11. Shareholders’ equity 
 
Effective June 5, 2019, the Company consolidated its common shares on the basis of seven old common 
shares outstanding for one new common share. All figures in the interim consolidated financial 
statements have been updated to reflect the 7:1 consolidation.  Additionally, the number of units or 
options and the per unit or option prices under the Restricted and Performance Share Unit plan (“RPSU 
plan”), Stock Option Plan, Deferred Share Unit (“DSU”) plan and Performance Share Unit (“PSU”) plan 
have been updated accordingly.  
 
i) Issued  
 
Shareholders’ capital  Common Shares Amount 
Balance, December 31, 2017 72,048,713 $ 2,181 
Issued on exercise of equity compensation plans (1) 425,006  4 
Balance, December 31, 2018 72,473,719 $ 2,185 
Issued on exercise of equity compensation plans (1) 525,800  1 
Balance, September 30, 2019 72,999,519 $ 2,186 

 
(1) Upon exercise of equity awards, the net benefit is recorded as a reduction of other reserves and an increase to shareholders’ 

capital. 
 
ii) Earnings per share - Basic and Diluted 
 
The weighted average number of shares used to calculate per share amounts was as follows: 
 
 

Average shares outstanding (millions) 

Three months ended  
 September 30 

Nine months ended 
September 30 

2019 2018 2019 2018 
Basic and Diluted  73.0  72.5  72.8  72.3 

 
For both the third quarter of 2019 and for the first nine months of 2019, 0.2 million common shares (2018 
– 0.4 million) that are issuable under the Stock Option Plan (“Option Plan”) were excluded in calculating 
the weighted average number of diluted shares outstanding as they were considered anti-dilutive. 
 
12. Revenue 
 
The Company’s significant revenue streams consist of the following: 
 

 

Three months ended  
 September 30 

Nine months ended 
September 30 

2019 2018 2019 2018 
Crude Oil  $ 83 $ 103 $ 265 $ 292 
NGL  3  8  10  26 
Natural gas  5  10  23  35 
Production revenues   91  121  298  353 
Processing fees  2  3  6  9 
Financing income  1  -  2  - 
Oil and natural gas sales and other 
income $ 94 $ 124 $ 306 $ 362 
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13. Share-based compensation 
 
Restricted and Performance Share Unit plan  
 
Obsidian Energy has an RPSU plan whereby employees receive consideration that fluctuates based on 
the Company’s share price on the Toronto Stock Exchange (“TSX”). Since March 2016, consideration can 
be in the form of cash or shares purchased on the open market therefore all grants subsequent to March 
2016 are accounted for based on the equity method. In June 2017, the shareholders approved 
amendments to the RPSU plan such that shares provided under the plan can either be purchased on the 
open market or issued from treasury.  
 
RPSU plan 
(number of shares equivalent) 

Nine months ended  
September 30, 2019 

Year ended 
December 31, 2018 

Outstanding, beginning of period 1,235,202 1,199,625 
Granted  971,916 915,173 
Vested (562,737) (514,591) 
Forfeited (311,047) (365,005) 
Outstanding, end of period 1,333,334 1,235,202 
   
Outstanding units – liability method - 4,119 
Outstanding units – equity method 1,333,334 1,231,083 
Total 1,333,334 1,235,202 

 
The fair value of the RPSU plan units granted under the equity method used the following weighted 
average assumptions: 
 Nine months ended September 30 
 2019 2018 
Average fair value of units granted (per unit) $ 2.77 $ 8.61 
Expected life of units (years)  3.0  3.0 
Expected forfeiture rate  1.0%  6.0% 

 
Performance Share Unit plan under the RPSU plan 
 
Since June 2017, issuances of performance share units are made under the RPSU plan. The PSU plan 
under the RPSU plan allows Obsidian Energy to grant PSUs to employees of the Company. The PSU 
obligation is classified as a liability due to the cash settlement feature and could be settled in cash or 
shares.  
 

PSU awards (number of shares equivalent) 
Nine months ended  
September 30, 2019 

Year ended 
December 31, 2018 

Outstanding, beginning of period 163,129 - 
Granted  144,211 163,129 
Vested (77,525) - 
Forfeited (22,929) - 
Outstanding, end of period 206,886 163,129 

 
The liability associated with the PSU’s under the RPSU plan was insignificant at both September 30, 
2019 and December 31, 2018.  
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Stock Option Plan  
 
Obsidian Energy has an Option Plan that allows the Company to issue options to acquire common shares 
to officers, employees and other service providers. Beginning in 2017, all future grants of options were 
suspended under the Option Plan.  
 

 
Nine months ended  
September 30, 2019 

Year ended  
December 31, 2018 

Options 
Number of 

Options 

Weighted 
Average 

Exercise Price 
Number of 

Options 

Weighted 
Average 

   Exercise Price 
Outstanding, beginning of period 287,996 $ 25.35 523,225 $ 32.20 
Exercised -  - (22,139)  8.40 
Forfeited (93,640)  (38.39) (213,090)  43.89 

 
Outstanding, end of period 194,356 $ 13.38 287,996 $ 25.34 

Exercisable, end of period 167,396 $ 14.16 207,257 $ 31.29 
 
Deferred Share Unit plan 
 
The DSU plan allows the Company to grant DSUs in lieu of cash fees to non-employee directors 
providing a right to receive, upon retirement, a cash payment based on the volume-weighted-average 
trading price of the common shares on the TSX. At September 30, 2019, 541,926 DSUs (December 31, 
2018 – 189,122) were outstanding and $1 million was recorded as a current liability (December 31, 2018 
– $1 million). 
 
Performance Share Unit plan 
 
Prior to June 2017, issuances of performance share units were made under the PSU plan. The PSU 
obligation is classified as a liability due to the cash settlement feature. 
 

PSU awards (number of shares equivalent) 
Nine months ended  
September 30, 2019 

Year ended 
December 31, 2018 

Outstanding, beginning of period 118,686 219,857 
Vested (88,027) (60,600) 
Forfeited - (40,571) 
Outstanding, end of period 30,659 118,686 

 
The liability associated with the PSU’s was insignificant at both September 30, 2019 and December 31, 
2018.  

 
Share-based compensation 
  
Share-based compensation is based on the fair value of the options and units at the time of grant under 
the Option Plan and RPSU plan (equity method), which is amortized over the remaining vesting period on 
a graded vesting schedule. Share-based compensation under the RPSU plan (liability method), DSU plan 
and PSU plan is based on the fair value of the awards outstanding at the reporting date and is amortized 
based on a graded vesting schedule. Share-based compensation consisted of the following: 

 Nine months ended September 30 
   2019 2018 

  RPSU plan – equity method $ 3 $ 6 
  PSU plan  -  1 
  DSU plan  -  1 
  Share-based compensation  $ 3 $ 6 
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The share price used in the fair value calculation of the RPSU plan (liability method), PSU plan and DSU 
plan obligations at September 30, 2019 was $1.10 per share (2018 – $8.47). Share-based compensation 
expense related to the Option Plan, RPSU plan (liability method) and DSU plan were insignificant in 2019.  
 
Employee retirement savings plan 
 
Obsidian Energy has an employee retirement savings plan (the “savings plan”) for the benefit of all 
employees. Under the savings plan, beginning on January 1, 2019 employees may elect to contribute up 
to 10 percent of their salary and Obsidian Energy matches these contributions at a rate of $1.00 for each 
$1.00 of employee contribution (2018 - $1.25 for each $1.00 of employee contribution). Both the 
employee’s and Obsidian Energy’s contributions are used to acquire Obsidian Energy common shares or 
are placed in low-risk investments. Common shares are purchased in the open market at prevailing 
market prices.  
 
14. Commitments and contingencies 
 
The Company is involved in various litigation and claims in the normal course of business and records 
provisions for claims as required.   
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