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Questfire Energy Corp.
Condensed Interim Balance Sheets

(amounts in Canadian dollars) (unaudited)

September 30, December31,
Note 2013 2012
(Note 3(a))
$ S
Assets
Currentassets
Cash andcash equivalents 1,231,710 395,288
Accounts receivable 4(c) 8,464,673 200,482
Assets heldforsale 5 281,000 -
Deposits and prepaid expenses 717,284 36,948
Total current assets 10,694,667 632,718
Non-current assets
Propertyand equipment 6 112,273,225 3,069,632
Explorationandevaluation assets 7 1,924,495 1,910,773
Total non-current assets 114,197,720 4,980,405
Total assets 124,892,387 5,613,123
Liabilities
Current liabilities
Accounts payable and accrued liabilities 4(d) 11,559,206 323,024
Bank debt 9 42,000,000 -
Riskmanagement contracts 4(e) 152,812 -
Flow-through share commitments 18 - 1,840,817
Convertible debentures 12 1,356,406 -
Total current liabilities 55,068,424 2,163,841
Non-current liabilities
Decommissioningprovisions 10 26,135,667 156,198
Convertible ClassB shares 11 14,702,748 3,966,350
Convertible debentures 12 30,709,720 1,352,811
Deferred taxliabilities 105,333 47,849
Total liabilities 126,721,892 7,687,049
Shareholders’ Equity (Deficiency)
Share capital 13(a) 4,272,595 4,193,633
Equitycomponent ofconvertible ClassB s hares 11 (2,081,352) (2,081,352)
Equitycomponent ofconvertible debentures 12 75,805 79,767
Warrants 12 28,295 28,295
Contributed surplus 227,013 134,770
Deficit (4,351,861) (4,429,039)
Total deficiency attributable to equity holders of the Corporation (1,829,505) (2,073,926)
Total liabilities and shareholders’ e quity 124,892,387 5,613,123
Commitments (notes 18 and 19)
Subsequent event (note 20)
(Signed) “Richard Dahl”, Director (Signed) “Roger MaclLeod”, Director
See accompanying notes to the condensed interim financial statements.
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Questfire Energy Corp.
Condensed Interim Statements of Income (Loss) and Comprehensive Income (Loss)

(amounts in Canadian dollars) (unaudited)

Three months ended Nine months ended
September 30, September 30,
Note 2013 2012 2013 2012
$ $ $ $
Revenue
Oil and naturalgas sales 14,040,260 138,123 24,636,922 296,167
Royalties (1,589,376) (7,399) (2,900,266) (29,291)
12,450,884 130,724 21,736,656 266,876
Realized gainonriskmanagement 4(e) 512,575 - 176,496 -
Unrealized gain (loss) onriskmanagement 4(e) (467,019) - 2,287,402 -
12,496,440 130,724 24,200,554 266,876
Expenses
Productionandoperating 6,011,520 49,791 10,037,564 123,344
Transportation 424,875 6,359 726,694 15,167
General and administrative 1,296,252 292,592 2,514,382 853,603
Share-based compensation 14 51,486 27,360 92,243 82,082
Explorationandevaluation 100,000 64,624 350,000 1,189,233
Depletionand depreciation 6 2,978,900 94,468 4,977,333 198,388
Impairment - 124,000 - 124,000
Transaction costs 5 - - 1,228,416 -
10,863,033 659,194 19,926,632 2,585,817
Operating Income (Loss) 1,633,407 (528,470) 4,273,922 (2,318,941)
Financeincome 15 - 3,604 - 10,895
Finance expense 15 (2,061,622) (166,405) (4,139,260) (346,919)
Net Finance Expense (2,061,622) (162,801) (4,139,260) (336,024)
Income (Loss) Before Income Taxes (428,215) (691,271) 134,662 (2,654,965)
Deferred income tax recovery (expense) 93,959 123,726 (57,484) 520,689
Income (Loss) and Comprehensive Income (Loss) for the
Period (334,256) (567,545) 77,178 (2,134,276)
Income (Loss) per Share
Basic 13(b) (0.03) (0.04) 0.01 (0.17)
Diluted 13(b) (0.03) (0.04) 0.01 (0.17)

See accompanying notes to the condensed interim financial statements.
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Questfire Energy Corp.
Condensed Interim Statements of Changes in Equity

(amounts in Canadian dollars) (unaudited)

Equity
Equity component
component of
Share of Class B convertible Contributed
Note capital shares debentures  Warrants surplus Deficit Total
$ $ $ $ $ $ $
Balance, January1, 2012 4,193,633 (2,081,352) - - 25,327 (904,417) 1,233,191
Equity component of convertible 12 - - 79,767 28,295 - - 108,062
debenture units, net of issuance
costs and income taxes
Share-based compensation - - - - 82,082 - 82,082
Loss for the period - - - - - (2,134,276) (2,134,276)
Balance, September 30, 2012 4,193,633 (2,081,352) 79,767 28,295 107,409 (3,038,693) (710,941)
Share-based compensation - - - - 27,361 - 27,361
Loss for the period - - - - - (1,390,346) (1,390,346)
Balance, December 31, 2012 4,193,633 (2,081,352) 79,767 28,295 134,770 (4,429,039) (2,073,926)
Issued onconversion of 12 78,962 - (3,962) - - - 75,000
convertible debentures
Share-based compensation - - - - 92,243 - 92,243
Income for the period - - - - - 77,178 77,178
Balance, September 30, 2013 4,272,595 (2,081,352) 75,805 28,295 227,013 (4,351,861) (1,829,505)

See accompanying notes to the condensed interim financial statements.
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Questfire Energy Corp.

Condensed Interim Statements of Cash Flows

(amounts in Canadian dollars) (unaudited)

Three months ended Nine months ended
September 30, September 30,
Note 2013 2012 2013 2012
$ $ $ $
Cash flows related to:
Operating Activities
Income (loss) (334,256) (567,545) 77,178 (2,134,276)
Add (deduct) items notinvolving cash:
Unrealizedloss (gain) onriskmanagement 4(e) 467,019 - (2,287,402) -
Share-based compensation 14 51,486 27,360 92,243 82,082
Explorationand evaluation - - - 999,309
Depletionand depreciation 6 2,978,900 94,468 4,977,333 198,388
Impairment - 124,000 - 124,000
Acquired office lease amortization 16 81,134 - 81,134 -
Net finance expense 15 2,061,622 162,801 4,139,260 336,024
Deferred income tax expense (recovery) (93,959) (123,726) 57,484 (520,689)
Decommissioning costs incurred 10 (538,494) - (638,927) -
Changeinnon-cash workingca pital 16 619,111 (76,354) (1,940,419) (59,338)
5,292,563 (358,996) 4,557,884 (974,500)
Investing Activities
Explorationandevaluation expenditures 7 - (761,232) (13,722) (2,314,673)
Propertyand equipment expenditures 6 (2,847,732) (15,871) (3,877,912) (178,391)
Propertyacquisitions 5 (1,522,782) - (41,675,125) -
Acquisition of risk management contracts 4(e) (173,375) - (342,425) -
Interestreceived 15 - 3,604 - 10,895
Changeinnon-cash workingca pital 16 1,818,350 75,344 2,631,102 (1,437,626)
(2,725,539) (698,155)  (43,278,082) (3,919,795)
Financing Activities
Increase (decrease) in bankdebt (1,000,000) - 42,000,000 -
Convertible debenture issuance proceeds 12 - - - 1,510,000
Convertible debenture issuance costs 12 - - (62,875) (65,503)
Interestand finance costs paid 15 (966,458) (56,413) (2,172,470) (75,174)
Changeinnon-cash workingca pital 16 (338,187) (54,491) (208,035) 5,820
(2,304,645) (110,904) 39,556,620 1,375,143
Increase (Decrease) in Cash and Cash Equivalents 262,379 (1,168,055) 836,422 (3,519,152)
Cash and Cash Equivalents, Beginning of Period 969,331 2,122,668 395,288 4,473,765
Cash and Cash Equivalents, End of Period 1,231,710 954,613 1,231,710 954,613

See accompanying notes to the condensed interim financial statements.
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Questfire Energy Corp.

Condensed Interim Notes to the Financial Statements

As at and for the three and nine months ended September 30,2013 and 2012
(amounts in Canadian dollars) (unaudited)

1. General business description

Questfire Energy Corp. (“Questfire” or the “Corporation”) is engaged in the exploration for and development and
production of oil and natural gas in Alberta and may conduct its activities jointly with others; these financial statements
reflect only the Corporation’s proportionateinterestin such activities. The Corporation’s Class Ashares and Class B shares
are listed on the TSX Venture Exchange (TSXV). The address and principal place of business of the Corporation is Suite
500, 400 — 3™ Avenue S.W., Calgary, Alberta, T2P 4H2.

The condensed interim financial statements were approved and authorized for issuance by the Corporation’s Board of
Directors on November 19, 2013.

2. Basis of preparation
Statement of compliance

These condensed interim financial statements were prepared in accordance with International Financial Reporting
Standards (IFRS), as applicableto interim financial statements including International Accounting Standard (IAS) 34,
Interim Financial Reporting, and should be read in conjunction with the annual financial statements for the year ended
December 31,2012, which were prepared in accordance with IFRS.

Basis of measurement and going-concern

These financial statements were prepared on a historical costs basis, except for certain financial instruments and share-
based payment transactions, which were measured at fair value.

These financial statements were prepared on a going-concern basis, which assumes that the Corporation will realize its
assets and discharge its liabilities in the normal course of business.

These financial statements are presented in Canadian dollars, the Corporation’s functional currency.
Use of estimates and judgments

The followingareadditional critical estimates and judgments identified by the Corporationinadditiontothose disclosed
in the notes to the Corporation’s annual financial statements for the year ended December 31, 2012.

a) Identification of cash-generating units (CGUs)

The Corporation’s upstream assets are grouped into CGUs, defined as the lowest level of assets for which there
is separately identifiable independent cash inflow. The classification of assets and allocation thereof into CGUs
requires significantjudgment and interpretations. Factors considered in theclassification include theintegration
among assets, shared infrastructure, the existence of common sales points, geography, geological structureand
the manner in which management monitors and makes decisions aboutits operations. Therecoverability of the
Corporation’s assets is assessed at the CGU level and therefore could have a significant impact on impairment
losses and reversals.

b) Assets or liabilities held for sale

The decision to transfer property and equipment, exploration and evaluation assets and the related
decommissioning provision to assets or liabilities held for saleis based on management’s determination that the
assets and liabilities are available for immediate salein their current condition and that the sale is highly
probable.
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Questfire Energy Corp.

Condensed Interim Notes to the Financial Statements

As at and for the three and nine months ended September 30,2013 and 2012
(amounts in Canadian dollars) (unaudited)

c) Derivative commodity contracts

The amounts recorded for the fair value of risk management contracts are based on estimates of future
commodity prices and the volatility in those prices.

d) Business combinations and asset acquisitions

The value assigned and the allocation of the purchase price to the net assets in an acquisition are based on
numerous estimates that affect the valuation of certain assets and liabilities acquired, including the discount
rates, estimates of proved and probablereserves, estimates of fair values of exploration and evaluation assets,
future oil and natural gas prices and other factors.

3. Significant accounting policies

The accounting policies followed in thesefinancial statements are consistent with those for the year ended December 31,
2012, except as defined below.

a) Changes in accounting policies

Questfire adopted the following new and revised standards, along with any amendments, effective January 1, 2013, with
no material impact on the financial statements:

i) IFRS 7, Financial Instruments: Disclosures

ii) IFRS 10, Consolidated Financial Statements

iii) IFRS 11, Joint Arrangements

iv) IFRS 12, Disclosure of Interests in Other Entities

v) IFRS 13, Fair Value Measurement

vi) 1AS 1, Presentation of Financial Statements

vii) |AS 28, Investments in Associates and Joint Ventures (amended in 2011)
viii) IAS 32, Financial Instruments: Presentation

These changes were made in accordance with the applicable transitional provisions.
Assets held for sale

Non-current assets, or disposal groups consisting of assets and liabilities, are classified as held for sale if their carrying
amounts will berecovered through a saletransaction rather than through continuinguse. This condition is met when the
saleis highly probable and the assetis available for immediate salein its present condition.

Non-current assets classified as held for saleare measured at the lower of the carryingamount and fair valueless costs
to sell, with impairments recognized in profit or loss for the period measured. Non-current assets and disposal groups
held for sale are presented in current assets and liabilities on the balance sheet and are not depleted or depreciated.

Decommissioning provisions

Under the Corporation’s previous accounting policy for decommissioning provisions, the estimate of the expenditure
required to settle the present obligation atthe balancesheet date was recorded on a discounted basis usingthe pre-tax
risk-free interest rate and the future cash flow estimates were adjusted to reflect the risks specific to the liability. As at
January 1, 2013, the Corporation voluntarily changedits accounting policy to usea credit-adjusted risk-freediscountrate
and future cash flow estimates will not be adjusted to reflect the risks specific to the liability. The Corporation believes
the change in discount rate provides reliable and relevant information to the users of the financial statements as the
discountrateis consistent with the Corporation’s costof capital. The change in policy mustbeapplied retrospectively and
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Questfire Energy Corp.

Condensed Interim Notes to the Financial Statements

As at and for the three and nine months ended September 30,2013 and 2012
(amounts in Canadian dollars) (unaudited)

resulted in property and equipment at December 31, 2012 decreasing by $71,000 with a corresponding decrease to
decommissioning provisions of $71,000. Deferred tax, depletion and accretion amounts related to prior periods were not
adjusted as any changes would be immaterial.

b) Future accounting pronouncements

In May 2013 the International Accounting Standards Board released an amendment to IAS 36, Impairment of Assets,
requiringentities to disclosethe recoverable amount of an impaired CGU. The amendment is effective January 1, 2014,
and the Corporation intends to adopt the amendment at that time.

A description of additional standards and interpretations thatwill beadopted by the Corporationin future periods can be
found in the notes to the Corporation’s annual financial statements for the year ended December 31, 2012.

4. Financial instruments and risk management
a) Risk management overview

The Corporation’s activities exposeitto a variety of financial risks including creditrisk, liquidity riskand market risk. This
note presents information about the Corporation’s exposureto each of these risks, its objectives, policies and processes
for measuringand managing risk,and its management of capital.Further quantitative disclosureis included throughout
this document. Questfire employs risk management strategies and polices to ensure its risk exposure is consistent with
its business objectives and risk tolerance. While the Board of Directors has overall responsibility for Questfire’s risk
management framework, Questfire’s management monitors the risks and administers the risk management measures.

b) Fair value of financial instruments

The fair values of cash and cash equivalents, accounts receivable,accounts payableand accrued liabilities, bank debt and
flow-through sharecommitments approximatetheir carryingvaluedueto the short-term maturity of those instruments.
The fair valueofthebank debt is equal toits carryingvalueasthefacility bearsinterestatfloatingrates,and creditspreads
within the facility are indicative of market rates. The fair value of the convertible debentures is approximated by their
carryingvaluegiven interest rates the Corporation believes it would currently have to payon aninstrument with similar
terms.

The fair valueof convertibleClass Bshares at September 30, 2013, based on a discounted cash flow model assumingan
11.69 percent effective interest rate, is approximately $14,350,000.

The fairvalueof financial derivatives, includingrisk management contracts, is determined by discounting the difference
between the contracted prices and published forward price curves as at the balance sheet date, using the remaining
contracted oil and natural gas volumes and a risk-freeinterest rate adjusted for the Corporation’s non-performance risk
and the non-performance risk of the counterparty (see also note 4(e)).

The significance of inputs used in making fair-value measurements is examined and the inputs areclassified according to
a fair-valuehierarchy. Fair values of assets and liabilities included in Level 1 are determined by reference to quoted prices
in active markets for identical assets and liabilities. Assets and liabilities in Level 2 include valuations using inputs other
than quoted prices for which all significantoutputs are observable, either directly orindirectly,and are based on valuation
models and techniques in which the inputs are derived from quoted indices.Level 3 valuations arebased on inputs that
are unobservable, but are significant to the overall fair value measurement.

Cashandcashequivalents aremeasured atfair valuebased on their Level 1 designation. Derivativefinancialinstruments,
including risk management contracts, are measured at fair value based on a Level 2 designation.
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Questfire Energy Corp.

Condensed Interim Notes to the Financial Statements

As at and for the three and nine months ended September 30,2013 and 2012
(amounts in Canadian dollars) (unaudited)

c) Credit risk

Credit risk is the risk of financial loss to the Corporation if a customer or counterparty to a financial instrument fails to
meet its contractual obligations. The Corporationis exposed to credit risk with respect to accounts receivable, cash and
cash equivalents, and risk management contracts.

Substantially all of the Corporation’s accounts receivable are due from purchasers of Questfire’s oil and natural gas
production, joint interest partners and government agencies and are subject to normal industry credit risk. Receivables
from petroleum and natural gas marketers are normally collected on the 25" day of the month following production. The
Corporation mitigates the credit risk associated with the marketing of its petroleum and natural gas production by
establishing marketing relationships with large, credit-worthy purchasers.

Significant changes in industry conditions and risks that weaken partners’ ability to generate cash flow will increase
collection risk. Questfire’s managementbelieves the riskis mitigated by thesizeand reputation of the companies to which
the Corporation extends credit and believes all receivables will be collected.

As at September 30, 2013 and December 31, 2012, the Corporation’s accounts receivable were comprised of the
following:

September 30,2013 December 31, 2012

$ S

Oil and natural gas sales 6,831,903 53,264
Jointinterest billings, GSTand other 1,632,770 147,218
Accounts receivable 8,464,673 200,482

The Corporation considers allamounts greater than 90 days to be pastdue. As at September 30, 2013,5$1,171,737 is past
due (December 31,2012 - SNil). The Corporation considers this amountfully collectible. These amounts aroseas a result
of the acquisition of producing assets from Advantage Oil & Gas Ltd., and the subsequent delayin some parties recognizing
Questfire’s ownership of the assets. These amounts are expected to be fully collected by year-end.

The Corporation manages the creditexposure related to cash and cash equivalents by selecting financial institutions with
high creditratings and monitors all short-term deposits to ensure an adequate rate of return. The Corporation manages
the creditexposure related to risk management contracts by ensuringthe contracts areentered into with counterparties
who are financial institutions with high credit ratings. Given these credit ratings, management does not expect any
counterparty to fail to meetits obligations.

d) Liquidity risk

Liquidity risk is the risk that the Corporation will not be able to meet its financial obligations as they are due. The
Corporation’s approach to managingliquidityis toensure it will havesufficientliquidity to meet its liabilities when due.
The Corporation’s liquidity is affected by various external events and conditions,including commodity price fluctuations
and global economic instability.

The Corporation expects to repayits financial liabilities in the normal course of operations and to fund future operational,
capital and other obligations through future operating cash flow, as well as future equity and debt financings.
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Questfire Energy Corp.

Condensed Interim Notes to the Financial Statements

As at and for the three and nine months ended September 30,2013 and 2012
(amounts in Canadian dollars) (unaudited)

The timing of undiscounted cash flows relating to the financial liabilities outstanding at September 30, 2013 is outlined

below:
1 year 2 years 3 years >3 years Total
$ $ $ $ $
Accounts payableandaccrued
liabilities 11,559,206 - - - 11,559,206
Bank debt (1) 42,000,000 - - - 42,000,000
Convertible debentures (2) 1,435,000 - 32,585,000 - 34,020,000

(1) These amounts exclude future interest payable on amounts drawn on the bank credit facilities.

(2 The Corporation believes that the current portion of the convertible debentures will be converted but has
adequate operating cash flow to repay the amounts if required. The Corporation believes that the convertible
debentures due in three years will be repaid from operating cash flow and/or future equity issuances.

The Corporation’s credit facilities are demand loans, and as such the bank could demand repayment at any time.
Management is not aware of any indications that the bank would demand repayment within the next 12 months.
Indications considered include the lack of any break or default of credit facility covenants during the period by the
Corporation,and the initiation of the credit facility during the current year. The Corporation further ensures it will have
sufficient access to funds to meet short-term obligations by actively monitoring its credit facilities, and coordinating
payment cycles with revenue cycles.

The Corporation is also subject to future commitments as disclosed in note 19.
e) Market risk

Market riskis theriskthatchanges in market prices,such as commodity prices, interestrates and foreign exchange rates,
will reduce the Corporation’s net earnings or the value of financial instruments. These risks are largely outside the
Corporation’s control. The Corporation’s objective is to manage and mitigate market risk exposure within acceptable
limits, while maximizing returns. Market risks are as follows:

Foreign currency risk

Crude oil prices aredetermined in global markets and generally denominated in United States dollars. Natural gas prices
obtained by the Corporation areinfluenced by U.S. and Canadian supply and demand and by exports of liquefied natural
gas. An increase in the value of the Canadian dollar relative to the U.S. dollar will decrease the revenues received from
the saleof oil and natural gas. The impactof such exchange rate fluctuations cannotbe predicted. As at September 30,
2013 and December 31, 2012, the Corporation had no forward exchange rate contracts nor any working capital
denominated in foreign currencies.

Interest rate risk

Interest rateriskis theriskthat future cash flows will fall asa resultof changes in market interest rates. The Corporation
has exposure to interest rate cash flow risk as its bank borrowing bears interest at variable rates. For the nine-month
period ended September 30, 2013,a 1 percent increaseininterest rates would decrease profit or loss by approximately
$131,250 (nine months ended September 30, 2012 - SNil). The Corporation had no interest rate swaps or contracts in
place as at or during the three and nine months ended September 30, 2013 or the year ended December 31, 2012.
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Questfire Energy Corp.

Condensed Interim Notes to the Financial Statements

As at and for the three and nine months ended September 30,2013 and 2012
(amounts in Canadian dollars) (unaudited)

Commodlity price risk

The Corporation’s operations exposeit to fluctuations in commodity prices. Commodity prices for oil and natural gas are
affected by global economic events that influence supply and demand. Questfire’s management continuously monitors
commodity prices and may consider risk-management instruments when it deems appropriate.

The Corporation’s production was historically sold using spot or near-term contracts, with prices fixed at the time of
transfer of custody or on the basis of a monthly average market price. The Corporation’s policyisto limitswap commodity
price contracts to a maximum of 50 percent of forecast production volume. The Corporation may also enter into other
derivative financial instruments, being collars and put options, to achieve this objective. Collars ensure that the
commodity prices realized will fallinto a contracted rangefor a contracted salevolumebased on the monthly index price,
while puts ensure the realized pricewill notfall belowa pricefloor.As at September 30,2013, the Corporation’s forward
commodity contracts consisted of a mix of fixed-price, fixed-volume oil and natural gas swaps and purchased putoptions.

l. Summary of risk management positions

At September 30, 2013, Questfire had the following crude oil and natural gas risk management contracts with a total
mark-to-market liability value of $152,812:

Notional
Period Commodity  Type of contract quantity Pricing point Contract price
Oct. 1/13 - Dec. 31/13 Natural gas  Fixed price 14,000 GJ/d AECO 7A Cdns$3.05/GJ
Oct. 1/13 - Dec. 31/13 Natural gas  Purchased put (1) 10,000 GJ/d AECO 7A Cdn$3.00/G)
Oct. 1/13 - Dec. 31/13 Crude oil Fixed price 250 bbls/d WTI Nymex Cdn$97.25/bbl
Jan.1/14 - Dec.31/14 Natural gas  Fixed price 8,000 GJ/d AECO 7A Cdn$3.3575/G)
Jan.1/14 - Dec.31/14 Natural gas  Purchased put (2 5,000 GJ/d AECO 7A Cdn$3.00/G)
Jan.1/14 - Dec.31/14 Natural gas  Purchased put (3 2,500 GJ/d AECO 7A Cdn$3.00/G)
Jan.1/14 - Dec.31/14 Crude oil Fixed price 200 bbls/d WTI Nymex Cdn$94.80/bbl

(1) The put contract required the Corporation to pay a premium of $169,050 at inception.

(2)  The put contracts require the Corporation to pay a monthly premium of approximately $28,000 over the term
for a total premium of $332,150.

(3) " The put contract required the Corporation to pay a premium of $173,375 at inception.

Reconciliation of unrealized risk management contracts from January 1 to September 30, 2013:

Fairvalue Total unrealized gain
$ $
Fairvalue of contracts, beginning of year -
Contracts entered into 342,425
Acquisition (note 5) (2,782,639)
Change in fair value of contracts 2,287,402 2,287,402
Fair value of contracts, end of period (152,812) 2,287,402
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Questfire Energy Corp.

Condensed Interim Notes to the Financial Statements

As at and for the three and nine months ended September 30,2013 and 2012
(amounts in Canadian dollars) (unaudited)

. Commodity price sensitivities —risk management positions

The followingtable summarizes the sensitivity of the fair value of Questfire’s risk management contracts to fluctuations
in commodity prices, with all other variables held constant. Management believes the pricefluctuations identifiedin the
table below are a reasonable measure of volatility. The impactof fluctuatingcommodity prices on the Corporation’s risk
management contracts as atSeptember 30, 2013 could have resulted inunrealized gains or losses affecting profitor loss
for the nine months ended September 30, 2013 as follows:

Commodity Sensitivity range Increase Decrease

$ $

Natural gas commodity price + $0.10 per Mcf - AECO 7A contracts (388,000) 394,000

Crude oil commodity price + $1.00 per bbl - WTI Canadian contracts (75,000) 75,000
f) Capital management

The Corporation maintains a flexible capital structureto maximizeits ability to pursueoil and natural gas exploration and
asset acquisition opportunities and to sustain future development of the business. The Corporation monitors risks for
each capital project to balance the proportion of debt and equity inits capital structure. The Corporation’s officers are
responsible for managing its capital and do so through quarterly meetings and regular reviews of financial information,
including budgets and forecasts. The Corporation’s Board of Directors is responsible for overseeing this process. The
Corporation considers its capital structure to include shareholders’ equity or deficiency, the convertible Class B share
liability, convertible debentures and bank debt.

The Corporation monitors capital based on its current working capital, projected cash flow from operations and
anticipated capital expenditures. In order to manage its capital structure, the Corporation prepares annual capital
expenditure and operating budgets, which are updated throughout the year as necessary. The annual and updated
budgets are prepared by management and approved by the Board of Directors. The budget results areregularly reviewed
and updated as required.

In order to maintain or adjustits current and projected capital structure, the Corporation may issue shares, seek debt
financingand adjustits capital spending. The Corporation’s ability toraiseadditional debtor equity is affected by external
conditions, including future commodity prices, particularly of natural gas, and by global economic conditions. The
Corporation continually monitors business conditions, including: changes in economic conditions, the risks encountered
inits drilling programs, forecast commodity prices, and potential corporate or asset acquisitions.

The Corporation has no externally imposed capital requirements other than its working capital covenants related to its
bank debt (note 9) and any debt or equity raised must be used to repay the 2013 Debentures (note 12) and would be
subject to approval by the Corporation’s priority lender (note 9). The Corporation also cannot redeem or pay dividends
onits Class Aor Class Bshares until the 2013 Debentures are repaidinfull. The Corporation has notpaidor declared any
dividends sinceincorporation. There were no changes to the Corporation’s approach to capital management duringthe
three and nine months ended September 30, 2013.

5. Acquisitions

a) On April 30,2013, the Corporation completed its acquisition of producing assets in Alberta from Advantage QOil
& Gas Ltd. for consideration of $40.2 million cash, $0.2 million of accrued liabilities, $32.6 million (facevalue)in
convertible senior secured debentures, and 1.5 million Class Bshares of the Corporation.The producingassets
areall located in Alberta.
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Questfire Energy Corp.

Condensed Interim Notes to the Financial Statements

As at and for the three and nine months ended September 30,2013 and 2012
(amounts in Canadian dollars) (unaudited)

The acquisition has been accounted for using the purchase method, with the results of the acquired assets
includedinthe Corporation’s financial statements commencing on the day of closing. Theallocation of fairvalues
to the net assets acquiredis based onthe bestavailableinformation atthis timeand could be subject to further
change.

The acquisition-date fair value of consideration transferred and net assets acquired was as follows:

$
Fair value of net assets acquired
Risk management contracts (2,782,639)
Officelease 312,944
Assets held for sale 281,000
Property and equipment 108,796,681
Decommissioning provisions (note 10) (25,971,025)
Total net assets acquired 80,636,961
Consideration
Cash 40,152,343
Accrued liabilities assumed 200,000
Convertible senior secured debentures (note 12) 30,284,618
Class Bshares (note 11) 10,000,000
Total purchaseprice 80,636,961

The assets were acquired with full tax pools.

The Corporation funded the cash portion of the purchaseprice by entering into an agreement for creditfacilities
with National Bank of Canada and the Alberta Treasury Branches providing a revolving operating demand loan
of $60 million (note 9). Questfire paid National Bank Financial Inc.a success feeon closing of the assetpurchase
and the credit facilities.

b) On July 31, 2013, the Corporation purchased a working interest in certain Alberta producing assets for
$1,522,782,which has been allocated to property and equipment. The acquisition has been accounted for using
the purchase method, with the results of the operations of the acquired assets included in the Corporation’s
financial statements commencing on the date of the acquisition. The allocation of fair values to the net assets
acquired is based on the best available information at this time and could be subject to further change.

In the three and nine months ended September 30,2013, the Corporationincurred SNil and $1,228,416, respectively, of
costs related to the acquisitions thatare recorded as transaction costs in the statement of income (loss).

The revenues and profitor loss sincethe closing date of the acquisitions and pro-forma revenues and profitor loss giving
effect to the acquisitions as if they had occurred on January 1 are not practical to determine. The operations of the
acquired assets is notmanaged as a separatebusiness unitor division of the Corporation,and general business overhead
and other costs of the Corporation are not allocated or identified on a specific property basis. Accordingly, any such
allocation would be arbitrary and would requiresignificantassumptions and estimates about what management’s intent
would have been during those periods.
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(amounts in Canadian dollars) (unaudited)

6. Property and equipment (P&E)

Oil and natural Corporate Total
gas interests and other
(restated —note
3(a))

Cost S $ $
Balance, December 31,2012 3,658,559 36,882 3,695,441
Additions 3,772,578 105,334 3,877,912
Acquisitions (note5) 110,319,463 - 110,319,463
Decommissioning provision (note 10) (16,449) - (16,449)
Balance, September 30,2013 117,734,151 142,216 117,876,367
Depletion and depreciation

Balance, December 31,2012 605,609 20,200 625,809
Depletion and depreciation 4,962,033 15,300 4,977,333
Balance, September 30,2013 5,567,642 35,500 5,603,142
Balance, December 31,2012 3,052,950 16,682 3,069,632
Balance, September 30,2013 112,166,509 106,716 112,273,225

7. Exploration and evaluation (E&E) assets
As at September 30, 2013
$

Balance, beginning of year 1,910,773
Additions 13,722
Balance, end of period 1,924,495

E&E assets consist of the Corporation’s exploration projects which are pending the determination of proved and/or
probable reserves. Additions represent the Corporation’s share of costs incurred on E&E assets during the period.

8. Impairment

At September 30, 2013, the Corporation assessed its property and equipment CGUs and E&E assets for indicators of
impairment and determined that there were none.

9. Bank debt

On April 30, 2013, the Corporation entered into a $60.0 million demand revolving credit facility with a syndicate of
Canadian banks (the “Credit Facility”). The Credit Facility provides thatadvances may be made by way of directadvances,
bankers’ acceptances or standby letters of credit. As at September 30, 2013,542.0 million of the Credit Facility was drawn.
Amounts borrowed under the Credit Facility bearinterest at a floatingrate based on the applicable Canadian primerate,
plus between 1.00 percent and 3.00 percent depending on the Corporation’s senior net debt to cash flow ratio. For the
three and nine months ended September 30, 2013, the average effective interest rate on the drawn amounts under the
Credit Facility was 4.3 percent. The Credit Facility is secured by all assets of the Corporation.
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The Corporationis subjectto certain reporting and financial covenants inits Credit Facility. The financial covenantrequires
the Corporation to maintain an adjusted working capital ratio of at least 1:1 at all times (for purposes of the covenant,
bank debt, the current portion of any subordinated convertible debentures, and the fair value of any risk management
contracts are excluded and the undrawn portion of the bank debt is added to current assets). This covenant was met as
at September 30,2013 at 2.48to 1.00. The Corporationis limited to hedging no greater than 60 percent of its production
(not including fully paid put options).

At September 30,2013, the Corporation had negative working capital, and letters of credit, totaling $1,214,539 (December
31,2012 - SNil), which reduce the borrowing capacity under the credit facility.

10. Decommissioning provisions

The Corporation’s decommissioning provisions result fromits ownership interestin oil and natural gas assets, including
well sites, facilities and gathering systems. The total decommissioning provisionisestimated based on the Corporation’s
net ownership interest, estimated costs to reclaim and abandon its wells, facilities and gathering systems and the
estimated timing of the costs to be incurred in future years. The estimated cash flows required to settle the provisions,
excluding salvage, are approximately $101.4 million at September 30, 2013 (December 31, 2012 - $219,632). This was
inflated using a weighted-average rate of 2.0 percent (December 31,2012 -2.0 percent), to arriveatundiscounted future
cash flows of approximately $227.2 million at September 30, 2013 (December 31, 2012 - $261,840), and then discounted
using a weighted-average credit-adjusted risk-free rate of 6.83 percent at September 30, 2013 (December 31, 2012
(restated - note 3(a)) - 6.5 percent) to arrive at the present value of the decommissioning provision as disclosed in the
table below. The weighted-average credit-adjusted risk-free rate is based on a combination of Government of Canada
benchmark bond rates and an adjustment for Questfire’s estimated credit risk. These obligations areto be settled based
on the estimated economic lives of the underlyingassets, which currently extend up to 49 years into the future, and will
be funded from general corporate resources at the time of abandonment.

The followingtable reconciles the decommissioning provisions for the nine months ended September 30, 2013 and year
ended December 31, 2012:

As at September 30, 2013 December 31,2012
(restated note 3(a))

$ $

Balance, beginning of year 156,198 96,297
Acquisitions (note5) 25,971,025 -
Additions - 29,114
Costs incurred (638,927) -
Accretion (note 15) 663,820 3,578
Change in estimated future cash flows - 27,209
Changein discountrate (16,449) -
Balance, end of period 26,135,667 156,198
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11. Convertible Class B shares

Class Bshares areconvertible (at Questfire’s option) into Class Ashares at any time after September 30, 2014 and on or
before November 30, 2016.The number of Class Ashares to be issued upon conversion of one Class Bshareis calculated
by dividing $10 by the greater of $1 and the then-current market price of the Class Ashares. If conversion has notoccurred
by the close of business on November 30, 2016, the Class Bshares become convertible (at the option of the shareholder)
into Class Ashares onthesamebasis. Effectiveatthe closeof business on December 31, 2016, all remaining Class B shares
will beautomatically converted into Class Ashares. TheClass Bshares arelisted and posted for trading on the TSXV under
the symbol “Q.B".

The Class B shares were determined to be compound financial instruments. As the Class B shares are convertible into
Class Ashares, based on the conversion formula above, the number of Class Ashares is unknown and, therefore, they are
presented as a liability.

The Class Bshareliability related to the Class Bsharesissuedin2011(“2011 ClassBshares”), estimated atissuanceto be
$3,576,932,based on the present valueof discounted cash flows usinga discountrateof 9 percent, is accreted using the
effective interest rate method over the term of the 2011 Class B shares, such that the carrying amount of the financial
liability will beequal to the principal of $5,558,400 at maturity. Upon issuance of the 2011 Class Bshares, the Corporation
recognized the equity component of the convertible 2011 Class B shares as a conversion option of $1,585,985, with a
further $495,367 related to the deferred income tax effect of the 2011 Class B shares, for a total of $2,081,352.

The Class Bshareliability related to the sharesissuedin 2013 (“2013 Class Bshares”), estimated at issuanceto be $10.0
million, based on the present value of discounted cash flows usinga discountrateof 11.69 percent, is accreted using the
effective interest rate method over the term of the 2013 Class B shares, such that the carrying amount of the financial
liability will be equal to the principal of $15.0 million at maturity.

The following tableis a continuity of the convertible Class B shares liability:

As at September 30, 2013 December 31,2012
Number of Amount Number of Amount
shares S shares S
Balance, beginning of period 555,840 3,966,350 555,840 3,638,810
Issuanceof Class Bshares inacquisition (note 5) 1,500,000 10,000,000 - -
Accretion of convertible Class Bshares liability (note 15) - 736,398 - 327,540
Balance, end of period 2,055,840 14,702,748 555,840 3,966,350

12. Convertible debentures

On June 28, 2012, the Corporation completed the issuance of unsecured senior convertible debentures (the “2012
Debentures”) for gross proceeds of $1,510,000 ($1,444,497 net), of which $750,000 was raised from officers and directors
of the Corporation. The Corporationissued 302 units ata priceof $5,000 per unit, with each unitbeing comprised of one
$5,000 debenture and 5,000 Class Asharepurchase warrants. The 2012 Debentures bear interest at a rate of 12 percent
per annum, whichis payablequarterlyinarrears commencing on September 30,2012, mature on June 30,2014 andcan
be converted into Class Ashares of Questfire at any time at the option of the holders at a conversion price of $0.50 per
Class A share. In aggregate the Corporationissued 1,510,000 share purchase warrants and each warrant entitles the
holderto acquireone Class Ashare ata price of $0.75 until June 30, 2014. During the nine months ended September 30,
2013, $75,000 of the 2012 Debentures were converted into 150,000 Class A shares by officers and directors of the
Corporation.
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The 2012 Debentures have been classified as debt, net of issuancecostsand netof the fair value of the conversion feature
andthe warrants (the “Conversion Features”) at the date of issuance, which havebeen classifiedin shareholders’ equity.
The issuancecosts will be amortized over the term of the debentures andthe debt portion will accreteup to the original
face valueat maturity. The accretion,amortization of issuancecosts andinterest paid areexpensed to profitor loss.The
fair value of the Conversion Features was determined at the time of issuance as the difference between the face value of
the debentures and the discounted cash flows assuming an 18 percent effective interest rate, which was the estimated
rate for debt with similar terms but without convertibility. If the debentures or the warrants are converted to Class A
shares, a portion of the value of the Conversion Features under shareholders’ equity will be reclassified to share capital
along with the conversion price paid.

On April 30, 2013, the Corporationissued convertible debentures in association with the acquisition discussed in note 5
(the “2013 Debentures”). The 2013 Debentures have a face valueof $32,585,000,and the Corporationincurred $62,875
of issuancecosts. The 2013 Debentures bear interest at a rate of 6 percent per annum until April 30, 2014, 7 percent per
annum from May 1, 2014 to April 30,2015, and 9 percent per annum from May 1, 2015 until maturity on April 30, 2016.
Interest on the 2013 Debentures is payablequarterlyinarrears,commencingon June 30, 2013. They mature on April 30,
2016 and can be converted into Class Ashares of Questfireat a conversion price equal to the trailing 20-day volume-
weighted average trading priceof Class Ashares atthe time of exercisefor a 30-day period following certain events listed
below:

i) Ifthe Corporation chooses to pay interest by delivering Class Ashares to the debenture trustee;

ii) Any event of default;

iii) Any conversion by the Corporation of Class B shares into Class Ashares;

iv) The date 30 months from closing;

v) The date one month before maturity;

vi) Upon a change of control; or

vii) Upon an equity financing by the Corporation whereby the holder of a Debenture has the option of conversion
(atthe financing price), up to a maximum of 50 percent of the total shares issued in thefinancing, unless mutually
agreed to otherwise.

The 2013 Debentures have been classified as debt, net of issuancecosts. The debt portion will accrete up to the original
facevalueat maturityand the accretionandinterest paid areexpensed to profit or loss.The fair value of the debentures
was determined at the time of issuancebased on the discounted cash flows assuminga 10 percent effective interest rate,
which was the estimated rate for debt with similar terms but without convertibility.
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The followingtableis a continuity of the convertible debentures for the nine months ended September 30,2013 andyear

ended December 31, 2012:

Liability Warrants Equity Total

component conversion

feature
$ $ $ $
Balance, December 31,2011 - - - -
Gross cash proceeds 1,360,946 39,028 110,026 1,510,000
Issuancecosts (60,531) (1,302) (3,670) (65,503)
Deferred taxliability - (9,431) (26,589) (36,020)
Accretion of discount 52,396 - - 52,396
Balance, December 31,2012 1,352,811 28,295 79,767 1,460,873
Conversions (75,000) - (3,962) (78,962)
Issued on acquisition (note 5) 30,284,618 - - 30,284,618
Issuancecosts (62,875) - - (62,875)
Accretion of discount(note 15) 566,572 - - 566,572
Balance, September 30,2013 32,066,126 28,295 75,805 32,170,226

As the 2012 Debentures mature on June 30, 2014, the liability component, totaling $1,356,406, has been classified as a

current liability.
13. Share capital

a) Issued - Class A shares

Balance, December 31,2012
Conversion of convertible debentures
Balance, September 30,2013

Number of shares Amount
$
12,813,001 4,193,633
150,000 78,962
12,963,001 4,272,595
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b) Income (loss) per share

The following table sets forth the computation of per share amounts:

Three months ended

Nine months ended

September 30, September 30,
2013 2012 2013 2012
$ $ $ $
Numerator
Income (loss) attributableto Class A
shares (334,256) (567,545) 77,178 (2,134,276)
Adjustment for dilutive effect of
convertibledebentures, net of tax - - - -
Adjustment for dilutive effect of Class
B shares, net of tax - - - -
Numerator for diluted per share
amounts (334,256) (567,545) 77,178 (2,134,276)
Number of shares
Denominator
Weighted average number of shares
outstanding for basic per share
amounts 12,963,001 12,813,001 12,893,221 12,813,001
Stock options - - 1,043,432 -
Warrants - - 545,247 -
Convertible debentures - - - -
Class Bshares - - - -
Denominator for diluted per share
amounts 12,963,001 12,813,001 14,481,900 12,813,001
Basicincome(loss) pershare
attributableto Class Ashareholders (0.03) (0.04) 0.01 (0.17)
Dilutedincome (loss) per share
attributableto Class Ashareholders (0.03) (0.04) 0.01 (0.17)

For the three- and nine-month periods ended September 30,2013, the Corporation excluded thefollowingsecurities from

the calculation of diluted income or loss per share as they would be anti-dilutive:

i. Stock options - 1,791,000 and 390,000, respectively (three and nine months ended September 30, 2012 -

1,281,000 for both periods)

ii. Warrants - 1,510,000 and Nil, respectively (three and nine months ended September 30, 2012 - 1,510,000

for both periods)

iii.. Class Bshares - 2,055,840 for both periods (three and nine months ended September 30,2012 - 555,840 for

both periods)

iv. Face value of convertible debentures - $34,020,000 for both periods (three and nine months ended

September 30,2012 - $1,510,000 for both periods)
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) Shares in escrow

At September 30,2013 a total of 3,687,750 Class Ashares (December 31, 2012 -4,917,000) were heldinescrow pursuant
to TSXV requirements. The remaining shares will be released from escrow in equal installments at six-month intervals,
commencing October 25, 2013, with the lastreleaseon October 25,2014. The above escrow release scheduleis subject
to accelerationinaccordancewith National Policy 46-201, Escrow for Initial Public Offerings, and the policies of the TSXV
in the event that the Corporation meets certain listing requirements.

14. Share-based compensation

The Corporation has a stock option plan under which it is authorized to issue stock options to employees, officers,
directors and consultants for up to 20 percent of the total issued and outstanding number of Class Aand Class Bshares.
Options under the stock option plan cannot have an exercise price less than the closing market price on the day
immediately preceding grant and expirea maximum of ten years from grant. Itis the Corporation’s intention that options
granted will generally vestas to one-third on each of the first,second and third anniversaries of grantand expireten years
from grant.

During the three and nine months ended September 30, 2013, the Corporation granted 325,000 and 510,000 options,
respectively (three and nine months ended September 30, 2012 -nil)toacquireClassAshares. The options vestone-third
on each of the first,second and third anniversaries of grantand expireten years from grant. The fair value of the options
granted during the three and nine months ended September 30, 2013 was estimated at $174,886 and $319,785,
respectively, usingthe Black-Scholes option pricing model with the following weighted-average assumptions:an exercise
priceof $0.87 and $1.01, respectively, market priceof Class Ashares of $0.87 and $1.01, respectively, a risk-freeinterest
rate of 2.23 percent and 2.12 percent, respectively, volatility of 68 percent, an expected lifeof six years, a forfeiture rate
of 10 percent and no dividend yield.

The following table provides information with respect to stock option transactions:

September 30,2013 December 31, 2012
Weighted-average Weighted-average
Number exerciseprice Number exerciseprice
of options S of options S
Outstanding, beginning of year 1,281,000 0.20 1,281,000 0.20
Granted 510,000 1.01 - -
Outstanding, end of period 1,791,000 0.43 1,281,000 0.20

The following provides information about stock options outstanding as at September 30, 2013:

Weighted-average Options
remaining outstanding— Options exercisable
Range of exercise Number contractual life  weighted-average Number — weighted-average
prices ($) outstanding (years) exerciseprice (S) exercisable exerciseprice (S)
0.20-0.65 1,401,000 8.21 0.24 427,000 0.20
1.00-1.25 390,000 9.70 1.12 - -
1,791,000 8.54 0.43 427,000 0.20
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15. Finance income and expense

Three months ended

Nine months ended

September 30, September 30,
2013 2012 2013 2012
$ $ $ $
Financeincome
Interest on cash andcash equivalents - 3,604 - 10,895
Financeexpense
PartXIl.6 tax on flow-through shareexpenditures - (9,438) - (28,199)
Interest on convertible debentures (534,930) (46,975) (950,935) (46,975)
Interest on demand loan (431,528) - (733,047) -
Financingcosts - - (488,488) -
Accretion on decommissioning provisions (note 10) (400,134) (1,046) (663,820) (2,557)
Accretion on Class Bshareliability (note 11) (376,045) (82,748) (736,398) (242,990)
Accretion on convertibledebentures (Note 12) (318,985) (26,198) (566,572) (26,198)
(2,061,622) (166,405)  (4,139,260) (346,919)
Net finance expense (2,061,622) (162,801) (4,139,260) (336,024)
16. Supplemental cash flow information
Changes in non-cash working capital are comprised of:
Three months ended Nine months ended
September 30, September 30,
2013 2012 2013 2012
$ $ $ $
Cash flows related to:
Accounts receivable (725,691) (101,164)  (8,264,191) (3,970)
Deposits and prepaid expenses (92,835) 9,583 (680,336) (6,102)
Accounts payableandaccrued liabilities 4,223,450 36,080 11,236,182 (1,481,072)
Flow-through share commitments (1,224,516) - (1,840,817) -
2,180,408 (55,501) 450,838 (1,491,144)
Acquired non-cash working capital items:
Officelease(note 5) - - 312,944 -
Officeleaseamortization (81,134) - (81,134) -
Accrued liabilitiesassumed (note 5) - - (200,000) -
Changes innon-cash working capital 2,099,274 (55,501) 482,648 (1,491,144)
Relatingto:
Operatingactivities 619,111 (76,354)  (1,940,419) (59,338)
Investing activities 1,818,350 75,344 2,631,102 (1,437,626)
Financingactivities (338,187) (54,491) (208,035) 5,820
2,099,274 (55,501) 482,648  (1,491,144)
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Cash and cash equivalents at September 30,2013 is comprised of bank balances in non-interest bearing accounts.
17. Related-party transactions

A director of Questfire is a partner of a law firm that provides legal services to Questfire. Legal fees in the amount of
$20,856 and $302,940, respectively, in the three and nine months ended September 30, 2013 (three and nine months
ended September 30,2012-$7,756 and $58,527, respectively) were incurred by Questfire to the lawfirm, of which SNil
and $30,000, respectively (three and nine months ended September 30, 2012 - SNil and $34,000, respectively), was
charged to debenture issuance costs, $20,856 and $50,830, respectively (three and nine months ended September 30,
2012 - $7,756 and $24,527, respectively), was charged to general and administrative expenses, SNil and $174,432,
respectively (three and nine months ended September 30, 2012 - SNil for both periods), was charged to transaction costs
and SNil and $47,678, respectively (three and nine months ended September 30, 2012 - SNil for both periods), was
charged to financing expense. As at September 30,2013,520,000 (December 31,2012 -524,824) related to these amounts
was included in accounts payable and accrued liabilities and was due under normal credit terms.

18. Flow-through share commitments
a) 2010 flow-through shares

During 2010 the Corporation completed an offering of flow-through shares for total proceeds of $1,895,000. Pursuantto
the offering, the Corporation committed to renouncing the tax deductions and was required to incur $1,895,000 of
qualifying expenditures no later than December 31, 2011. The tax filings to effect the renunciations were filed in early
2011 in accordance with the applicable legislation and were effective December 31, 2010.

As at December 31,2011, the Corporation had incurred $1,895,000 of qualifying flow-through expenditures related to
this offering. As at December 31, 2012, however, the Corporation amended its calculation to allocate additional
expenditures to the 2011 flow-through shares (see 18(b) below) resultingin qualifying expenditures on the 2010 offering
being incurredtotaling$267,318, resultingin a shortfall on the 2010 offering of $1,627,682. Pursuantto the flow-through
share agreements, the Corporation indemnified subscribers for the tax benefits lost in the event the qualifying
expenditures renounced to subscribers were reduced. Accordingly, at December 31, 2012 the Corporation recorded a
provision of $832,564 related to flow-through share indemnification amount and penalties.

In 2012, the Corporation recorded a commitment of $634,796 related to the flow-through shares, representing the
estimated amount payable to indemnify the subscribers for the reduced renunciations. The Corporation also made a
provision of $197,768 in additional penalties relating to the December 31,2011 shortfall of $1,627,682. The liability for
flow-through share commitments at December 31, 2012 included the $634,796 flow-through shareindemnification plus
penalties of $197,768.

b) 2011 flow-through shares

During 2011 the Corporation completed its initial public offering for total proceeds of $6,176,000 issued on a flow-through
basis. Pursuant to the offering, the Corporation committed to renouncing the tax deductions and was required to incur
$6,176,000 of qualifying expenditures no later than December 31, 2012. The tax filings to effect the renunciations were
filed in early 2012 in accordance with the applicable legislation and were effective December 31, 2011.

As atDecember 31,2012 the Corporation hadincurred $4,148,953 of qualifying flow-through expenditures related to this
offering, resulting in a shortfall of $2,027,047. Pursuant to the flow-through share agreements, the Corporation
indemnified subscribers for the tax benefits lost in the event the qualifying expenditures renounced to subscribers were
reduced. Accordingly,at December 31, 2012 the Corporationrecorded a provision of $1,008,253 related to flow-through
share indemnification and penalties.
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In 2012, the Corporation recorded a commitment of $790,548 related to the flow-through shares, representing the
estimated amount payable to indemnify the subscribers for the reduced renunciations. The Corporation also made a
provision of $217,705 for additional penalties relating to the December 31, 2012 shortfall of $2,027,047.The liability for
flow-through share commitments at December 31,2012 included the $790,548 flow-through shareindemnification plus
penalties of $217,705.

In aggregate, the liability for the flow-through share commitments at December 31, 2012 related to the unexpended
portion of the 2010 flow-through shares and the 2011 flow-through shares amounted to $1,840,817. These amounts were
paid in full before August 2013.

19. Commitments

As at September 30,2013, the Corporation is committed under a lease on its office premises expiring July 31, 2014 for
future minimum rental payments, excluding estimated operating costs, of $108,178 for the remainder of 2013 and
$252,415 for 2014.

20. Subsequent events

Subsequent to the end of the quarter, the Corporation granted a total of 180,000 stock options to employees and a
director, of which 75,000 were granted to the director, atan exercise priceof $0.95 per Class Ashare, based on the closing
market price on the day immediately preceding grant. The options will vest as to one third on each of the first, second
and third anniversaries of granting and expire ten years from granting.
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