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Highlights

twin Butte energy Ltd. (“twin Butte” or the “company”) (tSx: tBe) is pleased to announce its financial and operational results 
for the three and six months ended June 30, 2010.

 three months ended June 30  Six months ended June 30 
 2010 2009 % change 2010 2009 % change

Financial  
($ thousands, except per share amounts)       
Petroleum and natural gas sales  23,880  8,359 186%  49,383  17,756 178%
Funds flow (1)  8,261  2,691 207%  17,986  7,011 157%

Per share basic & diluted  0.06  0.06 0%  0.14  0.15 –7%
net (loss)/income  (1,739)  (3,328) –48%  1,338  (8,186) –116%

Per share basic & diluted  (0.01)  (0.07) –86%  0.01  (0.14) n/a
capital expenditures  8,247  793 940%  19,599  6,205 216%
capital dispositions  (2,938)  (9,815) –70%  (8,657)  (9,815) –12%
corporate acquisitions  –  –  –  – 
net debt (2)  74,336  39,889 86%  74,336  39,889 86%

Operating       
average daily production

crude oil (bbl per day)  2,490  696 258%  2,284  692 230%
natural gas (mcf per day)  22,423  12,302 82%  22,545  12,482 81%
natural gas liquids (bbl per day)  262  118 122%  274  127 116%
Barrels of oil equivalent (boe per day, 6:1)  6,489  2,864 127%  6,316  2,899 118%

average sales price
crude oil ($ per bbl)  60.82  63.04 –4%  64.32  54.79 17%
natural gas ($ per mcf)  4.17  3.46 21%  4.75  4.38 8%
natural gas liquids ($ per bbl)  67.08  45.62 47%  68.66  43.36 58%
Barrels of oil equivalent ($ per boe, 6:1)  40.44  32.07 26%  43.20  33.84 28%

operating netback ($ per boe) 
Petroleum and natural gas sales  40.44  32.07 26%  43.20  33.84 28%
realized gain (loss) on financial derivatives  2.56  1.58 62%  1.55  4.38 –65%
royalties  (8.72)  (0.55) 1485%  (9.10)  (2.78) 227%
operating expenses  (14.34)  (13.70) 5%  (13.92)  (13.54) 3%
transportation expenses  (1.42)  (2.32) –39%  (1.59)  (2.49) –36%
operating netback  18.52  17.08 8%  20.14  19.41 4%

Wells drilled 
Gross  12.0  – 100%  37.0  3.0 1133%
net  7.5  – 100%  22.0  3.0 633%
Success (%) 100% 100% 0% 100% 100% 0%

cOmmOn SHareS      
Shares outstanding, end of period 128,184,335 47,128,425 172% 128,184,335 47,128,425 172%
Weighted average shares outstanding – diluted 128,153,310 47,128,425 172% 126,137,313 47,128,425 168%

(1)  Funds flow means cash flow from operating activities before changes in non-cash working capital and expenditures on asset retirement obligations. See 
management’s discussion & analysis non-GaaP measures.

(2)   net debt is defined as the sum of working capital deficiency and other liabilities excluding financial derivative assets or liabilities. net debt is a non-GaaP 
measure.

(3)  operating netback is a non-GaaP measure and is the net of revenue, realized gain on financial derivatives, royalties, operating and transportation expenses.
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repor t  to  Shareholders

Quarterly momentum continues with increased production and reduced net debt.

cOrpOrate
While unseasonably wet weather has hampered industry activity across Western canada twin Butte’s second quarter perfor-
mance demonstrates continued operational momentum with a six percent increase in production over the first quarter. this 
was accomplished even though capital expenditures net of non core dispositions have been 61 percent of cash flow for the 
last two quarters. maintaining a strong balance sheet continues to be a priority for twin Butte with net debt declining over the 
quarter to $74.3 million while our recently renewed credit facility remains at $120.0 million.  

twin Butte’s program of disposing of non-core assets remains methodical and successful. Seven dispositions were completed 
in the second quarter for proceeds of $3.1 million before adjustments. to date in the third quarter we have executed agree-
ments to dispose of an additional three assets for $1.62 million. Since completing the Buffalo acquisition in october 2009 
thirteen transactions have been completed which has further focused our asset base while providing incremental capital 
above our cash flow to fuel our capital plan. 

during the second half of 2010 twin Butte will continue to spend cash flow and proceeds of non-core dispositions while 
remaining committed to keeping net debt below $80 million. this will provide ample capital to meet and exceed our internal 
growth targets while preserving incremental financial capacity to be opportunistic should opportunities  present themselves.

OperatiOnS
corporate production averaged 6,489 boe per day in the second quarter of 2010 up substantially from the Q4 2009 average 
of 5,699 boe per day (post Buffalo acquisition). Liquids production continues to grow with the second quarter production 
averaging 42 percent. With continued success at our Frog Lake heavy oil and Bruce light oil plays and over 90 percent of the 
capital plan focused on oil based activities, oil production weighting will grow to in excess of 50 percent by the end of the year. 

current production is approximately 6,600 boe per day and is expected to surpass 6,750 boe per day later this month with the 
start up of our new facility at Bruce. consistent results from our capital plan has allowed twin Butte’s production to grow even 
though over 400 boe per day of production has been sold since the Buffalo acquisition.

In the second quarter twin Butte executed a successful capital program of $8.2 million ($5.3 net of dispositions) which includ-
ed the drilling of 12 gross (7.5 net) wells at a 100 percent success rate. to date in the third quarter an additional 9 gross (7 net) 
wells have been drilled at an 89 percent success rate. Based on this success and our current financial position the company 
now anticipates spending a minimum of $48 million ($38 million net of dispositions) in 2010. With continued success in our 
disposition program, proceeds will be recycled into an enhanced capital program with a focus on oil projects. 

at Frog Lake in the eastern Plains of alberta, the company completed a 10 gross (5.5 net) oil well drilling program in the 
second quarter and to date in the third quarter an additional 4 gross wells have been drilled at a  100 percent success rate. We 
anticipate drilling up to an additional 50 gross wells on the property before year end. company production from Frog Lake 
has increased appreciably to over 1,950 from 1,100 boe per day since twin Butte acquired the property late in 2009. twin Butte 
anticipates its current drilling inventory will allow continued profitable production growth for years to come.

a second Frog Lake 3d seismic survey which we anticipate will be complete in the third quarter in combination with our first 
quarter 3d program will cover the majority of the company’s lands. these surveys will not only fine tune our extensive de-
velopment drilling inventory but will further define potential on our undrilled exploratory acreage. as our production grows 
at Frog Lake so do our third party operating costs. these trucking, oil processing and water disposal costs were the major 
portion of our corporate operating cost increase in the second quarter over the first quarter. to reduce the costs we continue 
to construct fluid processing and water disposal facilities.

at Bruce in the eastern Plains, two 100 percent interest horizontal oil wells were drilled in the second quarter with two addi-
tional 100 percent wells being drilled to date in the third quarter. these wells (five horizontal wells to date) continued to delin-
eate a Q4 2009 oil discovery. to handle increased solution gas volumes from the property twin Butte is currently constructing 
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a gas plant, which should be commissioned before month end. this will allow two cased wells to commence production while 
minimizing third party processing fees.   Based on 3d seismic coverage the opportunity exists for a number of additional wells 
on the play which we will continue to delineate over the remainder of 2010.

at Princess in the eastern Plains we have now cased our first horizontal Pekisko oil well (100 percent) with results looking 
promising. completion operations will commence shortly. Based on completion success a number of follow up wells are 
planned. unfortunately a second 100 percent horizontal well targeting the Glauconite formation encountered high pressure 
water from offset water injection and was subsequently abandoned. 

In the ansell area of the deep Basin of alberta, the company has recently cased a horizontal well targeting liquids rich cardium 
gas. this well will de-risk the play on our lands which have already been successfully developed by offset competitors. We an-
ticipate completion and production testing to commence before month end. the company has a number of other horizontal 
gas opportunities (notikewin and Wilrich) in the area which will be developed when gas pricing dictates.

twin Butte is in an enviable position of having a significant inventory of both oil and gas drilling locations allowing us to 
prioritize capital to maximize return and minimize payout times. although the capital plan is almost exclusively oil based, 
some capital will be spent to de-risk different scalable gas plays in the eastern Plains and the deep Basin of alberta. this de-
risking will ensure the company’s significant resource style gas growth opportunities are ready to be executed upon when 
gas pricing improves.

OutlOOk
our organic exploration and development program continues to work. We have and continue to establish a number of scal-
able play types in core areas that will make a meaningful difference to future corporate growth. this growth has been demon-
strated over the past three quarters and will continue through 2010. We remain committed to achieving our internal growth 
targets and anticipate exiting 2010 at 7,200 boe per day.

our new strategy and corporate direction was set in 2009. We have been and will remain disciplined in pursuing this strategy. 
We continue to do what we said we would do. this has led to a financially stronger company which continues to demonstrate 
its growth potential. our strategy is working and will continue to unfold in 2010.  

twin Butte is a value oriented junior producer with a significant repeatable and scalable drilling inventory focused on large 
original oil in place and large original gas in place play types. With a stable low decline production base the company is well 
positioned to live within cash flow while providing shareholders with sustainable growth potential over both the short and 
long term. the 2010 capital plan is highly focused in two core areas (alberta Plains and West central alberta/deep Basin) while 
providing the flexibility to quickly be accelerated should economic conditions allow. twin Butte is committed to continually 
enhance its asset quality while focusing on per share growth.  

on behalf of the Board of directors,

Jim Saunders
President and chief executive officer

august 9, 2010
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reader advisory
certain information regarding twin Butte set forth in this news release including management’s assessment of the company’s future plans 
and operations, the effect on the company and on shareholders of twin Butte, production increases and future production levels contain 
forward-looking statements that involve substantial known and unknown risks and uncertainties. these forward-looking statements are 
subject to numerous risks and uncertainties, certain of which are beyond twin Butte’s control including, without limitation, the impact of 
general economic conditions, industry conditions, volatility of commodity prices, currency fluctuations, imprecision of reserve estimates, 
environmental risks, competition from other producers, lack of availability of qualified personnel, stock market volatility, and ability to 
access sufficient capital from internal and external sources. twin Butte’s actual results, performance or achievements may differ materially 
from those expressed in, or implied by, these forward-looking statements and, accordingly, no assurance can be given that any events 
anticipated by the forward-looking statements will transpire or occur, or if any of them do so, what benefits that twin Butte will derive there 
from. additional information on these and other factors that could affect twin Butte’s results are included in reports on file with canadian 
securities regulatory authorities and may be accessed through the Sedar website (www.sedar.com), or twin Butte’s website (www.twinbut-
teenergy.com). Furthermore, the forward-looking statements contained in this news release are made as at the date of this news release and 
twin Butte does not undertake any obligation to update publicly or to revise any of the forward-looking statements, whether as a result of 
new information, future events or otherwise, except as may be required by applicable securities laws.

In this news release, reserves and production data are commonly stated in barrels of oil equivalent (“boe”) using a six to one conversion 
ratio when converting thousands of cubic feet of natural gas (“mcf”) to barrels of oil (“bbl”) and a one to one conversion ratio for natural gas 
liquids (“nGLs” or “ngls”). Such conversion may be misleading, particularly if used in isolation. a boe conversion ratio of 6 mcf: 1 bbl is based 
on energy equivalency conversion method primarily applicable at the burner tip and does not represent a value equivalency at the wellhead.
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management ’s  Discussion and analysis

dated as of august 9, 2010

the following discussion and analysis as provided by the management of twin Butte energy Ltd. (“twin Butte” or the 
“company”) should be read in conjunction with the audited financial statements for the year ended december 31, 2009 and 
the unaudited financial statements for the six months ended June 30, 2010.

Basis of presentation – the reporting and measurement currency is the canadian dollar.

non-gaap measures – certain measures in this document do not have any standardized meaning as prescribed by canadian 
generally accepted accounting principles (“GaaP”) such as operating netback, funds flow, funds flow from operations, funds 
flow per share, debt, net debt and capitalization and, therefore, are considered non-GaaP measures. the management’s 
discussion and analysis (“md&a”) contains the term funds flow from operations or funds flow which should not be considered 
an alternative to, or more meaningful than, cash flow from operating activities as determined in accordance with GaaP as an 
indicator of the company’s performance. all references to funds flow from operations or funds flow throughout this report are 
based on cash flow from operating actives before changes in non-cash working capital and expenditures on asset retirement 
obligations. the company also presents funds flow from operations per share whereby per share amounts are calculated 
using weighted average shares outstanding consistent with the calculation of earnings per share. these measures may not be 
comparable to similar measures presented by other issuers. these measures have been described and presented in this docu-
ment in order to provide shareholders and potential investors with additional information regarding the company’s liquidity 
and its ability to generate funds to finance its operations. management’s use of these measures has been disclosed further in 
this document as these measures are discussed and presented.

boe presentation – Barrels of oil equivalent (“boe”) may be misleading, particularly if used in isolation. a boe conversion rate 
of 6 mcf: 1 bbl is based on an energy equivalency conversion method primarily applicable at the burner tip and does not 
represent a value equivalency at the wellhead. all boe conversions in the report are derived by converting gas to oil at the 
ratio of six thousand cubic feet of gas to one barrel of oil.

Forward-looking information – certain statements contained in this md&a constitute forward-looking information within 
the meaning of securities laws. Forward-looking information may relate to our future outlook and anticipated events or re-
sults and may include statements regarding the future financial position, business strategy, budgets, projected costs, capital 
expenditures, financial results, taxes and plans and objectives of or involving twin Butte. Particularly, statements regarding 
our future operating results and economic performance are forward-looking statements. In some cases, forward-looking in-
formation can be identified by terms such as “may”, “will”, “should”, “expect”, “plan”, “anticipate”, “believe”, “intend”, “estimate”, 
“predict”, “potential”, “continue” or other similar expressions concerning matters that are not historical facts.

these statements are based on certain factors and assumptions regarding expected growth, results of operations, perfor-
mance and business prospects and opportunities. While we consider these assumptions to be reasonable based on informa-
tion currently available to us, they may prove to be incorrect.

Forward looking-information is also subject to certain factors, including risks and uncertainties that could cause actual results 
to differ materially from what we currently expect. these factors include risk associated with oil and gas exploration, produc-
tion, marketing, and transportation such as loss of market, volatility of commodity prices, currency fluctuations, imprecision 
of reserve estimates, environmental risk, and competition from other producers and ability to access sufficient capital from 
internal and external resources.

other than as required under securities laws, we do not undertake to update this information at any particular time.
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petrOleum anD natural gaS SaleS
twin Butte realized the following production volumes, commodity prices and revenues:

three months ended June 30 Six months ended June 30

2010 2009 2010 2009

average twin Butte realized commodity prices (1)

crude oil ($ per bbl) 60.82 63.04 64.32 54.79

natural gas ($ per mcf) 4.17 3.46 4.75 4.38

natural gas liquids ($ per bbl) 67.08 45.62 68.66 43.36

Barrels of oil equivalent ($ per boe, 6:1) 40.44 32.07 43.20 33.84

(1)  the average selling prices reported are before realized financial 

instrument gains/losses and transportation charges.

Benchmark pricing

WtI crude oil (uS$ per bbl) 78.05 59.62 78.43 51.35

WtI crude oil (cdn$ per bbl) 75.86 69.59 80.22 61.94

aeco natural gas (cdn$ per mcf) (2) 3.91 3.27 4.41 3.97

exchange rate – cdn$/uS$ 1.03 1.17 1.04 1.21

(2) the aeco natural gas price reported is the average daily spot price.

revenue

$000’s

crude oil 13,781 3,993 26,589 6,862

natural gas 8,501 3,878 19,386 9,897

natural gas liquids 1,598 488 3,408 997

total petroleum and natural gas sales 23,880 8,359 49,383 17,756

average Daily production

crude oil & natural gas liquids (bbl/day) 2,752 814 2,558 819

natural gas (mcf/day) 22,423 12,302 22,545 12,482

total (boe/d) 6,489 2,864 6,316 2,899

% natural gas production 58% 72% 59% 72%

revenueS 
revenues for the three months ended June 30, 2010 were $23.9 million, as compared to $8.4 million for the three months 
ended June 30, 2009 representing an increase of $15.5 million or 186%. this increase in revenue is attributed primarily to a 
year over year increase in production of 127%. Production grew from 2,864 boe/d in the three months ended June 30, 2009 to 
6,489 boe/d for the three months ended June 30, 2010. the increase in production came from acquisitions in the second half 
of last year and internal growth. the average realized commodity price before hedging also increased from $32.07 per boe in 
2009 to $40.44 in 2010. 

revenues for the six months ended June 30, 2010 were $49.4 million, as compared to $17.8 million for the six months ended 
June 30, 2009, representing an increase of $31.6 million or 178%. this increase in revenue is again attributed to production 
increases of 118%. Production increased from 2,899 boe/d in 2009 to 6,316 boe/d in 2010. the average realized commodity 
price before hedging increased from $33.84 per boe in 2009 to $43.20 in 2010.

the company’s weighting to natural gas for the second quarter of 2010 was 58% compared to a weighting of 72% for the 
second quarter of 2009.  the company’s weighting to natural gas for the six months ended June 30, 2010 and the prior year 
comparative period was 59% and 72% respectively. the weighting has changed mainly due to the Buffalo acquisition and the 
company drilling program since that time, both of which have increased the percentage of oil production in the company.
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rOyaltieS
royalties for the three months ended June 30, 2010 were $5.1 million, as compared to $0.1 million for the three months ended 
June 30, 2009.  royalties on an absolute basis increased as a result of increased production volumes from both drilling success 
and the acquisitions from 2009. Liquids production comprised 42% of volumes for the second quarter 2010 as compared to 
28% in 2009. as a percentage of revenues, the average royalty rate for the second quarter of 2010 was 22% compared to 2% 
for the comparative period of 2009. oil and liquids royalty rates were approximately 26% for the second quarter of 2010 while 
gas royalties were approximately 13%. royalties for the second quarter of 2009 included a credit of $0.5 million for B.c. royal-
ties. this impacted the company’s effective royalty rate for the second quarter 2009 by 6%, and without this adjustment the 
royalty rate for the second quarter of 2009 would have been 8%. total royalties for the second quarter were comparable to the 
first quarter of 2010 on a percentage of sales basis. 

royalties for the six months ended June 30, 2010 were $10.4 million, as compared to $1.5 million for the six months ended June 
30, 2009.  royalties on an absolute basis increased as a result of increased production volumes from both drilling success and 
the acquisitions from 2009. With this volume growth we have seen the liquids production move to 41% of total volumes up 
from 28% in 2009.  as a percentage of revenues, the average royalty rate for the six month period ended June 30, 2010 was 
21% compared to 8% for the comparative period of 2009. oil and liquids royalty rates were approximately 26% for the first six 
months of 2010 while natural gas rates were approximately 14% of sales.  With the higher oil prices compared to gas there is 
a higher royalty rate on liquids based production. royalties for the six month period ended June 30, 2009 included the above 
mentioned credit of $0.5 million for B.c. royalties which reduced the overall 2009 royalty rate for the first six months by 3%.

on march 3, 2009 the alberta Government announced a series of incentives to assist the province’s energy sector, including a 
one-year drilling royalty credit of $200 per meter drilled for new conventional oil and natural gas wells, and a new well incen-
tive program, which offers a maximum five percent royalty rate for the first year of production from new oil or gas wells. on 
June 25, 2009 the alberta government extended these incentives to march 31, 2011. the company has budgeted to drill some 
additional wells in 2010 that will benefit from the new well incentive program. Based on current drilling plans the company 
expects to earn approximately $3.0 million in drilling royalty credits for 2010, but the majority of planned drilling in 2010 will 
not be eligible as ey will not be on crown lands.

on march 11, 2010, the alberta Government announced additional modifications to the province’s crown royalty framework.    
the changes include:

>  the current maximum five percent royalty rate for the first twelve months of production up to a maximum of 50,000 bbls 
of oil or 500,000 mcf of natural gas became a permanent element of the calculation;

>  the maximum royalty rate for crude oil wells was reduced to 40% from the previous 50% rate.  this change will be effec-
tive January 1, 2011;

>  the maximum royalty rate for natural gas wells was reduced to 36% from the previous 50% rate.  this change will be 
effective January 1, 2011; and,

>  effective January 1, 2011, no alberta drilled wells will be allowed to select the transitional royalty program.

on may 27, 2010, the alberta government released the new royalty curves associated with the changes announced on march 
11, 2010, which determine royalty rates at certain commodity price levels, and revised the natural gas deep drilling credit to 
wells deeper than 2,000 metres, compared to 2,500 metres previously. the deep drilling credit is $625 per metre for metres 
below 2,000 metres to 3,500 metres. the drilling credits are treated as a reduction in capital spending.

Operating expenSeS
operating expenses were $8.5 million or $14.34 per boe for the quarter ended June 30, 2010 as compared to $3.6 million or 
$13.70 per boe for the three months ended June 30, 2009.  operating expenses were $15.9 million or $13.92 per boe for the 
six months ended June 30, 2010 as compared to $7.1 million or $13.54 per boe for the six months ended June 30, 2009. the 
increase on an absolute dollar basis is mainly attributable to the production growth from acquisitions in 2009 and our internal 
drilling program. In the second quarter the company incurred additional hauling and treating charges at Frog Lake with the 
increased heavy oil volumes and wet weather that restricted movement.
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tranSpOrtatiOn expenSeS
transportation expenses for the three months ended June 30, 2010 were $0.8 million or $1.42 per boe compared to $0.6 
million or $2.32 per boe in the prior year comparative quarter. transportation expenses for the six months ended June 30, 
2010 were $1.8 million or $1.59 per boe compared to $1.3 million or $2.49 per boe in the prior year comparative period. the 
increase on an absolute basis is mainly attributable to the production growth from acquisitions in 2009 and our internal drill-
ing program, while on a boe basis the cost has decreased as some costs have been adjusted to operating expense this year. 

on a combined basis for the six month period we have operating and transportation costs of $15.51 per boe as compared to 
$16.03 per boe for the comparable period of 2009.

general anD aDminiStrative (“g&a”) expenSeS

three months ended June 30 Six months ended June 30

$ 000’s 2010 2009 2010 2009

G&a expenses 2,352 1,597 4,723 3,010

recoveries (260) (66) (675) (117)

capitalized G&a expenses (504) (188) (955) (512)

total net G&a expenses 1,588 1,343 3,093 2,381

total net G&a expenses ($/boe) $2.69 $5.15 $2.71 $4.54

General and administrative expenses, net of recoveries and capitalized G&a, were $1.6 million or $2.69 per boe for the cur-
rent quarter as compared to $1.3 million or $5.15 per boe in the prior year comparative quarter. General and administrative 
expenses, net of recoveries and capitalized G&a, were $3.1 million or $2.71 per boe for the six month period ended June 30, 
2010 as compared to $2.4 million or $4.54 per boe in the prior year comparative period.

G&a expenses in the second quarter of 2010 included a charge of approximately $125,000 for recruitment fees to assist with 
the identification of new hires in the technical team. 

StOck BaSeD cOmpenSatiOn expenSe
during the three month period ended June 30, 2010, the company expensed $0.2 million in stock based compensation as 
compared to $0.3 million in the three month period ended June 30, 2009. during the six month period ended June 30, 2010, 
the company expensed $0.2 million in stock based compensation as compared to $1.2 million in the prior year comparative 
period. the prior period included a charge for stock based compensation expense recorded on the remaining unrecognized 
fair value of outstanding stock options that were cancelled in that period.

the company granted 3,275,500 stock options in the second quarter of 2010 as compared to 1,065,500 stock option grants in 
the second quarter of 2009. 

intereSt expenSe
For the three months ended June 30, 2010, interest expense was $1.1 million, an increase of $0.7 million from $0.4 million for 
the prior year comparative quarter. this was due to the increase in average bank debt mainly as a result of the 2009 acquisi-
tions plus an annual charge of approximately $240,000 for bank renewal fees. For the six months ended June 30, 2010, interest 
expense was $1.9 million, an increase of $1.1 million from $0.8 million for the prior year comparative year. higher interest costs 
in the 2010 period compared to the 2009 period are due primarily to higher debt levels as compared to the prior year compar-
ative periods, resulting primarily from an increased bank borrowing balance after the acquisition of Buffalo resources corp.

the company’s current interest charge on bank borrowings is bank prime of 2.25% plus a margin of 1.25% for a total effective 
rate of 3.50%. 

unrealizeD anD realizeD gainS (lOSSeS) On Financial DerivativeS
during 2009 and 2010, the company entered into fixed price swap and costless collar contracts for natural gas and crude 
oil and fixed/floating interest rate swap transactions. as part of our financial management strategy, twin Butte has adopted 
a commodity price and interest rate risk management program. the purpose of the program is to reduce volatility in the 
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financial results and to stabilize and hedge future cash flow against the unpredictable commodity price environment, with an 
emphasis on protecting downside risk. 

entering into financial derivatives is looked upon as a way for the company to reduce go forward price risk by increasing 
the predictability of a portion of the company’s future revenue stream.  however, there are risks that our counterparty be-
comes illiquid or the company may not have the actual sales volumes to offset the hedge position.  to reduce these risks the 
company deals with a major canadian bank as our counterparty on financial derivatives and  limits the volumes hedged to 
approximately 50% or less of forecasted sales volumes.  

the company has recognized a realized gain on financial derivatives in the amount of $1.5 million ($2.56 per boe) for the three 
month period ended June 30, 2010 as compared to a $0.4 million ($1.58 per boe) realized gain for the prior year comparative 
period. the realized gain on financial derivatives for the three month period ended June 30, 2010 amounted to a gain of $1.5 
million for natural gas sales price derivatives, a gain of $15 thousand for crude oil sales price derivatives and a loss of $54 
thousand for interest rate derivatives.

the company has recognized a realized gain on financial derivatives in the amount of $1.8 million ($1.55 per boe) for the six 
month period ended June 30, 2010 as compared to a $2.3 million ($4.38 per boe) realized gain for the prior year comparative 
period. the realized gain on financial derivatives for the six month period ended June 30, 2010 amounted to a gain of $2.0 
million for natural gas sales price derivatives, a loss of $60 thousand for crude oil sales price derivatives and a loss of $112 
thousand for interest rate derivatives.

as at June 30, 2010, the company has recognized a net unrealized financial derivatives asset in the amount of $2.0 million. the 
company has recognized an unrealized loss on financial derivatives in the amount of $0.8 million for the three month period 
ended June 30, 2010 as compared to a $0.3 million unrealized gain for the prior year comparative period. the following is a 
summary of derivatives in effect as at June 30, 2010 and their related fair market values (unrealized gain (loss) positions):

crude Oil Sales price Derivatives

daily barrel (“bbl”) 
quantity remaining term of contract

Fixed price per bbl 
(WtI)

Fixed price per bbl 
(WtI)

Fair market value 
$ 000’s

100 July 1 to december 31, 2010 uS $75.00  $ (38)

200 July 1 to december 31, 2010 uS $77.00  $  2

100 July 1 to december 31, 2010 uS $78.00  $  21

200 July 1 to december 31, 2010 cad $86.75   $  175

crude oil fair value position  $  160

as at June 30, 2010 the marked-to-market value of the company’s crude oil sales price derivative was a asset of uSd $0.2 mil-
lion, or a canadian dollar equivalent of $0.2 million. 

natural gas Sales price Derivatives

daily giga-joule
(“GJ”) quantity remaining term of contract

Fixed price 
per GJ
(aeco monthly)

Fixed call price 
per GJ
(aeco monthly)

Fixed price
per GJ
(aeco daily)

Fair market value
$ 000’s

1,000 July 1 to december 31, 2010 $7.20  $ (1)

2,000 July 1 to december 31, 2010 $5.60  $ 588 

2,000 July 1 to october 31, 2010 $5.65  $ 464 

3,000 July 1 to december 31, 2010 $5.90  $ 1,019 

3,000 January 1, 2011 to december 31, 2011 $7.00  $ (131)

natural gas fair value position    $ 1,939 

as at June 30, 2010 the marked-to-market value of the company’s natural gas sales price derivative contracts was an asset of 
approximately $1.9 million. 



10 S e c o n d  Q u a r t e r  2 0 1 0 t W I n  B u t t e  e n e r G Y  L t d . 

Fixed/Floating interest rate Derivatives

In January 2009, the company entered into two interest rate swap transactions with the company’s bank. the company 
entered into interest rate swap transactions for $20.0 million at a fixed rate of 1.18% plus applicable bankers’ acceptance 
stamping fees ranging from 1.75% to 4.00% for the period of January 30, 2009 to January 30, 2010, and $20.0 million at a fixed 
rate of 1.45% plus applicable bankers’ acceptance stamping fees ranging from 1.75% to 4.00% for the period of January 30, 
2009 to January 30, 2011.

as at June 30, 2010 the marked-to-market value of the company’s fixed/floating interest rate derivative contract was a liability 
of approximately $0.1 million.

DepletiOn, DepreciatiOn anD accretiOn expenSe
For the three month period ended June 30, 2010, depletion and depreciation of capital assets and the accretion of the asset 
retirement obligations was $9.6 million or $16.38 per boe compared to $7.3 million or $27.25 per boe for the three month 
period ended June 30, 2009. For the six month period ended June 30, 2010, depletion and depreciation of capital assets and 
the accretion of the asset retirement obligations was $19.0 million or $16.48 per boe compared to $15.2 million or $28.32 per 
boe for the six month period ended June 30, 2009. Per unit depletion rates in the three months ended June 30, 2010 compared 
to the prior year comparative period has decreased significantly as a result of a decreased cost of proved reserve additions 
on a per boe basis. Per unit depletion rates have decreased significantly as a result of the corporate acquisitions of can-able 
energy Ltd. in the third quarter of 2009 and Buffalo resources corp. in the fourth quarter of 2009, where production and 
proved reserves were acquired at metrics lower than twin Butte’s historical cost base on a per boe basis.

incOme taxeS
Future income tax recovery amounted to $0.6 million for the three month period ended June 30, 2010 compared to a future 
income tax recovery in the amount of $1.2 million for the three month period ended June 30, 2009. Future income tax expense 
amounted to $0.7 million for the six month period ended June 30, 2010 compared to a future income tax recovery in the 
amount of $2.9 million for the six month period ended June 30, 2009. 

the company has existing tax losses and pools of approximately $284.7 million 

FunDS FlOw FrOm OperatiOnS, anD net incOme (lOSS) anD cOmpreHenSive incOme (lOSS)
Funds flow from operations for the three month period ended June 30, 2010 was $8.3 million, an increase of 207% from 
second quarter 2009 cash flow of $2.7 million.  this represents flat funds flow per share basic and diluted of $0.06 per share for 
second quarter 2010 compared to $0.06 per share for second quarter 2009.  the increase in funds flow is due primarily to the 
127% increase in production to 6,489 boe/d from 2,864 boe/d, along with improved commodity pricing.  

Funds flow from operations for the six month period ended June 30, 2010 was $18.0 million, an increase of 157% from the six 
month period ended June 30, 2009 cash flow of $7.0 million.  this is slightly less in funds flow per share basic and diluted of 
$0.14 per share for the six month period ended June 30, 2010 compared to $0.15 per share for the prior year comparative period.  
the significant increase in funds flow is due primarily to the 118% increase in production along with improved commodity. 

the company posted net loss and comprehensive loss of $1.7 million for the three month period ended June 30, 2010, equat-
ing to a basic and diluted net loss per share of $0.01, compared to a net loss and comprehensive loss of $3.3 million for the 
three month period ended June 30, 2009, equating to a basic and diluted net loss per share of $0.07. the company posted net 
income of $1.3 million for the six month period ended June 30, 2010, equating to a basic and diluted net income per share of 
$0.01, compared to a net loss and comprehensive loss of $8.2 million for the six month period ended June 30, 2009, equating 
to a basic and diluted net loss per share of $0.17.

the net income and comprehensive income of $1.3 million for the six month period ended June 30, 2010 includes non-cash 
items including depletion, depreciation and accretion expense of $19.0 million, future income tax expense of $0.7 million, 
unrealized gain on financial derivatives of $3.3 million and stock based compensation expense of $0.2 million.   
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the following table summarizes netbacks for the past nine quarters on a barrel of oil equivalent basis:

($ per boe) Q2 2010 Q1 2010 Q4 2009 Q3 2009 Q2 2009 Q1 2009 Q4 2008 Q3 2008 Q2 2008

Petroleum and natural gas sales 40.44 46.14 42.24 31.99 32.07 35.58 47.07 68.69 76.91

royalties (8.72) (9.51) (7.27) (3.55) (0.55) (4.99) (8.54) (12.59) (11.15)

realized gain (loss) on financial derivatives 2.56 0.48 0.38 2.92 1.58 7.14 2.43 (3.88) (9.30)

operating expenses (14.34) (13.47) (12.94) (12.99) (13.70) (13.39) (13.31) (11.90) (13.58)

transportation expenses (1.42) (1.77) (1.58) (2.41) (2.32) (2.66) (2.47) (2.45) (2.88)

operating netback 18.52 21.87 20.83 15.96 17.08 21.68 25.18 37.87 42.00

General and administrative expenses (2.69) (2.72) (3.63) (3.42) (5.15) (3.93) (4.61) (2.74) (3.53)

Interest expense (1.43) (1.56) (2.52) (1.62) (1.59) (1.40) (1.82) (1.53) (1.81)

Funds flow from operations 14.40 17.59 14.68 10.92 10.34 16.35 18.75 33.60 36.66

Quarterly Financial Summary
the following table highlights twin Butte’s performance for each of the past nine quarters:

($ thousands, except per share amounts) Q2 2010 Q1 2010 Q4 2009 Q3 2009 Q2 2009 Q1 2009 Q4 2008 Q3 2008 Q2 2008

average production (boe/d) 6,489 6,140 5,699 2,894 2,864 2,936 3,039 3,202 3,051

Petroleum and natural gas sales 23,880 25,503 22,150 8,519 8,359 9,396 13,158 20,235 21,907

operating netback (per boe) 18.52 21.87 20.83 15.96 17.08 21.68 25.18 37.85 42

Funds flow from operations 8,261 9,726 7,714 2,906 2,691 4,319 5,243 9,895 10,178

Per share basic & diluted 0.06 0.08 0.08 0.05 0.06 0.09 0.12 0.23 0.23

net income (loss) (1,739) 3,077 (961) (3,542) (3,328) (4,858) (4,001) 5,909 (1,753)

Per share basic & diluted (0.01) 0.03 (0.01) (0.06) (0.07) (0.10) (0.09) 0.14 (0.04)

corporate acquisitions – – 120,539 10,624 – – – – –

capital expenditures (net of dispositions) 5,309 5,633 (1,437) 2,042 –9,022 5,412 9,211 17,623 7,025

total assets 300,118 302,632 308,640 177,407 169,448 183,687 190,665 189,613 187,172

net debt excluding financial derivatives 74,366 77,212 102,911 42,114 39,889 51,390 50,309 51,073 43,230

cOrpOrate acQuiSitiOnS
on october 14, 2009, the company closed the acquisition of Buffalo resources corp., a publicly traded exploration and pro-
duction company, for total consideration of approximately $120.5 million including net debt assumed. the purchase was 
funded through the issuance of 54,355,942 common Shares of twin Butte and was accounted for as a business combination 
using the purchase method of accounting. the company inherited 11,000,000 pre-existing Buffalo resources corp. warrants 
that are convertible to 7,700,000 twin Butte common Shares at $2.14 per share and expire on may 9, 2011. the acquisition was 
material as it significantly increased the production base of the company and expanded the company’s land position, includ-
ing the addition of a core area focused on heavy oil at Frog Lake.

on July 10, 2009, the company closed the acquisition of can-able energy Ltd., a private exploration and production company, 
for total consideration of approximately $10.6 million including net debt assumed. the purchase was funded through the issu-
ance of 8,229,968 common Shares of twin Butte and was accounted for as a business combination using the purchase method 
of accounting. this acquisition complemented twin Butte’s strategy because of the addition of a new core area focusing on 
liquids rich natural gas in the deep Basin.

capital expenDitureS
during the second quarter of 2010, the company invested $8.2 million on capital activity, less proceeds of $2.9 million from 
property dispositions, for net capital activity of $5.3 million.  Property dispositions were completed in areas that were as-
sessed as non-core in an effort to focus the company’s capital investment in core growth areas, and to reduce the company’s 
net debt. the company’s capital expenditures for the second quarter were focused predominantly in the heavy oil core area 
of Frog Lake, drilling 10.0 (5.5 net) wells in that area of the 12.0 (7.5 net) total wells drilled in the second quarter.  In addition, 
the company drilled two horizontal oil wells at Bruce in the second quarter, with production from those wells being added 
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early in the third quarter. the company drilled a total of 37.0 (22.0 net) wells in the first half, of which 97% (net) were oil wells. 
during the six months ended June 30, 2010, the company invested $19.6 million on capital activity.  In addition, the company 
completed property dispositions for net proceeds of $8.7 million.  the following tables summarize capital expenditures, drill-
ing results and undeveloped land positions for 2010 and 2009.

($ 000’s) three months ended June 30 Six months ended June 30

2010 2009 2010 2009

Land acquisition 430 1 536 40

Geological and geophysical (202) 45 495 261

drilling and completions 4,630 481 11,753 2,771

equipping and facilities 2,884 49 5,864 2,586

Property dispositions (2,938) (9,815) (8,657) (9,815)

other 505 217 951 547

total net capital expenditures 5,309 (9,022) 10,942 (3,610)

Drilling results

three months ended June 30 2010 2009

gross net Gross net

crude oil 12 7.5 – –

natural gas – – – –

dry and abandoned – – – –

total 12 7.5 – –

Success rate (%) 100%

Six months ended June 30 2010 2009

gross net Gross net

crude oil 36 21 – –

natural gas 1 1 3.0 3.0

dry and abandoned – – – –

total 37 22 3.0 3.0

Success rate (%) 100% 100%

undeveloped land

the company’s undeveloped land position was expanded significantly as a result of undeveloped land acquired in the corpo-
rate acquisitions of can-able energy Ltd. and Buffalo resources corp in 2009.

Six months ended June 30 2010 2009

Gross acres 374,630 171,309

net acres 269,779 136,120

liQuiDit y anD capital reSOurceS
the company evaluates its ability to carry on business as a going concern on a quarterly basis. the key indicator is whether the 
funds flow after interest and G&a expenses will be sufficient to cover all obligations. In addition, the company budgets to use 
cash flow from operating activities to fund the majority of the capital program to sustain or grow production net of declines. 
Funds derived from cash flow and asset dispositions may be used to apply to the company’s debt facility or fund the capital 
expenditure program.

In order to support the company’s business plan, twin Butte’s strategy is to fund the majority of its capital expenditure pro-
gram with funds flow from operations. In order to maintain the company’s net debt at current or lower levels, twin Butte plans 
to limit 2010 capital expenditures to approximately funds flow and proceeds from non-core property dispositions, which 
should continue to provide the company a significant undrawn portion on the company’s credit facility borrowing.
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as at June 30, 2010, the company had a credit facility with a syndicate of two canadian chartered banks in the amount of 
$120.0 million which was renewed in april, 2010. the credit facility is composed of a $120.0 million demand revolving operat-
ing credit facility. the company’s credit facility is subject to semi-annual review by the bank, with the next semi-annual credit 
facility review scheduled for october 2010. the facility is a borrowing base facility that is determined based on, among other 
things, the company’s current reserve report, results of operations, current and forecasted commodity prices and the current 
economic environment.

the credit facility provides that advances may be made by way of direct advances, bankers’ acceptance, or standby letters of 
credit/guarantees. direct advances bear interest at the bank’s prime lending rate plus an applicable margin. the applicable 
margin charged by the bank is dependent on the company’s prior quarter debt to cash flow ratio. the bankers’ acceptances 
bear interest at the applicable bankers’ acceptance rate plus a stamping fee, based on the company’s debt to trailing cash 
flow ratio. the credit facility is secured by a demand debenture and a general security agreement covering all assets of the 
company.

the company’s bank indebtedness does not have a specific maturity date as it is a demand facility. this means that the lender 
has the ability to demand repayment of all outstanding indebtedness or a portion thereof at any time.  If that were to occur 
the company would be required to source alternate credit facilities or sell assets to repay the indebtedness.  the company 
reduces this risk by complying with the covenants of the banking syndicate and maintaining an undrawn balance on the facil-
ity.  the covenants require maintaining a current ratio of not less than 1.0:1.0.  

on an ongoing basis the company will review its capital expenditures to ensure that funds flow and or access to credit facili-
ties is available to fund these capital expenditures.  the company has the flexibility to adjust capital expenditures based on 
funds flow to manage debt levels.

at June 30, 2010, the company had $72.7 million drawn on its credit facility and total net debt (defined as the sum of working 
capital deficiency and other liabilities, excluding financial derivative contract assets or liabilities) of $74.3 million.  the com-
pany has $47.3 million undrawn line on its credit facility. as at that date, twin Butte had met all of its covenants pertaining to 
this loan agreement and was not required to make any repayments. 

the company confirms there are no off balance sheet financing arrangements.

SHare capital
on February 2, 2010 the company closed a bought deal equity financing of 18,400,000 common Shares at a price of $1.25 per 
share, for gross proceeds of $23,000,000 ($21,593,767 net of issue costs). 

as of august 9, 2010 the company has 128,184,335 common Shares, 11,000,000 warrants convertible to 7,700,000 common 
Shares, and 6,867,500 stock options outstanding.

cOntractual OBligatiOnS anD cOntingencieS 
the company had other commitments and guarantees in the normal course of business, consisting of an office space lease 
and equipment rentals which are not considered material.

the company is involved in legal claims associated with the normal course of operations. the company has completed an 
assessment and has determined that a contingent liability is not required in the financial statements.

relateD part y tranSactiOnS
during the six month period ended June 30, 2010 the company incurred costs totaling $1.6 million (June 30, 2009 - $nil) for 
services rendered by a company in which an officer and director of twin Butte is a director. these costs were incurred in the 
normal course of business and recorded at the exchange amount. as at June 30, 2010, the company had $0.5 million included 
in accounts payable and accrued liabilities related to these transactions.
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newly aDOpteD accOunting pOlicieS
on January 1, 2010, twin Butte adopted the following canadian Institute of chartered accountants (“cIca”) handbook 
sections:

a)  the cIca issued handbook Section 1582 Business combinations, which replaces Section 1581. this new standard aligns 
accounting for business combinations under canadian GaaP with IFrS and is effective for business combinations entered into 
on or after January 1, 2011. the new standard requires assets and liabilities acquired in a business combination, contingent 
consideration and certain acquired contingencies to be measured at their fair values as of the acquisition date. the adoption 
of this standard will impact the accounting for business combinations entered into after January 1, 2010.

 b)  consolidated Financial Statements, Section 1601, which together with Section 1602 below, and replace the former 
consolidated financial statements standard. Section 1601 establishes the requirements for the preparation of consolidated 
financial statements. the adoption of this standard has not impacted twin Butte’s financial statements.

 c)  non-controlling Interests, Section 1602. the standard establishes the accounting for a non-controlling interest in a sub-
sidiary in consolidated financial statements subsequent to a business combination. this standard requires a non-controlling 
interest in a subsidiary to be classified as a separate component of equity. In addition, net earnings and components of other 
comprehensive income are attributed to both the parent and non-controlling interest. the adoption of this standard has not 
impacted twin Butte’s financial statements.

Future accounting policy changes & Status of transition to international Financial reporting Standards (“iFrS”) 

on February 13, 2008, the canadian accounting Standards Board confirmed that publicly accountable enterprises will be 
required to adopt IFrS in place of canadian GaaP for interim and annual reporting purposes for fiscal years beginning on or 
after January 1, 2011. 

We will begin reporting our financial statements in accordance with the International Financial reporting Standards (IFrS) for 
the period beginning on January 1, 2011, including comparative results, pursuant to the decision made by the cIca.

throughout 2009 and the first half of 2010, the company has been evaluating and planning the implementation of a com-
prehensive enterprise wide project to manage the transition to IFrS with regular reporting to both senior management, the 
audit committee, and the board of directors. the project has focused on key impact areas including  financial reporting, 
internal controls, systems and processes, communication and training.  the project is being managed by an in-house team of 
accounting professionals who have engaged in IFrS education programs and continue to develop the company’s adoption 
to IFrS.  the company’s auditors will be involved throughout the process to ensure the company’s policies are in accordance 
with these new standards.

In July 2009, the International accounting Standards Board (“IaSB”) issued an amendment to IFrS 1 “First time adoption of 
International reporting Standards.” the amendment allows full cost accounting entities to elect, at the time of adoption, to 
measure exploration and evaluation assets at the amount determined under the entity’s previous GaaP. the amendment 
will also permit full cost accounting entities to measure, at the time of adoption, oil and gas assets in the development or 
production phases, by using the total value determined under the entity’s previous GaaP and allocating values at the unit 
of account level based on the company’s reserve volumes or reserve values as of the date of conversion. this exemption 
will relieve the company from retrospective application of IFrS for its oil and gas assets. the company currently anticipates 
that this exemption will be used, however, this will not be determined until the impact analysis and evaluation phase of the 
conversion project is complete.

during the project and related transition, we will monitor ongoing changes and adjust our transition plans accordingly. our 
transition status is currently on track with our implementation schedule.

aDDitiOnal inFOrmatiOn
additional information relating to twin Butte, including twin Butte’s financial statements can be found on Sedar at  
www.sedar.com or the company’s website at www.twinbutteenergy.com.
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Balance Sheets 

(unaudited)

as at 
June 30

2010
december 31

2009

aSSetS 

current assets

accounts receivable  $ 18,079,371  $ 20,758,953

deposits and prepaids expenses 2,675,304 3,181,862

Financial derivatives (note 8) 2,039,104 –

22,793,779 23,940,815

Future income taxes 2,139,365 2,402,381

Property and equipment (note 3) 275,184,496 282,520,568

  $ 300,117,640  $ 308,863,764

liaBilitieS anD SHareHOlDerS’ eQuit y

current liabilities

accounts payable and accrued liabilities  $ 21,824,560  $ 29,713,116

Bank indebtedness (note 4) 72,671,423 96,342,448

Financial derivatives (note 8) – 1,224,178

 94,495,983 127,279,742

other liabilities 594,763 795,871

asset retirement obligation (note 5) 15,500,049 14,855,867

 110,590,795 142,931,480

Shareholders’ equity 

Share capital (note 6) 210,020,377 188,005,760

Warrants (note 6) 912,408 912,408

contributed surplus (note 6) 4,426,532 4,184,787

deficit (25,832,472) (27,170,671)

189,526,845 165,932,284

  $ 300,117,640  $ 308,863,764

commitments and contingencies (note 9)

See accompanying notes to the unaudited interim financial statements.
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Statements of income (loss),  comprehensive income (loss) and Deficit

(unaudited) three months ended June 30, Six months ended June 30, 

 2010 2009 2010 2009

revenue

Petroleum and natural gas sales  $ 23,880,059  $ 8,359,283  $ 49,383,320  $ 17,755,636

royalties (5,147,244) (143,897) (10,401,649) (1,461,228)

realized gain on financial derivatives 1,509,403 410,833 1,774,849 2,296,675

unrealized gain (loss) on derivatives (note 8) (807,145) 294,533 3,263,281 (1,649,087)

19,435,073 8,920,752 44,019,801 16,941,996

expenSeS 

operating 8,469,543 3,571,616 15,913,262 7,107,533

transportation 839,218 605,842 1,815,275 1,307,787

General and administrative 1,588,307 1,342,995 3,092,747 2,381,131

Stock based compensation 166,646 254,606 241,745 1,225,124

Interest 1,084,608 414,360 1,949,030 783,982

depletion, depreciation and accretion 9,616,355 7,271,753 19,012,782 15,199,094

 21,764,677 13,461,172 42,024,841 28,004,651

Income (loss) before income taxes (2,329,604) (4,540,420) 1,994,960 (11,062,655)

Income taxes 

Future income tax expense (recovery) (590,800) (1,212,407) 656,761 (2,876,869)

 (590,800) (1,212,407) 656,761 (2,876,869)

net income (loss) and comprehensive income 
(loss)  $ (1,738,804)  $ (3,328,013)  $ 1,338,199  $ (8,185,786)

deficit, beginning of period  $ (24,093,668)  $ (19,340,150)  $ (27,170,671)  $ (14,482,377)

deficit, end of period  $ (25,832,472)  $ (22,668,163)  $ (25,832,472)  $ (22,668,163)

Basic & diluted income (loss) per share  $ (0.01)  $ (0.07)  $ 0.01  $ (0.17)

Weighted average common shares outstanding

Basic 128,153,310 47,128,425 124,880,689 47,128,425

diluted 128,153,310 47,128,425 126,137,313 47,128,425

See accompanying notes to the unaudited interim financial statements.
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Statements  of  cash Flows

(unaudited) three months ended June 30, Six months ended June 30, 

 2010 2009 2010 2009

Operating activitieS

net income (loss)  $ (1,738,804)  $ (3,328,013)  $ 1,338,199  $ (8,185,786)

Items not involving cash 

depletion, depreciation and accretion 9,616,355 7,271,753 19,012,782 15,199,094

Future tax expense (recovery) (590,800) (1,212,407) 656,761 (2,876,869)

unrealized (gain) loss on financial derivative 
(note 8) 807,145 (294,533) (3,263,281) 1,649,087

Stock based compensation (note 6) 166,646 254,606 241,745 1,225,124

8,260,542 2,691,406 17,986,206 7,010,650

expenditures on asset retirement obligations (102,850) (146,322) (104,963) (129,554)

changes in non-cash working capital (5,217,900) 888,916 (6,956,275) 2,783,438

 2,939,792 3,434,000 10,924,968 9,664,534

Financing activitieS

change in bank indebtedness 7,067,211 (8,037,545) (23,671,025) (4,411,420)

Issuance of share capital – – 23,000,000 –

Issuance of share capital on exercise of stock 
options 37,733 – 37,733 –

Share issue costs (10,628) (65,492) (1,416,861) (69,817)

 7,094,316 (8,103,037) (2,050,153) (4,481,237)

inveSting activitieS

expenditures on property and equipment (8,246,775) (792,943) (19,599,206) (6,205,287)

Proceeds on dispositions of property and 
equipment 2,938,259 9,814,800 8,656,827 9,814,800

change in non-cash working capital (4,725,592) (4,352,820) 2,067,564 (8,792,810)

 (10,034,108) 4,669,037 (8,874,815) (5,183,297)

decrease in cash and cash equivalents  $ –  $ –  $ –  $ –

cash and cash equivalents , beginning of period  $ –  $ –  $ –  $ –

cash and cash equivalents, end of period  $ –  $ –  $ –  $ –

cash interest paid  $ 844,608  $ 376,572  $ 1,709,030  $ 729,590

See note 11 for supplemental disclosure

See accompanying notes to the unaudited interim financial statements.
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notes  to  Financial  Statements  –  June 30,  2010 (unaudited) 

the interim financial statements of twin Butte energy Ltd. (“twin Butte” or the “company”) have been prepared by 
management in accordance with accounting principles generally accepted in canada. the interim financial statements 
have been prepared following the same accounting policies and methods of computation as the audited financial 
statements for the year ended december 31, 2009 except as noted below. the disclosures provided below are incre-
mental to those included in the audited annual financial statements. these interim financial statements should be read 
in conjunction with the financial statements and notes thereto in the company’s audited annual financial statements.

twin Butte is engaged in the acquisition of, exploration for, and development of petroleum and natural gas properties 
in Western canada.

nOte 1. SigniFicant accOunting pOlicieS

these financial statements have been prepared by management in accordance with accounting principles generally 
accepted in canada (“canadian GaaP”). as such, the precise determination of many assets, liabilities, revenues and 
expenses are dependent on future events, the preparation of financial statements for a period necessarily includes the 
use of estimates and approximations which have been made using careful judgment. actual results could differ from 
the estimates. these financial statements have, in management’s opinion, been properly prepared within reasonable 
limits of materiality and within the framework of the accounting policies summarized in the notes to the financial state-
ments for the year ended december 31, 2009.

newly adopted accounting policies and recent accounting pronouncements

on January 1, 2010, twin Butte adopted the following canadian Institute of chartered accountants (“cIca”) handbook 
sections:

i) the cIca issued handbook Section 1582 Business combinations, which replaces Section 1581. this new 
standard aligns accounting for business combinations under canadian GaaP with IFrS and is effective for busi-
ness combinations entered into on or after January 1, 2011. the new standard requires assets and liabilities ac-
quired in a business combination, contingent consideration and certain acquired contingencies to be measured 
at their fair values as of the acquisition date. the adoption of this standard will impact the accounting for business 
combinations entered into after January 1, 2010.

ii)  consolidated Financial Statements, Section 1601, which together with Section 1602 below, replaces the for-
mer consolidated financial statements standard. Section 1601 establishes the requirements for the preparation of 
consolidated financial statements. the adoption of this standard has not had an impact on twin Butte’s financial 
statements.

iii)  non-controlling Interests, Section 1602. the standard establishes the accounting for a non-controlling inter-
est in a subsidiary in consolidated financial statements subsequent to a business combination. this standard re-
quires a non-controlling interest in a subsidiary to be classified as a separate component of equity. In addition, net 
income (loss) and components of other comprehensive income (loss) are attributed to both the parent and non-
controlling interest. the adoption of this standard has not had an impact on twin Butte’s financial statements.

nOte 2. acQuiSitiOn expenDitureS

can-able energy inc.

on July 10, 2009, the company purchased all the issued and outstanding shares of can-able energy Inc., a private 
exploration and production company, for total consideration of $8.1 million, plus assumed bank debt and working 
capital. the value of the common Shares issued as consideration was determined based on the weighted average trad-
ing value of twin Butte’s common Shares during the five day period before and after the terms of the acquisition were 
agreed to and announced. the purchase was paid for through the issuance of 8.2 million common shares of twin Butte 
and was accounted for as a business combination using the purchase method of accounting as follows:
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net assets acquired

total

Petroleum and natural gas properties  $ 8,986,626

Future income tax asset 2,129,021

net working capital deficiency (2,548,323)

asset retirement obligation (476,624)

total net assets acquired  $ 8,090,700

the net working capital deficiency consists of the following:

total

accounts receivable  $ 126,805

deposits and prepaid expenses 153,083

accounts payable and accrued liabilities (330,754)

Bank indebtedness (2,497,457)

net working capital deficiency  $ (2,548,323)

consideration

total

common Shares  $ 8,006,113

transaction costs 84,587

total purchase price  $ 8,090,700

Buffalo resources corp.

on october 14, 2009, the company purchased all the issued and outstanding shares of Buffalo resources corp., a 
publicly traded exploration and production company, for total consideration of $51.5 million, plus assumed bank debt 
and working capital. In addition, 11,000,000 pre-existing Buffalo resources corp. warrants were retained and are con-
vertible to 7,700,000 shares at $2.14 per share which expire on may 9, 2011 (note 6). the value of the common Shares 
issued as consideration was determined based on the weighted average trading value of twin Butte’s common Shares 
during the five day period before and after the terms of the acquisition were agreed to and announced. the allocation 
of the purchase price is subject to further refinement as additional cost estimates and tax balances are finalized. the 
purchase was paid for through the issuance of 54.4 million common shares of twin Butte and was accounted for as a 
business combination using the purchase method of accounting as follows:

net assets acquired

total

Petroleum and natural gas properties  $ 132,767,511

Future income tax liability (4,447,751)

net working capital deficiency & other liabilities (68,992,513)

asset retirement obligation (7,781,200)

total net assets acquired  $ 51,546,047

the net working capital deficiency consists of the following:

total

accounts receivable  $ 2,750,523

deposits and prepaid expenses 1,316,771

accounts payable and accrued liabilities (5,785,540)

Bank indebtedness (66,478,396)

other liabilities (795,871)

net working capital deficiency  $ (68,992,513)
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consideration

total

common Shares  $ 49,654,153

Warrants 912,408

transaction costs 979,486

total purchase price  $ 51,546,047

nOte 3. prOpert y anD eQuipment

June 30,
2010

december 31,
2009

cost

accumulated 
net depletion

 & depreciation

net
Book

value

net
Book

Value

Petroleum and natural gas properties  $  379,621,131  $  104,469,175  $ 275,151,956  $  282,449,325

office and computer equipment 214,178 181,638 32,540 71,243

total  $  379,835,309  $  104,650,813  $  275,184,496  $  282,520,568

the company has capitalized $503,970 of general and administrative expenses directly related to exploration and de-
velopment activities for the three month period ended June 30, 2010 ($1,120,325 – december 31, 2009). 

the cost of undeveloped property excluded from the depletion base as at June 30, 2010 was $25,824,763 ($26,790,931 
– december 31, 2009). Future development costs on proved undeveloped reserves of $54,594,700 as at June 30, 2010 
are included in the calculation of depletion ($49,041,400 – december 31, 2009).

during the six  month period ended June 30, 2010, twin Butte completed the sale of a combination of non-core prop-
erties in alberta for net proceeds of $8.7 million.  the total net proceeds of $8.7 million from the sales were credited 
against the full cost pool of oil and natural gas properties included in property and equipment on the company’s bal-
ance sheet.  no gain or loss was recognized on these transactions.

nOte 4. Bank inDeBteDneSS

as at June 30, 2010, the company had a $120.0 million demand revolving credit facility with a syndicate of two ca-
nadian chartered banks. the credit facility provides that advances may be made by way of direct advances, bankers’ 
acceptances, or standby letters of credit/guarantees. Interest rates on the demand revolving operating credit facility 
fluctuate based on the revised pricing grid and range from bank prime plus 0.25% to bank prime plus 2.5%, depending 
upon the company’s prior quarter debt to cash flow ratio of between less than one times to greater than three times. a 
debt to cash flow ratio of less than one times has interest payable at the bank’s prime lending rate plus 0.25%. a debt 
to cash flow ratio greater than three times has interest payable at the bank’s prime lending rate plus 2.5%. the credit 
facility is secured by a demand debenture and a general security agreement covering all assets of the company.

the demand revolving credit facility contains standard commercial covenants for facilities of this nature. the only fi-
nancial covenant is a requirement for twin Butte to maintain a current ratio of not less than 1.0:1.0, and such ratio is to 
be tested at the end of each fiscal quarter. current ratio is defined as the ratio of (i) current assets, excluding financial 
derivatives, plus any undrawn availability under the credit facility to (ii) current liabilities, excluding financial deriva-
tives and the drawn portion of the credit facility. the company is in compliance with all of its credit facility covenants.

the facility is a borrowing base facility that is determined based on, among other things, the company’s current re-
serve report, results of operations, current and forecasted commodity prices and the current economic environment. 
the company’s credit facility was reviewed and approved in april 2010. the company’s next semi-annual credit facility 
review is scheduled for october 2010.
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nOte 5. aSSet retirement OBligatiOn

asset retirement obligations are based on the company’s net ownership in wells and facilities, and management’s 
estimate of future costs to abandon and reclaim those wells and facilities as well as an estimate of the future timing of 
the costs to be incurred.

the company has estimated the present value of its total asset retirement obligation to be $15,500,049 at June 30, 
2010, based on a total future liability of $32,384,000. Payments to settle asset retirement obligations occur over the 
operating lives of the underlying assets, estimated to be from 2 to 19 years with the majority of the costs to be incurred 
after 2018. a credit-adjusted risk free rate of eight percent and an inflation rate of two percent were used to calculate 
the present value of the asset retirement obligation.

changes to the asset retirement obligation are as follows:

 
Six months ended

June 30, 2010
Year ended

december 31, 2009

asset retirement obligation, beginning of period  $ 14,855,867  $ 9,158,775

Liabilities incurred 503,626 239,964

Liabilities settled (104,963) (537,013)

acquisitions – 8,257,824

disposition (457,473) (27,560)

revisions in estimated cash outflows 274,302 (2,915,432)

accretion of asset retirement obligation 428,690 679,309

asset retirement obligation, end of period  $ 15,500,049  $ 14,855,867

nOte 6. SHare capital

authorized

an unlimited number of voting common Shares and an unlimited number of Preferred Shares.

issued

 number of Shares amount

common Shares

Balance, december 31, 2009 109,714,335  $ 188,005,760

Shares issued pursuant to bought deal equity financing 18,400,000 23,000,000

Shares issued on exercise of stock options 70,000 37,733

Share issue costs net of tax – (1,023,116)

Balance, June 30, 2010 128,184,335  $ 210,020,377

issue of common Shares

on February 2, 2010 the company closed a bought deal equity financing of 18,400,000 common Shares at a price of 
$1.25 per share, for gross proceeds of $23,000,000 ($21,593,767 net of issue costs). during the six months ended June 
30, 2010, 70,000 options were exercised for proceeds of $37,733.  

warrants

the company has 11,000,000 outstanding warrants from the acquisition of Buffalo resources corp. (note 2) that are 
convertible to 7,700,000 common Shares at a price of $2.14. the warrants expire on may 9, 2011.
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the fair value of each warrant was estimated at the date of the acquisition using the Black-Scholes option pricing 
model with assumptions and resulting values for each warrant as follows:

expected volatility 70%

risk free rate of return 2.0%

expected warrant life 1.7 years

dividend yield rate 0.0%

Weighted average fair value of each warrant $0.12

Stock Options

the company has a stock option plan under which options to purchase common Shares may be granted to officers, 
directors, employees and consultants.  the Board has approved a policy of reserving up to 10% of the outstanding 
common Shares for issuance to eligible participants.  the reserved amount is 12,818,434 (10,971,433 - december 31, 
2009). as at June 30, 2010 there were 6,507,500 (4,020,000 – december 31, 2009) common Shares reserved for issuance 
under the plan.  all options awarded have a maximum term of five years and vest in equal one-third increments on 
each anniversary of the grant.

the following table sets forth a reconciliation of stock option plan activity through to June 30, 2010:

number 
of options

Weighted average
exercise Price

outstanding at december 31, 2009 4,020,000  $ 0.94

Granted 3,360,500 1.32

exercised (70,000) 0.54

Forfeited (803,000) 1.19

Outstanding at June 30, 2010 6,507,500  $ 1.12

there were 812,333 options exercisable as at June 30, 2010 (411,667 – december 31, 2009) at an average exercise price 
of $0.90 per share ($1.24 – december 31, 2009). 

options outstanding

 June 30, 2010 december 31, 2009

 
exercise Price

number of 
Options 

Outstanding

weighted 
average 
exercise 

price $

weighted 
average 

years 
to expiry

number of 
options 

outstanding

Weighted 
average 
exercise 

Price $

Weighted 
average 

Years 
to expiry

$0.42 – 0.91 1,275,000 0.68 3.82 1,630,000 0.66 4.31

$0.93 – 1.24 2,042,000 1.02 3.86 2,217,000 1.01 4.39

$1.31 – 1.51 3,140,500 1.34 4.81    

$2.45 – 3.65 50,000 2.45 2.68 173,000 2.67 3.25

 6,507,500 1.12 4.3 4,020,000 0.94 4.31

Stock Based compensation

the company accounts for its stock based compensation plan using the fair value method. under this method, a com-
pensation cost is charged over the vesting period for options granted to employees, consultants, officers, and directors 
with a corresponding increase to contributed surplus.
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the following table reconciles the company’s contributed surplus balance.

 
Six months ended 

June 30, 2010
Year ended 

december 31, 2009

contributed surplus balance, beginning of period  $ 4,184,787  $ 2,747,850

Stock based compensation for stock options granted 337,650 379,498

Stock based compensation for stock options cancelled – 1,218,307

Stock based compensation for stock options forfeited (95,905) (160,868)

Stock based compensation for stock options exercised – –

contributed surplus balance, end of period  $ 4,426,532  $ 4,184,787

the fair value of each option granted is estimated on the date of grant using the Black-Scholes option pricing model 
with assumptions and resulting values for grants as follows:

Options
granted in

Six months ended
June 30 ,2010

options
Granted in 

Year
2009

expected volatility 70% 70%

risk free rate of return 2.0% 2.0%

expected stock option life 3 years 3 years

dividend yield rate 0.0% 0.0%

Weighted average fair value of stock option grants $0.60 $0.30

income (loss) per Share

the following table sets forth the details of the denominator used for the computation of basic and diluted income 
(loss) per share:

 three months ended June 30 Six months ended June 30

 2010 2009 2010 2009

Weighted average number of basic shares 128,153,310 47,128,425 124,880,689 47,128,425

effect of dilutive securities:

employee stock options – – 1,256,624 –

 128,153,310 47,128,425 126,137,313 47,128,425

all of the issued stock options were excluded from the calculation of diluted weighted average shares outstanding for 
the three months ended June 30, 2010 and June 30, 2009, and six months ended June 30, 2009, as to include them 
would be anti-dilutive. For the six months ended June 30, 2010 the fully diluted shares would increase by 1,256,624 
based on the closing price $1.32 on June 30, 2010.  

nOte 7. relateD part y tranSactiOnS

during the three month period ended June 30, 2010, the company incurred costs totaling $1.2 million ($37 thousand 
– december 31, 2009) for oilfield services rendered by a company in which an officer and director of twin Butte is a 
director. these costs were incurred in the normal course of business and recorded at the exchange amount. as at June 
30, 2010, the company had $0.5 million (nil – december 31, 2009) included in accounts payable and accrued liabilities 
related to these transactions.

nOte 8. Financial inStrumentS anD riSk management

Financial assets and liabilities are comprised of cash and cash equivalents, accounts receivable, accounts payable and 
accrued liabilities, other liabilities, bank indebtedness and risk management assets and liabilities. risk management 
assets and liabilities arise from the use of derivative financial instruments. Fair values of financial assets and liabilities 
and summarized information related to risk management positions are presented as follows:
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Fair value of Financial assets and liabilities

the fair values of cash and cash equivalents, accounts receivable, accounts payable and accrued liabilities, and other 
liabilities approximate their carrying amount due to the short-term maturity of those instruments. the fair value of the 
bank indebtedness approximates its carrying value as it is based on a floating interest rate.

risk management assets and liabilities are recorded at their estimated fair value based on the mark-to-market method 
of accounting, using quoted market prices or, in their absence, third-party market indications and forecasts. the fair 
value of financial assets and liabilities were as follows:

as at June 30, 2010 as at december 31, 2009

$ 000’s
carrying 
amount

estimated 
Fair value

carrying 
amount

estimated 
Fair Value

Financial assets

risk management assets  $ 2,039  $ 2,039  $ –  $ –

accounts receivable 18,079 18,079 20,759 20,759

Financial Liabilities

risk management liabilities  $ –  $ –  $ 1,224  $ 1,224

accounts payable and accrued 
liabilities 21,825 21,825 29,713 29,713

Bank indebtedness 72,671 72,671 96,342 96,342

other liabilities 595 595 796 796

risk management assets and liabilities

Net Risk Management Position

$ 000’s June 30, 2010 december 31, 2009

risk management

current asset  $ 2,039  $ –

current liability – (1,224)

net risk management asset (Liability)  $ 2,039  $ (1,224)

Summary of Unrealized Risk Management Positions

as at June 30, 2010 as at december 31, 2009

$ 000’s asset liability net asset Liability net

commodity Prices

natural gas  $ 1,939  $ –  $ 1,939  $ –  $ (231)  $ (231)

crude oil 160 – 160 – (850) (850)

Interest rate

Interest rate – (60) (60) – (143) (143)

total Fair Value  $ 2,099  $ (60)  $ 2,039  $ –  $ (1,224)  $ (1,224)

the net fair value methodologies used to calculate the unrealized risk management positions is the value using quoted 
prices in the market.
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net Fair value of commodity price positions at June 30, 2010

Crude Oil Sales Price Derivatives

daily barrel (“bbl”) 
quantity remaining term of contract

Fixed price
per bbl (cad)

Fixed price  
per bbl (WtI)

Fair market value
$ 000’s

100 July 1 to december 31, 2010 uS $75.00  $ (38)

200 July 1 to december 31, 2010 uS $77.00  $ 2 

100 July 1 to december 31, 2010 uS $78.00  $ 21 

200 July 1 to december 31, 2010 cad $86.75  $ 175 

crude oil fair value position  $ 160

as at June 30, 2010 the marked-to-market value of the company’s crude oil sales price derivative was an asset of uSd 
$0.2 million, or a canadian dollar equivalent of $0.2 million. 

Natural Gas Sales Price Derivatives

daily
giga-joule 
(“GJ”)
quantity remaining term of contract

Fixed price
per GJ
(aeco 

monthly)

Fixed call
price per
GJ (aeco 
monthly)

Fixed price
per GJ
(aeco
daily)

Fair
market 

value
$ 000’s

1,000 July 1 to december 31, 2010 $7.20   ($1)

2,000 July 1 to december 31, 2010 $5.60  $ 588

2,000 July 1 to october 31, 2010 $5.65  $ 464

3,000 July 1 to december 31, 2010 $5.90  $ 1,019

3,000 January 1, 2011 to december 31, 2011 $7.00    ($131)

natural gas fair value position  $ 1,939

as at June 30, 2010 the marked-to-market value of the company’s natural gas sales price derivative contracts was an 
asset of approximately $1.9 million. 

Fixed/Floating interest rate Derivatives

In January 2009, the company entered into two interest rate swap transactions with the company’s bank. the com-
pany has entered into interest rate swap transactions for $20.0 million at a fixed rate of 1.18% plus applicable bankers’ 
acceptance stamping fees ranging from 1.75% to 4.00% for the period of January 30, 2009 to January 30, 2010, and 
$20.0 million at a fixed rate of 1.45% plus applicable bankers’ acceptance stamping fees ranging from 1.75% to 4.00% 
for the period of January 30, 2009 to January 30, 2011.

as at June 30, 2010 the marked-to-market value of the company’s fixed/floating interest rate derivative contract was 
a liability of $0.1 million. 

reconciliation of unrealized risk management positions from January 1 to June 30

2010

$ 000’s Fair market Value
total unrealized

Gain (Loss)

Fair value of contracts, beginning of period  $ (1,224)  $ –

change in fair value of contracts in place at beginning of period 1,488 1,488

Fair value of contracts realized during the period 1,775 1,775

Fair value of contracts, end of period  $ 2,039  $ 3,263

nOte 9. cOmmitmentS anD cOntingencieS

the company is involved in legal claims associated with the normal course of operations. the company has completed 
an assessment and has not recorded a contingent liability.
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nOte 10. SuBSeQuent eventS

crude Oil Sales price Derivative contract

Subsequent to June 30, 2010 the company entered into the following crude oil sale price derivative:

daily barrel (bbl) quantity term of contract Fixed Price per bbl (WtI) cdn

200 January 1, 2011 to december 31, 2011  $88.00
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