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Just like the Staples commercials advertise, this really is the
most wonderful time of the year. Not necessarily because the
kids are all headed back to school, although that doesn't hurt.
Mostly because this is the time of year when the nice, dry fall
weather on the Prairies combined with freshly rested
employees, just back from vacation, enables us to really put
the hammer down and get very busy heading into the winter
drilling season. With 10 rigs currently drilling and all the
completions and tie-in crews following them, we are busier
than the proverbial one armed paper hanger. Combine that
with three new gas plants under construction and things are
really hopping at Peyto.

We expect waves of new production will continue to add up
as pad drilling locations are tied in and our new processing
capacity comes on-line in October and early November. This,
coincidentally, is forecast to occur just as natural gas prices
move up significantly from their current summer doldrums of
$2.35/GJ (Sept. AECO monthly) to $3.30/GJ (Nov. AECO).
Considering the massive 40% increase in gas price about to
occur, it makes good financial sense to delay some of those
production start-ups for a month or two, rather than expose all
of the flush production to almost $1/GJ less.

As in the past, this report includes an estimate of monthly
capital spending, as well as our field estimate of production
for the most recent month (see Capital Investment and
Production tables below).

Capital Investment*
2012/13 Capital Summary (millions$ CND)*

Nothing But Bluesky

| think the term “resource play” tends to be overused in our
industry. Especially when you consider having a resource
play and doing something about it are two totally different
things. Kind of like having a shiny new mountain bike
strapped to the roof of your car and strutting it around town or
actually going out and hitting the trails with it. These days,
everyone is calling everything a Resource Play.

By most definitions a Resource Play involves large, known
quantities that can deliver economically viable, long term
production and where profitability can be enhanced through
the use of technology and economies of scale. By that
definition, most hydrocarbon bearing basins usually have
several different resource plays in them. Whether they are in
the Western Gulf basin, the Appalachian basin, the Williston
basin or the Western Canadian Sedimentary basin (WCSB),
to name a few.

Within the Western Canadian Sedimentary basin, for
instance, there are many different accumulations of
hydrocarbons to which the resource play definition applies.
The oil sands would be one. Southeastern Alberta shallow
gas would be another. The Deep Basin, where Peyto
operates, would also be one. Or, you could use the term to
define a certain formation or strata, like the Montney or the
Wilrich, rather than a region.

One of the formations that we've recently been focusing on
could also be argued to be a very large resource play - that
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*This is an estimate based on real field data, not a forecast, and the actual numbers will vary from the
estimate due to accruals and adjustments. Such variance may be material. Tables may not add due to
rounding.
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Figure 2 shows a map of Bluesky aged sand across the
WCSB and the many different hydrocarbon accumulations it

contains.
Figure 2
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Within the confines of the Deep Basin (no mobile water in the
system) there are also large accumulations of hydrocarbons
in the Bluesky and equivalent. Fields like the Bigoray,
Hoadley and EImworth natural gas fields were discovered and
developed years ago. Today, however, it's the application of
new technology to these known accumulations that is creating
all the excitement.

A quick search of the public data shows there have been
close to 500 horizontal multi stage frac wells drilled across the
Deep Basin alone in this aged sand, with 2/3rds of those
down in the Hoadley trend.

Even up where we operate, there has been close to 100 wells
drilled recently. So Peyto may be new to this party but its
been going for a while already.

Nonetheless, the results we are getting are still new and
exciting for us. So far we have drilled 10 wells in the Bluesky,

with all but one beating our “type curve” expectations. That
same type curve is predicted to deliver approximately 25% BT
IRR (full cycle) at strip prices. So “better than the type curve”
sounds pretty good to me. See Figure 3 showing the 10 wells.

Figure 3

Peyto Bluesky Production Performance
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Not only are the production results exceeding expectations,
the costs are too. We had expected this deeper formation to
cost a little more than our average well but practice is paying
off and we’re now drilling, completing, installing wellsite
equipment and pipelines (C/D/E/T) for almost $1MM less than
origianlly budgeted.

Figure 4
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All of this is adding up to more opportunity to generate
attractive returns for shareholders and more future locations
for us to choose from. I'd say that the Bluesky is one aptly
named formation and we are planning to take it off the roof
and hit the trails with it.
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