
  
THIRD QUARTER 2019 HIGHLIGHTS 

• Average production in the quarter of 8,386 barrels of oil equivalent per day (“boe/d”) was down twelve percent from 
the 9,514 boe/d in the comparative quarter of 2018. During the third quarter of 2019, the liquids yield averaged 117 
barrels per million cubic feet (“bbls/mmcf”), up 18 percent from the 99 bbls/mmcf in the third quarter of 2018.  Of 
the 117 bbls/mmcf, 87 bbls/mmcf were the higher valued condensate and pentane products; 

• Delphi’s realized natural gas price, including marketing income (excluding the Permanent Assignment Transaction, 
defined below) and excluding realized gains on risk management, averaged $2.56 per thousand cubic feet (“mcf”) 
comparing favourably to the average daily AECO benchmark which averaged $0.91 per mcf.  Approximately 56 
percent of the Company’s natural gas was sold in the Chicago natural gas market; 

• Realized gains of $5.4 million and $9.6 million on the settlement of risk management contracts in the three and nine 
months ended September 30, 2019. The fair value of financial contracts outstanding as at September 30, 2019 is 
estimated to be a net asset of $15.1 million; 

• Completed the sale of permanent assignment of approximately 35 percent of its firm full-path Alliance service (the 
“Permanent Assignment Transaction”) for net proceeds of $11.5 million. The net proceeds from the Permanent 
Assignment Transaction were used to repay bank indebtedness; 

• Total cash revenues, excluding the Permanent Assignment Transaction, decreased six percent in the third quarter 
of 2019 compared to the same period in 2018.  Crude oil and natural gas revenues decreased 34 percent in the 
third quarter of 2019 over the comparative quarter due to weaker commodity prices and lower production volumes.  
On a per unit basis, total cash revenues increased seven percent to $36.47 per boe in the third quarter of 2019 
from $34.19 per boe in the third quarter of 2018; 

• The operating netback in the third quarter increased six percent over the comparative period in 2018 largely due to 
realized gains on risk management partially offset by lower realized prices and higher operating expenses; 

• Adjusted funds flow for the third quarter, excluding the Permanent Assignment Transaction, decreased 16 percent 
over the comparative quarter, largely due to lower total cash revenues and increased finance costs. On a per unit 
basis, the cash netback before the Permanent Assignment Transaction, decreased five percent in comparison to 
the same period in 2018;  

• Reduced bank debt plus adjusted working capital deficit by $28.6 million from the first quarter of 2019; and  

• Advanced a series of transactions (collectively the “Proposed Recapitalization Transaction”) which would, if 
successfully implemented, among other things: extend the maturity date of the Company’s $105.0 million senior 
secured notes to April 15, 2023 from July 15, 2021, raise gross proceeds of $46.5 million exclusively for the 
development of the Company’s Montney asset or a consolidation of assets in Delphi’s core area, allow for 
repayment of a portion of bank indebtedness, and provide for a common share consolidation of 15 to 1. 
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FINANCIAL AND OPERATIONAL HIGHLIGHTS      
 Three months ended September 30 Nine months ended September 30 
 2019 2018 % Change 2019 2018 % Change 
Financial       
($ thousands, except per share) 
 

      

Crude oil and natural gas revenues 20,612 31,399 (34) 73,991 100,468 (26) 
Net earnings (loss) 10,628 1,252 749 (61,499) (9,048) 580 

Per share – basic and diluted 0.06 0.01 500 (0.33) (0.05) 560 
Cash flow from operating activities 17,289 11,385 52 41,288 44,700 (8) 

Per share – basic and diluted(1) 0.09 0.06 50 0.22 0.24 (8) 
Adjusted funds flow(1) 21,291 11,600 84 45,605 37,725 21 

Per share – basic and diluted(1) 0.11 0.06 83 0.25 0.20 25 
Net debt(1) 165,722 163,422 1 165,722 163,422 1 
Capital expenditures, net of dispositions (91) 19,317 (100) 26,777 63,892 (58) 
       
Weighted average shares (000s)       

Basic and diluted 185,547 185,547 - 185,547 185,547 - 
       
Operating       
(boe conversion – 6:1 basis)       
       
Production:       
Field condensate (bbls/d) 2,154 2,196 (2) 2,412 2,508 (4) 
Natural gas liquids (bbls/d) 1,299 1,359 (4) 1,269 1,451 (13) 
Natural gas (mcf/d) 29,600 35,751 (17) 30,502 35,553 (14) 

Total (boe/d) 8,386 9,514 (12) 8,765 9,885 (11) 
       
Average realized sales prices, before financial 
instruments       

Field condensate ($/bbl) 63.99 79.65 (20) 64.96 75.58 (14) 
Natural gas liquids ($/bbl) 21.20 51.85 (59) 26.11 46.73 (44) 
Natural gas ($/mcf) 1.97 2.67 (26) 2.63 3.08 (15) 
       
Netbacks ($/boe)       
Crude oil and natural gas revenues 26.72 35.87 (26) 30.92 37.24 (17) 
Marketing income (1) 2.09 1.48 41 1.86 1.34 39 
Realized gain (loss) on financial instruments 6.97 (4.21) - 4.00 (3.50) - 
Revenue, after realized financial instruments 35.78 33.14 8 36.78 35.08 5 
Royalties (2.34) (2.36) (1) (2.05) (2.20) (7) 
Operating expense (9.48) (7.62) 24 (9.29) (8.72) 7 
Transportation expense (4.09) (4.36) (6) (4.27) (5.00) (15) 
Operating netback (1) 19.87 18.80 6 21.17 19.16 10 
Permanent Assignment Transaction 14.96 - - 4.82 - - 
General and administrative expenses (1.77) (1.61) 10 (1.78) (1.61) 11 
Finance charges (5.25) (3.75) 40 (4.95) (3.39) 46 
Settlement of unutilized take-or-pay contract (0.22) (0.19) 16 (0.21) (0.19) 11 
Cash netback (1) 27.59 13.25 108 19.05 13.97 36 

(1) Refer to non–GAAP measures 
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MESSAGE TO SHAREHOLDERS 

Delphi’s third quarter results demonstrate the Company’s commitment to strengthen its financial position and improve the 
going concern nature of its business, with a 31 percent reduction in its net bank indebtedness since the first quarter of 2019 
and the announcement of a Proposed Recapitalization Transaction. The Proposed Recapitalization Transaction benefits 
the Company by:  
 

 Further reducing the Company’s bank debt while replacing/increasing producing reserves, thus addressing the 
current broad downward pressure on borrowing base redeterminations from Senior Lenders;  

 Extending the non-revolving debt maturity to April 2023, and; 
 Providing the working capital to carry out a sustainable 2019/2020 winter capital program while pursuing and 

participating in consolidation opportunities. 
 
Beyond the recapitalization plan, the Company remains focused on improving its operational and capital efficiencies through 
continued cost reduction efforts and even stronger well results. Delphi expects its condensate production to continue to 
grow disproportionately to its natural gas production over the next three to five years. The impact of the Company’s 
condensate growth, product marketing advantages, cost reductions and hedging strategy continues to demonstrate a strong 
cash generating business model in this challenging macro environment. The Company’s challenge remains achieving the 
necessary corporate size and scale to most efficiently develop its high quality liquids-rich Montney asset.   
 
Delphi, as a junior oil and gas company that is tirelessly sourcing a path back to relevancy in today’s capital markets, 
continues to focus on the elements of its business it can control, and mitigate to the best of its ability the elements it cannot 
influence. The Company has assembled all of the right attributes to be successful in this challenging macro environment, 
where a required emphasis on defense has challenged our ability to deliver the growth and scale necessary to generate 
sustainable free cash: 

 The Company’s condensate yields, total liquids content and operating netbacks are among the highest of its 
Montney peers. The twelve West Bigstone Montney wells drilled to date have averaged 61 percent liquids (207 
bbl/mmcf field condensate) resulting in field netbacks that are 60 percent greater than in East Bigstone where 
condensate yields average 40 bbl/mmcf. 

 The significant pipeline and facility infrastructure owned and operated by the Company are material under-
appreciated assets that continue to support efficient delineation and development on the 148 sections of land 
Delphi controls.  

 The move to multi-well pad drilling will drive improved capital efficiencies over time, as line of sight to 20 to 25 
percent cost savings are achievable. An optimized fracture stimulation design continues to deliver improved and 
more consistent well results in the ultra liquids-rich area of West Bigstone.  

 The diversified natural gas market access weighted to Chicago continues to deliver top-quartile realized pricing 
for its natural gas and mitigate stubborn AECO natural gas price weakness. 

 The Company’s risk management program continues to successfully mitigate commodity price volatility with 
realized gains in 2019 estimated to be approximately $14 million, contributing to an almost $114 million gain over 
the past 14 years.   

Delphi remains well positioned with a high quality resource base supported by its significant infrastructure footprint. The 
increased financial flexibility provided by the Proposed Recapitalization Transaction offers our shareholders the opportunity 
to realize potential equity appreciation, from both further development of its core asset as well as participation in a much 
broader spectrum of consolidation opportunities. Upon completion of the Proposed Recapitalization Transaction, Delphi will 
be in a much stronger financial position to create a sustainable relevant path forward.   

OPERATING AND FINANCIAL HIGHLIGHTS FOR THE QUARTER ENDED SEPTEMBER 30, 2019 
 
With the successful completion of the Permanent Assignment Transaction and no deployment of capital projects in the third 
quarter, Delphi was able to further reduce net bank indebtedness. Since the end of the first quarter of 2019, Delphi has 
reduced bank debt plus adjusted working capital deficit by $28.6 million, representing a 31 percent reduction. 
 
Weak commodity prices continue to put downward pressure on the Company’s operating netback although the Company’s 
hedge book supports some measure of stability during this volatile commodity price environment.  Crude oil and natural gas 
revenues, marketing revenues (excluding Permanent Assignment Transaction) and realized gains on risk management 
contracts totaled $28.1 million in the third quarter of 2019, down six percent from $29.9 million in the third quarter of 2018.  
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On a per boe basis, total cash revenues increased seven percent to $36.47 per boe in the third quarter of 2019 from $34.19 
per boe in the third quarter of 2018.  For the three and nine months ended September 30, 2019, Delphi realized gains of 
$5.4 million and $9.6 million, respectively, on the settlement of risk management contracts. As at September 30, 2019, the 
fair value of Delphi’s risk management contracts are estimated to be a net asset of $15.1 million. 
 
Production volumes in the third quarter of 2019 averaged 8,386 boe/d, a decrease of eight percent from the 9,157 boe/d 
average in the second quarter of 2019 as no additional wells have been drilled since the second quarter of 2019.  Production 
volumes in the third quarter of 2019 are twelve percent lower in comparison to the same period in 2018, primarily due to 
lower natural gas volumes.  Field condensate and natural gas liquids volumes decreased two percent and four percent over 
the comparative periods, respectively. Production from the four-well pad has shifted the production mix slightly and 
contributed to higher liquids yields.  The liquids yield in the third quarter of 2019 averaged 117 bbls/mmcf, up 18 percent 
from the 99 bbls/mmcf in the comparative quarter of 2018.  In the quarter, production was weighted 26 percent to field 
condensate, 15 percent to natural gas liquids and 59 percent to natural gas.  The production portfolio for the comparative 
quarter in 2018 was weighted 23 percent to field condensate, 14 percent to natural gas liquids and 63 percent to natural 
gas. 
 
Crude oil and natural gas revenues were $20.6 million, down 24 percent from the second quarter of 2019 largely due to 
lower field condensate volumes and weaker benchmark prices for field condensate and natural gas.  In comparison, crude 
oil and natural gas revenues in the third quarter of 2019 were $10.8 million or 34 percent lower than the third quarter of 
2018.  Approximately $9.3 million of the $10.8 million decrease in crude oil and natural gas revenues is due to lower 
benchmark prices.   
 
Operating expenses in the third quarter of 2019 were negatively impacted by $0.4 million of third-party equalizations related 
to prior periods and higher costs associated with road and lease maintenance as a result of wet field conditions.  Production 
volumes on a per boe basis averaged $9.48 per boe in the third quarter of 2019 compared to the $7.62 per boe in the same 
period of 2018.  Production expenses in the third quarter of 2019 have decreased $0.8 million (adjusted for the prior period 
equalizations) in comparison to the second quarter of 2019 largely due to less field activity, as production from the four-well 
pad stabilizes, and lower processing fees due to a decrease in production volumes. Transportation expenses in the third 
quarter of 2019 decreased 17 percent in comparison to the same period of 2018 as the Company ships more of its natural 
gas volumes on the less costly NGTL system and realizes lower per unit costs for trucking field condensate.   
 
The cash netback in the quarter, excluding the Permanent Assignment Transaction, was $12.63 per boe, down five percent 
over the comparative quarter in 2018 principally due to lower realized prices, higher operating expenses, and higher finance 
costs partially offset by a realized gain on risk management. 
 
On October 23, 2019, Delphi completed the closing of the private placement offerings as part of the Proposed 
Recapitalization Transaction, as disclosed in the management, discussion and analysis dated November 5, 2019, raising 
$46.5 million, the maximum amount contemplated under the private placement.  The proceeds are held in escrow and will 
be released upon satisfaction of events as described in the management, discussion and analysis. The Proposed 
Recapitalization Transaction would, if successfully implemented, among other things: extend the maturity date of the 
Company’s $105.0 million senior secured notes to April 15, 2023 from July 15, 2021, raise gross proceeds of $46.5 million 
exclusively for the development of the Company’s Montney asset or a consolidation of assets in Delphi’s core area, allow 
for repayment of a portion of bank indebtedness, and provide for a common share consolidation of 15 to 1.  

In connection with the Proposed Recapitalization Transaction, Delphi accelerated the timing of the senior lenders’ semi-
annual borrowing base review of the senior credit facility.  On November 1, 2019, the senior lenders completed the semi-
annual review of the borrowing base and amended the credit facility. Effective on the earlier of the closing date of the 
Proposed Recapitalization Transaction and November 29, 2019, the borrowing base of the senior credit facility will be 
renewed at $80.0 million. The borrowing base and revolving period of the amended credit facility is dependent on the 
completion of the Proposed Recapitalization Transaction.  If the Proposed Recapitalization Transaction is completed, the 
revolving period of the amended credit facility will be extended to May 28, 2020 with a maturity date of May 29, 2021. The 
terms of the amended credit facility satisfy a critical condition of the Proposed Recapitalization Transaction. 

In the event the Proposed Recapitalization Transaction is not approved by shareholders and noteholders, the funds held in 
escrow will be returned to subscribers of the Private Placements.  More importantly, if the Proposed Recapitalization 
Transaction is not completed by December 13, 2019, the revolving period and maturity date of the senior credit facility would 
not be extended and the borrowing base of the amended senior credit facility would be redetermined on December 13, 
2019.  A decrease in the borrowing base resulting in borrowing base shortfall would require a repayment to the lenders 
within 60 days of any amounts drawn in excess of the reduced borrowing base.   

While management and the Board of Directors of the Company believe that all of the conditions required for the approval 
of the Proposed Recapitalization Transaction will occur, there can be no assurance that the Proposed Recapitalization 
Transaction, or other strategies, will be successfully implemented, consequently there exists a material uncertainty that may 
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cast significant doubt upon the Company’s ability to continue as a going concern. Refer to note 3 of the condensed 
consolidated interim financial statements for the three and nine months ended September 30, 2019.  

Special meetings of the shareholders and noteholders will be held on November 15, 2019 in relation to the Proposed 
Recapitalization Transaction. If approved by the shareholders and noteholders, the Proposed Recapitalization Transaction 
is expected to be completed by the end of November 2019. 

NATURAL GAS MARKETING 
Natural gas accounted for 25 percent of crude oil and natural gas revenues in the third quarter primarily due to further 
weakening in the AECO and Chicago benchmarks. 

Prior to commissioning the amine facility in May 2018, approximately 90 percent of the Company’s natural gas was sold in 
the Chicago market.  Since commissioning the amine facility, sweetened Montney natural gas from the facility has been 
processed at Delphi’s 25 percent owned Bigstone sweet natural gas plant and shipped on NGTL.  The proportion of natural 
gas sold in the Chicago market was 56 percent and 57 percent in the three and nine months ended September 30, 2019.  
This compares to the proportion of natural gas sold in the Chicago market for the three and nine months of 2018 at 60 
percent and 75 percent, respectively. With reactivation of the Alliance lateral pipeline at the Bigstone sweet natural gas 
plant (expected in 2022), the proportion of natural gas sold in Chicago is anticipated to be about 90 percent of total natural 
gas sales. 

Subsequent to the Permanent Assignment Transaction, Delphi has approximately 29.8 mmcf/d of firm service and 7.5 
mmcf/d of priority interruptible service on the Alliance pipeline system in addition to approximately 22 mmcf/d of firm service 
on NGTL.   

With its excess Alliance service, Delphi maintains exposure above volumes that are sold in the premium price Chicago gas 
market and generated $1.6 million of marketing income equivalent to $0.59 per mcf in the third quarter.  By marketing more 
than half of its natural gas outside of the weak and volatile AECO market, Delphi was able to realize a natural gas price 
including risk management and marketing income of $2.87 per mcf in the third quarter of 2019. 

HEDGING 
 
Delphi’s realized prices for condensate and NGL for the remainder of 2019 are well protected by WTI crude oil swap 
contracts for an average volume of 2,350 bbl/d at an average price of $87.89 per bbl and Conway propane swap contracts 
for an average volume of 400 bbl/d at an average price of $44.30 per bbl.  The Company’s realized price for natural gas for 
the remainder of 2019 is protected by NYMEX HH natural gas swap contracts for an average volume of 11,600 million 
British thermal units per day (“mmbtu/d”) at an average price of $3.78 per million British thermal units (“mmbtu”) and Chicago 
– NYMEX natural gas basis swap contracts for an average volume of 16,300 mmbtu/d at an average basis discount of $0.30 
per mmbtu, resulting in an average swap price of $3.48 per mmbtu in Chicago.  
  
Hedging contracts in place for the last quarter of 2019 protect the realized price for approximately 70 percent of Chicago 
natural gas sales and approximately 80 percent of field condensate and NGL sales combined, based on production in the 
third quarter of 2019.    
 

Commodity Hedges Q4 2019 1H 2020 2H 2020  
Natural gas (mmcf/d) 11.7 8.8 2.5 
Average hedge price (C$/mcf)(2) $3.78 $3.56 $3.47 
% of natural gas production hedged(3) 40% 30% 8%     

Crude oil (bbl/d) 2,350 2,000 1,500 
Average hedge price (C$/bbl) $87.89 $83.31 $83.12 
  

   

Propane (bbl/d) 400 100 100 
Average hedge price (C$/bbl) $44.10 $42.84 $42.84     

% of condensate and NGL production hedged(3) 80% 61% 46% 
 
(1) Assumes an FX of $1.32 CAD per USD 
(2) Includes the impact of NYMEX HH natural gas - Chicago basis hedges 
(3) Based on Q3 production of 29.6 mmcf/d of natural gas production, 3,453 bbl/d of condensate and NGL production 
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OPERATIONS UPDATE 
 
Although Delphi was not actively drilling in the third quarter, it was busy optimizing its infrastructure footprint for natural 
gas and condensate pipeline connections to sales, as well as pipeline connecting its 7-11-60-23W5 (“7-11”) facility for 
more efficient water disposal. This activity is in addition to the previous projects of constructing the amine processing 
facility, the 1-3-60-24W5 West Bigstone facility, and pipeline connecting West Bigstone to the 7-11 facility in East 
Bigstone.  
 
Delphi recently entered into an agreement whereby a third party mid-stream company will build a pipeline from its 
Montney assets at West and East Bigstone for transportation of its field condensate to a full service terminal at Fox Creek 
where the fluids are then sold onto the Pembina pipeline system.  This project not only improves the safety and 
environmental impact of the Company’s operations by getting trucks off the road, it also provides for operating cost 
savings which is a key focus for Delphi as the Company continues to improve the margins of the Bigstone Montney asset.  
There are no take or pay commitments associated with the pipeline project, however, Delphi has entered into a dedicated 
production area for its operated Montney field condensate and oil production for a term of 15 years.  Netbacks of the 
Bigstone Montney asset are expected to increase by approximately $0.40/boe. 
 
Delphi and Alliance have entered into an agreement whereby Alliance will repair and reactivate the Bigstone Lateral that 
connects the Bigstone Plant to Alliance’s natural gas mainline approximately 50 kilometres southwest of Fox Creek, 
Alberta and Delphi will pay for the updating and reactivation of the Alliance Meter Station at the Bigstone Plant and 
commit to deliver approximately 10 mmcf/d.  The planned in-service date for the re-activated lateral is February of 2022.  
In light of the current and foreseeable natural gas market, the Company views natural gas market egress optionality, 
particularly to Chicago, as very strategic.  Once the Bigstone Lateral is reactivated, approximately 95 percent of Delphi’s 
natural gas production will be processed at the three natural gas plants that will be dually connected to the Alliance and 
TCPL pipeline systems. 
 
The Company commenced delivering produced water via a pipeline connecting the 7-11 facility to a third party water 
disposal well and facility in April.  This pipeline and third party facility has eliminated the need to truck produced water 
from the 7-11 facility and has furthered Delphi’s efforts to improve safety, reduce environmental impacts and increase the 
netbacks of the Montney at Bigstone. 

OUTLOOK 

The winter capital program is expected to commence in December, assuming the Proposed Recapitalization Transaction 
becomes effective. As already stated, should the Proposed Recapitalization Transaction not be completed, the capital 
program would be deferred and the borrowing base of the amended senior credit facility would be subject to a 
redetermination on December 13, 2019. 

The Board of Directors and management of Delphi believe that it is important that the Proposed Recapitalization Transaction 
be approved and implemented to address Delphi’s capital structure and liquidity needs, thereby placing the Company in a 
stronger position to pursue a sustainable path forward. Securityholders should refer to the management information circular 
for additional details with respect to the Proposed Recapitalization Transaction and instructions on how to vote at the 
securityholder meetings. 

The Proposed Recapitalization Transaction is expected to become effective on or around November 26, 2019 if all of the 
conditions precedent to such effectiveness are satisfied or waived on or before that date. 

PROXY ADVISORY FIRMS VOTING RECOMMENDATIONS 
 
Delphi is pleased to announce that two leading independent proxy advisory firms, Institutional Shareholder Services Inc. 
(“ISS”) and Glass Lewis & Co. (“Glass Lewis”), have each recommended that shareholders vote in favour of all the 
applicable resolutions relating to the proposed recapitalization transaction. ISS and Glass Lewis are independent firms 
who provide voting recommendations to investors.  
 
ISS noted in their analysis that the proposed resolutions to implement the Proposed Recapitalization Transaction, “…makes 
strategic sense as it may increase financial liquidity and strengthen the balance sheet, repositioning the Company for future 
growth and value enhancement“.   
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The Board of Directors UNANIMOUSLY recommends that Securityholders vote FOR all resolutions related to the 
Proposed Recapitalization Transaction. 

 
YOUR VOTE IS IMPORTANT - PLEASE VOTE TODAY  

 
Submit your vote well in advance of the proxy deposit deadline of  

9:00 a.m. (Mountain time) on Wednesday, November 13, 2019. 
 
Shareholder Questions and Voting Assistance 
Laurel Hill Advisory Group 
North American Toll-Free:  1-877-452-7184  
Collect Call Outside North America:  +1-416-304-0211  
Email:  assistance@laurelhill.com 
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MANAGEMENT’S DISCUSSION AND ANALYSIS 
(All tabular amounts are stated in thousands of dollars, except per unit amounts) 

Delphi Energy Corp. (“Delphi” or the “Company”) is an oil and natural gas company based in Calgary, Alberta, focused on 
the exploration, development, and production of crude oil, natural gas and natural gas liquids from properties located in 
Western Canada.  Delphi’s operations are concentrated in the Deep Basin of Northwest Alberta.  The Company’s common 
shares, senior secured notes, and warrants are listed on the Toronto Stock Exchange (“TSX”) under the symbol “DEE”, 
“DEE.NT”, and “DEE.WT”, respectively.  Additional information about Delphi is available on the Canadian Securities 
Administrators’ System for Electronic Distribution and Retrieval (SEDAR) at www.sedar.com and at the Company’s website 
at www.delphienergy.ca.   

Management’s discussion and analysis (“MD&A”) has been prepared by management and reviewed and approved by the 
Board of Directors of Delphi Energy Corp. (“Delphi” or “the Company”).  The discussion and analysis is a review of the 
financial position and results of operations of the Company. Its focus is primarily a comparison of the financial performance 
for the three and nine months ended September 30, 2019 and 2018 and should be read in conjunction with the unaudited 
condensed consolidated interim financial statements and accompanying notes for the three and nine months ended 
September 30, 2019 and 2018 and the audited consolidated financial statements and accompanying notes for the year ended 
December 31, 2018 and the related MD&A. The unaudited condensed consolidated interim financial statements have been 
prepared in accordance with International Accounting Standard (“IAS”) 34, Interim Financial Reporting. The reporting 
currency is the Canadian dollar.  The discussion and analysis has been prepared as of November 5, 2019. 

THIRD QUARTER 2019 HIGHLIGHTS 

• Average production in the quarter of 8,386 barrels of oil equivalent per day (“boe/d”) was down twelve percent from 
the 9,514 boe/d in the comparative quarter of 2018. During the third quarter of 2019, the liquids yield averaged 117 
barrels per million cubic feet (“bbls/mmcf”), up 18 percent from the 99 bbls/mmcf in the third quarter of 2018.  Of the 
117 bbls/mmcf, 87 bbls/mmcf were the higher valued condensate and pentane products; 

• Delphi’s realized natural gas price, including marketing income (excluding the Permanent Assignment Transaction, 
defined below) and excluding realized gains on risk management, averaged $2.56 per thousand cubic feet (“mcf”) 
comparing favourably to the average daily AECO benchmark which averaged $0.91 per mcf.  Approximately 56 
percent of the Company’s natural gas was sold in the Chicago natural gas market; 

• Realized gains of $5.4 million and $9.6 million on the settlement of risk management contracts in the three and nine 
months ended September 30, 2019. The fair value of financial contracts outstanding as at September 30, 2019 is 
estimated to be a net asset of $15.1 million; 

• Completed the sale of permanent assignment of approximately 35 percent of its firm full-path Alliance service (the 
“Permanent Assignment Transaction”) for net proceeds of $11.5 million. The net proceeds from the Permanent 
Assignment Transaction were used to repay bank indebtedness; 

• Crude oil and natural gas revenues decreased 34 percent in the third quarter of 2019 over the comparative quarter 
due to weaker commodity prices and lower production volumes.  Total cash revenues, excluding the Permanent 
Assignment Transaction, decreased six percent in the third quarter of 2019 compared to the same period in 2018.  
On a per unit basis, total cash revenues increased seven percent to $36.47 per boe in the third quarter of 2019 from 
$34.19 per boe in the third quarter of 2018; 

• The operating netback in the third quarter increased six percent over the comparative period in 2018 largely due to 
realized gains on risk management partially offset by lower realized prices and higher operating expenses; 

• Adjusted funds flow for the third quarter, excluding the Permanent Assignment Transaction, decreased 16 percent 
over the comparative quarter, largely due to lower total cash revenues and increased finance costs. On a per unit 
basis, the cash netback before the Permanent Assignment Transaction, decreased five percent in comparison to the 
same period in 2018;  

• Reduced bank debt plus adjusted working capital deficit by $28.6 million from the first quarter of 2019; and  

• Advanced a series of transactions (collectively the “Proposed Recapitalization Transaction”) which would, if 
successfully implemented, among other things: extend the maturity date of the Company’s $105.0 million senior 
secured notes to April 15, 2023 from July 15, 2021, raise gross proceeds of $46.5 million exclusively for the 
development of the Company’s Montney asset or a consolidation of assets in Delphi’s core area, allow for repayment 
of a portion of bank indebtedness, and provide for a common share consolidation of 15 to 1. 
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 FINANCIAL AND OPERATIONAL HIGHLIGHTS      
 Three months ended September 30 Nine months ended September 30 
 2019 2018 % Change 2019 2018 % Change 
Financial       
($ thousands, except per share) 
 

      

Crude oil and natural gas revenues 20,612 31,399 (34) 73,991 100,468 (26) 
Net earnings (loss) 10,628 1,252 749 (61,499) (9,048) 580 

Per share – basic and diluted 0.06 0.01 500 (0.33) (0.05) 560 
Cash flow from operating activities 17,289 11,385 52 41,288 44,700 (8) 

Per share – basic and diluted(1) 0.09 0.06 50 0.22 0.24 (8) 
Adjusted funds flow(1) 21,291 11,600 84 45,605 37,725 21 

Per share – basic and diluted(1) 0.11 0.06 83 0.25 0.20 25 
Net debt(1) 165,722 163,422 1 165,722 163,422 1 
Capital expenditures, net of dispositions (91) 19,317 (100) 26,777 63,892 (58) 
       
Weighted average shares (000s)       

Basic and diluted 185,547 185,547 - 185,547 185,547 - 
       
Operating       
(boe conversion – 6:1 basis)       
       
Production:       
Field condensate (bbls/d) 2,154 2,196 (2) 2,412 2,508 (4) 
Natural gas liquids (bbls/d) 1,299 1,359 (4) 1,269 1,451 (13) 
Natural gas (mcf/d) 29,600 35,751 (17) 30,502 35,553 (14) 

Total (boe/d) 8,386 9,514 (12) 8,765 9,885 (11) 
       
Average realized sales prices, before financial 
instruments       

Field condensate ($/bbl) 63.99 79.65 (20) 64.96 75.58 (14) 
Natural gas liquids ($/bbl) 21.20 51.85 (59) 26.11 46.73 (44) 
Natural gas ($/mcf) 1.97 2.67 (26) 2.63 3.08 (15) 
       
Netbacks ($/boe)       
Crude oil and natural gas revenues 26.72 35.87 (26) 30.92 37.24 (17) 
Marketing income (1) 2.09 1.48 41 1.86 1.34 39 
Realized gain (loss) on financial instruments 6.97 (4.21) - 4.00 (3.50) - 
Revenue, after realized financial instruments 35.78 33.14 8 36.78 35.08 5 
Royalties (2.34) (2.36) (1) (2.05) (2.20) (7) 
Operating expense (9.48) (7.62) 24 (9.29) (8.72) 7 
Transportation expense (4.09) (4.36) (6) (4.27) (5.00) (15) 
Operating netback (1) 19.87 18.80 6 21.17 19.16 10 
Permanent Assignment Transaction 14.96 - - 4.82 - - 
General and administrative expenses (1.77) (1.61) 10 (1.78) (1.61) 11 
Finance charges (5.25) (3.75) 40 (4.95) (3.39) 46 
Settlement of unutilized take-or-pay contract (0.22) (0.19) 16 (0.21) (0.19) 11 
Cash netback (1) 27.59 13.25 108 19.05 13.97 36 

(1) Refer to non–GAAP measures  
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PROPOSED RECAPITALIZATION TRANSACTION 

In connection with Delphi’s priority of improving financial strength and liquidity, the Company has, for a significant period of 
time, been reviewing and evaluating potential options and alternatives to improve the Company’s capital structure and 
liquidity, particularly in light of the upcoming maturity of the Company’s senior secured notes due July 15, 2021 (“Existing 
Notes”) and recent reductions in the borrowing base of the senior credit facility.  The Company is proposing a series of 
transactions (collectively, the “Proposed Recapitalization Transaction”), which would, if successfully implemented, among 
other things, i) extend the maturity date of the Existing Notes from July 15, 2021 to April 15, 2023, ii) raise gross proceeds of 
up to $46.5 million through the issuance of new equity and additional senior secured notes exclusively for the development 
of the Company’s Bigstone Montney asset or consolidation of assets in Delphi’s core area, iii) address the immediate 
pressures of the borrowing base of senior credit facility, iv) allow for repayment of a portion of bank indebtedness and v) 
provide for a common share consolidation of 15 to 1. There can be no guarantee that the Company will be successful in 
completing the Proposed Recapitalization Transaction. 

The Proposed Recapitalization Transaction is being undertaken in part by way of a Plan of Arrangement (the “Arrangement”) 
under Section 192 of the Canada Business Corporations Act, which Delphi’s shareholders and noteholders will be asked to 
approve at special meetings of the shareholders and noteholders. The Proposed Recapitalization Transaction contemplates 
the following components: 

1. The undertaking of two brokered private placements (together, the “Private Placements”) of subscription receipts to raise 
minimum gross proceeds of $43 million to a maximum of $46.5 million, exclusively for the development of the Company’s 
Bigstone Montney asset or consolidation of assets in Delphi’s core area.  The Private Placements are comprised of the 
following: 

• A private placement of equity subscription receipts (“ESRs”) at a price of $1.65 per ESR (equal to $0.11 per pre-
consolidation common share) for gross proceeds of a minimum of $28.0 million and a maximum of $30.0 million.  
Each ESR will be automatically exchanged from time to time into one (1) post-consolidation common share (equal 
to 15 pre-consolidation common shares) upon satisfaction of the applicable release conditions described below; and 

• A private placement of note subscription receipts (“NSRs”) at a price of $750 per note (equal to 75% of the par value 
of the underlying notes) for gross proceeds of a minimum of $15 million and a maximum of $16.5 million. Each NSR 
will be automatically exchanged from time to time into 10% senior secured notes of Delphi due April 15, 2023 (the 
“Offered Notes”) having an aggregate principal amount of at least $20 million (assuming the minimum subscription 
amount) and up to $22 million (assuming the maximum subscription amount) upon satisfaction of the applicable 
release conditions described below. The Offered Notes will have exactly the same terms, be issued under the same 
trust indenture, and will form part of the same series, as the Existing Notes. 

The gross proceeds from the Private Placements will be held in escrow on closing and released and automatically exchanged 
for their underlying respective securities as follows: one third upon the effective date of the Arrangement, one third on the 
date that is three months after the effective date of the Arrangement, and one third upon the date that is the later of: (a) the 
date on which Delphi has (i) drilled, completed and tested the first of the two planned three-well pads at its West Bigstone 
property, and (ii) spud three additional wells at its West Bigstone property on the second pad; and (b) four and one half (4.5) 
months after the effective date of the Arrangement, provided that if the operational milestones described in subclause (a) do 
not occur within nine (9) months after the effective date of the Arrangement, the remaining subscription receipt proceeds will 
automatically be returned to investors and the associated subscription receipts will be cancelled.  Proceeds from ESRs and 
NSRs may also be used for asset acquisition or consolidation opportunities in the Company’s Bigstone Montney area. 

2. The trust indenture governing the Existing Notes will be amended and restated to, among other things, extend the 
maturity of the Existing Notes from July 15, 2021 to April 15, 2023. 

3. There will be issued, to each holder of Existing Notes, 700 transferable common share purchase warrants (the “Consent 
Warrants”) for each $1,000 principal amount of Existing Notes held by such holder. Each Consent Warrant will be 
exercisable at any time until April 15, 2023 for one fifteenth of a post-consolidation common share at an aggregate 
exercise price of $2.23 per whole post-consolidation common share (equal to $0.149 per common share on a pre-
consolidation basis). 

4. The existing issued and outstanding common shares of the Company will be consolidated on a fifteen (15) for one (1) 
basis.  

5. Delphi will be continued under the federal jurisdiction of Canada and the Canada Business Corporations Act prior to 
implementation of the Arrangement. 

Luminus Management LLC (“Luminus”) will be participating in $40.4 million of the $46.5 million of Private Placements.  The 
agreement with Luminus to subscribe for securities under the Private Placements is subject to certain conditions, including 
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the condition that the Company’s semi-annual borrowing base redetermination under its existing bank credit facilities shall 
be not less than $80.0 million, effective until May 28, 2020, a condition which was met on November 1, 2019.  Luminus 
currently holds approximately 23 percent of the common shares of the Company and approximately 45 percent of the Existing 
Notes.  Assuming the maximum offering size under the Private Placements, subscription by Luminus for $40.4 million under 
the Private Placements, satisfaction of all conditions to the exchange of subscription receipts for the underlying securities, 
and the consolidation of the common shares, there will be approximately 30.5 million common shares issued and outstanding 
immediately following implementation of the Proposed Recapitalization Transaction, of which approximately 64% will be held 
by Luminus. 

Special meetings of the shareholders and noteholders will be held on November 15, 2019 in relation to the Proposed 
Recapitalization Transaction. If approved by the shareholders and noteholders, the Proposed Recapitalization Transaction 
is expected to be completed by the end of November 2019. 

On November 1, 2019, the senior lenders completed the semi-annual review of the borrowing base and amended the credit 
facility.  Effective on the earlier of the closing date of the Proposed Recapitalization Transaction and November 29, 2019, 
the borrowing base of the amended credit facility will be reduced from $90.0 million to $80.0 million. The borrowing base and 
revolving period of the amended credit facility is dependent on the completion of the Proposed Recapitalization Transaction.  
If the Proposed Recapitalization Transaction is completed, the revolving period of the amended credit facility will be extended 
to May 28, 2020 with a maturity date of May 29, 2021. The terms of the amended credit facility satisfy a critical condition of 
the Proposed Recapitalization Transaction. 

In the event the Proposed Recapitalization Transaction is not approved by shareholders and noteholders, the funds held in 
escrow will be returned to subscribers of the Private Placements.  More importantly, if the Proposed Recapitalization 
Transaction is not completed by December 13, 2019, the revolving period and maturity date of the senior credit facility would 
not be extended and the borrowing base of the amended senior credit facility would be redetermined on December 13, 2019.  
A decrease in the borrowing base resulting in borrowing base shortfall would require a repayment to the lenders within 60 
days of any amounts drawn in excess of the reduced borrowing base.  If the Proposed Recapitalization Transaction is not 
completed, management forecasts it would be in breach of financial covenants within the amended credit facility and this 
would represent an event of default under the amended credit facility.  In the event of default under the amended credit 
facility, the lender has the right (but is not required) to demand immediate repayment of all amounts owed under the amended 
credit facility. Under this scenario, Delphi would need to evaluate all of its options and alternatives related to address key 
liquidity and debt leverage matters. The value available to stakeholders may be significantly less if the Proposed 
Recapitalization Transaction is not completed and there is a risk that any proceeds available for distribution to stakeholders 
under other alternatives would be paid in priority to the lenders under the Company's bank credit facilities, the holders of 
Existing Notes and other general creditors with the remaining proceeds, if any, paid to the Company's shareholders.  There 
is significant risk that there may be no recovery of any kind, or amount available for, those parties which are lower in the 
priority ranking in such circumstances. 

While management and the Board of Directors of the Company believe that all of the conditions required for the approval of 
the Proposed Recapitalization Transaction will occur, there can be no assurance that the Proposed Recapitalization 
Transaction, or other strategies, will be successfully implemented, consequently there exists a material uncertainty that may 
cast significant doubt upon the Company’s ability to continue as a going concern. Refer to note 3 of the condensed 
consolidated interim financial statements for the three and nine months ended September 30, 2019.  

Subsequent to September 30, 2019, Delphi issued a total of 18,181,818 ESRs and 22,000 NSRs for total gross proceeds of 
$46.5 million, the maximum amount contemplated as part of the Private Placements. The proceeds are held in escrow and 
will be released upon the satisfaction of the events described above. 

2019 DRILLING AND COMPLETIONS OPERATIONS   

Well Location Gross Net Drilled (Rig Released) Completed On-stream 
102/15-10-060-24W5  1.0 0.65 Q4 2018 Q1 2019 Q2 2019 
100/14-10-060-24W5 1.0 0.65 Q4 2018 Q1 2019 Q2 2019 
100/12-10-060-24W5 1.0 0.65 Q4 2018 Q1 2019 Q2 2019 
100/13-10-060-24W5 1.0 0.65 Q1 2019 Q1 2019 Q2 2019 

In the first nine months of 2019, Delphi drilled the remaining well (0.65 net) of the four-well pad which was spud during the 
fourth quarter of 2018.  In comparison, Delphi drilled eight (5.20 net) wells in the first nine months of 2018.  
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CAPITAL EXPENDITURES 
 Three Months Ended September 30 Nine Months Ended September 30 
 2019 2018 % Change 2019 2018 % Change 
Drilling, completions and equipping (4) 16,516 (100) 17,677 48,858 (64) 
Facilities (565) 2,259 (125) 7,407 13,331 (44) 
Capitalized expenses 426 537 (21) 1,510 1,672 (10) 
Other 52 50 4 183 146 25 
Capital invested (91) 19,362 (100) 26,777 64,007 (58) 
Disposition of properties - (45) - - (115) - 
Total capital  (91) 19,317 (100) 26,777 63,892 (58) 

During the third quarter of 2019, Delphi recovered a total of $0.1 million of capital expenditures.  The recovery of $0.6 million 
of expenditures related to facilities is primarily a result of a reduction in cost estimates related to the construction of a 14 
kilometre dedicated pipeline connecting West Bigstone to the primary fluid and natural gas handling infrastructure in East 
Bigstone (“07-11 facility”) which was completed at the end of the second quarter of 2019.  Capitalized expenses in the quarter 
relate to planning the next drilling locations and associated completion techniques.  In accordance with the senior credit 
facility, capital expenditures are limited to $4.0 million from June 30, 2019 to December 13, 2019 unless otherwise funded 
by the issuance of new equity or additional senior secured notes (see Liquidity and Capital Resources). 

In the first nine months of 2019, Delphi invested $26.8 million, of which 66 percent was for drilling, completion and equipping 
operations. Delphi drilled the last well (0.65 net) of the four-well pad and completed fracturing and equipping operations on 
the pad. Facility expenditures include the expansion of the battery located in West Bigstone (“01-03 battery”) to accommodate 
production from the four-well pad and a pipeline to connect the 01-03 battery to the 7-11 facility in East Bigstone.  The four-
well pad was brought on-stream during the second quarter of 2019.  In addition, the Company invested in equipment to 
commence pumping water to the Catapult Environmental Inc. water disposal facility (“Catapult water disposal facility”) which 
is connected by pipeline to Delphi’s 07-11 facility.  The Company began delivering water volumes to the Catapult water 
disposal facility when it was commissioned in May 2019. 

As of September 30, 2019, Delphi has a working interest in a total of 119 (77.3 net) sections of undeveloped and partially 
undeveloped land as part of 149 (98.1 net) sections of total land prospective for liquids-rich natural gas in the Montney 
formation, situated at its core area of Bigstone.   

PRODUCTION 

 Three Months Ended  
September 30 

Nine Months Ended  
September 30 

 2019 2018 % 
Change 2019 2018 % 

Change 
Field condensate (bbls/d) 2,154 2,196 (2) 2,412 2,508 (4) 
Ethane (bbls/d) 7 9 (22) 9 11 (18) 
Propane (bbls/d) 489 468 4 525 618 (15) 
Butane (bbls/d) 380 469 (19) 395 454 (13) 
Pentanes & plant condensate (bbls/d) 423 413 2 340 368 (8) 
Total field condensate and natural gas liquids 3,453 3,555 (3) 3,681 3,959 (7) 
Natural gas (mcf/d) 29,600 35,751 (17) 30,502 35,553 (14) 
Total (boe/d) 8,386 9,514 (12) 8,765 9,885 (11) 

Production in the third quarter of 2019 averaged 8,386 boe/d, a twelve percent decrease from the comparative period and 
an eight percent decrease from the 9,157 boe/d in the second quarter of 2019.  No additional production was brought on-
stream during the quarter. The production from the four-well pad, which was brought on-stream throughout the second 
quarter, has contributed to higher liquids yield and a slight shift in the production portfolio of the Company.  Although 
production in the third quarter of 2019 has decreased twelve percent over the comparative quarter in 2018, the majority of 
the decrease is attributed to lower natural gas production which is valued significantly less on a barrel of equivalent basis 
compared to the average price received for field condensate and natural gas liquids.  During the third quarter of 2019, the 
liquids yield averaged 117 bbls/mmcf, up 17 percent from the 99 bbls/mmcf in the third quarter of 2018.  Of the 117 bbls/mmcf, 
87 bbls/mmcf were the higher valued condensate and pentane products.   
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The Company’s production portfolio for the third quarter of 2019 was weighted 26 percent to field condensate, 15 percent to 
natural gas liquids and 59 percent to natural gas.  The production portfolio for the comparative quarter in 2018 was weighted 
23 percent to field condensate, 14 percent to natural gas liquids and 63 percent to natural gas.  Production volumes in the 
third quarter of 2018 includes 116 boe/d of production from the Company’s Tower Creek well which was suspended in 
October 2018. 

Production volumes in the first nine months of 2019 averaged 8,765 boe/d, an eleven percent decrease from the comparative 
quarter in 2018.  The four-well pad, which was brought on-stream throughout the second quarter of 2019, is the only additional 
production brought on-stream in the first nine months of 2019. During the first half of 2019, Delphi shut-in offsetting production 
during fracturing operations on its four-well (2.6 net) pad, reducing production by about 239 boe/d in the first nine months of 
2019.  Production volumes in the first three quarters of 2018 includes 138 boe/d of production from the Company’s Tower 
Creek well which was suspended in October 2018. 

BUSINESS ENVIRONMENT  

Benchmark Prices and Economic Parameters 

 Three Months Ended September 30 Nine Months Ended September 30 
 2019 2018 % Change 2019 2018 % Change 
Natural Gas       
NYMEX (US $/mmbtu) 2.23 2.90 (23) 2.67 2.89 (8) 
Chicago City Gate MI (US $/mmbtu) 2.03 2.75 (26) 2.60 2.86 (9) 
Chicago City Gate DI (US $/mmbtu) 2.08 2.78 (25) 2.49 2.80 (11) 
AECO 5A (CDN $/mcf) 0.91 1.19 (24) 1.51 1.48 2 
AECO 7A (CDN $/mcf) 1.04 1.35 (23) 1.38 1.41 (2) 
Crude Oil       
West Texas Intermediate (US $/bbl) 56.45 69.50 (19) 57.06 66.78 (15) 
West Texas Intermediate (Cdn$/bbl) 74.54 90.83 (18) 75.87 86.06 (12) 
Edmonton condensate to WTI Differential 
(CDN $/bbl) (6.19) (3.50) 77 (5.78) (0.69) 738 

Foreign Exchange       
Canadian to U.S. dollar 0.76 0.76 - 0.75 0.78 (3) 
U.S. to Canadian dollar 1.32 1.32 - 1.33 1.29 3 

 
Natural Gas  

After commissioning of the amine processing facility during the second quarter of 2018, Delphi ships approximately 55 
percent of its natural gas production through the Alliance pipeline system into the Chicago market.  Chicago City Gate is the 
primary benchmark for Delphi’s natural gas sales in the United States.  The remainder of Delphi’s natural gas production is 
sold in Alberta on the NGTL system.  The AECO 5A price is the primary benchmark for the Company’s natural gas sales in 
Alberta.   

The Chicago City Gate benchmark natural gas prices for the three and nine months ended September 30, 2019 decreased 
in comparison to the same periods in 2018.  Although Chicago City Gate improved slightly in the first quarter of 2019 due to 
demand for heating purposes, the growth in natural gas supply has placed downward pressure on pricing. 

The average daily AECO benchmark natural gas price decreased 24 percent in the three months ended September 30, 2019 
in comparison to the three months ended September 30, 2018.  Planned NGTL pipeline outages and limited access to local 
storage facilities had a negative impact on the daily AECO benchmark price in the quarter.  The average AECO daily 
benchmark natural gas price increased marginally in the nine months ended September 30, 2019 in comparison to the same 
period in 2018. The outlook for natural gas in Alberta remains weak due to growing natural gas supplies from Western Canada 
relative to the limited transportation capabilities to move natural gas out of Western Canada. 

Crude Oil 

During the three and nine months ended September 30, 2019, West Texas Intermediate (“WTI”) benchmark price declined 
19 percent and 15 percent in comparison to the same periods in 2018, respectively, largely due to projected declines in 
global demand, growth in North American crude oil production and reduced economic growth expectations.   
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Continued growth in Canadian crude production coupled with constrained egress out of Western Canada resulted in 
downward pressure on Canadian crude oil prices and widening differentials relative to the Canadian dollar WTI benchmark 
price during the fourth quarter of 2018.  In response, the Alberta Government imposed production curtailments for certain 
producers in order to ease the over-supply of Canadian crude oil. The curtailments took effect in the first quarter of 2019 and 
was to decline throughout the year in order to align with additional egress anticipated in the second half of 2019.  Recently, 
the Alberta Government has announced that the curtailments will extend into December 2020 as anticipated takeaway 
capacity has been delayed. As a result of the curtailment initiative, pipeline constraints and apportionments have eased 
during the first nine months of 2019 and differentials have improved since the fourth quarter of 2018. The outlook for 
condensate prices in Alberta remains positive as local demand for condensate as a diluent exceeds current and forecasted 
domestic supply. 

Natural Gas Liquids 

Natural gas liquids, including ethane, propane, butane, pentane and plant condensate, are generally priced off light oil and 
natural gas prices.  Ethane prices are correlated to natural gas prices while propane and butane prices trade at a discount 
to light oil prices depending on supply and demand conditions.  Significant increase in supply of natural gas liquids coupled 
with limited fractionation capabilities in Western Canada have caused downward pressure on the price for natural gas liquids, 
in particular for propane and butane. 

Canadian/United States Exchange Rate 

The value of the Canadian dollar against its U.S. counterpart remained flat in the three months ended September 30, 2019 
in comparison to the same period in 2018.  The value of the Canadian dollar against its U.S. counterpart averaged U.S. $0.75 
for the nine months ended September 30, 2019, a three percent decrease in comparison to the same period in 2018.  As a 
producer of natural gas sold in the United States, a decrease in the Canadian dollar relative to its U.S. counterpart has a 
positive effect on the price received for production.   

REALIZED SALES PRICES 
 Three Months Ended September 30 Nine Months Ended September 30 
 2019 2018 % Change 2019 2018 % Change 
Chicago       
Chicago City Gate MI (Cdn$/mcf) 2.68 3.60 (26) 3.45 3.69 (7) 
Heating content and marketing ($/mcf) 0.02 (0.02) - - (0.04) - 
Realized price before risk management 
contracts ($/mcf) 2.70 3.58 (25) 3.45 3.65 (5) 

       
AECO       

AECO 5A ($/mcf) 0.91 1.19 (24) 1.51 1.48 2 
Heating content and marketing ($/mcf) 0.19 0.13 46 0.14 (0.04) - 
Realized price before risk management 
contracts ($/mcf) 1.10 1.32 (17) 1.65 1.44 15 

       
Combined Natural Gas       
Realized natural gas price before risk 
management contracts ($/mcf) 1.97 2.67 (26) 2.63 3.08 (15) 

Realized gain (loss) on financial contracts 
($/mcf) 0.31 (0.04) - (0.08) (0.03) 167 

Realized natural gas price ($/mcf) 2.28 2.63 (13) 2.55 3.05 (16) 
Marketing income ($/mcf) (1) (2) 0.59 0.39 51 0.53 0.37 43 
Natural gas price including marketing 
income ($/mcf) 2.87 3.02 (5) 3.08 3.42 (10) 
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 Three Months Ended September 30 Nine Months Ended September 30 
 2019 2018 % Change 2019 2018 % Change 
Field Condensate       
WTI (Cdn$/bbl) 74.54 90.83 (18) 75.87 86.06 (12) 
Edmonton condensate to WTI Differential 
($/bbl) (6.19) (3.50) 77 (5.78) (0.69) 738 

Edmonton condensate 68.35 87.33 (22) 70.09 85.37 (18) 
Differential and marketing ($/bbl) (4.36) (7.68) (43) (5.13) (9.79) (48) 
Realized price before risk management 
contracts ($/bbl) 63.99 79.65 (20) 64.96 75.58 (14) 

Realized gain (loss) on financial contracts 
($/bbl) 17.68 (17.61) - 12.59 (13.37) - 

Realized field condensate price ($/bbl) 81.67 62.04 32 77.55 62.21 25 
       
Natural Gas Liquids       
Realized natural gas liquids price ($/bbl) 21.20 51.85 (59) 26.11 46.73 (44) 
Realized gain on financial contracts ($/bbl) 8.71 - - 5.65 - - 
Realized natural gas liquids price ($/bbl) 29.91 51.85 (42) 31.76 46.73 (32) 
Total realized sales price ($/boe) 33.69 31.67 6 34.92 33.75 3 

(1) Refer to non–GAAP measures 
(2) For purposes of this calculation, marketing income associated with the Permanent Assignment Transaction has been excluded from the calculation 

as it is a non-recurring transaction. 

Delphi sells natural gas in the Chicago market through the Alliance pipeline system and in the AECO market through the 
NGTL system.  Prior to commissioning the amine facility in May 2018, approximately 90 percent of the Company’s natural 
gas was sold in the Chicago market.  Since commissioning the amine facility, sweetened Montney natural gas from the facility 
has been processed at Delphi’s 25 percent owned Bigstone sweet natural gas plant and shipped on NGTL.  As a result, the 
proportion of natural gas sold in the Chicago market was 56 percent and 57 percent in the three and nine months ended 
September 30, 2019.  This compares to the proportion of natural gas sold in the Chicago market for the three and nine 
months of 2018 at 60 percent and 75 percent, respectively. With reactivation of the Alliance lateral pipeline at the Bigstone 
sweet natural gas plant (expected in 2022), the proportion of natural gas sold in Chicago is anticipated to return to about 90 
percent of total natural gas sales.  Once the reactivation is completed, all of the Company’s natural gas, with the exception 
of natural gas processed at Delphi’s 100 percent owned Negus sweet gas plant in West Bigstone, will be processed at 
facilities that are connected to both the Alliance and NGTL pipeline systems. 

Delphi generally receives a higher price, compared to benchmark prices, for its natural gas per mcf due to its high heat 
content.  Differentials for marketing are caused by differences between the daily and monthly benchmark price indices. The 
majority of the natural gas volumes that were shipped on the Alliance pipeline system were sold with reference to the monthly 
index and the remainder of the volumes were sold with reference to the daily index.  The majority of natural gas volumes 
shipped on NGTL are sold with reference to AECO 5A index and the remainder with reference to AECO 7A. 

For the three months ended September 30, 2019, Delphi’s realized natural gas price before risk management contracts 
decreased 26 percent in comparison to the same period in 2018 primarily due to an increase in the proportion of natural gas 
sales in Alberta coupled with a decrease in benchmark prices. 

For the nine months ended September 30, 2019, Delphi’s realized natural gas price before risk management contracts 
decreased 15 percent in comparison to the same period in 2018 primarily due to an increase in the proportion of natural gas 
sales in Alberta in combination with a decrease in the price received for its natural gas sold in the Chicago market. 

Realized field condensate prices before risk management contracts were 20 percent and 14 percent lower in the three and 
nine months ended September 30, 2019 compared to the same periods in 2018.  The decrease in the realized price before 
risk management is primarily due to the decrease in the WTI benchmark and the Edmonton condensate to WTI discount 
partially offset by a reduction in differential and marketing discount as the quality of Delphi’s field condensate has improved.  
The Edmonton Condensate to WTI discount has narrowed significantly since the fourth quarter 2018 average of $17.98 per 
barrel due to provincial government imposed curtailments.   

Delphi’s realized price for natural gas liquids has declined in comparison to the same periods in 2018 and the first quarter of 
2019.  A significant increase in the supply of natural gas liquids, in particular propane and butane, coupled with a decrease 
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in demand have caused a substantial reduction in the price received for these products.  In addition, the significant increase 
in supply has led to tightening capacity at fractionation plants causing fractionation fees, which are passed on by the 
purchaser, to increase by 55 percent. 

RISK MANAGEMENT ACTIVITIES 

Overall, growing natural gas and natural gas liquids supply has resulted in high inventory levels and ongoing price weakness.  
Concerns over slowing global economic growth and increased supply continues to create a volatile market environment for 
crude oil.  In an effort to mitigate commodity price fluctuations for natural gas, crude oil and natural gas liquids, Delphi enters 
into financial commodity contracts as part of its risk management program designed to protect cash flows through to simple 
payout on the drilling and completion portion of its capital program.  

With respect to financial contracts, which are derivative financial instruments, management has elected not to use hedge 
accounting and consequently records the fair value of its natural gas and crude oil financial contracts on the statement of 
financial position at each reporting period with the change in the fair value being classified as unrealized gains and losses in 
the consolidated statement of earnings (loss). 

Natural Gas Contracts 

Propane Contracts 

   
Time Period 

Type of Contract Quantity 
Contracted 

Price  
($/U.S. gallon) Reference 

January 2019 – December 2019 Financial - Swap 200 bbls/d $0.800 U.S. Conway 
January 2019 – December 2019 Financial - Swap 200 bbls/d $0.793 U.S. Conway 
January 2020 – December 2020 Financial - Swap 100 bbls/d     $0.770 U.S. Conway 

Crude Oil Contracts 

    
Time Period Type of Contract 

Quantity 
Contracted Price ($/unit) Reference 

January 2017 – December 2019 Financial - Swap 300 bbls/d $70.00 Cdn WTI 
January 2019 – December 2019 Financial - Swap 1,000 bbls/d $90.00 Cdn WTI 
January 2019 – December 2020 Financial - Swap 250 bbls/d $90.10 Cdn WTI 
January 2020 – December 2020 Financial - Swap 250 bbls/d $90.00 Cdn WTI 
July 2019 – December 2019 Financial - Swap 200 bbls/d $92.63 Cdn WTI 
July 2019 – December 2019 Financial - Swap 200 bbls/d $92.65 Cdn WTI 
July 2019 – December 2019 Financial - Swap 400 bbls/d $89.90 Cdn WTI 
January 2020 – June 2020 Financial - Swap 500 bbls/d $80.65 Cdn WTI 
January 2020 – December 2020 Financial - Swap 500 bbls/d $79.32 Cdn WTI 
January 2020 – June 2020 Financial - Swap 500 bbls/d $83.20 Cdn WTI 
July 2020 – December 2020 Financial - Swap 500 bbls/d $80.00 Cdn WTI 

 

 

 

   
Time Period 

Type of 
Contract 

Quantity 
Contracted Price ($/unit) Reference 

January 2018 – December 2019 Financial - Swap 2,000 mmbtu/d $4.018 Cdn NYMEX 
January 2018 – December 2019 Financial - Swap 5,000 mmbtu/d $3.840 Cdn NYMEX 
January 2019 – October 2019 Financial - Swap 5,000 mmbtu/d     $3.710 Cdn NYMEX 
January 2019 – December 2019 Financial - Swap 3,000 mmbtu/d     $3.550 Cdn NYMEX 
January 2020 – March 2020 Financial - Swap 5,000 mmbtu/d     $3.750 Cdn NYMEX 
January 2020 – June 2020 Financial - Swap 5,000 mmbtu/d     $3.480 Cdn NYMEX 
April 2020 – December 2020 Financial - Swap 2,500 mmbtu/d     $3.470 Cdn NYMEX 
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Basis Differential Contracts 

Delphi ships the majority of its natural gas production through the Alliance pipeline system into the Chicago market.  As a 
result, the Company has entered into Chicago – NYMEX basis differential contracts in order to fix the basis on a portion of 
its natural gas sales in the Chicago market. 

    
Time Period Type of Contract Quantity Contracted 

Differential 
(U.S. $/unit) 

January 2019 – December 2019 Financial - Swap 2,500 mmbtu/d ($0.195) 
January 2019 – December 2019 Financial - Swap 2,500 mmbtu/d ($0.190) 
January 2019 – December 2019 Financial - Swap 4,000 mmbtu/d ($0.1275) 
April 2019 – October 2019 Financial - Swap 7,000 mmbtu/d ($0.400) 
April 2019 – October 2019 Financial - Swap 3,000 mmbtu/d ($0.390) 
November 2019 – March 2020 Financial - Swap 3,000 mmbtu/d ($0.120) 
January 2020 – March 2020 Financial - Swap 7,000 mmbtu/d ($0.135) 
January 2020 – December 2020 Financial - Swap 3,500 mmbtu/d ($0.120) 
January 2020 – December 2020 Financial - Swap 3,500 mmbtu/d ($0.120) 
April 2020 – December 2020 Financial - Swap 3,000 mmbtu/d ($0.1825) 
January 2021 – December 2021 Financial - Swap 5,000 mmbtu/d ($0.090) 

 
U.S. Forward Exchange Contracts 

Delphi sells the majority of its natural gas in the Chicago market in U.S. dollars.  In order to mitigate the U.S. to Canadian 
dollar fluctuation, Delphi has entered into the following U.S. dollar forward exchange contracts: 

   
Time Period 

Average 
Notional U.S. $ 

Average 
Exchange Rate  
(U.S.$ to Cdn$) 

January 2019 – December 2019 500.0 1.2860 
January 2019 – December 2019 115.0 1.2965 
January 2019 – December 2019 400.0 1.3000 
January 2019 – December 2019 200.0 1.3305 
January 2020 – December 2020 250.0 1.2920 
January 2020 – December 2020 300.0 1.3210 

 
Fair value of Delphi’s risk management contracts  

The fair value of the financial contracts outstanding as at September 30, 2019 is estimated to be a net asset of $15.1 million.  
The fair values of these contracts are based on an approximation of the amounts that would have been paid to or received 
from counterparties to settle the contracts outstanding at the end of the period having regard to forward prices and market 
values provided by independent sources.  Due to the inherent volatility in commodity prices, foreign exchange and interest 
rates, actual amounts realized may differ from these estimates.  

For the three months ended September 30, 2019, Delphi recorded an unrealized gain on its risk management contracts of 
$0.1 million.  The unrealized gain recognized for the three months ended September 30, 2019 is the difference between the 
fair values of the risk management contracts outstanding as at September 30, 2019 and the fair values as at June 30, 2019.  

For the nine months ended September 30, 2019, Delphi recorded an unrealized loss on its risk management contracts of 
$11.6 million.  The unrealized loss recognized for the nine months ended September 30, 2019 is the difference between the 
fair values of the risk management contracts outstanding as at September 30, 2019 and the fair values as at December 31, 
2018.  

During the third quarter of 2019, Delphi unwound portions of some risk management contracts for proceeds of $0.3 million. 
Including the monetization of these contracts, Delphi realized gains of $5.4 million and $9.6 million for the three and nine 
months ended September 30, 2019, respectively.  The realized gains are primarily due to higher average pricing for the 
Company’s crude oil and propane risk management contracts relative to the benchmark commodity prices during the 
respective periods.    
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REVENUES 

CRUDE OIL AND NATURAL GAS REVENUES 

 Three Months Ended September 30 Nine Months Ended September 30 
 2019 2018 % Change 2019 2018 % Change 
Field condensate 12,681 16,092 (21) 42,773 51,748 (17) 
Natural gas  5,360 8,767 (39) 21,940 29,897 (27) 
Natural gas liquids 2,534 6,484 (61) 9,044 18,505 (51) 
Sulphur 37 56 (34) 234 318 (26) 
Total 20,612 31,399 (34) 73,991 100,468 (26) 
Per boe 26.72 35.87 (26) 30.92 37.24 (17) 

For the three and nine months ended September 30, 2019, Delphi generated $20.6 million and $74.0 million of revenues 
from the sale of its crude oil and natural gas.  Field condensate contributed 62 percent and 58 percent of total revenues in 
the three and nine months ended September 30, 2019, compared to 51 percent and 52 percent in the same periods in 2018, 
respectively.   

The impact on revenues due to variance of volumes and realized prices before risk management is as follows: 

 Three Months Ended September 30 Nine Months Ended September 30 
 2019 2018 (000’s) 2019 2018 ($000’s) 
Crude oil and natural gas revenues, 
September 30, 2018   31,399   100,468 

Revenue change due to:       
  Field condensate       
    Volume (bbl/d) 2,154 2,196 (247) 2,412 2,508 (1,702) 
    Realized price (1) ($/bbl) 63.99 79.65 (3,164) 64.96 75.58 (7,273) 
       
  Natural gas       
    Volume (mcf/d) 29,600 35,751 (1,114) 30,502 35,553 (3,633) 
    Realized price (1) ($/mcf) 1.97 2.67 (2,293) 2.63 3.08 (4,325) 
       
  Natural gas liquids       
    Volume (bbl/d) 1,299 1,359 (117) 1,269 1,451 (1,296) 
    Realized price (1) ($/bbl) 21.20 51.86 (3,833) 26.11 46.72 (8,164) 
       
  Sulphur 37 56 (19) 234 318 (84) 
Crude oil and natural gas revenues, 
September 30, 2019   20,612   73,991 

(1) Realized price before gains or losses on commodity price risk management contracts. 
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MARKETING  

  Three Months Ended 
September 30 

Nine Months Ended  
September 30 

Marketing Revenue 2019 2018 % 
Change 2019 2018 % 

Change 
Sale of purchased natural gas  817 1,170 (30) 2,857 2,393 19 
Premiums on the assignment of service 1,327 1,033 28 3,778 2,970 27 
Permanent Assignment Transaction 11,900 - - 11,900 - - 
Total 14,044 2,203 537 18,535 5,363 246 

 

 Three Months Ended 
September 30 

Nine Months Ended  
September 30 

Marketing Expense 2019 2018 % 
Change 2019 2018 % 

Change 
Cost of purchased natural gas 250 512 (51) 1,279 987 30 
Transportation of purchased natural gas 282 393 (28) 912 753 21 
Permanent Assignment Transaction 356 - - 356 - - 
Total 888 905 (2) 2,547 1,740 46 

 
 

 Three Months Ended 
September 30 

Nine Months Ended  
September 30 

Marketing Income (1) 2019 2018 % 
Change 2019 2018 % 

Change 
Gain on marketing of purchased natural gas 285 265 8 666 653 2 
Premium on the assignment of service 1,327 1,033 28 3,778 2,970 27 
Permanent Assignment Transaction 11,544 - - 11,544 - - 
Total 13,156 1,298 914 15,988 3,623 341 
Marketing income per boe  2.09 1.48 41 1.86 1.34 39 
Permanent Assignment Transaction per boe 14.96 - - 4.82 - - 

(1)Refer to non–GAAP measures 

On September 13, 2019, Delphi completed the sale of permanent assignment of approximately 35 percent of its firm full-path 
Alliance service for net proceeds of $11.5 million.  The net proceeds from the Permanent Assignment Transaction were used 
to repay bank indebtedness.   

Subsequent to the closing of the Permanent Assignment Transaction, Delphi has approximately 29.8 mmcf/d of firm 
transportation service and 7.5 mmcf/d of priority interruptible service on the Alliance pipeline system from Alberta to Chicago.  
This service is fully renewable commencing October 2020.  In order to mitigate the cost of transportation service in excess 
of its needs, Delphi either temporarily assigns the excess service to other shippers or purchases natural gas in Alberta or 
British Columbia for sale in Chicago.  Marketing income increased in 2019, as the Company had additional firm capacity on 
the Alliance pipeline and a greater portion of natural gas production was shipped on NGTL due to the commissioning of its 
amine processing facility.   
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ROYALTIES  

 Three Months Ended September 30 Nine Months Ended September 30 

 2019 2018 % Change 2019 2018 % Change 
Crown royalties 1,217 1,738 (30) 4,248 5,236 (19) 
Royalty credits 44 (747) - (1,636) (2,378) (31) 
Crown royalties – net 1,261 991 27 2,612 2,858 (9) 
Gross overriding royalties 548 1,078 (49) 2,290 3,081 (26) 
Total 1,809 2,069 (13) 4,902 5,939 (17) 
Per boe 2.34 2.36 (1) 2.05 2.20 (7) 
 
 Three Months Ended September 30 Nine Months Ended September 30 

 2019 2018 % Change 2019 2018 % Change 
Crown rate – before royalty credits 5.9% 5.5% 7 5.7% 5.2% 10 
Crown rate – net of royalty credits 6.1% 3.2% 91 3.5% 2.8% 25 
Gross overriding rate 2.7% 3.4% (21) 3.1% 3.1% - 
Average rate  8.8% 6.6% 33 6.6% 5.9% 12 

The royalty rate calculations above exclude gains or losses on risk management activities from revenue as the denominator. 

For the three and nine months ended September 30, 2019, royalties totaled $1.8 million and $4.9 million, compared to $2.1 
million and $5.9 million for the same periods in 2018, respectively.  Royalties in the third quarter of 2019 have decreased 
due to lower production volumes in combination with a decrease in commodity prices, particularly for propane and butane. 

The average Crown royalty rate before royalty credits has increased to 5.9 percent and 5.7 percent in the three and nine 
months ended September 30, 2019, in comparison to 5.5 percent and 5.2 percent for the same periods in 2018.  Crown 
royalties are based on provincial reference prices set by the province of Alberta, for each commodity.  The price received by 
Delphi for its commodities may differ from the Alberta reference price (“ARP”), causing a fluctuation in the average Crown 
royalty rate.  Delphi’s proportion of natural gas sold by reference to the AECO market, which is closer to the ARP, has 
increased in the three and nine months ended September 30, 2019 compared to the same periods in 2018 since the 
commissioning of its amine facility. In addition, some of the Company’s Montney field condensate production, drilled prior to 
January 1, 2017, which fall under to old royalty regime, have come off of royalty holidays which increases the royalty rate 
from zero percent to an average of approximately 40 percent (depending on individual well factors and benchmark prices).  
All of Delphi’s production from wells drilled subsequent to January 1, 2017 qualify for reduced Crown royalty rates under the 
Modern Royalty Framework which currently imposes a five percent royalty rate on all products until certain conditions are 
met. 

Crown royalty credits decreased in the three and nine months ended September 30, 2019 compared to the same periods in 
2018.  The Company recorded approximately $0.3 million of Crown royalty credit reversals related to prior periods.  Crown 
royalty credits are largely based on the amortization of historical capital and operating costs of gas facilities and do not 
fluctuate based on commodity prices but are limited to Crown royalties paid on natural gas and natural gas liquids and 
exclude royalties paid on field condensate. 

Gross overriding royalties were 2.7 percent and 3.1 percent in the three and nine months ended September 30, 2019.  
Although production from the four-well pad, brought on-stream throughout the second quarter of 2019 is encumbered with a 
gross overriding royalty, gross overriding royalties have decreased due to lower benchmark prices and production declines 
on wells encumbered with a gross overriding royalty. 

OPERATING EXPENSES 

   Three Months Ended September 30 Nine Months Ended September 30 
 2019 2018 % Change 2019 2018 % Change 
Production costs 7,769 7,003 11 23,501 24,333 (3) 
Processing recoveries (456) (333) 37 (1,282) (806) 59 
Total 7,313 6,670 10 22,219 23,527 (6) 
Per boe 9.48 7.62 24 9.29 8.72 7 
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In the three months ended September 30, 2019, production expenses increased $0.8 million in comparison to the same 
period in 2018.  The increase in production expenses is largely due additional temporary rental equipment required for liquids 
handling at the four-well pad, higher road and lease maintenance costs as a result of wet field conditions and a total of $0.4 
million of equalizations for prior periods partially offset by lower processing fees. During the second quarter, Delphi’s 07-11 
facility was tied-in to the Catapult water disposal facility, allowing the Company to transport water from the 07-11 facility via 
the Catapult pipeline and save on trucking costs.  Currently, water produced from the four-well pad is being removed at the 
01-03 battery and trucked to the Catapult water disposal facility.   

In the nine months ended September 30, 2019, production expenses decreased $0.8 million, down three percent from the 
comparative period in 2018.  The decrease in production expenses is largely due to lower processing fees and $0.7 million 
of operating cost savings associated with the Company’s Tower Creek well which was shut-in October 2018. The reductions 
in operating expenses are partially offset by additional temporary rental equipment required for liquids handling at the four-
well pad, higher repairs and maintenance and property taxes. 

Production expenses in the third quarter of 2019 have decreased $0.4 million, down five percent from the second quarter of 
2019.  The decrease is largely due to less field activity as production from the four-well pad stabilizes and lower processing 
fees due to a decrease in production volumes. 

Delphi recovers processing costs on partner production volumes processed at facilities it owns.  The processing recoveries 
represent a reduction of the Company’s costs to operate these facilities and hence is deducted in determining operating 
expenses.  The increase in processing recoveries is primarily due to the partner’s share of West Bigstone production that is 
processed at the Company’s 100 percent owned Negus gas processing facility and recoveries from partners for their share 
of payments related to operating leases that are now recognized as right-of-use assets. 

TRANSPORTATION EXPENSES 
 
 Three Months Ended September 30 Nine Months Ended September 30 
 2019 2018 % Change 2019 2018 % Change 
Transportation 3,156 3,820 (17) 10,226 13,482 (24) 
Transportation per boe 4.09 4.36 (6) 4.27 5.00 (15) 

The Company’s transportation expenses consist of shipping natural gas on the Alliance and NGTL pipeline systems, trucking 
field condensate to sales terminals and shipping its natural gas liquids through the Pembina pipeline system. 

Transportation expenses in the three and nine months ended September 30, 2019 decreased 17 percent and 24 percent in 
comparison to the same periods in 2018 primarily due to a decrease in transportation for natural gas and field condensate 
trucking.  The decrease in natural gas transportation is due to a higher proportion of natural gas that is shipped on the NGTL 
pipeline system which costs approximately $1.00 per mcf less than the cost of shipping on the Alliance pipeline system.  
Trucking for field condensate decreased due to lower trucking rates in combination with lower field condensate production 
volumes. 

Transportation costs on a per boe basis in the three and nine months ended September 30, 2019 decreased six percent and 
15 percent in comparison to the same periods in 2018. 

GENERAL AND ADMINISTRATIVE  

 Three Months Ended September 30 Nine Months Ended September 30 
 2019 2018 % Change 2019 2018 % Change 
Gross expenses 1,788 1,944 (8) 5,766 6,026 (4) 
Capitalized (426) (537) (21) (1,510) (1,672) (10) 
General and administrative expenses 1,362 1,407 (3) 4,256 4,354 (2) 
Per boe 1.77 1.61 10 1.78 1.61 11 

General and administrative expenses for the three and nine months ended September 30, 2019 were eight percent and four 
percent lower compared to the same periods in 2018 primarily due to lower personnel costs and a reduction in the expense 
associated with the employee savings plan which was suspended on May 1, 2019, partially offset by employee severance 
payments.  Capitalized general and administrative expenses decreased in the three and nine months ended September 30, 
2019 as personnel costs decreased.   
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SHARE-BASED COMPENSATION 
 
 Three Months Ended September 30 Nine Months Ended September 30 
 2019 2018 % Change 2019 2018 % Change 
Share-based compensation  (8) 291 (103) 434 795 (45) 
Capitalized costs (57) (93) (39) (212) (223) (5) 
Net (65) 198 (133) 222 572 (61) 
Per boe (0.08) 0.23 (135) 0.09 0.21 (57) 

Share-based compensation expense is the amortization over the vesting period of the fair value of stock options granted to 
employees and directors of the Company.  The fair value of all options granted is estimated at the date of grant using the 
Black-Scholes option pricing model. 

The Company recorded a recovery of share-based compensation in the third quarter of 2019 as 540,000 options were 
forfeited due to the resignation of a senior executive and two board members.  Share-based compensation decreased 45 
percent in the nine months ended September 30, 2019 as compared to the same period in 2018.  The decrease in Share-
based compensation is due to the majority of the options being in their second or third year of vesting.  Only 335 thousand 
options have been granted since the third quarter of 2018 and as at September 30, 2019, approximately a quarter of the 
outstanding options are fully vested. 

FINANCE COSTS 

 Three Months Ended September 30 Nine Months Ended September 30 
 2019 2018 % Change 2019 2018 % Change 
Interest 3,986 3,250 23 11,470 9,288 23 
Finance charges in relation to lease 
obligations 71 - - 224 - - 

Accretion of decommissioning 
liabilities 153 130 18 441 390 13 

Finance charges  488 450 8 1,444 1,336 8 
Foreign exchange (gain) loss (8) 34 (124) 150 (152) - 
Total finance costs 4,690 3,864 21 13,729 10,862 26 
Per boe 6.08 4.41 38 5.74 4.03 42 

Interest charges on Delphi’s bank debt and senior secured notes in the three and nine months ended September 30, 2019 
increased 23 percent over the comparative periods in 2018.  The increase in interest expense over the comparative periods 
is due to a higher average bank debt balance and additional senior secured notes.  Delphi issued an additional $15.0 million 
of ten percent senior secured notes during the fourth quarter of 2018. 

Finance charges related to the Company’s lease obligations is a result of the adoption of IFRS 16 – Leases, effective January 
1, 2019.  Refer to “New Accounting Standards” section of this MD&A for more information on the adoption of this standard. 

Accretion and finance charges are non-cash and primarily comprised of accretion expense on the Company’s 
decommissioning obligations and the accretion and amortization of the issue costs of the Company’s senior secured notes.  

The accretion of decommissioning liabilities is an expense that relates to the passing of time until the Company estimates it 
will retire its assets and restore the asset locations to a condition which meets or exceeds environmental standards.  Due to 
the long term nature of certain assets of the Company, this accretion expense is estimated to extend over a term of one to 
51 years.  The increase in accretion expense in the three and nine months ended September 30, 2019 compared to the 
same periods in 2018 is largely due to a higher decommissioning obligation as a result of the 2018 capital program.     

Finance charges include the amortization of transaction costs related to the issue of senior secured notes and the accretion 
of the debt to its face value.  The increase in finance charges in the three and nine months ended September 30, 2019 over 
the comparative periods in 2018 is due to a higher balance of outstanding debt subject to amortization and accretion.  

Delphi’s foreign exchange gains and losses primarily relate to the conversion of US dollars to Canadian dollars for the 
settlement of transactions denominated in US dollars, primarily consisting of natural gas sales and pipeline tolls. 
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DEPLETION AND DEPRECIATION 

 Three Months Ended September 30 Nine Months Ended September 30 
 2019 2018 % Change 2019 2018 % Change 
Depletion and depreciation  10,357 10,868 (5) 32,542 33,108 (2) 
Impairment - - - 61,737 - - 
Depletion, depreciation per boe 13.42 12.42 8 13.60 12.27 11 
Impairment per boe - - - 25.80 - - 

Depletion and depreciation in the three and nine months ended September 30, 2019 is comparable to the same periods in 
2018. The depletion rate increased eight and eleven percent in the three and nine months ended September 30, 2019, 
respectively, over the comparative periods in 2018 primarily due to $211.0 million of additional future development costs 
associated with added reserves, increasing the amount subject to depletion. 

In the second quarter of 2019, Delphi identified indicators of impairment, primarily due to further significant declines in 
forecasted commodity prices, particularly for natural gas and natural gas liquids, and a market capitalization deficiency 
relative to the book value of the Company’s shareholders’ equity.  The Company performed an impairment test on its Bigstone 
CGU, based on the recoverable amount estimated using a value in use calculation derived from expected future cash flows 
generated from proved and probable reserves using a blended pre-tax discount rate of approximately 13.5 percent plus an 
estimate of the fair value of the undeveloped land associated with the Bigstone CGU that is not considered exploration and 
evaluation.  The difference between the carrying amount and the estimated recoverable amount resulted in the recognition 
of a $61.2 million impairment. In addition, an impairment related to a change in estimates of decommissioning obligations for 
non-producing properties of $0.5 million was also recognized.  

INCOME TAXES  

Delphi has concluded that it is not probable that the deferred income tax asset will be realized and as a result, it has not been 
recognized at September 30, 2019.  Therefore, no deferred income tax recovery was recorded against the loss for the three 
and nine months ended September 30, 2019. 

Delphi does not have current income taxes payable and has estimated tax pools available at September 30, 2019 of $420.0 
million (December 31, 2018 – $437.8 million). 

ADJUSTED FUNDS FLOW 
 
 Three Months Ended September 30 Nine Months Ended September 30 
 2019 2018 % Change 2019 2018 % Change 
Cash flow from operating activities 17,289 11,385 52 41,288 44,700 (8) 
Decommissioning expenditures - - - - 97 - 
Change in non-cash working capital 4,002 215 1,761 4,317 (7,072) - 
Adjusted funds flow(1) 21,291 11,600 84 45,605 37,725 21 

(1) Refer to non–GAAP measures 

Delphi’s cash flow from operating activities increased to $17.3 million in the three months ended September 30, 2019, up 
from the $11.4 million in the comparative quarter of 2018.  Delphi’s adjusted funds flow increased to $21.3 million in the three 
months ended September 30, 2019 from the $11.6 million in the three months ended September 30, 2018.  The increase in 
adjusted funds flow in the third quarter of 2019 is primarily due to higher marketing income largely due to the Permanent 
Assignment Transaction, realized gains on risk management contracts and reductions in transportation expenses partially 
offset by lower revenues as a result of declining commodity benchmark prices in combination with lower production volumes, 
higher operating expenses and higher finance charges. 

Delphi’s cash flow from operating activities in the first nine months of 2019 decreased to $41.3 million, down eight percent 
from the $44.7 million of cash flow from operating activities in the comparative period of 2018.  Adjusted funds flow in the 
nine months ended September 30, 2019 increased 21 percent, to $45.6 million, in comparison to the nine months ended 
September 30, 2018. The increase in adjusted funds flow in the first nine months of 2019 is primarily due to higher marketing 
income largely due to the Permanent Assignment Transaction, realized gains on risk management contracts and reductions 
in operating and transportation expenses partially offset by lower revenues as a result of declining commodity benchmark 
prices in combination with lower production volumes and higher finance charges. 
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 Three Months Ended  
September 30 

Nine Months Ended  
September 30 

Adjusted Funds Flow (1) September 30, 2018   11,600   37,725 
Impact on adjusted funds flow:       
  Production volumes   (1,497)   (6,714) 
  Realized prices   (9,290)   (19,763) 
  Risk management activities   9,062   19,011 
  Marketing income (1)   314   821 
  Permanent Assignment Transactions   11,544   11,544 
  Netback expenses (2)   326   5,699 
  Finance charges   (765)   (2,708) 
  Settlement of unutilized take-or-pay contract   (3)   (10) 
Adjusted Funds Flow (1), September 30, 2019   21,291   45,605 

(1) Refer to non–GAAP measures 
(2) Netback expenses include royalties, operating expenses, transportation and general and administrative costs. 

CASH NETBACK AND EARNINGS ANALYSIS  

 Three Months Ended September 30 Nine Months Ended September 30 
 2019 2018 % Change 2019 2018 % Change 
Net earnings (loss) 10,628 1,252 749 (61,499) (9,048) 580 
Per boe 13.77 1.43 863 (25.70) (3.35) 667 
Per basic and diluted share 0.06 0.01 500 (0.33) (0.05) 560 

Delphi recorded a net earnings of $10.6 million ($0.06 per basic and diluted share) in the third quarter of 2019, up $9.4 million 
from the net earnings of $1.3 million ($0.01 per basic and diluted share) recorded in the third quarter of 2018.  The increase 
in net earnings in the third quarter of 2019 compared to the same period in 2018 is due to higher adjusted funds flow partially 
offset by lower unrealized gains on risk management contracts, a recovery on share-based compensation and lower depletion 
charges. 

In the first nine months of 2019, Delphi recorded a net loss of $61.5 million, up from the net loss of $9.0 million in the 
comparative period of 2018.  The increase in the net loss in the first nine months of 2019 compared to the same period in 
2018 is due to a $61.7 million impairment charge recognized in the second quarter of 2018 partially offset by higher adjusted 
funds flow. 
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    Three Months Ended September 30 Nine Months Ended September 30 

Barrels of oil equivalent ($/boe) 2019 2018 % Change 2019 2018 % Change 

Realized sales price 26.72 35.87 (26) 30.92 37.24 (17) 
Marketing income (1) 2.09 1.48 41 1.86 1.34 39 
Royalties (2.34) (2.36) (1) (2.05) (2.20) (7) 
Operating expenses (9.48) (7.62) 24 (9.29) (8.72) 7 
Transportation (4.09) (4.36) (6) (4.27) (5.00) (15) 
Operating netback before risk 
management contracts (1) 12.90 23.01 (44) 17.17 22.66 (24) 

Realized gain (loss) on risk 
management contracts 6.97 (4.21) - 4.00 (3.50) - 

Operating netback (1) 19.87 18.80 6 21.17 19.16 10 
Permanent Assignment Transaction 14.96 - - 4.82 - - 
General and administrative expenses (1.77) (1.61) 10 (1.78) (1.61) 11 
Finance charges (5.25) (3.75) 40 (4.95) (3.39) 46 
Settlement of unutilized take-or-pay 
contract (0.22) (0.19) 16 (0.21) (0.19) 11 

Cash netback (1) 27.59 13.25 108 19.05 13.97 36 
(1) Refer to non–GAAP measures  

Delphi continues to focus drilling on high margin, liquids-rich natural gas prospects and reducing costs in order to strengthen 
its operating and cash netback per boe.  However, the Company’s netback will continue to be impacted by swings in 
commodity prices and the realized gains or losses on the Company’s risk management contracts.   

In the three and nine months ended September 30, 2019, Delphi’s operating netback increased six percent and ten percent 
in comparison to the same periods in 2018, respectively. The increase in the operating netbacks is primarily due to realized 
gains on risk management contracts.  The operating netback before risk management contracts decreased 44 percent in the 
third quarter of 2019 compared to the same period in 2018 and 24 percent in the nine months ended September 30, 2019 
compared to the same period in 2018.  The decrease in the operating netbacks is largely due to continued declines in 
commodity benchmark prices and an increase in operating expenses per boe.  The cash netback in the three and nine 
months ended September 30, 2019 increased by $14.34 per boe and $5.08 per boe in comparison to the same periods in 
2018, respectively, due to the Permanent Assignment Transaction. 

LIQUIDITY AND CAPITAL RESOURCES 

As an oil and natural gas business, Delphi has a declining asset base and therefore relies on oil and natural gas property 
development and acquisitions to replace produced reserves.  Future oil and natural gas production and growth in reserves 
are highly dependent on the success of exploiting the Company’s existing asset base and/or acquiring additional lands or 
reserves. To the extent Delphi is successful or unsuccessful in these operations, cash flow could be increased or reduced.  

Liquidity risk is the risk that Delphi will not be able to meet its financial obligations as they become due. The Company’s 
financial liabilities arise through the cost of operations and the capital program in order to maintain or increase production 
and develop reserves, the acquisition of crude oil and natural gas assets, financial instrument contracts, issuance of senior 
secured notes and borrowings under the Company’s credit facilities.   

Delphi actively manages its liquidity through daily, short term and long-term cash, debt and equity management strategies. 
Such strategies encompass, among other factors: having adequate sources of financing available through its bank credit 
facilities, forecasting future cash generated from operations based on reasonable production and pricing assumptions, 
monitoring economic risk management opportunities and maintaining sufficient cash flows for compliance with bank debt 
covenants.  

Delphi generally relies on adjusted funds flow and its credit facilities to fund ongoing capital requirements and provide liquidity. 
Future liquidity depends primarily on cash flow generated from operations, existing credit facilities and the ability to access 
debt and equity markets. From time to time, the Company accesses capital markets to meet its additional financing needs 
and to maintain flexibility in funding its capital expenditure programs. There can be no assurance that future debt financings, 
equity financings or cash generated from operations will be available or sufficient to meet these or other corporate 
requirements.  If debt or equity financing is available, there is no assurance that it will be on terms acceptable to Delphi. 
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Delphi has recently entered into a Proposed Recapitalization Transaction (see Proposed Recapitalization Transaction in this 
MD&A) in an effort to address near term expiries of debt and capital requirements. 

Delphi’s results are affected by external market and risk factors, such as fluctuations in the prices of crude oil and natural 
gas, movements in foreign currency exchange rates and inflationary (deflationary) pressures on service costs. Volatility in 
crude oil and natural gas prices continues to result in a challenging environment for the energy sector.  Delphi continuously 
monitors commodity prices and has an active commodity price risk management program in order to reduce its exposure to 
fluctuations in commodity prices and protect its future cash flows.   

Net Debt 
 September 30, 2019 December 31, 2018 
Long term debt 69,780 66,742 
Senior secured notes (1) 101,526 100,099 
Long term portion of unutilized take-or-pay contract - 217 
Working capital deficit (surplus) (5,584) 14,927 
Net debt(2)(3) 165,722 181,985 

(1) $105.0 million principal amount of senior secured notes outstanding as at September 30, 2019.  
(2) Net debt excludes $7.4  million and $7.5 million as at September 30, 2019 and December 31, 2018, respectively, of outstanding letters of credit 
(3) Refer to non-GAAP measures 

Senior Credit Facility 

On July 11, 2019, the annual borrowing base redetermination of the credit facility was finalized and the credit facility was 
amended.  The borrowing base of the amended credit facility was reduced from $105.0 million to $100.0 million and reduced 
further to $90.0 million on September 16, 2019 following the completion of the sale of excess Alliance pipeline transportation 
service for $11.9 million. In connection with the Proposed Recapitalization Transaction, Delphi accelerated the timing of the 
credit facility’s semi-annual borrowing base review. On November 1, 2019, the credit facility was amended.  Effective on the 
earlier of the closing date of the Proposed Recapitalization Transaction and November 29, 2019, the borrowing base of the 
amended credit facility will be reduced from $90.0 million to $80.0 million. The borrowing base, revolving period and maturity 
date of the amended credit facility is dependent on the completion of the Proposed Recapitalization Transaction. If the 
Proposed Recapitalization Transaction is not completed by December 13, 2019, the next borrowing base redetermination 
will be on December 13, 2019.  The amended credit facility has limited capital expenditures to $4.0 million from June 30, 
2019 to December 13, 2019 unless otherwise funded by the issuance of new equity or additional senior secured notes (see 
Proposed Recapitalization Transaction). 

If the Proposed Recapitalization Transaction is approved by shareholders and noteholders, the revolving period of the credit 
facility would be extended to May 28, 2020, at which time, with a request for extension by the Company, it may be extended 
at the lenders’ option. If the revolving period is not extended, the undrawn portion of the facility will be cancelled and the 
amount outstanding would be required to be repaid at the amended maturity date of May 29, 2021. The non-extension 
provisions are applicable to the lenders on an individual basis.  

The borrowing base of the credit facility is based on the lenders’ evaluation of the Company’s petroleum and natural gas 
reserves and commodity prices at the time of the review.  A decrease in the borrowing base resulting in borrowing base 
shortfall would require a repayment to the lenders within 60 days of any amounts drawn in excess of the reduced borrowing 
base. Interest payable on amounts drawn under the facility is at the prevailing bankers’ acceptance or LIBOR rates plus 
stamping fees, lenders’ prime rate or U.S. base rate plus the applicable margins, depending on the form of borrowing by the 
Company.  The applicable margins and stamping fees are based on a sliding scale pricing grid tied to the Company’s trailing 
debt to earnings before interest, taxes, depreciation and amortization ratio: from a minimum of the bank’s prime rate or U.S. 
base rate plus 0.5 percent to a maximum of the bank’s prime rate or U.S. base rate plus 2.5 percent or from a minimum of 
bankers’ acceptances or LIBOR rate plus a stamping fee of 1.5 percent to a maximum of bankers’ acceptances rate plus a 
stamping fee of 3.5 percent. 

The credit facility is secured by a $200.0 million demand floating charge debenture and a general security agreement over 
all of the assets of the Company.   

At September 30, 2019, the Company remains in compliance with all financial covenants pertaining to its bank debt, and 
based on current available information, management expects to comply with all financial covenants during the subsequent 
12 month period based on the assumption that the Proposed Recapitalization Transaction is completed. However in light of 
the current volatility in oil and gas prices and uncertainty regarding the timing for recovery of such prices, as well as pipeline 
and transportation capacity constraints, the preparation of financial forecasts is challenging. Due to the volatile economic 
environment, it is possible that the Company could be subjected to a further reduction in the borrowing base of its credit 
facility or breach the financial covenants noted within its credit facility in fiscal 2019 or future periods. If the Proposed 
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Recapitalization Transaction is not approved, management forecasts to be in breach of its financial covenants over the next 
twelve month period. If a covenant violation does occur, this will represent an event of default under the facility and the lender 
has the right to demand repayment of all amounts owed under the credit facility.  Refer to note 3 of the condensed 
consolidated interim financial statements for the three and nine months ended September 30, 2019. 

The senior credit facility is subject to the following financial covenants: 

 
Financial covenant 

 
Requirement 

                                                                  
As at September 30, 2019 

    
Adjusted working capital ratio (1)            >  1.0     2.1 
Adjusted bank debt to EBITDA ratio            <  3.0  1.3 
Adjusted debt to EBITDA ratio            <  4.0  3.1 
    

 

 
 

 

Adjusted working capital ratio (1)    As at September 30, 2019 
Current assets     34,658 
Exclusion of the current fair value of financial instruments     (12,960) 
Undrawn portion of senior credit facility     12,799 
     34,497 
      
Current liabilities     17,157 
Exclusion of the current fair value of financial instruments     (160) 
Exclusion of finance lease obligations     (883) 
     16,114 
      
Adjusted working capital ratio      2.1 
(1) Refer to non-GAAP measures      

Adjusted bank debt to EBITDA ratio (1)   As at September 30, 2019 
Bank debt     69,780 
Unutilized take-or-pay contract     380 
Outstanding letters of credit     7,421 
Adjusted bank debt      77,581 
 
      

Annualized EBITDA      58,293 
      
      
Adjusted bank debt to EBITDA ratio     1.3 

(1) Refer to non-GAAP measures 
 

      

Adjusted debt to EBITDA ratio (1)   As at September 30, 2019 
Bank debt      69,780 
Unutilized take-or-pay contract     380 
Outstanding letters of credit     7,421 
Senior secured notes     101,526 
Adjusted debt      179,107 
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Delphi was in compliance with all covenants as at September 30, 2019.  

Senior Secured Notes 

 
  Senior Secured Notes 

Balance as at December 31, 2018  100,099 
Accretion of discount and amortization of issue costs  1,427 
Balance, September 30, 2019  101,526 

At September 30, 2019 Delphi had outstanding $105.0 million principal amount of ten percent senior secured notes which 
mature on July 15, 2021. Interest is payable quarterly in arrears on January 15, April 15, July 15 and October 15 of each 
year. The senior secured notes are redeemable at the Company’s option, in whole or part during the twelve month period 
beginning on June 15 of the years indicated at the following specified redemption prices (expressed as a percentage of the 
principal amount): 2019 at 105 percent and 2020 and thereafter at 100 percent. In connection with the Proposed 
Recapitalization Transaction, the Arrangement contemplates noteholder approval to extend the maturity date of the senior 
secured notes to April 15, 2023. 

The senior secured notes are secured on a second-priority basis by substantially all of the Company’s assets and are 
subordinate to indebtedness under the senior credit facility. 

The senior secured notes are carried at amortized cost, net of transaction costs and are accreted to their principal balance 
at maturity using the effective interest rate method.  

The senior secured notes have no financial covenants but have an incurrence covenant that limits the Company’s ability to 
(subject to certain exceptions, limitations and qualifications): make certain restricted payments and investments; incur 
additional debt; create liens; make dividend or other payments; consolidate, merge, sell, or otherwise dispose of all or 
substantially all of its assets; and enter into certain transactions with affiliates. 

Share Capital 

The common shares of Delphi trade on the TSX under the symbol DEE. The following table summarizes outstanding share 
data for the three and nine months ended September 30, 2019: 

 Three Months Ended  
September 30, 2018 

Nine Months Ended 
September 30, 2019 

Weighted Average Common Shares (in thousands)   
    Basic 185,547 185,547 
    Diluted 185,547 185,547 
Trading Statistics (1)   
    High 0.185 0.44 
    Low 0.075 0.075 
    Average daily volume (in thousands) 320 219 

(1) Trading statistics based on closing price 

As at November 5, 2019, the Company had 185.5 million common shares outstanding, 7.1 million stock options outstanding, 
and 14.7 million warrants outstanding.  The stock options have an average exercise price of $1.09 per option and the warrants 
have an exercise price of $1.40 per warrant.   If the Proposed Recapitalization Transaction is approved, existing stock options 
will be consolidated on a 15 to 1 basis and each warrant will entitle the holder to purchase one fifteenth of a post consolidation 
common share. 

 
 

Annualized EBITDA      58,293 
      
      
Adjusted debt to EBITDA ratio     3.1 

(1) Refer to non-GAAP measures 
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CONTRACTUAL OBLIGATIONS  

The Company is committed to future minimum payments for natural gas transmission and processing and leases on 
compression equipment. The Company also has a lease for office space in Calgary, Alberta.  As noted above, the senior 
credit facility is based on a revolving term which is reviewed semi-annually and converts to a 364 day non-revolving term 
facility if not renewed. The senior secured notes mature in 2021 as discussed in the Liquidity and Capital Resources section.   

The future minimum commitments over the next five years ending on December 31 are as follows: 
 

  2019 2020 2021 2022 Thereafter 
Gathering, processing and transmission (1)  2,505 11,392 14,690 14,687 42,120 
Office, equipment and software leases  207 416 424 424 754 
Accounts payable and accrued liabilities   14,347 - - - - 
Unutilized take or pay  169 225 - - - 
Risk management  160 24 - - - 
Decommissioning obligations (2)  1,387 328 242 299 26,717 
Interest payments on senior secured notes  2,625 10,500 5,688 - - 
Bank Debt  - 70,000    
Senior secured notes  - - 105,000 - - 
Total  21,400 92,885 126,044 15,410 69,591 

(1) Balances denominated in U.S. dollars have been translated at the September 30, 2019 exchange rate. 
(2) Amounts represent the inflated, discounted future abandonment and reclamation expenditures anticipated to be incurred over the life of the 

Company’s properties. 

GUARANTEES AND OFF-BALANCE SHEET ARRANGEMENTS 

Delphi has not entered into any guarantees or off-balance sheet arrangements.  On January 1, 2019, Delphi adopted IFRS 
16 “Leases” which requires the recognition of lease assets and liabilities on the balance sheet for most leases, where the 
entity is acting as a lessee.  See “New Accounting Standards” section of this MD&A for further information. 

 
SELECTED INFORMATION   

The following table summarizes the Company’s financial and operating results over the past eight quarters: 
 

 Sept 30, 
2019 

June 30, 
2019 

Mar 31, 
2019 

Dec 31, 
2018 

Sep. 30, 
2018 

June 30, 
2018 

Mar. 31, 
2018 

Dec. 31, 
2017 

Production 
(boe conversion – 6:1 basis) 

        

Field condensate (bbls/d) 2,154 2,762 2,323 2,644 2,196 2,858 2,472 2,374 
Natural gas liquids (bbls/d) 1,299 1,245 1,265 1,289 1,359 1,575 1,418 1,315 
Natural gas (mcf/d) 29,600 30,897 31,024 33,063 35,751 37,141 33,747 35,391 
Barrels of oil equivalent (boe/d) 8,386 9,157 8,759 9,444 9,514 10,623 9,515 9,588 
Financial  
($ thousands, except per share) 

        

Crude oil and natural gas sales 20,612 27,026 26,353 26,786 31,399 36,394 32,675 30,896 
Net earnings (loss) 10,628 (53,620) (18,507) (17,318) 1,252 (5,834) (4,466) (1,764) 
Per share – basic and diluted 0.06 (0.29) (0.10) (0.09) 0.01 (0.03) (0.02) (0.01) 
Adjusted funds flow(1) 21,291 11,963 12,351 8,890 11,600 14,697 11,428 14,144 
Per share – basic and diluted(1) 0.11 0.06 0.07 0.05 0.06 0.08 0.06 0.08 
(1) Refer to non-GAAP measures 

Over the past two years, the changes in revenue and funds from operations from quarter to quarter primarily reflect the 
change in production and the volatility of commodity prices. Production has been impacted by processing plant outages, 
dispositions, production performance and new wells through successful drilling.   
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During the first quarter of 2018, Delphi invested $41.2 million which included the drilling of four (2.60 net) wells, completion 
operations on six (3.90 net) wells and the construction of its amine processing facility.  Production volumes remained 
comparable to the fourth quarter of 2017 due to lower production declines and additional production from wells brought on-
stream late in the quarter partially offsetting scheduled production outages relating to new well completion operations. 

During the second quarter of 2018, Delphi’s lenders completed the annual review of the Company’s senior credit facility and 
increased the borrowing base to $105.0 million.  The Company tied-in and brought on production three (1.95 net) Montney 
wells in the Bigstone area.  Delphi commissioned its newly constructed amine facility during the second quarter which allows 
the Company to sweeten up to 11 mmcf/d net of Montney raw natural gas in order to process it at its 25 percent owned 
Bigstone sweet natural gas plant.  This allows the Company the flexibility to sell its natural gas into two different natural gas 
markets and reduce processing fees for the sweetened natural gas.  In the third quarter of 2018, Delphi invested $19.3 
million, primarily on drilling four (2.60 net) Montney wells and performing completion and tie-in operations on two (1.30 net) 
wells in Montney.   

In the fourth quarter of 2018, Delphi issued an additional $15.0 million of ten percent senior secured notes.  The Additional 
Notes were issued under the same indenture as the existing senior secured notes.  Proceeds were used to temporarily repay 
a portion of outstanding indebtedness.  The Company invested $27.0 million in the fourth quarter of 2018, primarily on 
bringing three (1.95 net) wells on-stream and drilling three (1.95 net) wells of a four (2.60 net) well pad which was fractured 
during the first quarter of 2019.  As at December 31, 2018, Delphi identified indicators of impairment and performed an 
impairment calculation on the Company’s Bigstone CGU resulting in the recognition of a $51.0 million impairment.  The 
recoverable amount of the Bigstone CGU was based on expected future cash flows generated from proved and probable 
reserves using a pre-tax discount rate of approximately 12.5% plus an estimate of the fair value of the undeveloped land 
associated with the Bigstone CGU reserves. 

In the first quarter of 2019, Delphi concluded drilling the last well on its four-well pad, completed fracturing operations and 
commenced equipping operations.  Production in the quarter fell to 8,759 boe/d, down seven percent from the fourth quarter 
of 2018 as no additional wells were brought on production. Production in the second quarter of 2019 increased to 9,157 
boe/d as the four-well pad was tied in and brought on-stream throughout the second quarter.   

In the second quarter of 2019, Delphi identified indicators of impairment, primarily due to further significant declines in 
forecasted commodity prices, particularly for natural gas and natural gas liquids, and a market capitalization deficiency 
relative to the book value of the Company’s shareholders’ equity.  The Company performed an impairment test on its Bigstone 
CGU, based on the recoverable amount estimated using a value in use calculation derived from expected future cash flows 
generated from proved and probable reserves using a pre-tax discount rate of approximately 13.5 percent plus an estimate 
of the fair value of the undeveloped land associated with the Bigstone CGU that is not considered exploration and evaluation.  
The difference between the carrying amount and the estimated recoverable amount resulted in the recognition of a $61.2 
million impairment. In addition, an impairment related to change in estimates of decommissioning obligations for non-
producing properties of $0.5 million was also recognized.  

During the third quarter of 2019, Delphi closed the sale and permanent assignment of 16 mmcf/d (approximately 35 percent) 
of its firm full-path service to the Chicago area on the Alliance pipeline system for net proceeds of $11.5 million.  Proceeds 
from the Permanent Assignment Transaction were used to repay bank indebtedness.  Upon completion of the Permanent 
Assignment Transaction and in accordance with the amended credit facility, the borrowing base of the senior credit facility 
was reduced from $100.0 million to $90.0 million. Subsequent to the Permanent Assignment Transaction, Delphi has 
approximately 29.8 mmcf/d of firm service and 7.5 mmcf/d of priority interruptible service on the Alliance pipeline system in 
addition to approximately 22 mmcf/d of firm service on NGTL.  Production in the third quarter of 2019 declined to 8,386 boe/d 
as no additional wells have been drilled or completed since the four-well pad which was brought on-stream during the second 
quarter of 2019. 

Delphi’s commodity risk management program continues to be an integral part of the Company’s strategy to protect cash 
flows through to simple payout of the drilling and completions portion of its capital program. 

CRITICAL ACCOUNTING ESTIMATES 

The reader is advised that the critical accounting estimates, judgments, policies and practices as described in the Company’s 
Management’s Discussion and Analysis for the year ended December 31, 2018 continue to be critical in determining Delphi’s 
financial results. 

The condensed consolidated interim financial statements have been prepared in conformity with IAS 34, Interim Financial 
Reporting,  which requires management to make judgments, estimates and assumptions that affect the application of 
accounting policies and the reported amounts of assets, liabilities, shareholders’ equity, revenue and expenses.  Actual 
results may differ from these estimates. 

  
30



  NEW ACCOUNTING STANDARDS 

Effective January 1, 2019, Delphi adopted IFRS 16 Leases (“IFRS 16”) which replaces IAS 17 Leases and IFRIC 4, 
Determining Whether an Arrangement Contains a Lease.  IFRS 16 introduced a single, on-balance sheet accounting model 
for lessees which requires the recognition of lease assets and liabilities on the balance sheet for most leases. Certain short-
term leases (less than 12 months) and leases of low-value assets can be exempt from the balance sheet recognition 
requirements, and will continue to be expensed in the statement of earnings on a straight line basis over the term of the 
contract.  

As a result of the adoption of IFRS 16, Delphi, as a lessee, has recognized right-of-use assets representing the rights to use 
the underlying assets and lease liabilities representing the obligation to make lease payments. The standard was applied 
using the modified retrospective approach, under which the cumulative effect of initial application is recognized as an 
adjustment to opening retained earnings.  As such, the comparative information for 2018 has not been restated.   

The adoption of IFRS 16 did not have a material impact on our consolidated financial statements.   

The impact to the 2019 opening balance sheet and results of operations for the nine months ended September 30, 2019 is 
as follows: 

  ($000’s) 
Consolidated statements of financial position as at January 1, 2019   
  Right of use asset  3,611 
  Right of use liability  3,611 
   
Consolidated statements of loss for the period ended September 30, 2019   
Reduction to operating expenses  740 
Reduction to general and administrative expenses  104 
Increase to depletion, depreciation and amortization  (715) 
Increase to finance charges  (224) 
Increase in net loss for the period  (95) 
   
Consolidated statements of cash flows for the period ended September 30, 2019   
Cash flow from operating activities  620 
Cash flow from financing activities  (620) 
  - 
   
Consolidated statements of changes in shareholders’ equity for the period ended September 30, 2019 
Increase in deficit  (95) 

Further information about changes to our accounting policies resulting from the adoption of IFRS 16 can be found in Note 4 
to the interim condensed consolidated interim financial statements. 

CORPORATE GOVERNANCE   

The shareholders’ interests are a critical factor in the operations and management of Delphi.  The Company is committed to 
maintaining the highest level of investor confidence in the Company through the application of its corporate policies and 
procedures.  Delphi’s board of directors consists of four independent directors and one officer of the Company who meet 
regularly to discuss matters of strategy and execution of the business plan.  See Delphi’s Management Information Circular 
and Annual Information Form for a listing of committees that oversee specific aspects of the Company’s operating and 
financial strategy. 

Disclosure Controls and Procedures and Internal Controls over Financial Reporting 

Disclosure controls and procedures, as defined in NI 52-109, are designed to ensure that information required to be disclosed 
by the Company is accumulated and communicated to the Company’s management, including its President and Chief 
Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions regarding required disclosure.  The 
President and Chief Executive Officer and Chief Financial Officer have designed, or caused to be designed under their 
supervision, internal controls over financial reporting, as defined in NI 52-109, to provide reasonable assurance regarding 
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the reliability of the Company's financial reporting and the preparation of financial statements for external purposes in 
accordance with generally accepted accounting principles applicable to the Company.  The Company’s internal controls over 
financial reporting is based on the framework issued by the Committee of Sponsoring Organizations of the Treadway 
Commission (2013 Framework). 
 
The Company is required to disclose any change in the Company's internal control over financial reporting that occurred 
during the period beginning on July 1, 2019 and ending on September 30, 2019 that has materially affected, or is reasonably 
likely to materially affect, the Company's internal control over financial reporting.  No material changes in the Company's 
internal control over financial reporting were identified during such period that has materially affected, or are reasonably likely 
to materially affect, the Company's internal control over financial reporting.  

It should be noted that a control system, including the Company's disclosure and internal controls and procedures, no matter 
how well conceived, can provide only reasonable, but not absolute, assurance that the objectives of the control system will 
be met and it should not be expected that the disclosure and internal controls and procedures will prevent all errors or fraud. 

2019 OUTLOOK  

The capital program for the final quarter of 2019 is anticipated to be approximately $5.4 million, with drilling operations not 
expected to start until later in the fourth quarter. As such, free cash flow generated in excess of the capital program will 
continue to be used to reduce year-end 2019 net bank debt by approximately 25 percent from year-end 2018 levels. 
 
Production 
 
In late April, Delphi commenced production from the four-well pad which was completed in the first quarter. The wells were 
brought on production on a staged basis in order to manage high initial fluid rates of both fracturing flow back water and field 
condensate. Deferring the commencement of drilling operations until later in the fourth quarter to significantly reduce net 
bank debt, will result in no new production volume until the early part of the second quarter of 2020 and lower second half 
2019 production volume expectations by approximately 10 to 12 percent compared to the first half of 2019.   
 
Marketing Income 
 
The marketing income generated from Delphi’s excess Alliance service is principally dependent on the basis between 
Chicago and AECO prices.  Based on current strip prices, Delphi estimates marketing income will be $4 to $4.5 million in 
2019. 

Royalties 

The Company pays royalties to provincial governments, individuals and companies that own surface and/or mineral rights 
and companies that have been granted an overriding royalty.  These payments take the form of Crown, freehold and 
overriding royalties.  Royalties are not affected by gains or losses realized through the Company’s risk management program. 

For 2019, Delphi expects its royalty rate, after the deduction for royalty credits and inclusion of GORRs, to average between 
five and seven percent of gross revenue, excluding realized and unrealized gains or losses on commodity risk management 
contracts. 

Operating Expenses 

In 2019, Delphi will realize the full benefit of the amine sweetening facility which in conjunction with the Bigstone sweet natural 
gas plant, processes gas for about $0.95 per mcf less than the cost of third-party sour natural gas processing. 

Delphi expects operating expense in 2019 to be between $9.00 and $9.50 per boe. 

Transportation Expenses 

The contracted rates for pipeline transportation of natural gas and natural gas liquids are fixed and the rate for trucking field 
condensate is expected to remain unchanged in 2019.  The average natural gas transportation cost per mcf is expected to 
remain at the current level until the Alliance lateral from the Bigstone natural gas plant is reactivated, which is expected in 
mid-2020, at which time the proportion of total gas sales on the Alliance system will return to approximately 90 percent of 
total natural gas sales volumes. 

Delphi expects transportation expense in 2019 to be between $4.00 and $4.50 per boe. 
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General and Administrative and Finance Costs 

Delphi expects general and administrative expense to be flat to slightly lower in 2019 principally due to the suspension of the 
employees share purchase plan. 

Interest costs will increase in 2019 due to the issuance of $15 million of additional 10 percent senior secured notes on 
November 9, 2018, the issuance of NSRs and related securities and higher average bank debt in in the first half of 2019. 

NON GAAP MEASURES 

Management uses certain measures that are not recognized under IFRS to help evaluate the performance of the Company. 
The following are terms and definitions contained within this MD&A that are not recognized measures under IFRS: 

For the purpose of reporting production information, reserves and calculating unit prices and costs, natural gas volumes have 
been converted to a barrel of oil equivalent (“boe”) using six thousand cubic feet equal to one barrel.  A boe conversion ratio 
of 6:1 is based upon an energy equivalency conversion method primarily applicable at the burner tip and does not represent 
a value equivalency at the wellhead.  This conversion conforms to the Canadian Securities Administrators’ National 
Instrument 51-101 when boes are disclosed.  Boes may be misleading, particularly if used in isolation. 

Adjusted bank debt to EBITDA ratio – Adjusted bank debt is defined as amounts outstanding under the senior credit facility, 
including outstanding letters of credit and liabilities associated with the unutilized take-or-pay contract.  EBITDA is calculated 
based on the terms and definitions set out in the senior credit facility agreement which adjusts net income (loss) for financing 
costs, non-recurring gains and losses, cash payments related to lease obligations, certain specific unrealized and non-cash 
transactions and acquisition and disposition activity.  EBITDA is calculated on an annualized basis based on the last two 
completed quarters.  This ratio is used to calculate the Company’s compliance with its adjusted bank debt to EBITDA ratio 
covenant. 

Adjusted debt to EBITDA ratio - The calculation of adjusted debt excludes accounts payable and accrued liabilities, 
decommissioning obligations, the fair value of financial instruments and lease obligations.  The calculation includes 
outstanding letters of credit, the senior credit facility, liabilities associated with the unutilized take-or-pay contract and senior 
secured notes.  EBITDA is calculated as defined above.  This ratio is used to calculate the Company’s compliance with its 
adjusted debt to EBITDA ratio covenant. 

Adjusted funds flow - cash flow from operating activities before decommissioning expenditures and changes in non-cash 
working capital from operating activities. Management uses adjusted funds flow to analyze performance and considers it a 
key measure as it demonstrates the Company’s ability to generate the cash necessary to fund future capital investments, 
abandonment obligations and to repay debt. Delphi’s determination of adjusted funds flow may not be comparable to that 
reported by other companies nor should it be viewed as an alternative to cash flow from operating activities, net earnings 
(loss) or other measures of financial performance calculated in accordance with IFRS. 

Adjusted funds flow per share – adjusted funds flow divided by the number of common shares outstanding calculated using 
weighted average shares outstanding consistent with the calculation of earnings (loss) per share. 

Adjusted working capital – current assets and current liabilities exclude the current portion of the fair value of the financial 
instruments and lease obligations.  This definition is consistent with the definition used in calculating the Company’s 
compliance with its working capital ratio covenant and is used by the Company in determining its net debt. 

Adjusted working capital ratio – current assets include the undrawn portion of the senior credit facility, less outstanding letters 
of credit, and exclude the current portion of the fair value of financial instruments.  Current liabilities exclude the current 
portion of long term debt, the current portion of the fair value of financial instruments and lease obligations. This ratio is used 
to calculate the Company’s compliance with its working capital ratio covenant. 

Cash flow from operating activities per share – cash flow from operating activities divided by the number of common shares 
outstanding calculated using weighted average shares outstanding consistent with the calculation of earnings (loss) per 
share. 

Marketing income - the margin earned on the sale of purchased third party natural gas volumes and premiums received on 
the assignment of capacity on the Alliance pipeline system to a third party.  Management considers marketing income 
important measures of the Company’s ability to mitigate the cost of excess committed capacity. 

Net debt – the sum of bank debt, senior secured notes and the long term portion of unutilized take-or-pay contract and lease 
obligations plus (minus) the adjusted working capital deficit (surplus). Net debt is used by management to monitor the 
remaining availability under its credit facilities.  
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Total cash revenues – the sum of crude oil and natural gas revenues, marketing revenue (excluding Permanent Assignment 
Transaction) and realized gains on risk management contracts.  Management uses this measure to assess the revenues 
from operations and risk mitigation activities.  

Management considers netbacks as an important measure of the cash generating capability of the produced volumes. 
Netbacks are generally discussed and presented on a per boe basis. 

Operating netbacks – crude oil and natural gas sales plus realized gains (losses) on financial instruments and marketing 
income less royalties, operating and transportation costs.  Management considers operating netbacks per boe an important 
measure of profitability relative to current commodity prices and costs of production. 

Cash netbacks - operating netbacks less interest on bank debt and senior secured notes, finance charges associated with 
lease obligations, foreign exchange, general and administrative costs, and the settlement of the unutilized take-or-pay 
contract. Management considers cash netbacks per boe an important measure as it demonstrates the cash realized on each 
unit of production to be reinvested in future capital investment or repay debt. 

FORWARD-LOOKING STATEMENTS  

This management discussion and analysis contains forward-looking statements and forward-looking information within the 
meaning of applicable Canadian securities laws.  These statements relate to future events or the Company’s future 
performance and are based upon the Company’s internal assumptions and expectations.  All statements other than 
statements of present or historical fact are forward-looking statements. Forward-looking statements are often, but not always, 
identified by the use of any of the words “expect”, “anticipate”, “continue”, “estimate”, “may”, “will”, “should”, “believe”, 
"intends”, “forecast”, “plans”, “guidance”, “budget” and similar expressions. 

More particularly and without limitation, this management discussion and analysis contains forward-looking statements and 
information relating to the use of proceeds from the Proposed Recapitalization Transaction, the completion of the Proposed 
Recapitalization Transaction and the timing thereof, the Company’s future liquidity and financial capacity, anticipated results 
from the Proposed Recapitalization Transaction, petroleum and natural gas production estimates and weighting, projected 
crude oil and natural gas prices, future exchange rates, expectations as to royalty rates, expectations as to transportation 
and operating costs, expectations as to general and administrative costs and interest expense, expectations as to capital 
expenditures and net debt, planned capital spending, future liquidity and Delphi’s ability to fund ongoing capital requirements 
through operating cash flows and its credit facilities, estimated tax pools and expectations regarding current income taxes 
payable by Delphi in 2018, supply and demand fundamentals for oil and gas commodities, timing and success of development 
and exploitation activities, cash availability for the financing of capital expenditures, access to third-party infrastructure, 
treatment under governmental regulatory regimes and tax laws and future environmental regulations. 

Furthermore, statements relating to “reserves” are deemed to be forward-looking statements as they involve the implied 
assessment, based on certain estimates and assumptions that the reserves described can be profitable in the future. 

The forward-looking statements and information contained in this management discussion and analysis are based on certain 
key expectations and assumptions made by Delphi.  The following are certain material assumptions on which the forward-
looking statements and information contained in this management discussion and analysis are based: the stability of the 
global and national economic environment, the stability of and commercial acceptability of tax, royalty and regulatory regimes 
applicable to Delphi, exploitation and development activities being consistent with management’s expectations, production 
levels of Delphi being consistent with management’s expectations, the absence of significant project delays, the stability of 
oil and gas prices, the absence of significant fluctuations in foreign exchange rates and interest rates, the stability of costs of 
oil and gas development and production in Western Canada, including operating costs, the timing and size of development 
plans and capital expenditures, availability of third party infrastructure for transportation, processing or marketing of oil and 
natural gas volumes, prices and availability of oilfield services and equipment being consistent with management’s 
expectations, the availability of, and competition for, among other things, pipeline capacity, skilled personnel and drilling and 
related services and equipment, results of development and exploitation activities that are consistent with management’s 
expectations, the availability of capital, weather affecting Delphi’s ability to develop and produce as expected, contracted 
parties providing goods and services on the agreed timeframes, Delphi’s ability to manage environmental risks and hazards 
and the cost of complying with environmental regulations, the accuracy of operating cost estimates, the accurate estimation 
of oil and gas reserves, future exploitation, development and production results and Delphi’s ability to market oil and natural 
gas successfully to current and new customers. Additionally, estimates as to expected average annual production rates 
assume that no unexpected outages occur in the infrastructure that the Company relies on to produce its wells, that existing 
wells continue to meet production expectations and any future wells scheduled to come on in the coming year meet timing 
and production expectations.  

Commodity prices used in the determination of forecast revenues are based upon general economic conditions, commodity 
supply and demand forecasts and publicly available price forecasts. 
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Financial outlook information contained in this management discussion and analysis about prospective results of operations, 
financial position or cash flows is based on assumptions about future events, including economic conditions and proposed 
courses of action, based on management’s assessment of the relevant information currently available. This financial outlook 
is included to provide readers with an understanding of the Company’s operations for 2019 and readers are cautioned that 
such financial outlook information contained in this management discussion and analysis should not be used for purposes 
other than for which it is disclosed. 

Although the Company believes that the expectations reflected in such forward-looking statements and information are 
reasonable, it can give no assurance that such expectations will prove to be correct and such forward-looking statements 
should not be unduly relied upon. Since forward-looking statements and information address future events and conditions, 
by their very nature they involve inherent known and unknown risks and uncertainties.  Delphi’s actual results, performance 
or achievements could differ materially from those expressed in, or implied by, these forward-looking statements and, 
accordingly, no assurance can be given that any of the events anticipated by the forward-looking statements will transpire or 
occur, or if any of them do so, what benefits Delphi will derive therefrom. Should one or more of these risks or uncertainties 
materialize, or should assumptions underlying forward-looking statements prove incorrect, actual results may vary materially 
from those currently anticipated due to a number of factors and risks.  These include, but are not limited to, the risks 
associated with the oil and gas industry in general such as operational risks in development, exploration and production, 
delays or changes in plans with respect to exploration or development projects or capital expenditures, the uncertainty of 
estimates and projections relating to production rates, costs and expenses, commodity price and exchange rate fluctuations, 
marketing and transportation risks, environmental risks, competition from others for scarce resources, the inability to access 
sufficient capital from internal and external sources, adverse changes in governmental regulation of the oil and gas industry 
and adverse changes in tax, royalty and environmental legislation.  Additional information on these and other factors that 
could affect the Company’s operations or financial results are included in the Company’s most recent Annual Information 
Form and other reports on file with the applicable securities regulatory authorities and may be accessed through the SEDAR 
website (www.sedar.com).   

Readers are cautioned that the foregoing list of factors is not exhaustive.  Furthermore, the forward-looking statements 
contained in this MD&A are made as of the date of this MD&A for the purpose of providing the readers with the Company’s 
expectations for the coming year.  The forward-looking statements and information may not be appropriate for other 
purposes.  Delphi undertakes no obligation to update publicly or revise any forward-looking statements or information, 
whether as a result of new information, future events or otherwise, unless so required by applicable securities laws.  The 
forward-looking statements contained in this management discussion and analysis are expressly qualified in their entirety by 
this cautionary statement. 
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DELPHI ENERGY CORP. 
Condensed Consolidated Statements of Financial Position 
 September 30, December 31, 
(thousands of dollars) 2019 2018 
(unaudited)   
Assets   
Current assets   
 Cash and cash equivalents  4,796 3,705 
 Accounts receivable  13,160 30,979 
 Prepaid expenses and deposits 3,742 926 
    Fair value of financial instruments (Note 6) 12,960 23,784 
 34,658 59,394 
   
Fair value of financial instruments (Note 6) 2,278 4,002 
Exploration and evaluation (Note 7) 10,195 9,488 
Property, plant and equipment (Note 8) 282,024 346,035 
Total assets 329,155 418,919 
   
Liabilities   
Current liabilities   

Accounts payable and accrued liabilities  14,347 49,505 
Fair value of financial instruments (Note 6) 160 810 
Lease obligations (Note 4) 883 - 
Provisions 1,767 1,032 

 17,157 51,347 
   
Bank debt (Note 9) 69,780 66,742 
Senior secured notes (Note 10) 101,526 100,099 
Fair value of financial instruments (Note 6) 24 350 
Lease obligations (Note 4) 2,108 - 
Provisions 27,586 28,342 
Total liabilities 218,181 246,880 
   
Shareholders’ equity   
Share capital (Note 11) 347,011 347,011 
Warrants (Note 11) 3,055 3,055 
Contributed surplus 22,237 21,803 
Deficit (261,329) (199,830) 
Total shareholders’ equity 110,974 172,039 
Total liabilities and shareholders’ equity 329,155 418,919 

  
 
See accompanying notes to the condensed consolidated interim financial statements. 
 
Subsequent event (Notes 3, 9, 10, 11) 
 
Going concern (Note 3) 
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DELPHI ENERGY CORP. 
Condensed Consolidated Statements of Earnings (Loss) and Comprehensive Earnings (Loss) 
For the three months and nine months ended September 30, 
 

 Three Months Ended 
September 30 

Nine Months Ended 
September 30 

(thousands of dollars, except per share amounts) 2019 2018 2019 2018 
(unaudited)     
 
Revenues     

Crude oil and natural gas sales (Note 12) 20,612 31,399 73,991 100,468 
Marketing revenue 14,044 2,203 18,535 5,363 
Royalties (1,809) (2,069) (4,902) (5,939) 
 32,847 31,533 87,624 99,892 
     
Realized gain (loss) on financial instruments (Note 6) 5,381 (3,681) 9,577 (9,434) 
Unrealized gain (loss) on financial instruments (Note 6) 101 1,132 (11,572) (11,830) 
 38,329 28,984 85,629 78,628 
Expenses     
Operating 7,313 6,670 22,219 23,527 
Transportation 3,156 3,820 10,226 13,482 
Marketing 888 905 2,547 1,740 
Exploration and evaluation - - - 47 
General and administrative 1,362 1,407 4,256 4,354 
Share-based compensation  (65) 198 222 572 
Gain on dispositions  - - (350) (112) 
Loss on decommissioning - - - 96 
Depletion, depreciation and impairment (Note 4 and 8) 10,357 10,868 94,279 33,108 
 23,011 23,868 133,399 76,814 
Finance costs  4,690 3,864 13,729 10,862 
Net earnings (loss) and comprehensive earnings (loss) 10,628 1,252 (61,499) (9,048) 
     
Net earnings (loss) per share (Note 11)     
Basic and diluted 0.06 0.01 (0.33) (0.05) 

 
See accompanying notes to the condensed consolidated interim financial statements. 
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DELPHI ENERGY CORP. 
Condensed Consolidated Statements of Changes in Shareholders’ Equity 
For the nine months ended September 30, 

(thousands of dollars) 2019 2018 
(unaudited) 

Share capital  
Common shares 
Balance, beginning and end of period 347,011 347,011 

Warrants 
Balance, beginning and end of period 3,055 3,055 

Contributed surplus 
Balance, beginning of period 21,803 20,627 
Share-based compensation  434 795 
Balance, end of period 22,237 21,422 

Deficit 
Balance, beginning of period (199,830) (173,464) 
Net loss (61,499) (9,048) 
Balance, end of period (261,329) (182,512) 

Total shareholders’ equity 110,974 188,976 

See accompanying notes to the condensed consolidated interim financial statements. 
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DELPHI ENERGY CORP. 
Condensed Consolidated Statements of Cash Flows 
For the three and nine months ended September 30, 

Three Months Ended 
September 30 

Nine Months Ended 
September 30 

(thousands of dollars) 2019 2018 2019 2018 
(unaudited) 

Cash flow from (used in) operating activities 
Net earnings (loss) 10,628 1,252 (61,499) (9,048) 
Adjustments for: 
  Depletion and depreciation  10,357 10,868 94,279 33,108 
  Accretion and finance charges 641 580 1,885 1,726 
  Share-based compensation (65) 198 222 572 
  Gain on dispositions - - (350) (112) 
  Exploration and evaluation - - - 47 
  Loss on decommissioning  - - - 96 
  Unrealized (gain) loss on financial instruments (101) (1,132) 11,572 11,830 
Settlement of unutilized take-or-pay contract (169) (166) (504) (494)
Decommissioning expenditures - - - (97) 
Change in non-cash working capital (Note 13) (4,002) (215) (4,317) 7,072 

17,289 11,385 41,288 44,700 
Cash flow from (used in) financing activities 
Increase (repayment) in bank debt  (12,396) (4,952) 3,038 37,896 
Repayment of lease obligations (212) - (620) -

(12,608) (4,952) 2,418 37,896 

Cash flow available for investing activities 4,681 6,433 43,706 82,596 

Cash flow from (used in) investing activities 
Additions to exploration and evaluation assets (93) (119) (357) (360)
Disposition of exploration and evaluation assets - 45 - 115
Additions to property, plant and equipment 184 (19,243) (26,420) (63,647)
Change in non-cash working capital (Note 13) (881) 15,116 (15,838) (16,312)

(790) (4,201) (42,615) (80,204) 

Increase (decrease) in cash and cash equivalents 3,891 2,232 1,091 2,392 
Cash and cash equivalents, beginning of period 905 868 3,705 708 
Cash and cash equivalents, end of period 4,796 3,100 4,796 3,100 

Cash interest paid 4,028 3,575 11,707 9,515 
See accompanying notes to the condensed consolidated interim financial statements. 
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DELPHI ENERGY CORP. 
Notes to the Condensed Consolidated Interim Financial Statements 
As at and for the three and nine months ended September 30, 2019 and 2018 
(thousands of dollars, except per share amounts) (unaudited) 

1) STRUCTURE OF DELPHI  

 Delphi Energy Corp. (“Delphi” or the “Company”) is a publicly-traded company engaged in the exploration for, development 
and production of crude oil and natural gas from properties and assets located in Western Canada in which it holds an 
interest.  The Company’s operations are primarily concentrated in the Deep Basin of North West Alberta. The Company’s 
core area in the Deep Basin is located at Bigstone, producing approximately 98 percent of the Company’s production.  The 
head office of the Company is located at Suite 2300, 333 – 7th Avenue S.W., Calgary, Alberta, T2P 2Z1. 

The condensed consolidated interim financial statements as at and for the three and nine months ended September 30, 
2019 and 2018 comprise the accounts of the Company, its wholly-owned subsidiary and a partnership. 

2) BASIS OF PRESENTATION 

(a) Statement of compliance and authorization 

These condensed consolidated interim financial statements are unaudited and prepared in accordance with 
International Accounting Standard 34, “Interim Financial Reporting” as issued by the International Accounting Standards 
Board, and do not include all of the information and disclosures normally provided in annual financial statements and 
should be read in conjunction with the Company’s consolidated financial statements for the year ended December 31, 
2018. 

Certain prior period amounts have been reclassified to conform with the current presentation. 

These condensed consolidated interim financial statements were approved and authorized for issuance by the Board 
of Directors on November 5, 2019. 

(b) Basis of measurement and functional currency 

The condensed consolidated interim financial statements have been prepared on a going concern basis (see Note 3), 
using historical costs, except for derivative financial instruments which are measured at fair value. The financial 
statements are presented in Canadian dollars, the Company’s functional currency, and are rounded to the nearest 
thousand (unless stated otherwise). 

(c) Use of estimates and judgments 

The preparation of the condensed consolidated interim financial statements in conformity with International Financial 
Reporting Standards (“IFRS”) requires management to make judgments, estimates and assumptions that affect the 
application of accounting policies and the reported amounts in the condensed consolidated interim financial statements 
and accompanying notes.  By their nature, these estimates are subject to measurement uncertainty and the effect on 
the financial statements of changes in such estimates in future periods could be material.  Actual results may differ from 
these estimates.  Estimates and judgments are continuously evaluated and are based on management’s experience 
and other factors, including expectations of future events that are believed to be reasonable under the circumstances.  
Revisions to accounting estimates are recognized in the period in which the estimates are revised and in any future 
periods affected. 

In preparing these condensed consolidated interim financial statements, the critical judgments that management has 
made in the process of applying Delphi’s accounting policies and that have the most significant effect on the amounts 
recognized were the same as those applied to the consolidated financial statements as at and for the year ended 
December 31, 2018. 
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3) GOING CONCERN 

In connection with Delphi’s priority of improving financial strength and liquidity, the Company has, for a significant period 
of time, been reviewing and evaluating potential options and alternatives to improve the Company’s capital structure 
and liquidity, particularly in light of the upcoming maturity of the Company’s senior secured notes due July 15, 2021 
(“Existing Notes”) and recent reductions in the borrowing base of the senior credit facility.  The Company is proposing 
a series of transactions (collectively, the “Proposed Recapitalization Transaction”), which would, if successfully 
implemented, among other things, i) extend the maturity date of the Existing Notes from July 15, 2021 to April 15, 2023, 
ii) raise gross proceeds of up to $46.5 million through the issuance of new equity and additional senior secured notes 
exclusively for the development of the Company’s Bigstone Montney asset or consolidation of assets in Delphi’s core 
area, iii) address the immediate pressures of the borrowing base of the senior credit facility, iv) allow for repayment of 
a portion of bank indebtedness and v) provide for a common share consolidation of 15 to 1. There can be no guarantee 
that the Company will be successful in completing the Proposed Recapitalization Transaction. 

The Proposed Recapitalization Transaction is being undertaken in part by way of a Plan of Arrangement (the 
“Arrangement”) under Section 192 of the Canada Business Corporations Act, which Delphi’s shareholders and 
noteholders will be asked to approve at special meetings of the shareholders and noteholders. The Proposed 
Recapitalization Transaction contemplates the following components: 

1. The undertaking of two brokered private placements (together, the “Private Placements”) of subscription receipts 
to raise minimum gross proceeds of $43 million to a maximum of $46.5 million, exclusively for the development of 
the Company’s Bigstone Montney asset or consolidation of assets in Delphi’s core area.  The Private Placements 
are comprised of the following: 

• A private placement of equity subscription receipts (“ESRs”) at a price of $1.65 per ESR (equal to $0.11 per 
pre-consolidation common share) for gross proceeds of a minimum of $28.0 million and a maximum of $30.0 
million.  Each ESR will be automatically exchanged from time to time into one (1) post-consolidation common 
share (equal to 15 pre-consolidation common shares) upon satisfaction of the applicable release conditions 
described below; and 

• A private placement of note subscription receipts (“NSRs”) at a price of $750 per note (equal to 75% of the par 
value of the underlying notes) for gross proceeds of a minimum of $15 million and a maximum of $16.5 million. 
Each NSR will be automatically exchanged from time to time into 10% senior secured notes of Delphi due April 
15, 2023 (the “Offered Notes”) having an aggregate principal amount of at least $20 million (assuming the 
minimum subscription amount) and up to $22 million (assuming the maximum subscription amount) upon 
satisfaction of the applicable release conditions described below. The Offered Notes will have exactly the same 
terms, be issued under the same trust indenture, and will form part of the same series, as the Existing Notes. 

The gross proceeds from the Private Placements will be held in escrow on closing and released and automatically 
exchanged for their underlying respective securities as follows: one third upon the effective date of the Arrangement, 
one third on the date that is three months after the effective date of the Arrangement, and one third upon the date that 
is the later of: (a) the date on which Delphi has (i) drilled, completed and tested the first of the two planned three-well 
pads at its West Bigstone property, and (ii) spud three additional wells at its West Bigstone property on the second pad; 
and (b) four and one half (4.5) months after the effective date of the Arrangement, provided that if the operational 
milestones described in subclause (a) do not occur within nine (9) months after the effective date of the Arrangement, 
the remaining subscription receipt proceeds will automatically be returned to investors and the associated subscription 
receipts will be cancelled.  Proceeds from ESRs and NSRs may also be used for asset acquisition or consolidation 
opportunities in the Company’s Bigstone Montney area. 

2. The trust indenture governing the Existing Notes will be amended and restated to, among other things, extend the 
maturity of the Existing Notes from July 15, 2021 to April 15, 2023. 

3. There will be issued, to each holder of Existing Notes, 700 transferable common share purchase warrants (the 
“Consent Warrants”) for each $1,000 principal amount of Existing Notes held by such holder. Each Consent Warrant 
will be exercisable at any time until April 15, 2023 for one fifteenth of a post-consolidation common share at an 
aggregate exercise price of $2.23 per whole post-consolidation common share (equal to $0.149 per common share 
on a pre-consolidation basis). 

4. The existing issued and outstanding common shares of the Company will be consolidated on a fifteen (15) for one 
(1) basis.  

5. Delphi will be continued under the federal jurisdiction of Canada and the Canada Business Corporations Act prior 
to implementation of the Arrangement. 
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Luminus Management LLC (“Luminus”) will be participating in $40.4 million of the $46.5 million of Private Placements.  
The agreement with Luminus to subscribe for securities under the Private Placements is subject to certain conditions, 
including the condition that the Company’s semi-annual borrowing base redetermination under its existing bank credit 
facilities shall be not less than $80.0 million, effective until May 28, 2020, a condition which was met on November 1, 
2019. Luminus currently holds approximately 23 percent of the common shares of the Company and approximately 45 
percent of the Existing Notes.  Assuming the maximum offering size under the Private Placements, subscription by 
Luminus for $40.4 million under the Private Placements, satisfaction of all conditions to the exchange of subscription 
receipts for the underlying securities, and the consolidation of the common shares, there will be approximately 30.5 
million common shares issued and outstanding immediately following implementation of the Proposed Recapitalization 
Transaction, of which approximately 64% will be held by Luminus. 

Special meetings of the shareholders and noteholders will be held on November 15, 2019 in relation to the Proposed 
Recapitalization Transaction. If approved by the shareholders and noteholders, the Proposed Recapitalization 
Transaction is expected to be completed by the end of November 2019. 

On November 1, 2019, the senior lenders completed the semi-annual review of the borrowing base and amended the 
credit facility.  Effective on the earlier of the closing date of the Proposed Recapitalization Transaction and November 
29, 2019, the borrowing base of the amended credit facility will be reduced from $90.0 million to $80.0 million. The 
borrowing base and revolving period of the amended credit facility is dependent on the completion of the Proposed 
Recapitalization Transaction.  If the Proposed Recapitalization Transaction is completed, the revolving period of the 
amended credit facility will be extended to May 28, 2020 with a maturity date of May 29, 2021 (see Note 9 for further 
details). The terms of the amended credit facility satisfy a critical condition of the Proposed Recapitalization Transaction. 

In the event the Proposed Recapitalization Transaction is not approved by shareholders and noteholders, the funds 
held in escrow will be returned to subscribers of the Private Placements.  More importantly, if the Proposed 
Recapitalization Transaction is not completed by December 13, 2019, the revolving period and maturity date of the 
senior credit facility would not be extended and the borrowing base of the amended senior credit facility would be 
redetermined on December 13, 2019.  A decrease in the borrowing base resulting in borrowing base shortfall would 
require a repayment to the lenders within 60 days of any amounts drawn in excess of the reduced borrowing base.  If 
the Proposed Recapitalization Transaction is not completed, management forecasts it would be in breach of financial 
covenants within the amended credit facility and this would represent an event of default under the amended credit 
facility.  In the event of default under the amended credit facility, the lender has the right (but is not required) to demand 
immediate repayment of all amounts owed under the amended credit facility. Under this scenario, Delphi would need to 
evaluate all of its options and alternatives related to address key liquidity and debt leverage matters. The value available 
to stakeholders may be significantly less if the Proposed Recapitalization Transaction is not completed and there is a 
risk that any proceeds available for distribution to stakeholders under other alternatives would be paid in priority to the 
lenders under the Company's bank credit facilities, the holders of Existing Notes and other general creditors with the 
remaining proceeds, if any, paid to the Company's shareholders.  There is significant risk that there may be no recovery 
of any kind, or amount available for, those parties which are lower in the priority ranking in such circumstances. 

While management and the Board of Directors of the Company believe that all of the conditions required for the approval 
of the Proposed Recapitalization Transaction will occur, there can be no assurance that the Proposed Recapitalization 
Transaction, or other strategies, will be successfully implemented, consequently there exists a material uncertainty that 
may cast significant doubt upon the Company’s ability to continue as a going concern. These financial statements do 
not reflect the adjustments or reclassification of assets and liabilities which would be necessary if the Company were 
unable to continue its operations. Such adjustments could be material. 

Subsequent to September 30, 2019, Delphi issued a total of 18,181,818 ESRs and 22,000 NSRs for total gross 
proceeds of $46.5 million, the maximum amount contemplated as part of the Private Placements. The proceeds are 
held in escrow and will be released upon the satisfaction of the events described above. 

 

 

 

 

4) SIGNIFICANT ACCOUNTING POLICIES 

The accounting policies applied by the Company in these condensed consolidated interim financial statements are the same 
as those applied by the Company in its consolidated financial statements as at and for the year ended December 31, 2018 
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with the exception of the following: 

(a) Leases 

Effective January 1, 2019, the Company adopted IFRS 16, Leases (“IFRS 16”) which replaced IAS 17 Leases (“IAS 
17”) and IFRIC 4, Determining Whether an Arrangement Contains a Lease.  IFRS 16 introduced a single, on-balance 
sheet accounting model for lessees which requires the recognition of lease assets and liabilities on the balance sheet 
for most leases.  Certain short-term leases (less than 12 months) and leases of low-value assets can be exempt from 
the balance sheet recognition requirements, and will continue to be expensed in the statement of earnings on a straight 
line basis over the term of the contract.  

As a result of the adoption of IFRS 16, Delphi, as a lessee, has recognized right-of-use assets representing the rights 
to use the underlying assets and lease liabilities representing the obligation to make lease payments. 

The standard was applied using the modified retrospective approach, under which the cumulative effect of initial 
application is recognized as an adjustment to opening retained earnings.  As such, the comparative information for 2018 
has not been restated.   

Definition of a lease 

Under IFRS 16, a contract is, or contains, a lease if the contract conveys a right to control the use of an identified asset 
for a period of time in exchange for consideration. 

On transition to IFRS 16, Delphi elected to apply the practical expedient to grandfather the assessment of which 
transactions are leases.  The practical expedient allows the application of IFRS 16 to contracts that were previously 
identified as leases and does not require the reassessment of contracts that were not identified as leases under IAS 17 
and IFRIC 4 for the periods prior to January 1, 2019.  Therefore, the definition of a lease under IFRS 16 has been 
applied only to contracts outstanding or entered into on or after January 1, 2019. 

At inception or on reassessment of a contract that contains a lease component, Delphi allocates the consideration in 
the contract to each lease and non-lease component on the basis of their relative stand alone prices. 

Accounting policy 

Delphi recognizes a right-of-use asset and a lease liability at the lease commencement date.  The right-of-use asset is 
initially measured at cost comprising the amount of the initial measurement of the lease liability, any lease payments 
made at or before the commencement date, any initial direct costs and restoration costs.   The right-of-use asset is 
subsequently measured at cost less any accumulated depreciation and impairment losses, and adjusted for certain re-
measurements of the lease liability.  The right-of-use asset is depreciated over the shorter of the asset’s useful life and 
the lease term on a straight-line basis. 

The lease liability is initially measured at the present value of the lease payments at the commencement date of the 
lease, discounted using the interest rate implicit in the lease, or if that rate cannot be readily determined, Delphi’s 
incremental borrowing rate.  Generally, Delphi uses its incremental borrowing rate as the discount rate.  Each lease 
payment is allocated between the liability and finance cost. The lease liability is re-measured when there is a change in 
an index or rate, a change in future lease payments arising from a change in the estimate of the amount expected to 
be payable under a residual value guarantee, or as appropriate, changes in the assessment of whether a purchase or 
extension option is reasonably certain to be exercised or a termination option is reasonably certain not to be exercised.   

Lease payments on short term leases with lease terms of less than twelve months or leases on which the underlying 
asset is of low value are accounted for as expenses in the consolidated statement of earnings. 

Delphi has applied judgment to determine the lease term for some lease contracts, in which it is a lessee, that include 
renewal options.  The assessment of whether the Company is reasonably certain to exercise such options impacts the 
lease term, which significantly affects the amount of lease liabilities and right-of-use assets recognized. 

The accounting policies applicable to Delphi as a lessor are not different from those under IAS 17.  Delphi has not 
identified any contracts for which it is a lessor. 

Transition 

Delphi leases its corporate office space, production equipment, office equipment and surface rights. On the adoption of 
IFRS 16, Delphi recognized lease liabilities in relation to all lease arrangements measured at the present value of the 
remaining lease payments from commitments disclosed as at December 31, 2018, adjusted by commitments in relation 
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to arrangements not containing leases, short-term and low-value leases, and discounted using the Company’s 
incremental borrowing rate as at January 1, 2019.  The associated right-of-use assets were measured at the amount 
equal to the lease liability on January 1, 2019, with no impact on retained earnings.  

Delphi used the following practical expedients when applying IFRS 16 to leases previously classified as operating leases 
under IAS 17: 

• Applied the exemption not to recognize right-of-use assets and liabilities for leases with less than twelve months 
of remaining lease term; 

• Excluded initial direct costs from measuring the right-of-use asset at the date of initial application; and 

• Used hindsight when determining the lease term if the contract contains options to extend or terminate the 
lease. 

As a result of initially applying IFRS 16, Delphi recognized $3.6 million of right-of-use assets and lease obligations. The 
impact on transition is summarized as follows: 

 
 

Production 
equipment Other assets Total 

Right-of-use assets presented in property, plant 
and equipment 

2,949 662 3,611 

Lease liabilities recognized 2,949 662 3,611 

Reconciliation of lease liability 

Operating lease commitments, disclosed at December 31, 2018   2,429 
Exemption of leases with less than twelve months of lease term at transition   (88) 
Non-lease components   (1,525) 
Renewal options reasonably certain to be exercised   4,052 
Total undiscounted lease payments   4,868 
Discounting impact (1)   (1,257) 
Lease liabilities at adoption   3,611 

(1) Discounted using the Company’s incremental borrowing rate at January 1, 2019.  The weighted average rate 
applied is nine percent. 

Impacts for the periods 

During the three and nine months ended September 30, 2019, Delphi recognized $0.2 million and $0.7 million of 
depreciation expense related to right-of-use assets.   The Company made a total of $0.8 million of payments related to 
right-of-use assets. 

 
 

Production 
equipment Other assets Total 

Right-of-use assets, January 1, 2019 2,949 662 3,611 
Depreciation for the period (632) (83) (715) 
Right-of-use assets, September 30, 2019 2,317 579 2,896 

 

 

 

   Total 
Lease liabilities, January 1, 2019   3,611 
Lease payments related to right-of-use assets   (844) 
Recognized as interest expense   224 
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Lease liabilities, September 30, 2019   2,991 

During the nine months ended September 30, 2019, Delphi recognized $0.7 million of lease payments related to short term 
leases and $0.2 million of lease payments related to variable lease payments which are not included in the measurement 
of lease liabilities. 

5) DETERMINATION OF FAIR VALUES 

A number of the Company’s accounting policies and disclosures require the determination of fair value for both financial 
and non-financial assets and liabilities.  IFRS establishes a fair value hierarchy that prioritizes the inputs to valuation 
techniques used to measure fair value.  The three levels of the fair value hierarchy are described as follows: 

Level 1 – Quoted prices are available in active markets for identical assets or liabilities as of the reporting date. Active 
markets are those in which transactions occur in sufficient frequency and volume to provide pricing information on an 
ongoing basis. 

Level 2 – Valuations are based on inputs, including quoted forward prices for commodities, time value and volatility 
factors which can be substantially observed or corroborated in the marketplace.  

Level 3 – Valuations in this level are those with inputs for the asset or liability that are not based on observable market 
data.  

Fair values have been determined for measurement and/or disclosure purposes based on the following methods:  

(a) Cash and cash equivalents, accounts receivable and accounts payable and accrued liabilities: 

The fair value of cash and cash equivalents, accounts receivable and accounts payable and accrued liabilities 
approximate their carrying value due to their short term to maturity.     

(b) Bank debt and senior secured notes: 

The fair value disclosure of the Company’s senior credit facility approximates its carrying value as it bears interest at 
floating rates and the applicable margin is indicative of the Company’s current credit premium. In the case of the senior 
secured notes, the fair value is measured at level 1 of the fair value hierarchy for disclosure purposes.  The Company’s 
$105.0 million senior secured notes have a fair value of $83.0 million based on September 24, 2019 trading values, the 
last day the senior secured notes traded in September 2019. 

(c) Derivatives: 

Delphi’s foreign exchange, basis differential and commodity contracts are measured at level 2 of the fair value 
hierarchy.  The fair value of commodity contracts is determined by discounting the remaining contracted petroleum and 
natural gas volumes by the difference between the contracted price and published forward price curves as at the 
consolidated financial position date.  The fair value of foreign exchange rate swap contracts is determined by 
discounting the net future cash flows based on the fixed and floating rates associated with the notional amounts. 

6) FINANCIAL RISK MANAGEMENT 

The Company is exposed to market, credit and liquidity risks from its use of financial instruments.  There have not been any 
changes to the Company’s exposure to each of the above risks and the Company’s policies and processes for measuring 
and managing these risks since December 31, 2018. 

 

 

 

 

The following table summarizes the carrying value of the Company’s risk management contracts held, by contract type, as 
at September 30, 2019: 

   September 30, 2019 December 31, 2018 
Natural gas contracts asset (liability)   674 (1,595) 
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Propane contracts asset   1,490 2,235 
Crude oil contracts asset   13,074 27,146 
Foreign exchange contracts liability   (184) (1,160) 
Net risk management contracts asset (liability)   15,054 26,626 

During the third quarter of 2019, Delphi unwound portions of some risk management contracts for proceeds of $0.3 million. 
Including the monetization of these contracts, Delphi realized gains of $5.4 million and $9.6 million for the three and nine 
months ended September 30, 2019, respectively. 

For the three months ended September 30, 2019, Delphi recorded an unrealized gain on its risk management contracts of 
$0.1 million.  The unrealized gain recognized for the three months ended September 30, 2019 is the difference between the 
fair values of the risk management contracts outstanding as at September 30, 2019 and the fair values as at June 30, 2019.  

For the nine months ended September 30, 2019, Delphi recorded an unrealized loss on its risk management contracts of 
$11.6 million.  The unrealized loss recognized for the nine months ended September 30, 2019 is the difference between 
the fair values of the risk management contracts outstanding as at September 30, 2019 and the fair values as at December 
31, 2018.  

The following table discloses the impact on consolidated net earnings (loss) for the three and nine months ended September 
30, 2019 if the future strip benchmark prices related to Delphi’s contracts increased, with all other variables held constant: 

 Three and Nine Months ended September 30, 2019 
Increase of $0.10 in natural gas prices (929) 
Increase of $0.10 in propane prices (408) 
Increase of $1.00 in oil prices (815) 
Increase of $0.01 in U.S. to Canadian dollar exchange rate (26) 

7) EXPLORATION AND EVALUATION ASSETS 
 
Balance as at December 31, 2017    12,755 
Additions    621 
Dispositions    (115) 
Expense    (47) 
Balance at December 31, 2018    9,488 
Additions    707 
Balance as at September 30, 2019    10,195 

Exploration and evaluation assets consist of the Company’s exploration projects which are pending the determination of 
proven and probable reserves.   

During the first nine months of 2019, Delphi added $0.7 million of exploration and evaluation expenditures related to 
developing the Montney formation at Bigstone.  During the second quarter of 2019, Delphi exchanged certain assets with 
no book value for exploration and evaluation assets with a fair value of $0.4 million, resulting in a gain of $0.4 million. 

 

 

 

 

 

 

8) PROPERTY, PLANT AND EQUIPMENT 

 
Cost 

Crude oil and natural 
gas properties 

Production 
equipment 

Other 
assets Total 

Balance as at December 31, 2017 549,471 54,521 1,353 605,345 
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Additions 84,658 6,065 108 90,831 
Decommissioning obligations 466 1,821 - 2,287 
Disposals and derecognition (28) (215) - (243) 
Transfers from exploration and evaluation assets 3,726 - - 3,726 
Balance as at December 31, 2018 638,293 62,192 1,461 701,946 
Impact of adoption of IFRS 16 2,949 - 662 3,611 
Additions 24,158 2,413 60 26,631 
Decommissioning obligations (710) 736 - 26 
Balance as at September 30, 2019 664,690 65,341 2,183 732,214 
 
 
 

    

Accumulated depletion and depreciation Crude oil and natural 
gas properties 

Production 
equipment 

Other 
assets Total 

Balance as at December 31, 2017 (243,061) (15,887) (911) (259,859) 
Depletion and depreciation (43,706) (1,232) (110) (45,048) 
Impairment loss (45,198) (5,806) - (51,004) 
Balance as at December 31, 2018 (331,965) (22,925) (1,021) (355,911) 
Depletion and depreciation (31,069) (1,295) (178) (32,542) 
Impairment loss (54,363) (7,374) - (61,737) 
Balance as at September 30, 2019 (417,397) (31,594) (1,199) (450,190) 
     
Net book value as at December 31, 2018 306,328 39,267 440 346,035 

Net book value as at September 30, 2019 247,293 33,747 984 282,024 

Delphi has included $481.9 million (September 30, 2018: $270.9 million) of future development costs and excluded $0.9 
million (September 30, 2018: $1.1 million) for estimated salvage to its costs subject to depletion and depreciation. 

Impairment 

In the second quarter of 2019, Delphi identified indicators of impairment, primarily due to further significant declines in 
forecasted commodity prices, particularly for natural gas and natural gas liquids, and a market capitalization deficiency 
relative to the book value of the Company’s shareholders’ equity.  The Company performed an impairment test on its 
Bigstone CGU, based on the recoverable amount estimated using a value in use calculation derived from expected future 
cash flows generated from proved and probable reserves using a blended pre-tax discount rate of approximately 13.5 
percent plus an estimate of the fair value of the undeveloped land associated with the Bigstone CGU that is not considered 
exploration and evaluation.  The difference between the carrying amount and the estimated recoverable amount resulted in 
the recognition of a $61.2 million impairment. In addition, an impairment related to a change in estimates of 
decommissioning obligations for non-producing properties of $0.5 million was also recognized.  

 

 

 

 

 

 

The following independent reserves evaluators’ price estimates were used in the determination of future cash flows for the 
impairment test as at June 30, 2019: 

 Natural Gas Oil    
  AECO/NIT NYMEX Edmonton NYMEX Pentanes Plus  Exchange 
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 Spot Henry Hub Light WTI Edmonton Inflation Rate 

Year $CDN/MMBtu 
$US/MMBt

u $CDN/bbl $US/bbl $CDN/bbl % 
$US/$CD

N 
2019 Q3-Q4 1.33 2.53 68.09 58.75 71.38 0.0 0.760 

2020 1.90 2.80 72.08 62.50 77.27 2.0 0.770 
2021 2.15 2.95 74.05 65.00 79.75 2.0 0.790 
2022 2.40 3.10 76.88 67.50 83.13 2.0 0.800 
2023 2.55 3.20 80.63 70.00 86.88 2.0 0.800 
2024 2.75 3.30 83.75 72.50 90.00 2.0 0.800 
2025 2.85 3.38 86.88 75.00 93.13 2.0 0.800 
2026 2.95 3.45 90 77.50 96.25 2.0 0.800 
2027 3.04 3.52 92.71 79.67 98.96 2.0 0.800 
2028 3.11 3.58 94.71 81.27 100.96 2.0 0.800 

2029+ +2.0%/yr +2.0%/yr +2.0%/yr +2.0%/yr +2.0%/yr 2.0 0.800 

The recoverable amount is highly sensitive to the discount rate and forecast future commodity prices. Holding all other 
variables constant, if the discount rate applied to the Bigstone CGU increased to 14.5 percent, the impairment would 
increase by $18.1 million. 

As at December 31, 2018, Delphi identified indicators of impairment and performed an impairment test on its Bigstone CGU, 
based on the recoverable amount estimated using a value in use calculation derived from expected future cash flows 
generated from proved and probable reserves using a pre-tax discount rate of approximately 12.5 percent plus an estimate 
of the fair value of the undeveloped land associated with the Bigstone CGU that is not considered exploration and evaluation.  
The difference between the carrying amount and the estimated recoverable amount resulted in the recognition of a $51.0 
million impairment. 

9) BANK DEBT 

 September 30, 2019 December 31, 2018 
Senior Credit Facility (1)   
   Bankers’ acceptances, net of discount 69,780 66,742 
Balance as at September 30, 2019 69,780 66,742 

(1) As at September 30, 2019, Delphi had outstanding letters of credit of $7.4 million. 

On July 11, 2019, the annual borrowing base redetermination of the credit facility was finalized and the credit facility was 
amended.  The borrowing base of the amended credit facility was reduced from $105.0 million to $100.0 million and reduced 
further to $90.0 million on September 16, 2019 following the completion of the sale of excess Alliance pipeline transportation 
service for $11.9 million. In connection with the Proposed Recapitalization Transaction, Delphi accelerated the timing of the 
credit facility’s semi-annual borrowing base review. On November 1, 2019, the credit facility was amended.  Effective on 
the earlier of the closing date of the Proposed Recapitalization Transaction and November 29, 2019, the borrowing base of 
the amended credit facility will be reduced from $90.0 million to $80.0 million. The borrowing base, revolving period and 
maturity date of the amended credit facility is dependent on the completion of the Proposed Recapitalization Transaction. If 
the Proposed Recapitalization Transaction is not completed by December 13, 2019, the next borrowing base 
redetermination will be on December 13, 2019.  The amended credit facility has limited capital expenditures to $4.0 million 
from June 30, 2019 to December 13, 2019 unless otherwise funded by the issuance of new equity or additional senior 
secured notes (see Proposed Recapitalization Transaction, Note 3). 

If the Proposed Recapitalization Transaction is approved by shareholders and noteholders, the revolving period of the credit 
facility would be extended to May 28, 2020, at which time, with a request for extension by the Company, it may be extended 
at the lenders’ option. If the revolving period is not extended, the undrawn portion of the facility will be cancelled and the 
amount outstanding would be required to be repaid at the amended maturity date of May 29, 2021. The non-extension 
provisions are applicable to the lenders on an individual basis.  

 

The borrowing base of the credit facility is based on the lenders’ evaluation of the Company’s petroleum and natural gas 
reserves and commodity prices at the time of the review.  A decrease in the borrowing base resulting in borrowing base 
shortfall would require a repayment to the lenders within 60 days of any amounts drawn in excess of the reduced borrowing 
base. Interest payable on amounts drawn under the facility is at the prevailing bankers’ acceptance or LIBOR rates plus 
stamping fees, lenders’ prime rate or U.S. base rate plus the applicable margins, depending on the form of borrowing by 
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the Company.  The applicable margins and stamping fees are based on a sliding scale pricing grid tied to the Company’s 
trailing debt to earnings before interest, taxes, depreciation and amortization ratio: from a minimum of the bank’s prime rate 
or U.S. base rate plus 0.5 percent to a maximum of the bank’s prime rate or U.S. base rate plus 2.5 percent or from a 
minimum of bankers’ acceptances or LIBOR rate plus a stamping fee of 1.5 percent to a maximum of bankers’ acceptances 
rate plus a stamping fee of 3.5 percent. 

The credit facility is secured by a $200.0 million demand floating charge debenture and a general security agreement over 
all of the assets of the Company.   

At September 30, 2019, the Company remains in compliance with all financial covenants pertaining to its bank debt, and 
based on current available information, management expects to comply with all financial covenants during the subsequent 
12 month period based on the assumption that the Proposed Recapitalization Transaction is completed. However in light of 
the current volatility in oil and gas prices and uncertainty regarding the timing for recovery of such prices, as well as pipeline 
and transportation capacity constraints, the preparation of financial forecasts is challenging. Due to the volatile economic 
environment, it is possible that the Company could be subjected to a further reduction in the borrowing base of its credit 
facility or breach the financial covenants noted within its credit facility in fiscal 2019 or future periods. If the Proposed 
Recapitalization Transaction is not approved, management forecasts to be in breach of its financial covenants over the next 
twelve month period. If a covenant violation does occur, this will represent an event of default under the facility and the 
lender has the right to demand repayment of all amounts owed under the credit facility (see Note 3).   

The senior credit facility is subject to the following financial covenants: 
  
 
Financial covenant 

 
Requirement 

                                                                  
As at September 30, 2019 

    
Adjusted working capital ratio             >  1.0     2.1 
Adjusted bank debt to EBITDA ratio            <  3.0  1.3 
Adjusted debt to EBITDA ratio            <  4.0  3.1 
    

 
For the purpose of the financial covenants, the following definitions are applicable: 

Adjusted working capital ratio  

Current assets include the undrawn portion of the senior credit facility and exclude the current portion of the fair value 
of financial instruments.  Current liabilities exclude the current portion of the senior credit facility, the current portion of 
the fair value of financial instruments and lease obligations.  

Adjusted bank debt to EBITDA ratio 

Adjusted bank debt is defined as amounts outstanding under the senior credit facility, including outstanding letters of 
credit and the liability associated with the unutilized take-or-pay contract. 

EBITDA is calculated based on the terms and definitions set out in the senior credit facility agreement which adjusts net 
earnings (loss) for financing costs, non-recurring gains and losses, payments related to lease obligations, certain 
specific unrealized and non-cash transactions and acquisition and disposition activity.  EBITDA is calculated on an 
annualized basis based on the last two completed quarters.  EBITDA for the purposes of this calculation as at 
September 30, 2019 was $58.3 million.   

Adjusted debt to EBITDA ratio 

The calculation of adjusted debt excludes accounts payable and accrued liabilities, lease obligations, decommissioning 
obligations and the fair value of financial instruments.  The calculation includes outstanding letters of credit, bank debt, 
senior secured notes and liabilities associated with the unutilized take-or-pay contract.  

EBITDA is defined as above. 

Delphi was in compliance with all covenants as at September 30, 2019.  

10) SENIOR SECURED NOTES 

 
          

Senior secured notes 
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Balance as at December 31, 2018   100,099 
Accretion of discount and amortization of issue costs   1,427 
Balance as at September 30, 2019   101,526 

At September 30, 2019 Delphi had outstanding $105.0 million principal amount of ten percent senior secured notes which 
mature on July 15, 2021. Interest is payable quarterly in arrears on January 15, April 15, July 15 and October 15 of each 
year. The senior secured notes are redeemable at the Company’s option, in whole or part during the twelve month period 
beginning on June 15 of the years indicated at the following specified redemption prices (expressed as a percentage of the 
principal amount): 2019 at 105 percent and 2020 and thereafter at 100 percent. In connection with the Proposed 
Recapitalization Transaction (Note 3), the Arrangement contemplates noteholder approval to extend the maturity date of 
the senior secured notes to April 15, 2023. 

The senior secured notes are secured on a second-priority basis by substantially all of the Company’s assets and are 
subordinate to indebtedness under the senior credit facility. 

The senior secured notes are carried at amortized cost, net of transaction costs and are accreted to their principal balance 
at maturity using the effective interest rate method.  

The senior secured notes have no financial covenants but have an incurrence covenant that limits the Company’s ability to 
(subject to certain exceptions, limitations and qualifications): make certain restricted payments and investments; incur 
additional debt; create liens; make dividend or other payments; consolidate, merge sell, or otherwise dispose of all or 
substantially all of its assets; and enter into certain transactions with affiliates. 

11) SHARE CAPITAL 

Delphi is authorized to issue an unlimited number of common shares.  All shares are issued as fully paid and non-assessable 
and have no par value.  The holders of common shares are entitled to receive dividends as declared by the Company and 
are also entitled to one vote per share.   

In connection with the Proposed Recapitalization Transaction (Note 3), the Arrangement contemplates shareholder approval 
to consolidate 15 common shares into one common share.  In addition, subsequent to September 30, 2019, the Company 
has issued 18,181,818 ESRs for total proceeds of $30.0 million convertible into 18,181,818 common shares post 
consolidation upon satisfaction of the release conditions of the Proposed Recapitalization Transaction. 

(a) Issued and outstanding 

 September 30, 2019              December 31, 2018 
 
 

Outstanding 
shares (000’s) 

 
Amount 

Outstanding 
shares (000’s) 

 
Amount 

Balance, beginning and end of period 185,547 347,011 185,547 347,011 

(b) Warrants and Options 

As at September 30, 2019, 14.7 million warrants were outstanding.  Each warrant entitles the holder to purchase one 
common share of the Company at an exercise price of $1.40 (one fifteenth of a post-consolidation common share).  As at 
September 30, 2019, 7.4 million stock options were outstanding with a weighted exercise price of $1.09 per option.  If the 
Arrangement is approved, the stock options outstanding would also be consolidated on a 15 to 1 basis. 

In connection with the Proposed Recapitalization Transaction (Note 3), the Arrangement contemplates Noteholder approval 
to issue Consent Warrants to holders of Existing Notes.  If approved, Delphi would issue 700 Consent Warrants for each 
Existing Note, exercisable at any time until April 15, 2023 for one fifteenth of a post-consolidation common share at an 
exercise price of $2.23 per post-consolidation common share (equal to $0.149 per common share on a pre-share 
consolidation basis).   

 

(c) Net earnings per share 

Net earnings (loss) per share has been calculated based on the following weighted average common shares: 

 Three Months Ended 
September 30 

Nine Months Ended 
September 30 
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 2019 2018 2019 2018 
Weighted average common shares – basic and diluted 185,547 185,547 185,547 185,547 
Net earnings (loss) per basic and diluted share 0.06 0.01 (0.33) (0.05) 

For the three and nine months ended September 30, 2019, a total of 7.4 million stock options (September 30, 2018: 9.5 
million) and 14.7 million warrants (September 30, 2018: 14.7 million) were excluded from the calculation as they were anti-
dilutive.   

12) REVENUE 

Crude oil and natural gas sales are comprised of the following: 

 Three Months Ended September 30 Nine Months Ended September 30 
 2019 2018 2019 2018 
Natural gas 5,360 8,767 21,940 29,897 
Field condensate 12,681 16,092 42,773 51,748 
Natural gas liquids 2,534 6,484 9,044 18,505 
Sulphur 37 56 234 318 
Total crude oil and natural gas sales 20,612 31,399 73,991 100,468 

13) SUPPLEMENTAL CASH FLOW INFORMATION 

Changes in non-cash working capital are comprised of the following: 

 Three Months Ended September 30 Nine Months Ended  September 30 
 2019 2018 2019 2018 
Source (use) of cash     
  Accounts receivable 1,694 (516) 17,819 24,753 
  Prepaid expenses and deposits (384) 355 (2,816) (1,059) 
  Accounts payable and accrued liabilities (6,193) 15,062 (35,158) (32,934) 
Total change in non-cash working capital (4,883) 14,901 (20,155) (9,240) 
     
Relating to:     
  Operating activities (4,002) (215) (4,317) 7,072 
  Investing activities (881) 15,116 (15,838) (16,312) 
 (4,883) 14,901 (20,155) (9,240) 
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	The senior secured notes have no financial covenants but have an incurrence covenant that limits the Company’s ability to (subject to certain exceptions, limitations and qualifications): make certain restricted payments and investments; incur addition...
	Guarantees and Off-Balance Sheet Arrangements
	Corporate governance

	Financials Sept 30 2019 Draft FINAL
	DELPHI Energy CORP.
	Condensed Consolidated Statements of Financial Position
	DELPHI Energy CORP.
	Condensed Consolidated Statements of Earnings (Loss) and Comprehensive Earnings (Loss)
	For the three months and nine months ended September 30,
	DELPHI Energy CORP.
	Condensed Consolidated Statements of Changes in Shareholders’ Equity
	For the nine months ended September 30,
	DELPHI ENERGY CORP.
	Condensed Consolidated Statements of Cash Flows
	For the three and nine months ended September 30,
	See accompanying notes to the condensed consolidated interim financial statements.
	Notes to the Condensed Consolidated Interim Financial Statements
	As at and for the three and nine months ended September 30, 2019 and 2018
	1) STRUCTURE OF DELPHI
	2) BASIS OF PRESENTATION
	3) Going Concern
	In connection with Delphi’s priority of improving financial strength and liquidity, the Company has, for a significant period of time, been reviewing and evaluating potential options and alternatives to improve the Company’s capital structure and liqu...
	The Proposed Recapitalization Transaction is being undertaken in part by way of a Plan of Arrangement (the “Arrangement”) under Section 192 of the Canada Business Corporations Act, which Delphi’s shareholders and noteholders will be asked to approve a...
	1. The undertaking of two brokered private placements (together, the “Private Placements”) of subscription receipts to raise minimum gross proceeds of $43 million to a maximum of $46.5 million, exclusively for the development of the Company’s Bigstone...
	 A private placement of equity subscription receipts (“ESRs”) at a price of $1.65 per ESR (equal to $0.11 per pre-consolidation common share) for gross proceeds of a minimum of $28.0 million and a maximum of $30.0 million.  Each ESR will be automatic...
	 A private placement of note subscription receipts (“NSRs”) at a price of $750 per note (equal to 75% of the par value of the underlying notes) for gross proceeds of a minimum of $15 million and a maximum of $16.5 million. Each NSR will be automatica...
	The gross proceeds from the Private Placements will be held in escrow on closing and released and automatically exchanged for their underlying respective securities as follows: one third upon the effective date of the Arrangement, one third on the dat...
	2. The trust indenture governing the Existing Notes will be amended and restated to, among other things, extend the maturity of the Existing Notes from July 15, 2021 to April 15, 2023.
	3. There will be issued, to each holder of Existing Notes, 700 transferable common share purchase warrants (the “Consent Warrants”) for each $1,000 principal amount of Existing Notes held by such holder. Each Consent Warrant will be exercisable at any...
	4. The existing issued and outstanding common shares of the Company will be consolidated on a fifteen (15) for one (1) basis.
	5. Delphi will be continued under the federal jurisdiction of Canada and the Canada Business Corporations Act prior to implementation of the Arrangement.
	Luminus Management LLC (“Luminus”) will be participating in $40.4 million of the $46.5 million of Private Placements.  The agreement with Luminus to subscribe for securities under the Private Placements is subject to certain conditions, including the ...
	Special meetings of the shareholders and noteholders will be held on November 15, 2019 in relation to the Proposed Recapitalization Transaction. If approved by the shareholders and noteholders, the Proposed Recapitalization Transaction is expected to ...
	On November 1, 2019, the senior lenders completed the semi-annual review of the borrowing base and amended the credit facility.  Effective on the earlier of the closing date of the Proposed Recapitalization Transaction and November 29, 2019, the borro...
	In the event the Proposed Recapitalization Transaction is not approved by shareholders and noteholders, the funds held in escrow will be returned to subscribers of the Private Placements.  More importantly, if the Proposed Recapitalization Transaction...
	While management and the Board of Directors of the Company believe that all of the conditions required for the approval of the Proposed Recapitalization Transaction will occur, there can be no assurance that the Proposed Recapitalization Transaction, ...
	Subsequent to September 30, 2019, Delphi issued a total of 18,181,818 ESRs and 22,000 NSRs for total gross proceeds of $46.5 million, the maximum amount contemplated as part of the Private Placements. The proceeds are held in escrow and will be releas...
	4) Significant Accounting Policies
	5) Determination of Fair VaLUEs
	6) FINANCIAL RISK MANAGEMENT
	7) EXPLORATION AND EVALUATION ASSETS
	Exploration and evaluation assets consist of the Company’s exploration projects which are pending the determination of proven and probable reserves.
	During the first nine months of 2019, Delphi added $0.7 million of exploration and evaluation expenditures related to developing the Montney formation at Bigstone.  During the second quarter of 2019, Delphi exchanged certain assets with no book value ...
	8) Property, Plant and Equipment
	9) BANK DEBT
	At September 30, 2019 Delphi had outstanding $105.0 million principal amount of ten percent senior secured notes which mature on July 15, 2021. Interest is payable quarterly in arrears on January 15, April 15, July 15 and October 15 of each year. The ...
	The senior secured notes are secured on a second-priority basis by substantially all of the Company’s assets and are subordinate to indebtedness under the senior credit facility.
	The senior secured notes are carried at amortized cost, net of transaction costs and are accreted to their principal balance at maturity using the effective interest rate method.
	The senior secured notes have no financial covenants but have an incurrence covenant that limits the Company’s ability to (subject to certain exceptions, limitations and qualifications): make certain restricted payments and investments; incur addition...
	11) Share Capital
	(b) Warrants and Options
	(c) Net earnings per share
	Net earnings (loss) per share has been calculated based on the following weighted average common shares:
	12) revenue
	13) SUPPLEMENTAL CASH FLOW INFORMATION
	Changes in non-cash working capital are comprised of the following:
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