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H I G H L I G H T S
Twin Butte Energy Ltd. (“Twin Butte” or the “Company”) (TSX: TBE) is pleased to announce its financial and operational results 
for the three months ended March 31, 2011.

Three months ended March 31
2011 2010 % Change

FINANCIAL ($ thousands, except per share amounts)

Petroleum and natural gas sales 31,728 25,503 24%
Funds flow (1) 12,789 9,724 32%

Per share basic & diluted 0.10 0.08 25%
Net (loss)/income (2,262) 3,077 (157)%

Per share basic & diluted (0.02) 0.03 (167)%
Capital expenditures 17,347 11,352 53%
Capital dispositions (11,500) (5,719) 101%
Corporate acquisitions – –
Net debt (2) 80,677 77,212 (16)%

OPERATING
Average daily production

Crude oil (bbl per day) 4,016 2,075 94%
Natural gas (Mcf per day) 19,924 22,670 -12%
Natural gas liquids (bbl per day) 271 287 -6%
Barrels of oil equivalent (boe per day, 6:1) 7,608 6,140 24%

Average sales price
Crude oil ($ per bbl) 62.41 68.58 -9%
Natural gas ($ per Mcf) 4.05 5.33 -24%
Natural gas liquids ($ per bbl) 77.88 70.11 11%
Barrels of oil equivalent ($ per boe, 6:1) 46.34 46.14 0%

Operating netback ($ per boe) (3)

Petroleum and natural gas sales 46.34 46.14 0%
Realized gain on financial derivatives 1.20 0.48 150%
Royalties (8.73) (9.51) -8%
Operating expenses (14.73) (13.47) 9%
Transportation expenses (1.87) (1.77) 6%
Operating netback 22.21 21.87 2%

Wells drilled 
Gross 37.0 25.0 98%
Net 27.5 14.5 190%
Success (%) 96 100 -4%

COMMON SHARES
Shares outstanding, end of period 132,022,950 128,114,335 3%
Weighted average shares outstanding – diluted 130,555,111 122,800,508 6%

(1)  Funds flow from operations and funds flow from operations netback are non-IFRS measures that represent the total and the average per boe, respectively, 
of cash provided by operating activities, before adjusting for changes in non-cash working capital items. 

(2)  Net debt is a non-IFRS measure representing the total of bank indebtedness and accounts payables, less accounts receivables, less deposits and prepaids. 

(3)   Operating netback is a non-IFRS measure calculated as the average per boe of the Company’s oil and gas sales, less royalties, operating and transportation 
expenses. 
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R e p o R t  t o  s H a R e H o l d e R s

cOrpOrate
the operational momentum twin Butte established in 2010 continued in the first quarter of 2011. an active capital program of 
$17.3 million saw 37 gross (27.5 net) wells drilled with a 96 percent success rate. corporate production grew to 7,608 boe per day 
(net of dispositions of 175 boe per day),  a 6 percent increase from the fourth quarter of 2010 and liquid weighting increased to 
a record 56 percent. the company’s ongoing noncore asset disposition program netted $11.5 million on sales of 175 boe per 
day which when combined with record cash flows and approximately $7.9 million of warrant proceeds maintained a strong 
balance sheet with net debt at march 31 of $80.7 million. subsequent to the first quarter an additional $6.7 million of proceeds 
have been received from the remaining company warrants that were exercised before the may 9th expiry. the company’s 
credit facility was recently renewed at $128 million providing continued financial flexibility for future opportunities. 

the team at twin Butte has successfully transitioned the company to a liquid weighted producer with a multiyear, low risk oil 
drilling inventory, ensuring reserve and production growth for years. Liquid production continues to grow and liquid weight-
ing is now anticipated to be close to 70 percent by the end of the year.  

OperatiOnS
the company’s continued drilling success during the first quarter of 2011 demonstrates the depth and repeatability of the 
company’s drilling inventory. twin Butte is in an enviable position in that it has a current inventory of over 400 net oil drilling 
locations allowing prioritized capital spending to maximize return and minimize payout times. already in the second quarter 
an additional 24 gross (13.5 net) wells have been drilled at 100 percent success.  although all wells from the first quarter 
program are on-stream, spring breakup conditions have prevented approximately half the second quarter wells from being 
completed and put on-stream.

at Frog Lake in the eastern Plains of alberta the company drilled 35 gross (25.5 net) wells in the first quarter at a 100 percent 
success rate including the company’s first horizontal heavy oil well. Production from Frog Lake continues to increase recently 
hitting record production levels of 3,800 boe per day. Post spring breakup, once cased wells are completed, it is anticipated 
that production will exceed 4,000 boe per day. the company anticipates this profitable growth to continue for a number of 
years based on our current sizable drilling inventory of over 320 net locations in this area. in 2011 we anticipate drilling over 
140 (92 net) wells in our heavy oil area at and in close proximity to Frog Lake. our first horizontal well at Frog Lake which has 
been on production for approximately one month is showing promising results. We anticipate drilling an additional 2 to 3 
horizontal wells at Frog Lake over the remainder of 2011 as well as at least 3 horizontal Lloydminster heavy oil wells in a new 
area south of Frog Lake. With current light to heavy oil differentials considerably narrowed from the first quarter, netbacks 
exceeding $40 per bbl, recycle ratios greater than 4 times and payouts of less than 10 months are anticipated. With over 900 
million barrels of oil in place and a low recovery factor to date of less than two percent, significant recoverable reserve upside 
potential remains at Frog Lake. twin Butte has completed preliminary modeling of thermal applications at Frog Lake with 
results positive enough to warrant additional data acquisition, modeling and costing which will hopefully lead to regulatory 
work to approve a pilot project for 2012. 

at Princess, in south eastern alberta, the company executed an agreement with a senior oil and gas producer whereby twin 
Butte can earn up to 30 sections of land prospective for Pekisko oil. the lands are directly adjacent to twin Butte’s current 
Princess operations where twin Butte drilled its first Pekisko horizontal oil well in the third quarter of 2010. the well is currently 
producing in excess of 200 bbls of oil per day after being on-stream for nearly seven months. in the first quarter the company 
drilled the first of three commitment wells on the farm in as well as an offset to our 2010 discovery. the offset well encountered 
oil but too high a water cut to currently produce the well economically.  testing operations on the first earning well were not 
definitive and will continue post spring breakup. the second commitment well under the farm in agreement is anticipated to 
be drilled in June.

at Bruce, the site of our successful 2010 Lloydminster light oil horizontal program an application has been submitted for 
approval of a waterflood scheme which is anticipated to commence by the fourth quarter. the waterflood is anticipated to 
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maximize ultimate reserve recovery and stabilize current production declines. a horizontal well on an analogous play will be 
drilled in the third quarter.

twin Butte has recently closed a small acquisition ($2.3 million) of a medium gravity sparky oil pool with multi-well develop-
ment potential. Plans are to commence infill and delineation drilling on the pool in the third quarter. in the same area the 
company anticipates drilling a minimum of two Viking horizontal oil wells in the third quarter. Based on success of the first 
wells the play could develop into a late year multi-well development. We anticipate reporting more on this new oil growth 
area later this year.

OutlOOk
the company’s organic exploration and development program continues to demonstrate potential for continued growth in 
production and reserves in 2011 and beyond. With over 400 net oil drilling locations twin Butte believes it can continue the 
profitable growth in the company’s asset value through the drill bit. twin Butte has positioned itself in scalable and repeat-
able play types in core areas that can make a meaningful difference to future corporate growth. 

twin Butte is a value oriented emerging intermediate producer with a significant and growing scalable and repeatable 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 2011 capital plan is highly focused to two core areas in alberta 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 c.e.o.

may 25, 2011
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reader adviSOry
this mD&a contains non-iFrs financial measures and forward-looking statements and readers are cautioned that the mD&a 
should be read in conjunction with the company’s disclosure under “Non-iFrs Financial measures” and “Forward-Looking 
statements”. 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.twinbutteenergy.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.
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M a n ag e M e n t ’s  d i s c u s s i o n  a n d  a n a lys i s

Dated as of may 25, 2011

intrOductiOn 
the following management Discussion and analysis (“mD&a”) is management’s assessment of twin Butte energy Ltd’s. fi-
nancial and operating results and should be read in conjunction with the message to shareholders and the interim financial 
statements of the company for the three months ended march 31, 2011 and 2010 and the audited financial statements and 
mD&a for the year ended December 31, 2010. the reader is cautioned that the aforementioned audited financial statements 
and mD&a for the year ended December 31, 2010 are presented using canadian generally accepted accounting principles 
(“canadian GaaP”) accounting standards whereas the financial statements for the three months ended march 31, 2011 and the 
2010 comparatives have been prepared in accordance with international Financial reporting standards (“iFrs”). all references 
to “Previous  GaaP” refer to canadian GaaP before the adoption of iFrs. this mD&a is presented in canadian dollars (except 
where otherwise noted). additional information relating to the company, including the company’s annual information Form 
can be found on www.sedar.com. 

the company’s principal activity is the acquisition of, exploration for and the development and production of petroleum and 
natural gas properties in Western canada.  

transition to international Financial reporting Standards
the financial statements, mD&a and comparative information have been prepared in canadian dollars unless otherwise 
indicated and in accordance with international Financial reporting standards (“iFrs”) representing generally accepted ac-
counting principles (“GaaP”) for publicly accountable enterprises in canada. the transition date to iFrs was January 1, 2010 
and comparative figures for 2010 and twin Butte’s financial position as at January 1, 2010 have been restated to iFrs from 
the previous canadian generally accepted accounting principles (“Previous GaaP”). reconciliations to iFrs from Previous 
GaaP financial statements including the impact of the transition on the company’s reported financial position and financial 
performance, including the nature and effect of significant changes in accounting policies from those used in the company’s 
financial statements for the year ended December 31, 2010, are summarized in note 18 to the unaudited financial statements.

non-iFrS measures – certain measures in this document do not have any standardized meaning as prescribed by non iFrs 
such as operating netback, funds flow, funds flow from operations, funds flow per share, net debt and capitalization and, 
therefore, are considered non-iFrs 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 Previous  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.  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 document in order to provide shareholders and potential investors with additional informa-
tion 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.

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

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.
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FOrWard -lOOking StatementS 
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 results 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 information can be identified by 
terms such as “may”, “will”, “should”, “expect”, “plan”, “anticipate”, “believe”, “intend”, “estimate”, “predict”, “potential”, “con-
tinue” 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.

all statements, other than statements of historical fact, which address activities, events, or developments that twin Butte 
expects or anticipates will or may occur in the future, are forward-looking statements within the meaning of applicable securi-
ties laws. these statements are subject to certain risks and uncertainties, and may be based on estimates or assumptions that 
could cause actual results to differ materially from those anticipated or implied. 

Further, the forward-looking statements contained in this mD&a are made as of the date hereof, and the company does not 
undertake any obligation to update publicly or to revise any of the included forward-looking statements, as a result of new 
information, future events or otherwise, except as may be required by applicable securities laws. the company’s forward-
looking statements are expressly qualified in their entirety by this cautionary statement. certain risk factors associated with 
these forward-looking statements include, but are not limited to, the following: 

> Fluctuations in natural gas, condensate, NGL’s, and crude oil production levels; 

>  twin Butte’s inability to successfully market its natural gas, condensate, NGL’s, and crude oil; 

>  Lower than expected market prices for natural gas, condensate, NGL’s, and crude oil; 

>  adverse changes in foreign currency exchange rates and/or interest rates; 

>  uncertainties associated with estimating reserves; 

>  competition for capital, asset acquisitions, undeveloped lands, and skilled personnel; 

>  operational hazards characteristic of the oil and gas industry such as: geological and drilling problems; and well produc-
tion, pipeline, and mechanical difficulties; 

>  Lower than envisaged success in the finding and development of reserves and/or higher than expected costs; 

>  adverse changes in general economic conditions in Western canada, canada more generally, North america or globally; 

>  adverse weather conditions; 

>  the inability of twin Butte to obtain financing on favorable terms, or at all; 

>  adverse impacts from the actions of competitors; 

>   adverse impacts of actions taken and/or policies established by governments or regulatory authorities including changes 
to tax laws, incentive programs, royalty calculations, and environmental laws and regulations; and 
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>   reliance on natural gas and NGL processing, pipeline, and storage infrastructure not operated by twin Butte, the avail-
ability of which is essential to twin Butte’s sales and marketing activities. 

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.

petrOleum and natural gaS SaleS
twin Butte realized the following production volumes, commodity prices and sales:

three months ended march 31

2011 2010

average twin Butte realized commodity prices (1)

heavy oil ($ per bbl) 58.97 64.48

Light & medium oil ($ per bbl) 76.56 77.21

Natural gas ($ per mcf) 4.05 5.33

Natural gas liquids ($ per bbl) 77.88 70.11

Barrels of oil equivalent ($ per boe, 6:1) 46.34 46.14

(1)  the average selling prices reported are before realized derivative instrument gains/losses and 
transportation charges.

Benchmark pricing

Wti crude oil (us$ per bbl) 94.25 78.71

Wti crude oil (cdn$ per bbl) 88.54 81.86

aeco natural gas (cdn$ per mcf) (2) 3.79 4.95

exchange rate – (us$/ cdn$) 1.01 0.96

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

Sales

$000’s

heavy oil 17,148 8,159

Light & medium oil 5,410 4,649

Natural gas 7,270 10,882

Natural gas liquids 1,900 1,813

total petroleum and natural gas sales 31,728 25,503

average daily production

heavy oil (bbl/day) 3,231 1,406

Light & medium oil (bbl/day) 785 669

Natural gas liquids (bbl/day) 271 287

Natural gas (mcf/day) 19,924 22,670

total (boe/d) 7,608 6,140

% oil and gas liquids 56% 38%

sales for the three months ended march 31, 2011 were $31.7 million, as compared to $25.5 million for the three months ended 
march 31, 2010 representing an increase of $6.2 million or 24%.  this increase in revenue is attributed primarily to a year over 
year increase in production of 24%. Production grew from 6,140 boe/d in the three months ended march 31, 2010 to 7,608 
boe/d for the three months ended march 31, 2011. the increase in production came mainly from internal growth in our Frog 
Lake area and the asset acquisition of additional Frog Lake properties in Q4 2010. the average realized commodity price 
before derivative instruments remained flat during the quarter at $46.34 per boe in 2011 from $46.14 in the first three months 
of 2010.  
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the company’s weighting to oil and liquids for the first quarter of 2011 was 56% compared to a weighting of 38% for the 
first quarter of 2010.  the weighting has changed mainly due to the company’s drilling program which has increased the 
percentage of oil production in the company and has been one of the major factors in seeing total sales per boe stay relatively 
flat despite lower gas & oil pricing from the comparative periods. We anticipate the oil/gas weighting ratio will continue to 
increase through the year. 

rOyaltieS

three months ended march 31

($ 000’s) 2011 2010

royalty Breakdown

heavy oil 3,947 2,145

Light & medium oil 1,347 821

Natural Gas 139 1,509

NGL’s 548 779

total royalties 5,981 5,254

% of revenue 19% 21%

per Boe  $ 8.73  $ 9.51

royalties for the three months ended march 31, 2011 were $6.0 million, as compared to $5.3 million for the three months 
ended march 31, 2010.  royalties on an absolute basis increased as a result of increased production volumes and sales as a 
result of our drilling success and strategic acquisitions. Liquids production comprised 56% of volumes for the first quarter 2011 
as compared to 38% in 2010. as a percentage of sales, the average royalty rate for the first quarter of 2011 was 19% compared 
to 21% for the comparative period of 2010. the rate has decreased as the company’s gas royalties have been reduced signifi-
cantly. oil and liquids royalty rates were approximately 24% for the first quarter of 2011 while gas royalties were approximately 
2%, (which also includes prior period corrections) as a result of the lower realized pricing. 

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

>  the current maximum 5.0% 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 effective January 1, 2011;

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

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

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.

on march 23, 2011 the above modification’s were approved by the alberta Government with a may 1, 2010 effective date for 
the New Well royalty regulation.

Operating & tranSpOrtatiOn expenSeS
operating expenses were $10.1 million or $14.73 per boe for the quarter ended march 31, 2011 as compared to $7.4 million or 
$13.47 per boe for the three months ended march 31, 2010. the increase on an absolute dollar basis is mainly attributable to 
the production from our drilling program. the company has been implementing various initiatives, mainly at Frog Lake area, 
to reduce operating costs and we anticipate starting to see results, which should result in further efficiencies over the next 
6-9 months.
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the operating costs will be reduced in the following manner. in the Frog Lake area, the company has commissioned for 
operations in april a salt water disposal well that was drilled in late 2010, in order to save on 3rd party disposal fees. the 
company, as part of an ongoing fuel gas system installation, has tied in all wells drilled to the end of 2010 at Frog Lake to use 
fuel gas produced from the field, replacing propane. Finally, specific chemicals are being added to break up emulsion for lower 
processing and trucking charges.

Operating & transportation expense three months ended march 31, 

(000’s except per boe amounts) 2011 $ per boe 2010 $ per boe

operating expenses 10,089 14.73 7,444 13.47

transportation 1,278 1.87 976 1.77

total 11,367 16.60 8,420 15.24

transportation expenses for the three months ended march 31, 2011 were $1.3 million or $1.87 per boe compared to $1.0 
million or $1.77 per boe in the prior year comparative quarter. the increase on an absolute basis is mainly attributable to the 
production growth from our drilling program, while on a boe basis the cost has increased slightly mainly due to the heavier 
oil weighting. 

on a combined basis for the quarter we have higher operating and transportation costs of $16.60 per boe as compared to 
$15.24 per boe for the comparable period of 2010. this increase of 9% is due to higher fuel and operating costs from the cold 
weather in the first quarter and inflationary pressures in the oil and gas sector.

general and adminiStrative (“g&a”) expenSeS

three months ended march 31

$ 000’s 2011 2010

G&a expenses 2,735 2,371

recoveries (527) (415)

capitalized G&a expenses (613) (452)

total net G&a expenses 1,595 1,504

total net G&a expenses ($/boe)  $ 2.33  $ 2.72

General and administrative expenses, net of recoveries and capitalized G&a, were $1.6 million or $2.33 per boe for the current 
quarter as compared to $1.5 million or $2.72 per boe in the prior year comparative quarter. 

While total G&a costs have increased for the quarter comparatives due to the additional staff and costs of running the larger 
operation, on a per barrel basis we have seen a decline of 14% from $2.72 to $2.33 per boe. We anticipate G&a on a Boe basis 
to average between $2.00 and $2.25 per boe for the balance of the year as production increases up.

Share-BaSed payment expenSe

share-based Payments three months ended march 31, 

(000’s except per boe amounts) 2011 $ per boe 2010 $ per boe

total 193 0.28 69 0.14

During the three month period ended march 31, 2011, the company expensed $0.2 million in stock based compensation as 
compared to $0.1 million in the three month period ended march 31, 2010.  

the company granted 345,000 stock options in the first quarter of 2011 as compared to 85,000 stock option grants in the first 
quarter of 2010. total options forfeited were 352,083 in the quarter vs. 223,000 last year.
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Finance expenSe

Finance expenses three months ended march 31, 

(000’s except per boe amounts) 2011 $ per boe 2010 $ per boe

accretion on decommissioning provision 264 0.38 236 0.43

interest and bank charges 750 1.09 864 1.56

total 1,014 1.47 1,100 1.99

For the three months ended march 31, 2011, interest and bank charges were $0.7 million as compared to $0.9 million in the 
three month period ended march 31, 2010. Lower interest costs in the 2011 period compared to the 2010 period are due 
primarily to lower interest rates.

the company’s current interest charge on bank borrowings is bank prime of 3.0% plus a margin of 1.00% for a total effective 
rate of 4.00%. this compares to last year’s effective rate of 4.75% 

derivative activitieS 
During 2010 and 2011, the company has entered into fixed price swap 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 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 derivative instruments 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 derivative instruments 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 $0.8 million ($1.20 per boe) for the three 
month period ended march 31, 2011 as compared to a $0.3 million ($0.48 per boe) realized gain for the prior year comparative 
period.  the realized gain on financial derivatives for the three month period ended march 31, 2010 amounted to a gain of $0.4 
million for natural gas sales price derivatives, and a loss of $0.1 million for crude oil sales price derivatives. 

as at march 31, 2011, the company has recognized a net unrealized financial derivatives liability in the amount of $11.8 million.  
the company has recognized an unrealized loss on financial derivatives in the amount of $9.1 million for the three month 
period ended march 31, 2011 as compared to a $4.1 million unrealized gain for the prior year comparative period.  

Financial derivatives three months ended march 31, 

(000’s except per boe amounts) 2011 $ per boe 2010 $ per boe

realized gain (loss)  821  1.20  265  0.48 

unrealized gain (loss)  (9,090)  (13.28)  4,069  7.37 

Gain (loss) on derivatives  (8,269)  (12.08)  4,334  7.85

the company has been able to utilize twin Butte’s oil production to enhance our natural gas price for 2011 year through the 
use of an enhanced swap, where we sold forward calls on oil production for 2011 and 2012 at prices above our budgeted pric-
ing, and use this value to enhance the swap price we have and will receive on natural gas sales through 2011 to well above the 
strip price. this increased gas price provides additional certainty to cash flow which is then recycled into an increased capital 
program. 
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the following is a summary of derivatives in effect as at march 31, 2011 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 
($cDN)

Fixed call price
per bbl Wti 

($us)
Fixed price

per bbl (Wti)
Fair market 

value $ 000’s

200 april 1 to December 31, 2011 88.00 (933)

200 april 1 to December 31, 2011 89.40 (857)

300 april 1 to December 31, 2011 92.04 (1,069)

300 april 1 to December 31, 2011 95.05 (822)

300 april 1 to December 31, 2011 98.05 (577)

300 January 1 to December 31, 2012 100.45 (437)

1000 april 1 to December 31, 2011 95.00 (4,216)

1000 January 1 to December 31, 2012 100.00 (5,726)

crude oil fair value position (14,637)

as at march 31, 2011 the marked-to-market value of the company’s crude oil sales price derivative was a liability of $14.6 
million. subsequent to the first quarter the company has entered into an additional fixed price swap on 500 bbl for calendar 
2012 at $us 106.81/bbl.

natural gas Sales price derivatives

Daily giga-joule (“GJ”)
quantity

remaining term 
of contract

Fixed price per 
per GJ

(aeco monthly)

Fixed price
per GJ

(aeco) Daily

Fixed call price 
per GJ

(aeco monthly)

Fair market 
value

$ 000’s

1,500 april 1 to october 31, 2011 $5.90 $716 

3,000 april 1 to December 31, 2011 $7.00 ($2)

4,500 april 1 to october 31, 2011 $5.90 $2,147 

Natural gas fair value position $2,861 

as at march 31, 2011 the marked-to-market value of the company’s natural gas sales price derivative contracts was an asset of 
approximately $2.9 million. 

gain/loss on dispositions
the company disposed of two small properties for net cash proceeds of $11.5 million producing a gain of $2.6 million. this 
compares to last year’s dispositions proceeds $5.6 million and a loss of $0.7 million on those dispositions.

depletiOn & depreciatiOn 
For the three month period ended march 31, 2011, depletion and depreciation of capital assets was $8.8 million or $12.78 per 
boe compared to $7.2 million or $13.09 per boe for the three month period ended march 31, 2010.  Depletion for the three 
months ended march 31, 2011 compared to the prior year comparative period has increased as a result of a higher production. 
it has  however, decreased slightly on a per boe basis.    

incOme taxeS
Deferred tax recovery amounted to $0.7 million for the three month period ended march 31, 2011 compared to a deferred 
tax expense in the amount of $1.6 million for the three month period ended march 31, 2010. this was mainly due to the large 
unrealized derivative instrument losses booked in the first quarter. 

the company has existing tax losses and pools of approximately $317 million. 
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FundS FlOW FrOm OperatiOnS, and net incOme (lOSS) and cOmprehenSive incOme (lOSS)
Funds flow from operations for the three month period ended march 31, 2011 was $12.8 million, an increase of 31% from first 
quarter 2010 funds flow of $9.7 million.  this represents $0.10 per diluted share compared to $0.08 per diluted share same 
quarter last year and $0.10 in the fourth quarter 2010.  the increase in funds flow is due primarily to the 24% increase in pro-
duction to 7,608 boe/d from 6,140 boe/d, along with a slight improvement in average commodity pricing.  

Despite higher revenues the company posted a net loss and comprehensive loss of $2.3 million for the three month period 
ended march 31, 2011, equating to a basic and diluted net loss per share of $0.02, compared to a net income and comprehen-
sive income of $4.0 million for the three month period ended march 31, 2010, equating to a basic and diluted net income per 
share of $0.03. 

Funds flow from operations calculation
($000’s)

three months ended
march 31, 2011

three months ended
march 31, 2010

cash flow from operating activities  20,756  7,985 

Less: change in non-cash working capital  (7,967)  1,739 

Funds flow from operations  12,789  9,724

the net loss and comprehensive loss of $2.3 million for the three month period ended march 31, 2011 includes non-cash items 
including depletion and depreciation of $8.8 million, deferred tax recovery of $0.7 million, unrealized loss on derivative instru-
ments of $9.1 million, share-based payments of $0.2 million, and gain of $2.6 million on sale of property. the largest change 
from the prior year is the valuation of unrealized derivative contracts, which fluctuate with forward commodity pricing.

the following table summarizes netbacks for the past nine quarters on a barrel of oil equivalent basis:

($ per boe) Q1 2011 Q4 2010 Q3 2010 Q2 2010 Q1 2010 Q4 2009(1) Q3 2009(1) Q2 2009(1) Q1 2009(1)

Petroleum and natural  
gas sales 46.34 44.18 39.21 40.44 46.14 42.24 31.99 32.07 35.58

royalties (8.73) (8.47) (7.97) (8.72) (9.51) (7.27) (3.55) (0.55) (4.99)

realized gain (loss) on 
financial derivatives 1.20 2.51 3.18 2.56 0.48 0.38 2.92 1.58 7.14

operating expenses (14.73) (13.79) (12.93) (14.34) (13.47) (12.94) (12.99) (13.70) (13.39)

transportation expenses (1.87) (1.65) (1.58) (1.42) (1.77) (1.58) (2.41) (2.32) (2.66)

operating netback(2) 22.21 22.78 19.91 18.52 21.87 20.83 15.96 17.08 21.68

General and administrative 
expenses (2.33) (1.87) (2.34) (2.69) (2.72) (3.63) (3.42) (5.15) (3.93)

interest expense (1.09) (1.36) (0.69) (1.43) (1.56) (2.52) (1.62) (1.59) (1.40)

Funds flow from  
operations (3) 18.79 19.55 16.88 14.40 17.59 14.68 10.92 10.34 16.35

(1) the quarters in 2009 includes the Previous GaaP results. 

(2)  operating netback is a non-iFrs measure calculated as the average per boe of the company’s oil and gas sales, less royalties, operating and transportation 
expenses. 

(3)  Funds flow from operations is a non-iFrs measure that represents the total of funds provided by operating activities, before adjusting for changes in non-
cash working capital items.
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Quarterly Financial Summary
the following table highlights twin Butte’s performance for each of the past nine quarters:

($ thousands, except per  
share amounts) Q1 2011 Q4 2010 Q3 2010 Q2 2010 Q1 2010 Q4 2009 Q3 2009 Q2 2009 Q1 2009 

average production (boe/d) 7,608 7,161 6,481 6,489 6,140 5,699 2,894 2,864 2,936

Petroleum and natural  
gas sales 31,728 29,111 23,382 23,880 25,503 22,150 8,519 8,359 9,396

operating netback (per boe) 22.21 22.78 19.91 18.52 21.87 20.83 15.96 17.08 21.68

Funds flow from operations 12,789 13,551 10,275 9,242 9,724 7,714 2,906 2,691 4,319

Per share basic & diluted 0.10 0.10 0.08 0.06 0.08 0.08 0.05 0.06 0.09

Net income (loss) (2,262) (53) (2,249) (446) 3,989 (961) (3,542) (3,328) (4,858)

Per share basic & diluted (0.02) (0.00) (0.02) (0.00) 0.03 (0.01) (0.06) (0.07) (0.10)

corporate acquisitions – 21,109 – – – 120,539 10,624 – –

capital expenditures (net  
of dispositions) 5,847 12,340 11,765 5,309 5,633 (1,437) 2,042 -9,022 5,412

total assets 338,478 337,685 306,658 300,118 302,632 308,640 177,407 169,448 183,687

Net debt excluding  
financial derivatives 80,677 96,026 76,238 74,366 77,212 102,911 42,114 39,889 51,390

capital expenditureS
During the first quarter of 2011, the company invested $17.3 million on capital activity, less proceeds of $11.5 million from 
property dispositions, for net capital activity of $6.0 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 first quarter were focused predominantly in the heavy oil core area of 
Frog Lake, drilling 34 (23.5 net) oil wells in that area, of the 37 (27.5 net) total wells drilled in the first quarter. in addition, the 
company drilled two horizontal oil wells at Jenner, and one vertical oil well at earlie.

the following tables summarize capital expenditures, drilling results and undeveloped land positions for 2010 and 2009.

three months ended march 31

($ 000’s) 2011 2010

Land acquisition 220 99

Geological and geophysical 574 697

Drilling and completions 11,803 7,123

equipping and facilities 3,991 2,980

other 759 447

Gross capital 17,347 11,346

Property dispositions (11,500) (5,713)

total net capital expenditures 5,847 5,633

drilling results

three months ended march 31 2011 2010

gross net Gross Net

crude oil 36 25.5 24 13.5

Natural gas – – 1 1.0

Dry and abandoned 1 1.0 – –

service – – – –

total 37 26.5 25 14.5

success rate (%) 96% 100%
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undeveloped land
the company’s undeveloped land position has been reduced by a combination of drilling, dispositions and expiries in the 
past 12 months.

three months ended march 31 2011 2010

Gross acres 326,526 346,292

Net acres 238,915 254,612

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, which is after interest and G&a expenses, will be sufficient to cover all obligations.  in addition, the company 
budgets to use funds 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 2011 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.

as at march 31, 2011, the company had a credit facility with a syndicate of two canadian chartered banks in the amount of 
$128.0 million which was renewed subsequent to the quarter end in april, 2011. the credit facility is composed of a $128.0 
million demand revolving operating 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 2011. the facility is a borrowing base facility that is de-
termined 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 debt to cash flow ratio from the quarterly results two quarters 
earlier. 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 agree-
ment 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 march 31, 2011, the company had $70.2 million drawn on its credit facility and total net debt  of $80.7 million.  the company 
has $57.8 million undrawn line on its credit facility. twin Butte has 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
in the first quarter of 2011 there were 5,260,072 warrants exercised for 3,682,049 twin Butte shares at $2.14 per share for total 
cash of $7.9 million. subsequent to march 31, 2011 and up to the expiry date an additional 4,489,700 warrants for 3,142,789 
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twin Butte shares were exercised. 1,250,228 warrants were not exercised and expired on may 10, 2011. also 143,233 options 
were exercised for $0.1 million proceeds. 

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 may 25, 2011 the company has 135,187,406 common shares, and 8,578,834 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 three month period ended march 31, 2011 the company incurred costs totaling $1.4 million (march 31, 2010 - $0.4 
million) 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 march 31, 2011, the company had $0.9 
million included in accounts payable and accrued liabilities related to these transactions (march 31, 2010 - $0.4 million).

critical accOunting eStimateS
the preparation of financial statements in accordance with iFrs requires management to make certain judgments and es-
timates. changes in these judgments and estimates could have a material impact on the company’s financial results and 
financial condition. 

management relies on the estimate of reserves as prepared by the company’s independent qualified reserves evaluator. the 
process of estimating reserves is critical to several accounting estimates and is complex and requires significant judgments 
and decisions based on available geological, geophysical, engineering and economic data. these estimates may change 
substantially as additional data from ongoing development and production activities becomes available and as economic 
conditions impact crude oil and natural gas prices, operating expense, royalty burden changes, and future development 
costs. reserve estimates impact net income through depletion and impairment of petroleum and natural gas properties. the 
reserve estimates are also used to assess the borrowing base for the company’s credit facilities. revision or changes in the 
reserve estimates can have either a positive or a negative impact on net income and the borrowing base of the company. 

management’s process of determining the provision for deferred income taxes, the provision for decommissioning liability 
costs and related accretion expense, and the fair values assigned to any acquired assets and liabilities in a business combina-
tion is based on estimates. these estimates are significant and can include proved and probable reserves, future production 
rates, future petroleum and natural gas prices, future costs, future interest rates, future tax rates and other relevant assump-
tions. revisions or changes in any of these estimates can have either a positive or a negative impact on asset and liability 
values and net income.

in accordance with iFrs, derivative assets and liabilities are recorded at their fair values at the reporting date, with gains and 
losses recognized directly into comprehensive income in the same period. the fair value of derivatives outstanding is an 
estimate based on pricing models, estimates, assumptions and market data available at that time. as such, the recognized 
amounts are non-cash items and the actual gains or losses realized on eventual cash settlement can vary materially due to 
subsequent fluctuations in commodity prices and foreign exchange rates as compared to the valuation assumptions.

the fair value of stock options is based on estimates using the Black-scholes option pricing model and is recorded as share-
based payments expense in the financial statements.

internatiOnal Financial repOrting StandardS
canadian publicly accountable enterprises have implemented international Financial reporting standards (“iFrs”) for the 
fiscal years beginning on or after January 1, 2011. the transition date to iFrs was January 1, 2010 and comparative figures for 
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2010 and twin Butte’s financial position as at January 1, 2010 have been restated to iFrs from the previous canadian generally 
accepted accounting principles (“Previous GaaP”). reconciliations to iFrs from Previous GaaP financial statements including 
the impact of the transition on the company’s reported financial position and financial performance, including the nature and 
effect of significant changes in accounting policies from those used in the company’s financial statements for the year ended 
December 31, 2010, are summarized in note 18 to the unaudited financial statements. the following discussion explains the 
significant differences between iFrs and the Previous GaaP followed by the company. 

a)  property and equipment
under Previous GaaP, the company, like many canadian oil and gas reporting issuers, applied the “full cost” concept in ac-
counting for its oil and gas assets. under full cost, capital expenditures were maintained in a single cost centre for each 
country, and the cost centre was subject to a single depletion and depreciation calculation and impairment test. under iFrs, 
the company makes a much more detailed assessment of its oil and gas assets that impact depletion and impairment calcula-
tions. included in this assessment is an ongoing appraisal of exploration and evaluation expenditures (“e&e”). under canadian 
GaaP, it was only necessary to track costs associated with unproved properties that would be excluded from depletion and 
depreciation calculations. under iFrs, a company may choose to account for e&e under its previous GaaP and capitalize 
such costs without recording depreciation expense until the technical feasibility and commercial viability of the project is 
determined, at which time the costs are moved to development properties or expensed accordingly. twin Butte capitalizes 
e&e costs except for costs incurred before the acquisition of rights to explore in a separate asset account, and to moves these 
costs into property and equipment when technically feasible and commercially viable. as at transition on January 1, 2010, 
$26.8 million was reclassified from property, plant and equipment to exploration and evaluation assets.

under Previous GaaP the company did not recognize gains or losses on the disposal of oil and gas properties unless such 
dispositions would change the depletion rate by 20% or more while iFrs requires such recognition. this results in a change to 
the carrying value and a gain or loss on sale of property, plant and equipment.

b)  depletion and depreciation
For Previous GaaP purposes, the full cost method of accounting for oil and gas properties requires a single calculation of 
depletion and depreciation of the carrying value of PP&e based on proved reserves. however, iFrs requires an allocation of 
the amount recognized as PP&e to each significant identified component and each component depleted separately, utilizing 
an appropriate method of depletion. this component depletion of PP&e results in an increased number of calculations of 
depreciation expense and impacts the amount of depletion expense recognized. iFrs also permits the option of using either 
proved or proved and probable reserves in the depletion calculation. twin Butte has utilized proved and probable reserves to 
calculate depletion expense as we believe it represents a better approximation of useful life and depletion of reserves.

c)  impairment of assets
under canadian GaaP, impairment calculations are prepared according to a two-step test generally conducted at a country 
level and are not subsequently reversed. under iFrs, impairment testing is completed at an individual asset group or “cash 
Generating unit” level (“cGu”) when indicators suggest there may be impairment. a cGu is defined as the smallest group of 
assets that produce independent cash flows. impairment of assets at a cGu level use a one-step approach for testing and mea-
suring asset impairment, with asset carrying values compared to the higher of “Value in use” and “Fair Value less costs to sell”. 
the iFrs methodology may result in the possibility of more frequent impairments in the carrying value of PP&e. however, 
under iFrs previous impairment losses must be reversed where circumstances change such that the previously recognized 
impairment has been reduced. the company did not have any impairments at either January 1, 2010 or December 31, 2011.

d)  decommissioning liabilities
Both canadian GaaP and iFrs require a company to provide for a liability related to decommissioning PP&e. Both methodolo-
gies are similar and we have determined there to be no significant difference for twin Butte, other than a difference related 
to discount rates. canadian GaaP requires that the decommissioning liability be discounted at a credit-adjusted risk-free 
rate while iFrs requires that the decommissioning liability be discounted at an appropriate rate with either the cash flows or 
rate adjusted for risks. twin Butte has selected to use the risk-free rate for discounting purposes as we believe this accurately 
represents a market-based rate for such a liability and at transition date the decommission liability was increased $8.7 million 
and charged to deficit.
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e)  Share-based payments
under Previous GaaP, the company accounted for stock-based compensation plans on a straight-line basis over the term of 
the vesting period.  under iFrs each tranche in an award is considered a separate grant with different vesting date and fair 
value.  each grant is separately accounted for using applicable assumptions for those specific dates and different fair values 
and accounted for using graded vesting recognition of expense. 

under Previous GaaP, forfeitures of awards are recognized as they occur.  the calculation of share-based compensation under 
iFrs reflects an estimate of the number of awards expected to vest, which is revised if subsequent information indicates that 
actual forfeitures are likely to differ from the estimate. as a result, the company adjusted its expense for share-based awards by 
$0.1 for the twelve months ending December 31, 2010 and recognized the corresponding adjustment to contributed surplus. 

f)  Flow-through shares
Flow-through shares are a canadian tax incentive which is the subject of specific guidance under Previous GaaP, however 
there is no specific guidance under iFrs. under canadian GaaP, when flowthrough shares are issued they are recorded at face 
value. the related future tax liability is established for the tax effect of the difference between the tax basis and the book basis 
of the assets when renounced and is recorded as a reduction of share capital. there is no income statement effect associated 
with the issuance of these shares.

twin Butte has adopted a policy under iFrs where the proceeds from the offering are to be allocated between the sale of the 
shares and the sale of the tax benefit. the allocation is made based on the difference between the quoted market price of the 
existing shares and the amount an investor pays for the flow through shares. a liability is established for this difference that is 
reversed upon renunciation of the tax benefit. the difference between this liability and the deferred tax liability is recorded 
as an income tax expense. this has resulted in a re-classification between deficit and share capital at January 1, 2010 of $1.5 
million. 

g)  deferred income taxes
Deferred income tax calculated according to iFrs is substantially similar to Previous GaaP and arises from differences between 
the accounting and tax bases of assets and liabilities. to the extent that assets and liabilities have changed from transition 
to iFrs, the amount of deferred income tax liability has been impacted. additionally, under Previous GaaP deferred income 
tax liabilities were required to be disclosed as either current or long-term. under iFrs, all deferred income tax liabilities are 
considered to be noncurrent liabilities.

h)  First time adoption of international Financial reporting Standards
iFrs 1 provides the framework for the first time adoption of iFrs and specifies that an entity shall apply the principles under 
iFrs retrospectively. iFrs 1 also specifies that the adjustments that arise on retrospective conversion to iFrs from other GaaP 
should be directly recognized in retained earnings. certain optional exemptions and mandatory exceptions to retrospective 
application are provided under iFrs 1. the company has taken the following exemptions:

>  companies using full-cost accounting are allowed to measure their oil and gas assets at the amount determined under 
the Previous GaaP at the date of transition. this amount is pro-rated to the underlying assets based upon the value of 
proved and probable reserves values at transition date, discounted at 10%.

>  companies using the full cost book value as deemed cost exemption are allowed to measure the liabilities for decommis-
sioning, restoration and similar liabilities at the date of transition and recognize directly in deficit any difference between 
that amount and the carrying amount determined under Previous GaaP.

>  iFrs 3 Business combinations has not been applied to acquisitions of subsidiaries or of interests in associates and joint 
ventures that occurred before January 1, 2010.

>  iFrs 2 share-based Payment has not been applied to any equity instruments that were granted on or before November 
7, 2002, nor has it been applied to equity instruments granted after November 7, 2002 that vested before January 1, 2010.

>  ias 17 Leases has been applied as of transition date rather than at the lease’s inception date.

>  ias 23 Borrowing costs will not be applied before January 1, 2010.
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i)  new standards and interpretations not yet adopted

IFRS 11 - Joint Arrangements 

iFrs 11 requires a venturer to classify its interest in a joint arrangement as a joint venture or joint operation. Joint ventures will 
be accounted for using the equity method of accounting whereas for a joint operation the venturer will recognize its share of 
the assets, liabilities, revenue and expenses of the joint operation. under existing iFrs, entities have the choice to proportion-
ately consolidate or equity account for interests in joint ventures. iFrs 11 supersedes ias 31, interests in Joint Ventures, and 
sic-13, Jointly controlled entities—Non-monetary contributions by Venturers.  the company has yet to assess the full impact 
of iFrs 11. 

IFRS 13 - Fair Value Measurement 

iFrs 13 is a comprehensive standard for fair value measurement and disclosure requirements for use across all iFrs standards. 
the new standard clarifies that fair value is the price that would be received to sell an asset, or paid to transfer a liability in 
an orderly transaction between market participants, at the measurement date. it also establishes disclosures about fair value 
measurement. under existing iFrs, guidance on measuring and disclosing fair value is dispersed among the specific standards 
requiring fair value measurements and in many cases does not reflect a clear measurement basis or consistent disclosures. the 
company has yet to assess the full impact of iFrs 13. 

standards issued but not yet effective up to the date of issuance of the company’s financial statements are listed below. this 
listing is of standards and interpretations issued which the company reasonably expects to be applicable at a future date. the 
company intends to adopt those standards when they become effective.

standards issued but not yet effective up to the date of issuance of the company’s financial statements are listed below. this 
listing is of standards and interpretations issued which the company reasonably expects to be applicable at a future date. the 
company intends to adopt those standards when they become effective.

IFRS 9 Financial Instruments: Classification and Measurement

iFrs 9 was issued in November 2009. this standard is the first step in the process to replace ias 39 Financial instruments:

recognition and measurement. iFrs 9 introduces new requirements for classifying and measuring assets and liabilities, which 
may affect the company’s accounting for its financial assets. the standard is not applicable until January 1, 2013 but is avail-
able for early adoption. the company has yet to assess the full impact of iFrs 9.

j)  internal controls
in accordance with the company’s approach to certification of internal controls required under canadian securities 
administrators’ National instrument 52-109 and soX 302 and 404, all entity level, information technology, disclosures and 
business process controls will require updating and testing to reflect changes arising from our conversion to iFrs. upon 
review, we have determined there to be minimal updating of processes, controls and documentation required.

diSclOSure cOntrOlS and internal cOntrOlS Over Financial repOrting
Disclosure controls and procedures have been designed to provide reasonable assurance that information required to be 
disclosed by the company is recorded, processed, summarized and reported within the time periods specified under the 
canadian securities law.

twin Butte’s chief executive officer and chief Financial officer have concluded, based on their evaluation, that the disclosure 
controls and procedures as of the end of march 31, 2011, are effective and provide reasonable assurance that material informa-
tion related to the company is made known to them by others within twin Butte.

twin Butte’s chief executive officer and chief Financial officer are responsible for establishing and maintaining internal con-
trols over financial reporting (“icFr”). they have, as at the quarter ended march 31, 2011, designed icFr or caused it to be 
designed under their supervision, to provide reasonable assurance regarding the reliability of financial reporting and the 
preparation of financial statements for external purposes in accordance with iFrs. the control framework twin Butte’s officers 
used to design the icFr is the internal control – integrated Framework issued by the committee of sponsoring organizations.  
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twin Butte’s chief executive officer and chief Financial officer are required to disclose any change in the internal controls over 
financial reporting that occurred during our most recent interim period that has materially affected, or is reasonably likely to 
affect, the company’s internal controls over financial reporting. No material changes in the internal controls were identified 
during the period ended march 31, 2011 that have materially affected, or are reasonably likely to materially affect, our internal 
controls over financial reporting.

it should be noted that a control system, including twin Butte’s disclosure and internal controls and procedures, no matter 
how well conceived or operated, can provide only reasonable, 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. 
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B a l a n c e  s H e e t

(unaudited) (Cdn $ thousands)

as at Note march 31, 2011 December 31, 2010 January 1, 2010

Note 18 Note 18

aSSetS 

current assets

accounts receivable  $ 21,396  $ 27,358  $ 20,759

Deposits and prepaids expenses 2,443 2,453 3,182

Derivative assets 5 2,863 3,947 –

26,702 33,758 23,941

non-current assets

Deferred taxes 15 5,180 4,494 4,582

exploration and evaluation 7 20,117 19,897 26,791

Property and equipment 6, 8 286,479 287,561 255,729

 $ 338,478  $ 345,710  $ 311,043

liaBilitieS and SharehOlderS’ eQuit y

current liabilities

accounts payable and accrued liabilities  $ 34,322  $ 27,779  $ 29,713

Bank indebtedness 9 70,194 97,705 96,342

Derivative liabilities 5 10,017 3,293 1,224

114,533 128,777 127,279

non-current liabilities

other liabilities 249 354 796

Derivative liabilities 5 4,622 3,340 –

Decommissioning provision 10 30,017 30,274 23,581

149,421 162,745 151,656

Shareholders’ equity 

share capital 11 220,035 211,538 189,504

Warrants 11 476 912 912

contributed surplus 11 5,416 5,124 4,261

Deficit (36,870) (34,609) (35,290)

189,057 182,965 159,387

 $ 338,478  $ 345,710  $ 311,043

commitments and contingencies 17

The accompanying notes are an integral part of these interim financial statements.
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s tat e M e n t  o f  i n co M e  (lo s s)  a n d  co M p R e H e n s i v e  i n co M e 

three months ended march 31,

 (unaudited) (Cdn$ thousands except per share amounts) Note 2011 2010

Note 18

Petroleum and natural gas sales  $ 31,728  $ 25,503

royalties (5,981) (5,254)

revenues  $ 25,747  $ 20,249

expenses

operating 10,089 7,444

transportation 1,278 976

General and administrative 12 1,595 1,504

share-based payments 193 69

(Gain) loss on derivatives 5 8,269 (4,335)

(Gain) loss on divestitures (2,590) 721

Depletion and depreciation 8,846 7,231

27,680 13,610

Operating income before finance expense and income taxes (1,933) 6,639

Finance expense 13 1,014 1,100

income before income taxes (2,947) 5,539

Deferred tax expense (recovery) 15 (685) 1,550

incOme (lOSS) and cOmprehenSive incOme (lOSS) (2,262) 3,989

income (loss) per share $

Basic & Diluted (0.02) 0.03

The accompanying notes are an integral part of these interim financial statements.
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s tat e M e n t  o f  c a s H  f lo w s

three months ended march 31,

(Cdn$ thousands) (unaudited) Note 2011 2010

Note 20

cash provided by(used in):

Operating activitieS:

Net income (loss)  $ (2,262)  $ 3,989

items not involving cash:

Depletion and depreciation 8,846 7,231

Deferred tax expense (recovery) (685) 1,550

Loss on derivatives - unrealized 5 9,090 (4,069)

Finance expenses 13 1,014 1,100

interest paid (749) (865)

share-based payments 193 69

Gain (loss) on sale of divestitures 8 (2,590) 720

expenditures on decommissioning liability (68) (2)

12,789 9,724

changes in non-cash working capital 14 7,967 (1,739)

20,756 7,985

Financing activitieS

change in bank indebtedness (27,511) (30,738)

issuance of share capital 11 7,881 23,000

issuance of share capital on exercise of stock options 11 132 –

share issue costs – (1,406)

(19,498) (9,144)

inveSting activitieS

expenditures on property and equipment (12,758) (4,559)

Proceeds on dispositions of property and equipment 11,500 5,718

(1,258) 1,159

increase in cash  $ –  $ –

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

The accompanying notes are an integral part of these interim financial statements.
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s tat e M e n t s  o f  c H a n g e s  i n  s H a R e H o l d e R s  e q u i t y

three months ended march 31,

(Cdn$ thousands) (unaudited) 2011 2010

Note 20

Share capital

Balance, beginning of year  $ 211,538  $ 189,504

common shares issued under bought deal financing – 23,000

share issue costs – (1,012)

common shares issued under option plan 179 –

Warrants exercised 8,318 –

Balance, end of period  $ 220,035  $ 211,492

Warrants

Balance, beginning of year  $ 912  $ 912

Warrants exercised (436) –

Balance, end of period  $ 476  $ 912

contributed surplus

Balance, beginning of year  $ 5,124  $ 4,261

share-based payments for options exercised (47) (35)

share-based payments for options granted 339 105

Balance, end of period  $ 5,416  $ 4,331

deficit

Balance, beginning of year  $ (34,609)  $ (35,290)

Net income (loss) & comprehensive income (loss) (2,262) 3,989

Balance, end of period  $ (36,870)  $ (31,300)

See accompanying notes to the unaudited interim financial statements 
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n o t e s  t o  i n t e R i M  f i n a n c i a l  s tat e M e n t s

march 31, 2011 (unaudited)

All tabular amounts are in thousands of Canadian dollars except as otherwise indicated.

nOte 1.  BuSineSS and Structure OF t Win But te

twin Butte energy Ltd. (“twin Butte” or “the company”)  is a growth oriented junior oil and natural gas exploration, 
development and production company with properties located in Western canada. twin Butte is domiciled and 
incorporated in canada under the Business corporation’s act (alberta). twin Butte’s head office address is 410, 396 – 
11th avenue sW, calgary, alberta, canada. the company’s primary listing is on the toronto stock exchange under the 
symbol (tBe).

nOte 2.  BaSiS OF preparatiOn

(a)  Basis of preparation and adoption of iFrS

the company prepares its financial statements in accordance with canadian generally accepted accounting principles 
as set out in the handbook of the canadian institute of chartered accountants (“cica handbook”). in 2010, the cica 
handbook was revised to incorporate international Financial reporting standards, and require publicly accountable 
enterprises to apply such standards effective for years beginning on or after January 1, 2011. accordingly, the company 
has commenced reporting on this basis in these interim financial statements. in the financial statements, the term 
“Previous GaaP” refers to canadian GaaP before the adoption of iFrs

these interim condensed financial statements have been prepared in accordance with iFrs applicable to the prepara-
tion of interim financial statements, including ias 34 and iFrs 1. subject to certain transition elections disclosed in note 
18, the company has consistently applied the same accounting policies in its opening iFrs Balance sheet at January 1, 
2010 and throughout all periods presented, as if these policies had always been in effect. Note 18 discloses the impact 
of the transition to iFrs on the company’s reported financial position, financial performance and cash flows, including 
the nature and effect of significant changes in accounting policies from those used in the company’s financial state-
ments for the year ended December 31, 2010.

the policies applied in these condensed interim financial statements are based on iFrs issued and outstanding as of 
may 25, 2011, the date the Board of Directors approved the statements. any subsequent changes to iFrs that are given 
effect in the company’s annual consolidated financial statements for the year ending December 31, 2011 could result 
in restatement of these interim consolidated financial statements, including the transition adjustments recognized on 
change-over to iFrs.

the condensed interim financial statements should be read in conjunction with the company’s canadian GaaP annual 
financial statements for the year ended December 31, 2010. Note 18 discloses iFrs information for the year ended 
December 31, 2010 not provided in the 2010 annual financial statements.

(b)  Basis of measurement

the financial statements have been prepared under  the historical cost convention, except for derivative instruments, 
which are measured at fair value. the methods used to measure fair values of derivative instruments are discussed in 
note 5.

(c)  Functional and presentation currency

these financial statements are presented in canadian dollars, which is the company’s functional currency.
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nOte 3.  SigniFicant accOunting pOlicieS

the accounting policies set out below have been applied consistently to all years presented in these financial state-
ments, and have been applied consistently by the company, excluding optional exemptions taken by the company on 
transition to iFrs (note 18).

(a)  cash and cash equivalents

cash consists of balances held with banks, and other short-term highly liquid investments with original maturities of 
three months or less from inception.

(b)  Financial instruments

the company’s financial instruments consist of financial assets, financial liabilities, and derivative instruments. all fi-
nancial instruments are initially recognized at fair value on the balance sheet. measurement of financial instruments 
subsequent to the initial recognition, as well as resulting gains and losses, are based on how each financial instrument 
was initially classified. the company has classified each identified financial instrument into the following categories: 
fair value through profit or loss, loans and receivables, held to maturity investments, available for sale financial assets, 
and other financial liabilities. Fair value through profit or loss financial instruments are measured at fair value with 
gains and losses recognized in income immediately. available for sale financial assets are measured at fair value with 
gains and losses, other than impairment losses, recognized in other comprehensive income and transferred to income 
when the asset is derecognized. Loans and receivables, held to maturity investments and other financial liabilities are 
recognized at amortized cost using the effective interest method and impairment losses are recorded in income when 
incurred. 

Derivative instruments executed by the company to manage market risk associated with volatile commodity prices 
are classified as fair value through profit or loss and recorded on the balance sheet at fair value as derivative assets and 
liabilities. Gains and losses on these derivative instruments are recorded as gains and losses on derivatives in the state-
ment of income in the period they occur. 

Gains and losses on derivative instruments are comprised of cash receipts and payments associated with periodic 
settlement that occurs over the life of the instrument, and non-cash gains and losses associated with changes in the fair 
values of the instruments, which are remeasured at each reporting date and recorded on the balance sheet. transac-
tion costs attributed to the acquisition or issue of a derivative  instrument is expensed immediately. For other financial 
instruments, transaction costs are added to the fair value initially recognized for financial asset or liability.

(c)  Share capital

equity instruments issued by the company are recorded at the proceeds received, with direct issue costs as a deduc-
tion there from, net of any associated tax benefit.

(d)  Jointly controlled assets

a significant portion of the company’s oil and natural gas activities involve jointly controlled assets. the consolidated 
financial statements include the company’s share of these jointly controlled assets and a proportionate share of the 
relevant revenue and related costs.

(e)  property and equipment and exploration and evaluation assets

(i)  Recognition and measurement

the initial cost of an asset comprises its purchase price or construction cost, any costs directly attributable to 
bringing the asset into operation, the initial estimate of the decommissioning provision, and for qualifying assets, 
borrowing costs. the purchase price or construction cost is the aggregate amount paid and the fair value of any 
other consideration given to acquire the asset. 

(ii)  Exploration and evaluation expenditures

Pre-license costs are recognized in the statement of income as incurred. all exploratory costs incurred subsequent 
to acquiring the right to explore for oil and natural gas are capitalized. such costs can typically include costs to 
acquire land rights in areas with no proved or probable reserves assigned, geological and geophysical costs, and 
exploration wells.
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exploration and evaluation costs initially are capitalized as either tangible or intangible exploration or evaluation 
assets according to the nature of the assets acquired. the costs are accumulated in areas by well, field or explo-
ration area pending determination of technical feasibility and commercial viability. exploration and evaluation 
assets are assessed for impairment if sufficient data exists to determine technical feasibility and commercial viabil-
ity, and facts and circumstances suggest that the carrying amount exceeds the recoverable amount. For purposes 
of impairment testing, exploration and evaluation assets are allocated to cash-generating units.

the technical feasibility and commercial viability of extracting a mineral resource from exploration and evaluation 
assets is considered when proved and probable reserves are determined to exist. a review of each exploration 
license or field is carried out, at least annually, to ascertain whether proved and probable reserves have been 
discovered. upon determination of proved and probable reserves, exploration and evaluation assets attributable 
to those reserves are first tested for impairment and then reclassified from exploration and evaluation assets to 
development and production assets within property and equipment. if the well or exploration project did not 
encounter potentially economic oil and gas quantities, the costs are expensed and reported in exploration and 
evaluation expense in the period incurred.

(iii)  Development and production expenditures

items of property and equipment, which include petroleum and natural gas development and production assets, 
are measured at cost (including directly attributable general and administrative costs) less accumulated depletion 
and depreciation and accumulated impairment losses. costs include lease acquisition, drilling and completion, 
production facilities, decommissioning costs, geological and geophysical costs and directly attributable costs re-
lated to development and production activities, net of any government incentive programs.

When significant parts of an item of property and equipment, including oil and natural gas properties, have dif-
ferent useful lives, they are accounted for as separate items (major components). Gains and losses on disposal of 
an item of property and equipment, including oil and natural gas properties, are determined by comparing the 
proceeds from disposal with the carrying amount of property and equipment and are recognized net within in 
the statement of income (loss) and comprehensive income (loss).

(iv)  Subsequent costs

costs incurred subsequent to development and production that are significant are recognized as oil and gas as-
sets only when they increase the future economic benefits embodied in the specific asset to which they relate. all 
other expenditures are recognized in income as incurred. such capitalized oil and natural gas interests generally 
represent costs incurred in developing proved and probable reserves and bringing in or enhancing production 
from such reserves, and are accumulated on a field or area basis. the carrying amount of any replaced or sold 
component is derecognized. the costs of the day-to-day servicing of property and equipment are recognized in 
income as incurred.

(v)  Depletion and depreciation

the net carrying value of oil and gas properties is depleted using the unit of production method by reference 
to the ratio of production in the period to the related proved and probable reserves, taking into account esti-
mated future development costs necessary to bring those reserves into production. Future development costs 
are estimated taking into account the level of development required to produce the reserves. these estimates are 
reviewed by independent reserve engineers at least annually. major development projects are not depleted until 
production commences. 

turnarounds are capitalized and amortized over the period to the next inspection. other inspection and mainte-
nance programs are expensed as incurred. 

the expected useful lives of property and equipment are reviewed on an annual basis and, if necessary, changes 
in useful lives are accounted for prospectively.

the company records furniture and equipment at cost and provides depreciation on the declining balance meth-
od at a rate of 20% per annum which is designed to amortize the cost of the assets over their estimated use-
ful lives. the company records leasehold improvements at cost and provides depreciation on the straight-line 
method over the term of the lease. Leased assets are depreciated over the shorter of the lease term and their 
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useful lives unless it is reasonably certain that the company will obtain ownership by the end of the lease term. 
Depreciation methods, useful lives and residual values are reviewed at each financial year end.

(f)  asset swaps

exchanges of development and production assets are measured at fair value unless the exchange transaction lacks 
commercial substance or the fair value of neither the asset received nor the asset given up is reliably measurable. the 
cost of the acquired asset is measured at the fair value of the asset given up, unless the fair value of the asset received 
is more clearly evident. Where fair value is not used, the cost of the acquired asset is measured at the carrying amount 
of the amount given up. any gain or loss on derecognition of the asset given up is recognized in statement of income 
(loss) and income (loss). For exchanges or parts of exchanges that involve only exploration and evaluation assets, the 
exchange is accounted for at carrying value.

(g)  leased assets

Leases in which a significant portion of the risks and rewards of ownership are retained by the lessor are classified as 
operating leases. Payments made under the operating leases are charged to income on a straight-line basis over the 
period of the lease. 

(h)  impairment

(i)  Financial assets

a financial asset is assessed at each reporting date to determine whether there is any objective evidence that it 
is impaired. a financial asset is considered to be impaired if objective evidence indicates that one or more events 
have had a negative effect on the estimated future cash flows of that asset. an impairment loss in respect of a 
financial asset measured at amortized cost is calculated as the difference between its carrying amount and the 
present value of the estimated future cash flows discounted at the original effective interest rate. individually 
significant financial assets are tested for impairment on an individual basis. the remaining financial assets are 
assessed collectively in groups that share similar credit risk characteristics. all impairment losses are recognized 
in income. an impairment loss is reversed if the reversal can be related objectively to an event occurring after the 
impairment loss was recognized. For financial assets measured at amortized cost the reversal is recognized in the 
income (loss) statement.

(ii)  Non-financial assets

the carrying amounts of the company’s non-financial assets are reviewed at each reporting date to determine 
whether there is any indication of impairment. if any such indication exists, then the asset’s recoverable amount is 
estimated. exploration and evaluation assets are assessed for impairment when they are reclassified to property 
and equipment, as oil and natural gas interests, and also if facts and circumstances suggest that the carrying 
amount exceeds the recoverable amount.

For the purpose of impairment testing, assets are grouped together into the smallest group of assets that gener-
ates cash inflows from continuing use that are largely independent of the cash inflows of other assets or groups of 
assets (the “cash-generating unit” or “cGu”). the recoverable amount of an asset or a cGu is the greater of its value 
in use and its fair value less costs to sell.

in assessing value in use, the estimated future cash flows are discounted to their present value using a pre-tax 
discount rate that reflects current market assessments of the time value of money and the risks specific to the 
asset. Value in use is generally computed by reference to the present value of the future cash flows expected 
to be derived from production of proved and probable reserves. Fair value less cost to sell is assessed utilizing 
market valuation based on an arm’s length transaction between active participants. in the absence of any such 
transactions, fair value less cost to sell is estimated by discounting the expected after-tax cash flows of the cash 
generating unit at an after-tax discount rate that reflects the risk of the properties in the cash generating unit. the 
discounted cash flow calculation is then increased by a tax-shield calculation, which is an estimate of the amount 
that a prospective buyer of the cash generating unit would be entitled. the carrying value of the cash generating 
unit is reduced by the deferred tax liability associated with its property and equipment.

an impairment loss is recognized if the carrying amount of an asset or its cGu exceeds its estimated recoverable 
amount. impairment losses recognized in prior years are assessed at each reporting date for any indications that 
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the loss has decreased or no longer exists. an impairment loss is reversed if there has been  objective change in 
the estimates used to determine the recoverable amount. an impairment loss is reversed only to the extent that 
the asset’s carrying amount does not exceed the carrying amount that would have been determined, net of de-
preciation or depletion, if no impairment loss had been recognized.

(i)  Share based payments

the company’s compensation program currently consists of three primary components:  (i) annual base salary (ii) 
discretionary short-term incentive cash bonus; (iii) and periodic grants of long-term incentives in the form of stock 
options (‘equity-settled transactions’).  awards of options are made from time to time to participants at varying levels 
consistent with the individual’s position and level of responsibility.  

the company follows the fair value method of valuing stock option grants. under this method, compensation costs 
attributable to share options granted to employees, officers and directors of the company are measured at fair value 
at the date of grant and expensed over the vesting period. in determining the fair value of the options granted, the 
Black-scholes model is used and assumptions regarding interest rates, underlying volatility and expected life of the 
options are made. 

a forfeiture rate is estimated on the grant date and is adjusted to reflect the actual number of options that vest. upon 
the exercise of the stock options, consideration paid together with the amount in contributed surplus is recorded as 
an increase to share capital.

(j)  decommissioning provision

a decommissioning liability is recognized if, as a result of a past event, the company has a present legal or constructive 
obligation that can be estimated reliably, and it is probable that an outflow of economic benefits will be required to 
settle the obligation. Decommissioning liabilities are determined by discounting the expected future cash flows at a 
risk-free rate. 

(k)  revenue

revenue from the sale of oil and natural gas is recorded when the significant risks and rewards of ownership of the 
product is transferred to the buyer which is usually when legal title passes to the external party. For natural gas, this is 
generally at the time product enters the pipeline. For crude oil, this is generally at the time the product reaches a truck-
ing terminal. For natural gas liquids, this is generally at the time the product is processed through a gas plant. revenue 
is measured net of discounts, customs duties and royalties. With respect to the latter, the entity is acting as a collection 
agent on behalf of others. 

royalty income is recognized as it accrues in accordance with the terms of the overriding royalty agreements.

(l)  Finance expense

Finance expense comprises interest expense on borrowings and accretion of the discount on the decommissioning 
provision.

(m)  Borrowing costs capitalized

Borrowing costs incurred for the construction of qualifying assets are capitalized during the period of time that is re-
quired to complete and prepare the assets for their intended use or sale. the company considers a qualifying asset to 
be any significant construction project expected to take more than twelve months to complete. the capitalization rate 
used to determine the amount of borrowing costs to be capitalized is the weighted average interest rate applicable to 
the company’s outstanding general and specific borrowings during the period.

(n)  income tax

income tax expense comprises current and deferred income tax. income tax expense is recognized in income or loss 
except to the extent that it relates to items recognized directly in shareholders’ equity.

current income tax is the expected tax payable on the taxable income for the year, using tax rates enacted or sub-
stantively enacted at the reporting date, and any adjustment to income tax payable in respect of previous years. De-
ferred income tax is recognized using the liability method, providing for temporary differences between the carrying 
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amounts of assets and liabilities for financial reporting purposes and the amounts used for taxation purposes. Deferred 
income tax is not recognized on the initial recognition of assets or liabilities in a transaction that is not a business com-
bination, and at the time of the transaction, affects neither accounting income nor taxable income. Deferred income 
tax is measured at the tax rates that are expected to be applied to temporary differences when they reverse, based on 
the laws that have been enacted or substantively enacted by the reporting date.

a deferred income tax asset is recognized to the extent that it is probable that future taxable profits will be available 
against which the temporary difference can be utilized. Deferred income tax assets are reviewed at each reporting date 
and are reduced to the extent that it is no longer probable that the related tax benefit will be realized.

(o)  net income (loss) per share

Basic net income (loss) per share is calculated by dividing the net income (loss) of the company by the weighted aver-
age number of common shares outstanding during the period. Diluted net income (loss) per share is determined by 
adjusting the net income attributable to common shareholders and the weighted average number of common shares 
outstanding for the effects of dilutive instruments such as options granted to employees.

(p) new standards and interpretations not yet adopted

standards issued but not yet effective up to the date of issuance of the company’s financial statements are listed be-
low. this listing is of standards and interpretations issued which the company reasonably expects to be applicable at a 
future date. the company intends to adopt those standards when they become effective.

IFRS 11 - Joint Arrangements 

iFrs 11 requires a venturer to classify its interest in a joint arrangement as a joint venture or joint operation. Joint 
ventures will be accounted for using the equity method of accounting whereas for a joint operation the venturer 
will recognize its share of the assets, liabilities, revenue and expenses of the joint operation. under existing iFrs, 
entities have the choice to proportionately consolidate or equity account for interests in joint ventures. iFrs 11 
supersedes ias 31, interests in Joint Ventures, and sic-13, Jointly controlled entities—Non-monetary contribu-
tions by Venturers.  the company has yet to assess the full impact of iFrs 11. 

IFRS 13 - Fair Value Measurement 

iFrs 13 is a comprehensive standard for fair value measurement and disclosure requirements for use across all 
iFrs standards. the new standard clarifies that fair value is the price that would be received to sell an asset, or 
paid to transfer a liability in an orderly transaction between market participants, at the measurement date. it also 
establishes disclosures about fair value measurement. under existing iFrs, guidance on measuring and disclosing 
fair value is dispersed among the specific standards requiring fair value measurements and in many cases does 
not reflect a clear measurement basis or consistent disclosures. the company has yet to assess the full impact of 
iFrs 13. 

IFRS 9 Financial Instruments: Classification and Measurement

iFrs 9 was issued in November 2009. this standard is the first step in the process to replace ias 39 Financial 
instruments: recognition and measurement. iFrs 9 introduces new requirements for classifying and measuring 
financial assets and liabilities, which may affect the company’s accounting for its financial assets. the standard 
is not applicable until January 1, 2013 but is available for early adoption. the company has yet to assess the full 
impact of iFrs 9.

nOte 4.  SigniFicant accOunting JudgmentS, eStimateS and aSSumptiOnS

the preparation of financial statements in conformity with iFrs requires management to make judgments, estimates 
and assumptions that affect the application of accounting policies and the reported amounts of assets, liabilities, in-
come and expenses. actual results may differ from these estimates, and differences could be material. estimates and 
underlying assumptions are reviewed on an ongoing basis. revisions to accounting estimates are recognized in the 
year in which the estimates are revised and in any future years affected.
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estimates and assumptions

information about significant areas of estimation uncertainty in applying accounting policies that have the most sig-
nificant effect on the amounts recognized in the  financial statements is included in the following notes:

• Note 5 – valuation of financial instruments;

• Note 8 – valuation of property and equipment;

• Note 10 – measurement of decommissioning provision; and

• Note 11 – measurement of share-based compensation.

Judgements

in the process of applying the company’s accounting policies, management has made the following judgements, apart 
from those involving estimates, which may have the most significant effect on the amounts recognized in the financial 
statements.

(a)  exploration and evaluation assets

the decision to transfer assets from exploration and evaluation to property and equipment is based on the estimated 
proved and probable reserves used in the determination of an area’s technical feasibility and commercial viability.

(b)  reserves base

the oil and gas development and production properties are depreciated on a unit of production (“uoP”) basis at a 
rate calculated by reference to proved and probable reserves determined in accordance with National instrument 51-
101 “standards of Disclosure for oil and Gas activities” and incorporate the estimated future cost of developing and 
extracting those reserves. Proved plus probable reserves are determined using estimates of oil and natural gas in place, 
recovery factors and future prices. Future development costs are estimated using assumptions as to number of wells 
required to produce the reserves, the cost of such wells and associated production facilities and other capital costs.

Proved and probable reserves are estimated using independent reserve engineer reports and represent the estimated 
quantities of oil, natural gas and natural gas liquids which geological, geophysical and engineering data demonstrate 
with a specified degree of certainty to be recoverable in future years from known reservoirs and which are considered 
commercially producible. Proved reserves are those reserves that can be estimated with a high degree of certainty 
to be recoverable. it is ninety percent likely that the actual remaining quantities recovered will exceed the estimated 
proved reserves. Probable reserves are those additional reserves that are less certain to be recovered than proved 
reserves. it is equally likely that the actual remaining quantities recovered will be greater or less than the sum of the 
estimated proved and probable reserves.

(c)  depletion of oil and gas assets

oil and gas properties are depleted using the uoP method over proved plus probable reserves. the calculation of the 
uoP rate of depletion could be impacted to the extent that actual production in the future is different from current 
forecast production based on proved plus probable reserves. this would generally result from significant changes in 
any of the factors or assumptions used in estimating reserves. 

(d)  determination of cash generating units

oil and gas properties are grouped into cash generating units for purposes of impairment testing. management has 
evaluated the oil and gas properties of the company, and grouped the properties into cash generating units on the 
basis of their ability to generate independent cash in flows, similar reserve characteristics, geographical location, and 
shared infrastructure.

(e)  impairment indicators and calculation of impairment

at each reporting date, twin Butte assesses whether or not there are circumstances that indicate a possibility that the 
carrying values of exploration and evaluation assets and property and equipment are not recoverable, or impaired. 
such circumstances include incidents of physical damage, deterioration of commodity prices, changes in the regula-
tory environment, or a reduction in estimates of proved and probable reserves. When management judges that cir-
cumstances clearly indicate impairment, property and equipment and exploration and evaluation assets are tested 
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for impairment by comparing the carrying values to their recoverable amounts. the recoverable amounts of cash gen-
erating units are determined based on the higher of value-in-use calculations and fair values less costs to sell. these 
calculations require the use of estimates and assumptions, including the discount rate applied.

(f)  decommissioning provision

Decommissioning costs will be incurred by the company at the end of the operating life of the company’s facilities 
and properties. the ultimate decommissioning liability is uncertain and can vary in response to many factors including 
changes to relevant legal requirements, the emergence of new restoration techniques, experience at other production 
sites, or changes in the risk-free discount rate. the expected timing and amount of expenditure can also change in 
response to changes in reserves or changes in laws and regulations or their interpretation. as a result, there could be 
significant adjustments to the provisions established which would affect future financial results.

(g)  income taxes

the company recognizes deferred income tax assets to the extent that it is probable that taxable profit will be available 
to allow the benefit of that deferred income tax asset to be utilized. assessing the recoverability of deferred income tax 
assets requires the company to make significant estimates related to expectations of future taxable income. estimates 
of future taxable income are based on forecast cash flows from operations and the application of existing tax laws. to 
the extent that future cash flows and taxable income differ significantly from estimates, the ability of the company to 
realize the deferred income tax assets recorded at the reporting date could be impacted. additionally, future changes 
in tax laws in the jurisdictions in which the company operates could limit the ability of the company to obtain tax 
deductions in future periods.

(h)  contingencies

By their nature, contingencies will only be resolved when one or more future events occur or fail to occur. the assess-
ment of contingencies inherently involves the exercise of significant judgment and estimates of the outcome of future 
events.

nOte 5.  Financial inStrumentS and riSk management

Financial instruments of the company include accounts receivables, deposits, accounts payable and accrued liabilities, 
bank indebtedness, other liabilities and derivative assets and liabilities. accounts receivables and deposits are classified 
as loans and receivables and measured at amortized cost. accounts payable and accrued liabilities, bank indebtedness 
and other liabilities are all classified as other liabilities and similarly measured at amortized cost. as at march 31, 2011, 
there were no significant differences between the carrying amounts reported on the Balance sheet and the estimated 
fair values of these financial instruments due to the short terms to maturity and the floating interest rate on the bank 
indebtedness. 

as at march 31, 2011 as at December 31, 2010

carrying
amount

estimated 
Fair value

carrying
amount

estimated 
Fair Value

Financial assets

Derivative assets  $ 2,863  $ 2,863  $ 3,947  $ 3,947

accounts receivable 21,396 21,396 27,358 27,358

Deposits 1,322 1,322 1,372 1,372

Financial Liabilities

Derivative liabilities  $ 14,639  $ 14,639  $ 6,633  $ 6,633

accounts payable and accrued liabilities 34,322 34,322 27,779 27,779

Bank indebtedness 70,194 70,194 97,705 97,705

other liabilities 249 249 354 354
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Fair value is determined following a three level hierarchy:

Level 1: Quoted prices in active markets for identical assets and liabilities. the company does not have any finan-
cial assets or liabilities that require level 1 inputs.

Level 2: inputs other than quoted prices included within Level 1 that are observable, either directly or indirectly. 
such inputs can be corroborated with other observable inputs for substantially the complete term of the contract. 
twin Butte uses Level 2 inputs in the determination of the fair value of derivative assets and liabilities.

Level 3: under this level, fair value is determined using inputs that are not observable. twin Butte has no assets or 
liabilities that use level 3 inputs. 

twin Butte has an established strategy to manage the risk associated with changes in commodity prices by entering 
into derivatives, which are recorded at fair value as derivative assets and liabilities with gains and losses recognized 
through income (loss). as the fair value of the contracts varies with commodity prices, they give rise to financial assets 
and liabilities. the fair values of the derivatives are determined by a Level 2 valuation model, where pricing inputs other 
than quoted prices in an active market are used. these pricing inputs include quoted forward prices for commodities, 
foreign exchange rates, volatility and risk-free rate discounting, all of which can be observed or corroborated in the 
marketplace. the actual gains and losses realized on eventual cash settlement can vary materially due to subsequent 
fluctuations in commodity prices and foreign exchange rates as compared to the valuation assumptions. the com-
pany’s activities expose it to a variety of financial risks that arise as a result of its exploration, development, production, 
and financing activities such as:

• credit risk;

• liquidity risk;

• price and currency risk; and

• interest rate risk.

(a)  credit risk

credit risk is the risk of financial loss to the company if a customer or counterparty to a financial instrument fails to 
meet its contractual obligations, and arises principally from the company’s receivables from joint venture partners and 
oil and natural gas marketers. the maximum exposure to credit risk is as follows:

march 31, 2011 Dec 31, 2010 Jan 1, 2010

accounts receivable  $ 21,396  $ 27,358  $ 20,759

Deposits 1,322 1,372 2,305

Derivative assets 2,861 3,946 –

 $ 25,579  $ 32,676  $ 23,064

accounts receivable, deposits, and derivative assets are subject to credit risk exposure and the carrying values reflect 
management’s assessment of the associated maximum exposure to such credit risk. twin Butte mitigates such credit 
risk by closely monitoring significant counterparties and dealing with a broad selection of partners that diversify risk 
within the sector. the company’s deposits are primarily due from the alberta Provincial government and are viewed 
by management as having minimal associated credit risk. to the extent that twin Butte enters derivatives to manage 
commodity price risk, it may be subject to credit risk associated with counterparties with which it contracts.

credit risk is mitigated by entering into contracts with only stable, creditworthy parties and through frequent reviews 
of exposures to individual entities. in addition, the company only enters into derivative contracts with major national 
banks and international energy firms to further mitigate associated credit risk.

substantially all of the company’s accounts receivables are due from customers and joint operation partners concen-
trated in the canadian oil and gas industry. as such, trade and other receivables are subject to normal industry credit 
risks. as at march 31, 2011, $2.6 million or 12% of trade and other receivables are outstanding for 90 days or more 
(December 31, 2010 - $3.4 million or 13% of trade and other receivables). the company believes that the entire balance 
is collectible, and in some instances we have the ability to mitigate risk through withholding production or offsetting 
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payables with the same parties. management has provided for an allowance for doubtful accounts of $0.4 million at 
march 31, 2011 (December 31, 2010 - $0.4 million).

(b)  liquidity risk

the company is subject to liquidity risk attributed from accounts payable and other accrued liabilities, bank indebted-
ness, other liabilities, and derivative liabilities. accounts payable and other accrued liabilities, and derivative liabilities 
are primarily due within one year of the balance sheet date and twin Butte does not anticipate any problems in satis-
fying the obligations from cash provided by operating activities and the existing credit facility. the company’s bank 
indebtedness is subject to a $128 million credit facility agreement. although the credit facility is a source of liquidity 
risk, the facility also mitigates liquidity risk by enabling twin Butte to manage interim cash flow fluctuations.

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 derivatives 
and the drawn portion of the credit facility. the company is in compliance with its financial covenants.

the company’s bank indebtedness does not have specific maturity dates. it is governed by a credit facility agreement 
with a syndicate of financial institutions (note 9). under the terms of the agreement, the facility is reviewed semi-
annually, with the next review scheduled in october 2011. 

(c)  price and currency risk

twin Butte’s derivative assets and liabilities are subject to both price and currency risks as their fair values are based 
on assumptions including forward commodity prices and foreign exchange rates. the company may use derivative 
financial instruments from time to time to hedge its exposure to commodity prices, foreign exchange and interest 
rate fluctuations. the mark to market valuations of these contracts is presented in the company’s financial statements. 
these valuations are based on forward looking estimates including, but not limited to, volatility, interest rates and 
commodity prices.

to the extent that twin Butte enters derivatives to manage commodity price risk, it may be subject to liquidity risk as 
derivative liabilities become due. While the company has elected not to follow hedge accounting, derivative instru-
ments are not entered for speculative purposes and management closely monitors existing commodity risk exposures. 
as such, liquidity risk is mitigated since any losses actually realized are offset by increased cash flows realized from the 
higher commodity price environment.

the timing of cash outflows relating to the derivative liabilities as at march 31, 2011 are as follows:

derivative position

march 31, 2011 December 31, 2010

Derivatives

current asset  $ 2,863  $ 3,947

Non-current asset – –

current liability (10,017) (3,293)

Non-current liability (4,622) (3,340)

Net derivative liability position  $ (11,776)  $ (2,686)
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the timing of cash outflows relating to the derivative liabilities as at march 31, 2011 are as follows: 

crude Oil Sales price derivatives

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

Fixed price
per bbl 
($caD)

Fixed call price
per bbl Wti

($us)

Fair market
value

$ 000’s

200 april 1 to December 31, 2011 88.00   (933)

200 april 1 to December 31, 2011 89.40   (857)

300 april 1 to December 31, 2011 92.04   (1,069)

300 april 1 to December 31, 2011 95.05   (822)

300 april 1 to December 31, 2011 98.05   (577)

300 January 1 to December 31, 2012 100.45   (437)

1000 april 1 to December 31, 2011 95.00   (4,216)

1000 January 1 to December 31, 2012 100.00   (5,726)

crude oil fair value position   (14,637)

natural gas Sales price derivatives

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

Fixed price
per GJ

(aeco Daily)

Fixed call price 
per GJ

(aeco monthly)

Fair market 
value

$ 000’s

1,500 april 1 to october 31, 2011  $ 5.90   716 

3,000 april 1 to December 31, 2011  $ 7.00   (2)

4,500 april 1 to october 31, 2011  $ 5.90   2,147 

Natural gas fair value position   2,861 

(d) interest rate risk

interest rate risk is the risk that future cash flows will fluctuate as a result of changes in market interest rates. the 
interest charged on the outstanding bank indebtedness fluctuates with the interest rates posted by the lenders. the 
company is exposed to interest rate risk and has not entered into any mitigating interest rate hedges or swaps. had 
the borrowing rate been 100 basis points higher throughout the three months ended march 31, 2011, net loss would 
have increased by $0.1 million (march 31, 2010 - $0.2 million) based on the average debt balance outstanding during 
the period.

(e)  capital management

the company’s objective when managing capital is to maintain a flexible capital structure which will allow it to execute 
on its capital investment program, which includes investing in oil and gas activities which may or may not be success-
ful. therefore the company continually strives to balance the proportion of debt and equity in its capital structure to 
take into account the level of risk being incurred in its capital expenditures. the company manages its capital structure 
and makes adjustments relative to changes in economic conditions and the company’s risk profile. in order to main-
tain the capital structure, the company may from time to time issue shares and adjust its capital spending to manage 
current and projected debt levels. the company monitors its bank debt level and working capital in order to assess 
capital and operating efficiency.

in the management of capital, the company includes working capital and total net debt (defined as the sum of current 
assets and current liabilities including bank indebtedness and other liabilities less financial derivatives, a non iFrs mea-
sure) in the definition of capital. the company’s share capital is not subject to external restrictions; however, its credit 
facility value is based primarily on its petroleum and natural gas reserves and there are covenants twin Butte must 
comply with (note 11). the company was in compliance with all of its financial covenants at each reporting period.
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the balance of share capital and total net debt as defined above at march 31, 2011, and December 31, 2010:

march 31, 2011 Dec 31, 2010

Bank indebtedness 70,194 97,705

Working capital deficit (1) 10,483 (421)

Net debt 80,677 98,126

shareholders equity 189,057 182,965

Net Debt to equity 0.43 0.54

(1)   Working capital deficit is a non-iFrs measure that includes trade and other receivables, prepaid expenses and deposits, trade and other 
other accounts payable. 

as at march 31, 2011 the company had $70.2 million outstanding on its credit facility of $128.0 million, and a working 
capital deficit of $10.5 million, resulting in $80.7 million in net debt.

the credit facility is subject to a borrowing base review performed on a periodic basis by the banking syndicate, based 
primarily on reserves and using commodity prices estimated by the lenders, as well as other factors. in april 2011, the 
revolving credit facility was maintained at $128.0 million. a decrease to the borrowing base could lead to a reduc-
tion in the credit facility which may require repayment to the lenders. the next semi-annual borrowing base review is 
scheduled for october 2011.

the company manages its capital structure and makes adjustments by continually monitoring its business conditions, 
including: the current economic conditions; the risk characteristics of the underlying assets; the depth of its investment 
opportunities, forecasted investment levels; the past efficiencies of our investments; the efficiencies of the forecasted 
investments and the desired pace of investment; current and forecasted total debt levels; current and forecasted 
petroleum and natural gas prices and other factors that influence petroleum and natural gas prices and cash flow 
from operating activities (before changes in non-cash working capital) such as foreign exchange and basis differential.

in order to maintain or adjust the capital structure, the company will consider: its forecasted debt to forecasted cash 
flow from operating activities (before changes in non-cash working capital) ratio while attempting to finance an 
acceptable investment program including incremental investment and acquisition opportunities; the current level of 
bank credit available from the company’s bank; the level of bank credit that may be obtainable from its bank as a 
result of crude oil and natural gas reserve growth; the availability of other sources of debt with different characteristics 
than the existing bank debt; the sale of assets; limiting the size of the investment program and new common equity if 
available on favorable terms.

the company’s capital management objectives, policies and processes have remained unchanged during the reporting 
periods.

nOte 6. acQuiSitiOn expenditureS

property asset acquisition

on December 1, 2010, the company purchased producing petroleum and natural gas assets in Western alberta, for 
total consideration of $20.7 million. the purpose of the acquisition was to increase oil exposure and increase the Frog 
Lake area lands. the purchase was paid for in cash and was recognized as a business combination in accordance with 
iFrs 3 Business combinations, as the acquired assets met the definition of a business. the acquisition has been ac-
counted for using the acquisition method, and the purchase price was allocated to the net assets acquired as follows:

assets acquired

total

Petroleum and natural gas properties  $ 23,564

Decommissioning provision (2,822)

total net assets acquired  $ 20,742
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consideration

total

cash  $ 20,742

total purchase price  $ 20,742

nOte 7. explOratiOn and evaluatiOn aSSetS

Balance at January 1, 2010  $ 26,791

additions 872

transferred to property, plant and equipment (55)

Dispositions (1,440)

exploration and evaluation expense (6,271)

Balance at December 31, 2010  $ 19,897

additions 220

Balance at march 31, 2011  $ 20,117

nOte 8. prOpert y and eQuipment

oil & gas 
properties

office 
equipment total

cost:

Balance at January 1, 2010  $ 255,658  $ 219  $ 255,877

additions 72,240 – 72,240

changes in decommissioning provision 2,083 – 2,083

Disposals (10,739) – (10,739)

Balance at December 31, 2010 319,242 219 319,461

additions 16,674 – 16,674

Disposals (8,910) – (8,910)

Balance at march 31, 2011  $ 327,006  $ 219  $ 327,225

accumulated depletion, depreciation and impairment losses: 

Balance at January 1, 2010 – 148 148

Depletion and depreciation for the period 31,695 57 31,752

Balance at December 31, 2010 31,695 205 31,900

Depletion and depreciation for the period 8,835 11 8,846

Balance at march 31, 2011  $ 40,530  $ 216  $ 40,746

carrying value 

January 1, 2010  $ 255,658  $ 71  $ 255,729

December 31, 2010  $ 287,547  $ 14  $ 287,561

march 31, 2011  $ 286,476  $ 3  $ 286,479

the company has capitalized $0.7 million of general and administrative expenses directly related to exploration and 
development activities for the three month period ended march 31, 2011 ($2.1 million December 31, 2010).  

Future development costs on proved plus probable undeveloped reserves of $157.0 million as at march 31, 2011 are 
included in the calculation of depletion ($157.0 million – December 31, 2010).

During the three month period ended march 31, 2011, twin Butte completed the sale of a combination of non-core 
properties in alberta for net proceeds of $11.5 million ($12.3 million – December 31, 2010).  a $2.6 million gain was 
recognized on these transactions ($1.5 million gain December 31, 2010).
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an impairment test calculation was performed on property and equipment at January 1, 2010, the date of transition 
to iFrs as required by iFrs 1, First-time adoption of international Financial reporting standards (“iFrs 1”). the carry-
ing value of twin Butte’s property and equipment was compared to its recoverable value. No impairment provision 
was required at January 1, 2010. the fair value of oil and natural gas interests (included in property and equipment) 
is estimated with reference to the discounted cash flows expected to be derived from oil and natural gas production 
based on externally prepared reserve reports. the discount rate is specific to the asset with reference to general market 
conditions, being 10% at January 1, 2010.

nOte 9. Bank indeBtedneSS

as at march 31, 2011, the company had a $128 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 0.50% 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 0.50%. 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 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 
company’s credit facility was reviewed and approved subsequent to the end of the quarter in april 2011. the com-
pany’s next semi-annual credit facility review is scheduled for october 2011.

nOte 10. decOmmiSSiOning prOviSiOn

Decommissioning obligations are based on the company’s net ownership in wells and facilities, and management’s 
best estimate of future costs to abandon and reclaim those wells and facilities as well as an estimate of the future tim-
ing of the costs to be incurred.

the company has estimated the present value of its total decommissioning provision to be $30.0 million at march 31, 
2011, based on a total future liability of $37.8 million.  Payments to settle the 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 
risk free rate of 3.5% was used, reduced from 4% in 2010, and an inflation rate of 2% was used to calculate the present 
value of the decommissioning provision.

changes to the decommissioning provision are as follows:

three months
 ended

31–mar–11
Year ended
31–Dec–10

Decommissioning provision, beginning of period  $ 30,274  $ 23,581

Liabilities incurred 819 1,775

Liabilities settled (68) (540)

acquisitions – 2,962

Dispositions (1,107) (833)

effect of the change in risk free rate – 2053

revisions in estimated cash outflows (165) 305

accretion of decommissioning provision 264 971

Decommissioning provision, end of period  $ 30,017  $ 30,274
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nOte 11. SharehOlderS eQuit y 

authorized

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

Number
of shares

share capital
$

Balance at January 1, 2010 109,715 189,504

common shares issued 18,400 23,000

share issued costs – 1,023

common shares issued under option plan 83 57

Balance at December 31, 2010 128,198 211,538

exercised warrants 3,682 8,318

common shares issued under option plan 143 179

Balance at march 31, 2011 132,023 220,035

issue of common Shares & Warrants

in the first quarter of 2011, 5,260,072 warrants were exercised for 3,682,049 twin Butte shares at $2.14 per share for to-
tal cash consideration of $7.9 million. subsequent to march 31, 2011 and up to the expiry date an additional 4,489,700 
warrants for 3,142,789 twin Butte shares were exercised for proceeds of $6.7 million. 1,250,228 warrants were not 
exercised and expired on may 10, 2011 (Nil – December 31, 2010).

During the quarter ended march 31, 2011, 143,233 options were exercised for proceeds of $0.1 million. 

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 $23.0 million ($21.6 million net of issue costs).  

Stock Options and Share-based payments

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 13,202,295 (12,819,767 – December 31, 
2010). as at march 31, 2011 there were 8,410,501 (8,560,817 – December 31, 2010) common shares reserved for issu-
ance 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.

stock options are measured at fair value on the date of the grant using a Black-scholes option pricing model, and 
the resulting share-based payment expense is recognized on a graded-vesting basis over the related vesting period. 
twin Butte recorded share-based payment expense of $0.2 million for the three months ended march 31, 2011 (three 
months ended march 31, 2010 -  $0.1 million). a 50% forfeiture rate was used to estimate the company’s share-based 
payment expense for the three months ended march 31, 2011 (December 31, 2010: 50%).
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the following table sets forth a reconciliation of stock option plan activity through to march 31, 2011:

Number of options
Weighted average

exercise Price

outstanding at January 1, 2010 4,020,000  $ 0.94

Granted 5,921,150 1.54

exercised (83,333) 0.62

Forfeited (1,297,000) 1.18

outstanding at December 31, 2010 8,560,817  $ 1.33

Granted 345,000 2.52

exercised (143,233) 0.92

Forfeited (352,083) 1.47

Outstanding at march 31, 2011 8,410,501  $ 1.38

there were 1,428,101 options exercisable as at march 31, 2011 (1,378,005 – December 31, 2010) at an average exercise 
price of $1.38 per share ($0.95 – December 31, 2010). 

march 31, 2011 December 31, 2010

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 1,225,100 0.69 3.08 1,275,000 0.68 3.32

$0.93 – 1.24 1,692,001 1.02 3.01 1,808,667 1.02 3.29

$1.31 – 1.51 3,249,000 1.35 4.11 3,476,500 1.34 4.35

$1.97 – 2.62 2,244,400 2.06 4.65 2,000,650 1.98 4.86

8,410,501 1.38 3.88 8,560,817 1.33 4.09

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. in 2010 and 2011, the volatility was measured at the 
standard deviation of continuously compounded share returns based on statistical analysis of daily share of twin Butte.

Options granted 
in three months 

ended
march 31, 2011

options Granted 
in 

Year 2010

expected volatility 71% 70%

risk free rate of return 1.86% 2.00%

expected stock option life 3 years 3 years

Dividend yield rate 0.0% 0.0%

Weighted average fair value of stock option grants  $ 1.17  $ 0.59
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net income (loss) per Share

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

three months ended march 31

2011 2010

Net income (loss) for the period $ (2,262) $ 3,889

Weighted average number of basic shares (000’s) 130,555 121,572

effect of dilutive securities:

employee stock options (000’s) – 1,228

130,555 122,801

Net income (loss) per share basic & diluted ($) (0.02) 0.03

all of the issued stock options were excluded from the calculation of diluted weighted average shares outstanding for 
the three months ended march 31, 2011 as to include them would be anti-dilutive as a result of a loss position. 

nOte 12.  general & adminiStratiOn (“g&a”) expenSeS

three months ended march 31

2011 2010

staff salaries and benefits  $ 1,528  $ 1,158

rent and insurance 183 227

office and other costs 1,024 986

capitalized G&a and overhead recoveries (1,140) (867)

 $ 1,595  $ 1,504

nOte 13.  Finance expenSe

three months ended march 31 

2011 2010

accretion on decommissioning provision  $ 264  $ 236

interest and bank charges 750 864

total  $ 1,014  $ 1,100

nOte 14.  Supplemental caSh FlOW inFOrmatiOn

three months ended march 31

2011 2010

changes in non-cash working capital:

accounts receivables  $ 5,962  $ 5,841

Prepaid expenses and deposits 10 85

accounts payables 6,543 (871)

 $ 12,515  $ 5,055

changes in non-cash working capital relating to:

operating activities  $ 7,967  $ (1,739)

investing activities 4,548 6,793

Financing activities – –

 $ 12,515  $ 5,055
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nOte 15.  incOme tax expenSe

income tax expense is recognized based on management’s best estimate of the weighted average annual income tax 
rate expected for the full financial year. the estimated average annual rate used for the three months ended march 31, 
2011 was 25% (march 31, 2010 – 28%)

nOte 16. related part y tranSactiOnS

During the three month period ended march 31, 2011, the company incurred costs totaling $1.4 million ($0.4 million – 
march 31, 2010) 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. as at march 31, 2011, the company had $0.9 million ($0.4 
million – march 31, 2010) included in accounts payable and accrued liabilities related to these transactions.

nOte 17.  cOmmitmentS and cOntingencieS

the company is committed to future minimum payments,(total of $43,000 until october 2013) for natural gas trans-
mission and processing, operating leases on compression equipment and future premiums on financial derivatives.

as at march 31, 2011, the company had contractual obligations and commitments for base office rent as follows:

office rent 

2011 871,040

2012 763,517

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 legal provision.

nOte 18.  explanatiOnS OF tranSitiOn tO iFrS

as stated in note 2 (a), these are the company’s first financial statements prepared in accordance with iFrs. the com-
pany has adopted iFrs effective January 1, 2011. the company’s financial statements for the year ending December 
31, 2011 will be the first annual financial statements that comply with iFrs. accordingly, the company will make an 
unreserved statement of compliance with iFrs beginning with its 2011 annual financial statements. the company’s 
transition date is January 1, 2010 (the “transition date”) and the company has prepared its opening iFrs balance sheet 
at that date. 

the accounting policies set out in note 3  have been applied in preparing the financial statements for the period  ended 
march 31, 2011, the comparative information presented in these financial statements for the period ended march 31, 
2010 and December 31, 2010 and the preparation of an opening iFrs balance sheet at January 1, 2010.  the company 
will ultimately prepare its opening balance sheet and financial statements for 2010 and 2011 by applying existing iFrs 
effective as at December 31, 2011. accordingly, the opening balance sheet and financial statements for 2010 and 2011 
may differ from these financial statements.  

in preparing its opening iFrs balance sheet, the company has adjusted amounts reported previously in financial state-
ments prepared in accordance with Previous GaaP. an explanation of how the transition from Previous GaaP to iFrs 
has affected the company’s financial position, financial performance and cash flows is set out in the following tables 
and the notes that accompany the tables.
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(a) reconciliation of equity from canadian gaap to iFrS

at the date of iFrs transition – January 1, 2010:

Balance Sheet (unaudited)

as at 
(Cdn $ thousands) Notes

Previous GaaP
December 31,

2009
iFrs 

adjustments

iFrs
January 1, 

2010

aSSetS 

current assets

accounts receivable  $ 20,759  $ –  $ 20,759

Deposits and prepaids expenses 3,182 – 3,182

23,941 23,941

Deferred taxes a,h 2,401 2,181 4,582

exploration and evaluation assets a,c – 26,791 26,791

Property and equipment a,b,d,e 282,521 (26,791) 255,729

 $ 308,863  $ 2,181  $ 311,043

liaBilitieS and SharehOlderS’ eQuit y

current Liabilities

 accounts payable and accrued liabilities  $ 29,713  $ –  $ 29,713

 Bank indebtedness 96,342 – 96,342

 Derivative liabilities 1,224 – 1,224

127,279 127,279

other liabilities 796 – 796

Decommissioning provision a,f 14,856 8,725 23,581

142,931 8,725 151,656

shareholders’ equity 

share capital a 188,006 1,498 189,504

Warrants 912 – 912

contributed surplus a 4,185 77 4,261

Deficit a (27,171) (8,119) (35,290)

165,932 (6,544) 159,387

 $ 308,863  $ 2,181  $ 311,044
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as at December 31, 2010:

Balance Sheet  (unaudited)

as at 
(Cdn $ thousands) Notes

Previous GaaP
December 31, 

2010
iFrs 

adjustments

iFrs
December 31, 

2010

aSSetS 

current assets

accounts receivable  $ 27,358  $ –  $ 27,358

Deposits and prepaids expenses 2,453 – 2,453

Derivative assets 3,947 – 3,947

33,758 – 33,758

Deferred taxes h 2,944 1,550 4,494

exploration and evaluation assets c – 19,897 19,897

Property and equipment b,d,e 300,983 (13,422) 287,561

 $ 337,685  $ 8,025  $ 345,710

liaBilitieS and SharehOlderS’ eQuit y

current Liabilities

accounts payable and accrued liabilities  $ 27,779  $ –  $ 27,779

Bank indebtedness 97,705 – 97,705

Derivative liabilities 3,293 – 3,293

128,777 – 128,777

other liabilities 354 – 354

Derivative liabilities 3,340 – 3,340

Decommissioning provision f 17,592 12,682 30,274

150,063 12,682 162,745

shareholders’ equity 

share capital a 210,039 1,499 211,538

Warrants 912 – 912

contributed surplus g 4,989 135 5,124

Deficit (28,318) (6,291) (34,609)

187,622 (4,657) 182,965

 $ 337,685  $ 8,025  $ 345,710
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as at march 31, 2010:

Balance Sheet  (unaudited)

as at 
(Cdn $ thousands) Notes

Previous GaaP
march 31, 

2010
iFrs 

adjustments

iFrs
march 31, 

2010

aSSetS 

current assets

accounts receivable  $ 14,918  $ –  $ 14,918

Deposits and prepaids expenses 3,096 – 3,096

Derivative assets 3,833 – 3,833

21,847 – 21,847

Deferred taxes h 1,547 1,881 3,428

exploration and evaluation assets c – 26,738 26,738

Property and equipment b,d 279,236 (25,246) 253,990

 $ 302,631  $ 3,373  $ 306,003

liaBilitieS and SharehOlderS’ eQuit y

current Liabilities

accounts payable and accrued liabilities  $ 28,926  $ –  $ 28,926

Bank indebtedness 65,604 – 65,604

Derivative liabilities 987 – 987

95,517 – 95,517

other liabilities 696 – 696

Derivative liabilities – – –

Decommissioning provision f 15,346 9,009 24,355

111,559 9,009 120,568

shareholders’ equity 

share capital a 209,993 1,499 211,492

Warrants 912 – 912

contributed surplus g 4,260 71 4,331

Deficit (24,094) (7,206) (31,300)

191,071 (5,636) 185,435

 $ 302,630  $ 3,373  $ 306,003
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reconciliation of total comprehensive income for the three months ended march 31, 2010

StatementS OF incOme (lOSS) and cOmprehenSive incOme (lOSS)

Note three months ended march 31,

(Cdn$ thousands) (unaudited) Previous GaaP
effect of 

transition to iFrs iFrs

Petroleum and natural gas sales  $ 25,503  $ –  $ 25,503

royalties (5,254) – (5,254)

revenues  $ 20,249  $ –  $ 20,249

expenses

operating 7,444 – 7,444

transportation 976 – 976

General and administrative 1,504 – 1,504

share-based payments g 75 (6) 69

(Gain) loss on derivatives (4,335) – (4,335)

(Gain) loss on divestitures – 721 721

Depletion and depreciation d 9,396 (2,165) 7,231

15,060 (1,450) 13,610

Operating income before finance expense 
and income taxes 5,189 1,450 6,639

Finance expense i 864 236 1,100

income before income taxes 4,325 1,214 5,539

Deferred tax expense h 1,248 302 1,550

incOme (lOSS) and 

cOmprehenSive incOme (lOSS) 3,077 912 3,989

income (loss) per share $

Basic & Diluted 0.03 – 0.03
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reconciliation of total comprehensive income for the year ended December 31, 2010

StatementS OF incOme (lOSS) and cOmprehenSive incOme (lOSS)

Note twelve months ended December 31,

(Cdn$ thousands) (unaudited) Previous GaaP
effect of 

transition to iFrs iFrs

Petroleum and natural gas sales  $ 101,876  $ –  $ 101,876

royalties (20,734) – (20,734)

revenues  $ 81,142  $ –  $ 81,142

expenses

operating 32,709 – 32,709

transportation 3,842 – 3,842

General and administrative 5,719 – 5,719

share-based payments g 809 58 867

Gain (loss) on derivatives (3,862) – (3,862)

(Gain) loss on divestitures – (1,533) (1,533)

exploration and evaluation c – 6,313 6,313

Depletion and depreciation d 39,965 (8,269) 31,696

79,182 (3,431) 75,751

Operating income before finance expense 
and income taxes 1,960 5,391

Finance expense i 3,255 971 4,226

income before income taxes (1,295) 1,165

Deferred tax expense (recovery) h (147) 630 483

incOme (lOSS) and 

cOmprehenSive incOme (lOSS) (1,148) (1,830) 682

income (loss) per share $

Basic & Diluted (0.01) 0.01

nOteS tO recOnciliatiOn 

(a) elected exemptions from full retrospective application

in preparing these financial statements in accordance with iFrs 1 First-time adoption of international Financial report-
ing standards (“iFrs 1”), the company has applied certain of the optional exemptions from full retrospective applica-
tion of iFrs. the optional exemptions are described below.

(i) Business combinations

the company has applied the business combinations exemption in iFrs 1 to not apply iFrs 3 retrospectively to 
past business combinations.  accordingly, the company has not restated business combinations that took place 
prior to January 1, 2010.

(ii) Share-based payments

the company elected to apply the share-based payment exemption to awards that vested prior to January 1, 
2010. awards that were unvested at the date of transition to iFrs, being the unvested stock options, were restated 
retroactively. this resulted in a $0.1 million adjustment to deficit and contributed surplus at the date of transition. 

(iii) Decommissioning provisions

the company elected to apply iFrs relating to decommissioning provisions as at the date of transition to iFrs. 
the company restated its decommissioning provision in accordance with iFrs at January 1, 2010. under Previous 
GaaP asset retirement obligations were discounted at a credit adjusted risk free rate of 8%. under iFrs, the esti-
mated cash flow to abandon and remediate the wells and facilities has been risk adjusted therefore the provision 
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is discounted at a weighted average risk free rate of 4.0%. this resulted in a $8.7 million increase to decommis-
sioning provision and a corresponding increase to deficit at the date of transition (the deferred tax effect of the 
adjustment was $2.2 million). 

(iv) Oil and gas property cost basis 

the company followed a ‘full cost’ approach under the Previous GaaP which is a policy no longer permitted upon 
transition to iFrs.  the company has elected to apply the first-time adoption exemption for full cost oil and gas 
entities where the  carrying value of oil and gas assets at the date of transition to iFrs is measured on a deemed 
costs basis. exploration and evaluation assets are reclassified from the Previous GaaP full cost pool to intangible 
exploration and evaluation assets at the amount that was recorded under Previous GaaP. the remaining full cost 
pool has been allocated to producing and development oil and gas properties using proved and probable reserve 
values discounted at 10%. this resulted in a $26.8 million recognition of exploration and evaluation assets with a 
corresponding decrease in oil and gas properties.

b)  property and equipment – For the purpose of impairment testing, twin Butte’s property and equipment assets 
were allocated to its cGu’s unlike under Previous GaaP where all oil and natural gas assets are accumulated into one 
cost centre by country. the deemed cost of twin Butte’s oil and natural gas assets were allocated to its defined cGus 
based on twin Butte’s total proved plus probable reserve values discounted at 10%  as at January 1, 2010, in accordance 
with iFrs 1. these cGus were aligned within the major geographic regions in which twin Butte operates and could 
change in the future as a result of significant acquisition and disposition activity. 

(c)  exploration and evaluation (“e&e”) expenditures – upon transition to iFrs, twin Butte reclassified all e&e ex-
penditures that were included in the property and equipment assets balance on the balance sheet. this consisted of 
the carrying amount for twin Butte’s land which did not have proved or probable reserves attributed directly to related 
exploration properties. e&e assets will not be depleted, and will be assessed for impairment when indicators of impair-
ment exist. management identified and reclassified the following amounts from property and equipment assets to 
e&e in the balance sheet prepared under iFrs as at January 1, 2010 ($26.8 million), march 31, 2010 ($26.8 million) and 
December 31, 2010 ($19.9 million). For the year ended December 31, 2010, $6.3 million was expensed relating to lease 
expiries. 

(d)  depletion expense – twin Butte has chosen to calculate its depletion using the uoP method over proved plus 
probable reserves, as compared to using only proved reserves under Previous GaaP. as a result, the depletion expense 
decreased as compared to its current calculation under Previous GaaP. march 31,2010 depletion was lower by $2.2 
million and the year December 31, 2010, depletion was reduced by $8.3 million. accretion expense has been removed 
and added to Finance costs of $0.2 million for the three months march 31, 2010 and $1.2 million for the year ended 
December 31, 2010.

(e)  impairment of pp&e assets – under iFrs, an impairment test of PP&e is performed at the cGu level as opposed to 
the entire PP&e balance, which is currently required under Previous GaaP through the full cost ceiling test. twin Butte 
is required to recognize an impairment loss if the carrying amount of a cGu exceeds the higher of its fair value less 
cost to sell and value in use. under a two step approach, canadian GaaP, estimated future cash flows used to assess 
whether an impairment has occurred are not discounted. twin Butte did not have an impairment at transition or during 
the year 2010.

(f)  decommissioning provision – under iFrs, twin Butte remeasured its liability for decommissioning provision us-
ing the risk-free rate of interest. iFrs requires that asset decommissioning provision be re-measured each reporting 
period for changes in the discount rate with a corresponding adjustment to the cost of property, plant and equipment. 
at January 1, 2010 twin Butte’s total of its decommissioning provision increased by $8.7 million to $23.6 million as the 
liability was revalued to reflect the estimated risk free rate of interest of 4.0% as compared to the credit adjusted risk-
free rate of 8.0% used previously under canadian GaaP. at December 31, 2010 the risk-free rate was further reduced to 
3.5% and increased an additional $2.1 million decommissioning provision.

(g)  Share-based payments – under Previous GaaP, the company accounted for stock-based compensation plans on 
a straight-line basis over the term of the vesting period.  under iFrs each tranche in an award is considered a separate 
grant with different vesting date and fair value.  each grant is separately accounted for using applicable assumptions 
for those specific dates and different fair values and accounted for using graded vesting recognition of expense. under 
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Previous GaaP, forfeitures of awards are recognized as they occur.  the calculation of share-based compensation 
under iFrs reflects an estimate of the number of awards expected to vest, which is revised if subsequent information 
indicates that actual forfeitures are likely to differ from the estimate. as a result, the company adjusted its expense 
for share-based awards by $0.1 for the twelve months ending December 31, 2010 and recognized the corresponding 
adjustment to contributed surplus.

(h)  Deferred income tax calculated according to iFrs is substantially similar to Previous GaaP and arises from dif-
ferences between the accounting and tax bases of assets and liabilities. to the extent that assets and liabilities have 
changed from transition to iFrs, the amount of deferred income tax asset would be impacted. twin Butte recorded an 
overall increase of $2.2 million to its deferred tax asset upon transition to iFrs with the offset to opening deficit. the 
adjustments discussed above have also impacted deferred tax expense recognized  in the statement of income (loss) 
in the three months ended march 31, 2010 by $0.3 million (year ended December 31, 2010 - $0.6 million).

(i)  Finance expenses 

under iFrs, interest expenses and accretion expense are included as finance expenses. these individual amounts for 
Previous GaaP have been reclassified for iFrs. 

(j)  adjustments to the statement of cash flows 

the transition from Previous GaaP to iFrs had no significant impact on cash flows generated by the company. 

(k)  Flow-through shares

Flow-through shares are a canadian tax incentive which is the subject of specific guidance under Previous GaaP, how-
ever there is no specific guidance under iFrs. under Previous GaaP, when flowthrough shares are issued they are 
recorded at face value. the related future tax liability is established for the tax effect of the difference between the 
tax basis and the book basis of the assets when renounced and is recorded as a reduction of share capital. there is no 
income statement effect associated with the issuance of these shares.

twin Butte has adopted a policy under iFrs where the proceeds from the offering are to be allocated between the sale 
of the shares and the sale of the tax benefit. the allocation is made based on the difference between the quoted mar-
ket price of the existing shares and the amount an investor pays for the flow through shares. a liability is established 
for this difference that is reversed upon renunciation of the tax benefit. the difference between this liability and the 
deferred tax liability is recorded as an income tax expense. this has resulted in a re-classification between deficit and 
share capital at January 1, 2010 of $1.5 million.

nOte 19.  SuBSeQuent eventS

crude Oil Sales price derivative contract

subsequent to march 31, 2011 the company entered into the following crude oil sale price derivative:

Daily barrel (bbl) quantity term of contract Fixed Price per bbl (Wti)

500 January 1, 2012 to December 31, 2012 $106.81 us

also, subsequent to march 31, 2011 and up to the expiry date an additional 4,489,700 warrants for 3,142,789 twin Butte 
shares were exercised. 1,250,228 warrants were not exercised and expired on may 10, 2011. 
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