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Quarterly Report 
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Quarterly Report – For the Three Months Ended March 31, 2014 

Highlights 

Marquee Energy Ltd.  (“Marquee Energy” or the “Company”) is pleased to report its financial 

and operating results for the three month period ended March 31, 2014.  Highlights include: 

 Achieved significant growth in both revenue and production – Average production 

volumes in the quarter increased 78% and revenue more than doubled over the same 

period in 2013. 

 Average production volumes of 4,024 boe/d (48% oil and NGLs) in the quarter are 90% 

higher than Q4-2013. 

 Production for the month of April averages 5,100 boe/d (44% oil and NGLs) based on 

field estimates. 

 Closed the acquisition of certain low decline, operated assets from Paramount 

Resources Ltd. (“Paramount”) for a purchase price of $11.1 million, paid for by the 

issuance of 13,705,888 common shares and cash of $250,000. The assets increased 

production by approximately 800 boe/d in the month of March, and include 120 net 

sections of land with 50 net sections of oil prone Mannville/Banff rights, a gas 

processing facility with 20 mmcf/d capacity, and extensive gas gathering. 

 Drilled a total of five wells (100% WI) during the quarter, including three Michichi 

horizontal oil wells and two Lloydminster vertical oil wells. 

 Subsequent to the quarter end, closed a $20.1 million bought deal financing, and 

increased the bank operating loan facility to $80 million in conjunction with the 

Company’s annual bank facility review. 

Area Activity Update: 

Michichi Area: 

In Q1-2014, the Company drilled and tied-in three gross (three net) horizontal oil wells. The 

Company also tied in the last two horizontal wells from the Q4-2013 drilling program.  The 

three new wells are in the process of being optimized. Including recent acquisitions, Marquee 

now has approximately 3,800 boe/d of production in the greater Michichi area.  
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The Company plans to resume drilling immediately following spring break-up in the vicinity of 

recent successes and within reach of 100% owned infrastructure.  

Evaluation of lands and wellbores acquired in both recent transactions is underway. A program 

of workovers and recompletions on these assets has commenced. 

Lloydminster Area: 

The Company drilled two gross (two net) vertical heavy oil wells and recompleted two 

additional heavy oil wells at Lloydminster in Q1-2014. 

The Company expects to drill up to four gross (four net) vertical heavy oil wells in the remainder 

of the year, with operations expected to commence after spring break-up. 

Outlook 

Marquee will continue to evaluate optimum drilling and completion programs and delineate 

reservoir development in the Michichi area during 2014. 3D seismic has proven to be an 

important tool in predicting areas of enhanced Banff reservoir and porosity development, and 

Marquee now has a database of more than 270 square miles of 3D seismic at Michichi. Based 

on this experience, the Company’s knowledge base has evolved and is reflected in recent 

drilling results. 

The 2014 capital budget is designed to focus on oil opportunities in Marquee’s two core areas, 

Michichi and Lloydminster, and is intended to be fully funded using cash flow from operations, 

and its available credit facility. Marquee anticipates drilling approximately 12 Michichi 

horizontal wells and six Lloydminster vertical wells in 2014. The Company has drilled 3 Michichi 

horizontal wells and 2 Lloydminster vertical wells in 2014 and expects to achieve stabilized 

production from all 5 wells in the second quarter of 2014. 

Marquee also intends to devote a portion of the 2014 Capital Budget to infrastructure 

improvements at Michichi which are expected to reduce area operating costs. The Company is 

currently completing the second phase of modifications to its gas gathering system which will 

connect all Sonde wells into the Marquee gas gathering system and gas plant. Operating cost 

reductions and production efficiency improvements are expected. Capital will be directed to 

improvement of the Drumheller oil battery and terminal to allow processing of Marquee’s 

Michichi oil production resulting in reduced operating and transportation costs. 

The Company continues to evaluate non-core asset disposition opportunities. 



  
 
 
 
 

 

Marquee Energy Ltd. 
Management’s Discussion & Analysis  

Q1 2014 
 
  
 
 

3 

  

 

Financial and Operational Highlights

(unaudited)

2014 2013

Financial (000's except share amounts and net wells drilled)

Oil and natural gas sales (1)
21,577$                         10,396$                      

Funds flow from operations (2)
6,820$                            3,029$                         

      Per share - basic and diluted 0.08$                               0.06$                            

      Per BOE 18.83$                            14.85$                         

Funds flow from operations - excluding transaction costs (2)
7,392$                            3,029$                         

      Per BOE excluding transaction costs 20.41$                            14.85$                         

Net loss (2,750)$                           (2,584)$                        

      Per share - basic and diluted (0.03)$                              (0.05)$                           

Capital expenditures 12,997$                         8,589$                         

Asset acquisitions including non-cash consideration 11,076$                         -$                                     

Dispositions (28)$                                  (98)$                               

Net wells drilled 5.0                                     2.1                                  

Net debt (3)
79,546$                         49,307$                      

Total Assets 280,421$                      169,446$                   

Weighted average basic and diluted shares outstanding 88,296,343                  54,661,156               

Operational

Daily sales volumes

Oil (bbls per day) 1,223                               834                                 

Heavy Oil (bbls per day) 511                                    532                                 

NGL's (bbls per day) 180                                    58                                    

Natural Gas (mcf per day) 12,657                            5,054                            

Total (boe per day) 4,024                               2,266                            

% Oil and NGL's 48% 63%

Average realized prices

Oil ($/bbl) 94.36$                            80.13$                         

Heavy Oil ($/bbl) 72.49$                            49.48$                         

NGL's ($/bbl) 72.43$                            68.52$                         

Natural Gas ($/mcf) 5.87$                               3.46$                            

Netbacks

Combined ($/boe) 59.58$                            50.97$                         

Royalties ($/boe) 5.37$                               3.92$                            

Opex and transportation ($/boe) 23.10$                            22.58$                         

Field operating netbacks 31.11$                            24.47$                         

Three months ended March 31
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(1) Before royalties. 

(2) Transaction costs relate to the acquisition of oil and natural gas properties on March 6, 2014.   

(3) Net debt is calculated as currents assets less current liabilities, excluding commodity contracts and flow-through 

share premiums. 

 

MANAGEMENT’S DISCUSSION AND ANALYSIS 

The following is Management’s Discussion and Analysis (“MD&A”) of the financial condition and 
results of operations for Marquee Energy Ltd.  ("Marquee", "we", "our" or the "Company") as at 
and for the three month period ending March 31, 2014.  The MD&A should be read in 
conjunction with the Company’s unaudited condensed interim consolidated Financial 
Statements and related notes for the three month period ended March 31, 2014, as well as the 
audited annual Consolidated Financial Statements and MD&A for the year ended December 31, 
2013. The Company’s condensed interim consolidated Financial Statements have been 
prepared in accordance with International Accounting Standard (IAS) 34, Interim Financial 
Reporting within International Financial Reporting Standards (IFRS) as issued by the 
International Accounting Standards Board (IASB). All figures provided herein are reported in 
Canadian dollars. The reader should be aware that historical results are not necessarily 
indicative of future performance. 
 
Additional information relating to Marquee, including the Company’s Annual Information Form, 
is available on Sedar at www.sedar.com. Marquee is listed on the TSX Venture Exchange (TSX-V) 
under the symbol “MQL-V”, and on the United States OTC Markets (“OTCQX”) under the 
symbol “MQLQF”.  
 
Non-GAAP Measures and Additional GAAP Measures 
The MD&A contains certain measures that do not have any standardized meaning as prescribed 
by IFRS and, therefore, are considered non-GAAP measures and additional GAAP measures. 
Readers are cautioned that the MD&A should be read in conjunction with Marquee’s disclosure 
under “Non-GAAP Measures”, “Additional GAAP Measures” and “Forward-Looking Statements” 
included at the end of this MD&A. 
 
DESCRIPTION OF BUSINESS  
 
Marquee Energy Ltd. is a publicly traded, Calgary-based, growth oriented junior oil and natural 
gas company currently focused on high rate of return oil development and production. 
Marquee is committed to growing the company through exploitation of existing opportunities 
and continued consolidation within its core area at Michichi. Marquee’s offices are located in 
Calgary, Alberta. 
 
 

http://www.sedar.com/
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Total revenue in Q1-2014 increased to $21.6 million from $10.4 million in Q1-2013 an increase 
of 108%.  The increased revenue is a combination of volume increases of 78% and higher 
average realized prices.  
 

 
 
Production for the three months ended March 31, 2014, was 4,024 boe/d, an increase of 78% 
from 2,266 boe/d for the same period in 2013.  Quarter over quarter production increases are a 
result of the drilling programs completed in the second half of 2013 and first quarter of 2014, 
together with production from the properties acquired from Sonde on December 31, 2013, and 
Paramount on March 6, 2014.  
 

Revenue 

Change

31-Mar-14 31-Mar-13

Light Oil 10,385,945$                    6,013,520$                    73%

Heavy Oil 3,333,914                        2,368,742                      41%

NGLs 1,173,372                        355,833                          230%

Natural gas 6,683,269                        1,573,792                      325%

Sulphur -                                         83,638                            -100%

Total Revenue 21,576,500$                    10,395,525$                  108%

Three Months Ended

Production

Change

Production by Product 31-Mar-14 31-Mar-13

Light Oi l  (bbls/d) 1,223                                  834                                   47%

Heavy Oi l  (bbls/d) 511                                     532                                   -4%

NGLs  (bbls/d) 180                                     58                                     210%

Natura l  gas  (mcf/d) 12,657                                5,054                                150%

Total  boe/d (6:1) 4,024                                  2,266                                78%

Production spl i t (%)

Crude oi l  and NGL 48% 63%

Natura l  gas 52% 37%

Total 100% 100%

Three Months Ended
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(1) WTI represents the posting prices of West Texas Intermediate Oil. 
(2) includes sulphur revenues. 

 

 
 
Royalties expense for Q1-2014 increased to $1.9 million compared to $0.8 million for Q1-2013.  
The 143% increase was largely due to the higher revenue as a result of the new production and 
recent acquisitions. Royalties per BOE increased 37% to $5.37 per BOE at March 31, 2014 
compared to the same period in 2013. This increase is a result of certain producing properties 
coming off royalty holiday. 
  

Product Prices

Change

31-Mar-14 31-Mar-13

Benchmark prices

WTI (US$/bbl) (1)
98.67$                     94.37$                              5%

US$ / C$ foreign exchange rate 1.07$                       0.99$                                8%

WTI (C$/BBL) 105.53$                   93.56$                              13%

WCS Hardisty Cdn ($/bbl) 83.64$                     62.98$                              33%

AECO natural gas ($/mcf) 5.35$                       3.20$                                67%

Average realized prices

Light Oil ($/bbl) 94.36$                     80.13$                              18%

Heavy Oil ($/bbl) 72.49$                     49.48$                              47%

NGLs ($/bbl) 72.43$                     68.52$                              6%

Natural gas ($/mcf) 5.87$                       3.46$                                70%

Combined ($boe) (2)
59.58$                     50.97$                              17%

Three Months Ended

Royalties

Change

31-Mar-14 31-Mar-13

Royalties 1,945,635$                      800,373$                       143%

As a percentage of revenue 9% 8% 13%

Per boe (6:1) 5.37$                                3.92$                              37%

Three Months Ended
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Operating and transportation costs for the three months ended March 31, 2014 were $8.4 
million or $23.10 per BOE compared to $4.6 million and $22.58 per BOE for the same period in 
2013. The increase in operating costs quarter over quarter were a result of increases in 
production. 
 

 
 

For the three months ended March 31, 2014, field operating netbacks increased to $31.11 per 
BOE compared to $24.47 per BOE for the same period in 2013.  The 27% increase in field 
netbacks was due to the Company’s higher average realized product pricing.   
 

 

 
G&A costs for the three months ended March 31, 2014 increased by 35% to $1.6 million from 
$1.2 million incurred for the same period in 2013.  The increase is a result of higher salary and 
consulting costs associated with the growth in the Company through drilling and recent 
acquisitions. On a BOE basis, G&A costs declined by 24% to $4.47 per BOE for the current 

Production & Operating Expense

Change

31-Mar-14 31-Mar-13

Operating Costs 6,852,024$                         3,658,066$                       87%

Transportation Costs 1,514,753                           947,333                            60%

8,366,777$                         4,605,399$                       82%

Per boe (6:1) 23.10$                                22.58$                              2%

Three Months Ended

Field Operating Netback 

per boe

Change

31-Mar-14 31-Mar-13

Sales 59.58$                                50.97$                              17%

Royalties (5.37)                                  (3.92)                                37%

Opex & transportation costs (23.10)                                (22.58)                              2%

Field Operating Netback 31.11$                                24.47$                              27%

Three Months Ended

General and Administrative (G&A) Expense

Change

31-Mar-14 31-Mar-13

G&A 1,620,476$                            1,199,365$                         35%

G&A - per boe (6:1) 4.47$                                     5.88$                                  -24%

Three Months Ended
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quarter, compared to $5.88 per BOE in 2013.  The decrease on a BOE basis is a result of the 
higher production volumes in 2014.   
 
Stock-based Compensation  
 

As at March 31, 2014, the Company had 6,353,599 stock options and 1,679,835 warrants 
outstanding. The options and warrants were issued at an average exercise price of $1.01 per 
option and $1.59 per warrant. Stock-based compensation expense of $218,360 (March 31, 2013 
-$161,495) related to options has been recognized for the three-month period ended March 31, 
2014 with the offsetting amount recorded in contributed surplus. The expense increased from 
the same period in 2013 as a result of 3,100,000 new options being granted during the first 
quarter of 2014.  
 
Risk Management and Hedging Activities 

As at March 31, 2014, Marquee had the following commodity contracts outstanding with a 
negative fair value of $3,128,607 (December 31, 2013-$951,692). The total realized loss on the 
risk management contracts for the three months ended March 31, 2014 was $1,299,722 (March 
31, 2013 - $166,496). 
 

 
 
 

Type

Notional 

Volumes Price Index Term

Swap 400 bbl/day CAD $96.25/bbl WTI-NYMEX Jan.01, 2014 to Jun.30, 2014

Swap 2,000 GJs/day CAD $3.50/GJ AECO-5A Apr.01, 2014 to Dec.31, 2014

Swap 400 bbl/day CAD $96.00/bbl WTI-NYMEX Jul .01, 2014 to Dec.31, 2014

Swap 3,000 GJs/day CAD $3.7525/GJ AECO-5A Jan.01, 2014 to Dec. 31, 2014

Swap 400 bbl/day CAD ($21.30)/bbl

WCS vs  NGX and 

Net Energy 

Index Feb.01, 2014 to Dec.31, 2014

Put 1
4,000 GJs/day CAD $4.00/GJ AECO-7A Mar. 01, 2014 to Dec. 31, 2014

Swap 1,500 GJs/day CAD $4.28/GJ AECO-5A Mar. 01, 2014 to Dec. 31, 2014

Swap 500 bbl/day CAD $104.90/bbl WTI-NYMEX Mar. 01, 2014 to Dec. 31, 2014

Swap 4,000 GJs/day CAD $4.465/GJ AECO-5A Jan.01, 2015 to Mar.31, 2015
(1)

 The put contract i s  subject to a  monthly premium fee of approximately $32,000.
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Finance expense increased to $1.3 million or $3.49 per BOE for the three months ended March 
31, 2014 compared to $0.63 million or $3.07 per BOE for the same period in 2013. The increase 
in interest expense was attributable to higher average debt balances for the period ended 
March 31, 2014 compared to the March 31, 2013 period. In addition, increases in 
decommissioning obligations in the past year as a result of the two acquisitions have resulted in 
increased accretion expense, up 316% for the three month period ended March 31, 2014 
compared to the same period in 2013. 
 

 
 
The depletion rate is calculated on proved and probable oil and natural gas reserves, taking into 
account the future development costs to produce the related reserves.  Depletion expense 
increased in the first quarter of 2014 to $7.0 million from $4.4 million for the same period in 
2013 due to higher production volumes; however on a per BOE basis there was a slight 
decrease of 10%.   
 
Taxes 
  

A deferred tax recovery of $0.9 million was recorded for the first quarter of 2014 compared to a 
$0.7 million recovery recorded for the same period in 2013.  The larger recovery was 
attributable to the higher net loss for the quarter.  
 

Finance expenses

Change

31-Mar-14 31-Mar-13

Accretion expense 339,610$                                   81,675$                                        316%

Interest Expense 925,804                                     543,744                                        70%

Finance expense 1,265,414$                                625,419$                                      102%

Per boe 3.49$                                         3.07$                                            14%

                   Three Months Ended

Depletion and Depreciation

Change

31-Mar-14 31-Mar-13

Depletion and depreciation 7,026,900$                                4,380,993$                                   60%

Per boe 19.40$                                       21.48$                                          -10%

Three Months Ended
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Exploration and Evaluation expenditures (“E&E”) 
 
During the three month period ended March 31, 2014, the Company recorded $0.86 million of 
costs associated with expired mineral leases compared with $0.44 million for Q1-2013. 
 
Funds flow from operations 
 
Funds flow from operations for Q1-2014 was $6.8 million or $0.08 per share compared to $3.0 
million or $0.06 per share in Q1- 2013.  The increase in funds flow from operations for the first 
quarter of 2014 was mainly attributed to higher oil and natural gas sales for the three month 
period ended March 31, 2014 compared to the same period in 2013. Funds flow from 
operations is an additional-GAAP measure, which is defined under the heading Additional GAAP 
Measures. 
 
Loss on disposition of oil and natural gas interests 
 
For the three months ended March 31, 2014, the Company recorded a $96,000 gain (2013-
$14,891 loss) on the sale of non-core oil and natural gas properties.   
 
Net Loss 
  
Net loss for the three month period ended March 31, 2014, was $2.7 million ($0.03 per share, 
basic and diluted) compared to a net loss of $2.6 million ($0.05 per share, basic and diluted) for 
the same period in 2013.  The increase in the net loss for Q1-2014 is mainly attributable to the 
increase in the realized and unrealized loss on settlement of commodity contracts, higher 
depletion and transaction costs related to the acquisition of assets, offset by higher oil and 
natural gas sales. 
 

The following tax pools are available to reduce future taxable income:  

($ millions)

March 31, 2014 December 31, 2013

Undepreciated capita l  cost 31.4$                           27.0$                                  

Canadian development expense 43.0                             38.1                                    

Canadian exploration expense 11.9                             11.6                                    

Canadian oi l  and gas  property expense 39.4                             30.7                                    

Non-capita l  loss  carry forward 52.7                             62.7                                    

Share issue costs 2.2                               2.5                                      

Tota l 180.6$                         172.6$                                
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(1) Includes expenditures on exploration and evaluation assets as well as PP&E  
(2) Excludes non-cash portion of Paramount acquisition in 2014 

 
The Company drilled three gross (3.0 net) Michichi horizontal and two gross (2.0 net) 
Lloydminster vertical wells in the first quarter of 2014.  
 
On March 6, 2014, the Company completed an asset acquisition which allowed the Company to 
acquire undeveloped land, as well as additional production, in its core Michichi area.  The 
purchase price of $11.1 million was paid through a combination of share ($10.8 million) and 
cash ($0.25 million) consideration. 
 
The Company expects to fund the 2014 capital program from funds flow from operations, non-
core asset sales, the existing credit facilities, and funds raised through the issuance of common 
shares subsequent to March 31, 2014. 
 
Capital Resources and Liquidity  
 
Credit Facility  
As at March 31, 2014, the Company had a $75 million revolving operating demand loan 
(“operating loan”) as well as a $15 million non-revolving acquisition/development demand loan 
(“A&D loan”) with National Bank of Canada. At March 31, 2014, the Company was in breach of 
the working capital covenant; however, the bank waived the covenant breach in conjunction 
with the annual renewal of the facility, which resulted in an increase in the operating loan to 
$80 million and renewal of the A&D loan at $15 million. At March 31, 2014, the Company would 
have satisfied the working capital covenant by drawing down the A&D loan. The Company is in 
compliance with all other terms of the credit facilities. 

Capital Expenditures

Three months ended Three months ended

Capital Expenditures ( 1) , (2) 31-Mar-14 31-Mar-13

Land & lease 191,130$                          508,239$                          

Dri l l ing and completions 8,322,758                         4,572,838                         

Equipment and faci l i ties 3,797,582                         2,640,910                         

Seismic 422,456                            684,186                            

Acquis i tions 248,340                            -                                        

Dispos i tions (28,226)                             (98,437)                             

Office and other 262,972                            183,167                            

Total  capita l  expenditures , net 13,217,012$                     8,490,903$                       
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Equity  
The Company is authorized to issue an unlimited number of common shares. As at March 31, 
2014, there were 98,195,035 common shares outstanding, and convertible securities comprised 
of 6,353,599 options to acquire common shares and 1,679,835 warrants outstanding which are 
exercisable for an aggregate of 8,033,434 common shares. At May 15, 2014, there were 
120,310,685 common shares outstanding and 6,291,099 stock options and 1,679,835 warrants 
outstanding which are exercisable into an aggregate of 7,970,934 common shares.   
 
Liquidity  
The Company generally relies on operating cash flows, equity issuances and its credit facility to 
fund its capital requirements and provide liquidity. From time to time, the Company accesses 
capital markets to meet its additional financing needs and to maintain flexibility in funding its 
capital programs. Future liquidity depends primarily on funds flow generated from operations, 
the ability to draw on existing credit facilities and the ability to access debt and equity markets. 
Bank debt is classified as a short term liability as it is a demand loan and could potentially be 
paid within a year.  The Company generated positive funds flow from operations for the three 
month period ended March 31, 2014.  
 
The Company’s credit facility is a demand loan and as such the bank could demand repayment 
at any time.  The credit facilities are subject to review on August 1, 2014. Management is not 
aware of any indications that the bank would demand repayment within the next 12 months. 
The Company further expects that it will have sufficient cash on hand to meet immediate 
obligations by actively monitoring its credit facilities through use of the A&D loan, coordinating 
payment and revenue cycles each month, an active hedging program to mitigate commodity 
price risk and secure cash flows, an anticipated increase in operating cash flows as a result of 
the asset acquisitions completed in the last three months, and funds available through the 
offering of common shares which closed on May 2, 2014. 
 
Capital management  
The Company’s capital management policy is to maintain a strong capital base that optimizes 
the Company’s ability to grow, maintain investor and creditor confidence and to provide a 
platform to create value for its shareholders. The Company maintains a flexible capital structure 
to maximize its ability to pursue oil and gas exploration opportunities and the requirement to 
sustain future development of the business.  The Company monitors the level of risk associated 
for each capital project to balance the proportion of debt and equity in its capital structure.  
The Company monitors capital availability tracking its current working capital, available bank 
line of credit, projected cash flow from operating activities and anticipated capital 
expenditures.  The Company's officers are responsible for managing the Company's capital and 
do so through quarterly meetings and regular reviews of financial information including 
budgets and forecasts. The Company's directors are responsible for overseeing this process.  
The Company considers its capital structure to include shareholders’ equity and bank debt. 
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In order to maintain or adjust the capital structure, the Company may issue shares, amend, 
revise or renew terms of the existing credit facility and adjust its capital spending to manage its 
current and projected capital structure.  The Company's ability to raise additional funds through 
debt or equity financing may be impacted by external conditions, including future commodity 
prices, particularly natural gas and the global economic downturn.  The Company continually 
monitors business conditions including: changes in economic conditions, the risk of its drilling 
programs, forecasted commodity prices and potential corporate or asset acquisitions. 
 
The Company monitors capital based on two financial ratios: 1) net debt to annualized funds 
flow and 2) working capital ratio. The net debt to annualized funds flow represents the time 
period it would take to pay off the debt if no further capital expenditures were incurred and if 
funds flow from operating activities remained constant.  This ratio is calculated as net debt 
divided by cash flows from operating activities before changes in non-cash working capital 
annualized. Net debt is defined as outstanding bank debt plus or minus net working capital 
(excluding fair value of commodity contracts and flow-through share premiums). 
 
The Company's strategy is to monitor the ratio and the ratio can, and will, fluctuate based on 
the timing of property transactions, commodity prices and on the mix of exploratory and 
development drilling.  There have been no changes to the Company’s capital management 
policies for the three month period ended March 31, 2014. 

The following table summarizes the Company's net debt to annualized funds flow calculation: 

 
 
As at March 31, 2014 the Company's ratio of net debt to funds flow was 2.9 to 1 (at December 
31, 2013 – 6.9 to 1).  The decrease in this ratio at March 31, 2014 was a result of an increase in 
funds flow from operating activities at March 31, 2014. The increase in debt resulted primarily 
from the asset acquisition that closed on December 31, 2013. The Company expects to reduce 
this ratio going forward through increased cash flows and reducing the debt through potential 

March 31, 2014 ($) December 31, 2013 ($)

Current assets 10,079,479                        4,950,218                                

Accounts  payable and accrued l iabi l i ties (18,828,996)                       (15,066,033)                             

Bank debt (70,796,210)                       (63,008,179)                             

Net debt (79,545,727)                       (73,123,994)                             

Three months ended 

March 31, 2014 ($)

Year ended December 31, 

2013 ($)

Funds  flow from operating activi ties 6,820,392                          10,555,764                              

Annual ized 27,281,568 10,555,764

Net debt to annual ized funds  flow 2.9                                     6.9                                           
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dispositions of non-core properties and the issuance of common shares that closed on May 2, 
2014. 
 
The following table summarizes the Company's working capital calculation for purposes of its 
lending facility covenants: 
 

 
 

The Company is required to maintain, under its credit facility, a working capital ratio of greater 
than 1 to 1 defined as the ratio of current assets (including undrawn available credit on the 
revolving portion of the facility and excluding the fair value of the commodity contracts) divided 
by current liabilities (less the current portion of bank debt and the fair value of the commodity 
contracts).  At March 31, 2014, the working capital ratio was 0.66 to 1.0 (December 31, 2013 – 
0.95 to 1.0) and the Company was in default of the covenant. The Bank has waived the breach 
in conjunction with the annual facility review which resulted in an increase in the operating 
loan by $5 million to $80 million. The working capital ratio decreased to 0.66 to 1.0 for the 
three month period ended March 31, 2014, as a result of the Q1-2014 drilling program. At 
March 31, 2014, the Company could have satisfied the working capital covenant by drawing 
down the A&D loan. Through subsequent cash flows from operations and the use of proceeds 
obtained from the offering of common shares which closed on May 2, 2014, the Company 
expects to be in compliance with the covenant. 

  

Working Capital Ratio

As at March 31, 2014 As at December 31, 2013

Current assets 10,079,479$                        4,950,218$                               

Undrawn avai lable credit 3,403,790                            11,087,865                               

Subtotal 13,483,269$                        16,038,083$                             

Current l iabi l i ties 20,531,582$                        16,805,088$                             

Working capita l  ratio 0.66 to 1.00 0.95 to 1.00
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Contractual Obligations  
 
Marquee has contractual obligations in the normal course of business. The Company has a 
rental commitment relating to leased office premises.  
 
 

  

   ($) 

2014   207,000 

2015   109,000 

Total   316,000 

 
On November 26, 2013, the Company issued 8,000,500 flow-through common shares at $0.95 
per flow-through common share. Total proceeds were $7,600,475. The Company has 
committed to spend 100% of the flow-through funds on qualifying expenditures by December 
31, 2014. At March 31, 2014, the Company had a remaining obligation of $6,469,825 relating to 
flow-through shares, to be expended no later than December 31, 2014. 
 
Subsequent Events 
 
On May 2, 2014, the Company closed a bought-deal financing of 22,115,650 common shares at 
a price of $0.91 per common share for total estimated net proceeds of $18.8 million. This 
includes 2,884,650 common shares that were issued as a result of the fully exercised over-
allotment offered to the underwriters.  
 
Off Balance Sheet Arrangements  
 
The Company does not have any special purpose entities, nor is it party to any arrangements 
that would be excluded from the balance sheet. 
 
Changes in Accounting Policy 
 

 On January 1, 2014, the Company adopted IFRS Interpretations Committee (IFRIC) 21, 
“Levies” which provides guidance on accounting for levies in accordance with the 
requirements of IAS 37, “Provisions, Contingent Liabilities and Contingent Assets”. The 
interpretation clarifies that an entity is to recognize a liability for a levy when the activity 
that triggers the payment occurs. The interpretation also clarifies that a levy liability is 
to be accrued progressively only if the activity that triggers payment occurs over a 
period of time, in accordance with the relevant legislation.  The adoption of this 
interpretation had no impact on the Company’s financial statements. 

 On January 1, 2014, the Company adopted the amended IAS 36, “Impairment of Assets”. 
The amendments reduce the circumstances in which the recoverable amount of cash 
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generating units, “CGUs”, is required to be disclosed and clarify the disclosures required 
when an impairment loss has been recognized or reversed in the period. The 
retrospective adoption of these amendments will only impact the Company’s 
disclosures in the notes to the financial statements in periods when an impairment loss 
or impairment reversal is recognized. 

 On January 1, 2014, the Company adopted several narrow-scope amendments to a total 
of nine standards issued by the IASB in December 2013.  The adoption of these 
amendments had no impact on the consolidated financial statements.  

 
The Company continues to assess the impact of adopting the future pronouncements from the 
IASB that have yet to be adopted, as described in the Company’s 2013 annual consolidated 
financial statements.  
 
Critical Accounting Judgments and Estimates   
 
The Company’s consolidated financial statements have been prepared in accordance with IFRS. 
A summary of the significant accounting policies are presented in note 3 of the Notes to the 
annual Consolidated Financial Statements as at and for the year ending December 31, 2013. 
The timely preparation of consolidated financial statements requires management to make 
judgments, estimates and assumptions that affect the application of accounting policies and the 
reported amounts of assets and liabilities, as at the balance sheet date and the reported 
amounts of revenues and expenses during the year. Accordingly, actual results may differ from 
these estimates. There have been no changes to the critical accounting judgments and 
estimates of the Company during the three month period ended March 31, 2014. 
 
Business Risks  
 
The oil and gas industry is subject to risks in (among others): 

 Finding and developing reserves;  

 Commodity prices received for such reserves; 

 Availability of equipment, manpower and supplies; 

 Availability and cost of capital to achieve projected growth; 

 Effect of weather on drilling and production; and 

 Operating in an environmentally appropriate fashion. 
 
The Company mitigates these business risks by: 

 Having assets in several diverse fields; 

 Maintaining cost-effective operations; 

 Maintaining a balance between oil and gas properties; 

 Operating our own properties to control the amount and timing of capital expenditures; 
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 Using new technology to maximize production and recoveries and reduce operating 
costs; 

 Restricting operations to western, central and southern Alberta where locations are 
accessible, operating and capital costs are reasonable and on-stream times are shorter; 
and 

 Drilling wells in areas with multiple high deliverability zone potential. 
 
Environmental, Health and Safety Risk 
 
Environmental, health and safety risks relate primarily to field operations associated with oil 
and gas assets. To mitigate this risk, a preventative environmental, health and safety program is 
in place, as is operational loss insurance coverage. Marquee employees and contractors adhere 
to the Company’s environmental, health and safety program, which is routinely reviewed and 
updated to ensure that the Company operates in a manner consistent with best practices in the 
industry. The Board of Directors oversees the risk assessment and risk mitigation process. 
 
Regulation, Tax and Royalty Risk 
 
Regulation, tax and royalty risk relates to changing government royalty regulations, income tax 
laws and incentive programs impacting the Company’s financial and operating results. 
Management, with the assistance of legal and accounting professionals, stay informed of 
proposed changes in laws and regulations and proactively responds to and plan for the effects 
of these changes. 
 
Industry and Economic Factors  
 
The oil and natural gas industry is subject to extensive controls and regulations governing its 
operations (including land tenure, exploration, environmental, development, production, 
refining, transportation, and marketing) imposed by legislation enacted by various levels of 
government and with respect to taxation of oil and natural gas by agreements among the 
governments of Canada and Alberta, all of which should be carefully considered by investors in 
the oil and gas industry. It is not expected that any of these controls or regulations will affect 
the Company’s operations in a manner materially different than they would affect other oil and 
gas companies of similar size and with similar assets. All current legislation is a matter of public 
record and the Company is currently unable to predict what additional legislation or 
amendments may be enacted. Outlined below are some of the principal aspects of legislation, 
regulations and agreements governing the oil and natural gas industry. 
 
The producers of oil are entitled to negotiate sales and purchase agreements directly with oil 
purchasers. Most agreements are linked to global oil prices. Global oil prices are set by daily, 
weekly and monthly physical and financial transactions for crude oil around the world. Those 
prices are primarily based on worldwide fundamentals of supply and demand. Specific prices 
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depend in part on oil quality, prices of competing fuels, distance to the markets, value of 
refined products, the supply/demand balance and other contractual terms. The price of natural 
gas is also determined by negotiation between buyers and sellers. 
 
International prices for crude oil and natural gas fluctuate in response to changes in the supply 
of and demand for crude oil and natural gas, market uncertainty and a variety of other factors 
beyond the Company’s control. These factors include, but are not limited to, the actions of the 
Organization of the Petroleum Exporting Countries (OPEC), world economic conditions, 
government regulation, political developments, the foreign supply of oil, the price of foreign 
imports, the availability of alternate fuel sources and weather conditions. 
 
In addition to federal regulation, each province has legislation and regulations governing land 
tenure, royalties, production rates, environmental protection, and other matters.  
 
For a complete discussion of the risks affecting Marquee, refer to the Company’s most recently 
filed Annual Information Form, available on SEDAR at www.sedar.com. 
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Quarterly Financial Information  
 
The following is a summary of selected quarterly information that has been derived from the 
condensed interim financial statements of Marquee Energy Ltd. This summary should be read 
in conjunction with unaudited financial statements of Marquee as contained in the public 
record. 
  2014 2013 2012 

  Q1 Q4 Q3 Q2 Q1 Q4 Q3 Q2 

Total revenue $ 21,576,500 10,093,624 12,489,129 12,316,627 10,395,525 9,719,955 11,455,424 9,198,964 

Funds flow from  
operations $ 

6,820,392 26,890 3,080,376 4,419,973 3,028,525 2,003,281 3,952,164 2,010,730 

Basic & diluted ($/share) 0.08 0.00 0.06 0.08 0.06 0.04 0.07 0.04 

Net Income (loss) ($) (2,749,783) (6,245,549) (1,527,280) 484,156 (2,584,229) (2,910,912) (4,313,090) (1,414,200) 

Basic & diluted ($/share) (0.03) (0.11) (0.03) 0.01 (0.05) (0.05) (0.08) (0.03) 

Capital expenditures (1) 
($) 

24,072,887 49,428,432 8,484,477 1,543,341 8,589,340 14,521,481 6,874,282 13,211,443 

Total assets ($) 280,421,073 237,961,275 163,417,506 163,017,270 169,445,898 162,645,236 174,717,065 176,443,965 

Total equity ($) 112,966,106 104,646,162 88,286,595 89,730,182 89,049,632 91,412,669 92,663,597 96,782,851 

Working capital 
(deficiency) ($) 

(84,376,920) (75,914,741) (50,246,902) (47,079,474) (51,223,747) (44,506,926) (47,506,183) (44,175,979) 

Weighted average 
common shares 

outstanding 

 
88,296,343 

 
58,171,161 

 
54,648,602 

 
54,661,156 

 
54,661,156 

 
52,953,993 

 
52,697,918 

 
52,697,918 

Average daily production         

Crude oil (bbls/d) 1,223 709 722 830 834 651 798 669 

Heavy oil (bbls/d) 511 518 480 534 532 510 496 386 

NGLs (bbls/d) 180 87 96 80 58 96 196 168 

Natural gas (Mcf/d) 12,657 4,799 545 4,942 5,054 5,897 7,426 7,037 

Total boe/d 4,024 2,114 2,139 2,268 2,266 2,240 2,728 2,396 

 
 

(1) Excludes corporate acquisitions and dispositions. 
 

Three months ended March 31, 2014 (Q1 -2014) compared to December 31, 2013 (Q4-2013): 
Total revenue was higher for three months ended March 31, 2014 compared to the three 
months ended December 31, 2013 as a result of a combination of increased production that 
was acquired from two separate acquisitions and higher oil and natural gas prices. The increase 
in total assets and total equity reflect the purchase equation for the assets acquired during Q1-
2014. 
 
Three months ended December 31, 2013 (Q4-2013) compared to September 30, 2013 (Q3-
2013): 
The net loss was higher during the three months ended December 31, 2013 as a result of the 
transaction costs related to the asset acquisition and E&E expenditures for projects 
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discontinued by management. Capital expenditures were significantly higher as a result of the 
significant capital program completed in Q4-2013. 
 
Three months ended September 30, 2013 (Q3-2013) compared to June 30, 2013 (Q2-2013): 
Revenue was consistent quarter over quarter. The decline in the net income was a result of a 
loss on the sale of oil and gas interests in Q3-2013 compared to a gain Q2-2013. In addition, 
there was an unrealized loss on commodity contracts compared to a gain on commodity 
contracts in Q2-2013. 
 
Three months ended June 30, 2013 (Q2-2013) compared to March 31, 2013 (Q1-2013): 
During the three months ended June 30, 2013, the Company increased funds flow from 
operations to $4.4 million as the Company continued its shift to a more oil and liquids weighted 
Company and realized significantly higher commodity prices. 
 
Three months ended March 31, 2013 (Q1-2013) compared to December 31, 2012 (Q4-2012): 
During the three months ended March 31, 2013, the Company increased funds flow from 
operations to $3.0 million as the Company continued its shift to a more oil and liquids weighted 
Company. 
 
Three months ended December 31, 2012 (Q4-2012) compared to September 30, 2012 (Q3- 
2012): 
Average production volumes and revenues decreased in Q4-2012 compared to Q3-2012 as the 
Company sold its Willesden Green oil and natural gas interests. 
 
Three months ended September 30, 2012 (Q3 -2012) compared to June 30, 2012 (Q2 – 2012):  
Average production volumes increased and revenues increased for Q3-2012 vs Q2-2012 as new 
volumes came on production from Q1-2012 and late Q2-2012 drill programs. 
 
 
NON-GAAP MEASURES  
 
This MD&A contains the term “field operating netbacks” which does not have a standardized 
meaning prescribed by IFRS and, therefore, may not be comparable with the calculation of 
similar measures by other companies. Marquee uses field operating netbacks to analyze 
operating performance. Marquee believes this benchmark is a key measure of profitability and 
overall sustainability for the Company and this term is commonly used in the oil and gas 
industry. Field operating netbacks are not intended to represent operating profits, net earnings 
or other measures of financial performance calculated in accordance with IFRS.   
 
Field operating netbacks are calculated by subtracting royalties, production and operating and 
transportation expenses from revenues before other income/losses. 
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ADDITIONAL GAAP MEASURES  
 
This MD&A and the financial statements contain the term “funds flow from operations” which 
should not be considered an alternative to, or more meaningful than “cash flow from operating 
activities” as determined in accordance with GAAP as an indicator of the Company’s 
performance.  Therefore reference to funds flow from operations or funds flow from 
operations per share may not be comparable with the calculation of similar measures for other 
entities.  Management uses funds flow from operations to analyze operating performance and 
leverage and considers funds flow from operations to be a key measure as it demonstrates the 
Company’s ability to generate cash necessary to fund future capital investments and to repay 
debt.  Funds flow from operations per share is calculated using the weighted average number 
of shares for the period. 
 

 
 
This MD&A and consolidated financial statements also contain the term net debt and net debt 
to annualized funds flow.  Net debt and net debt to annualized funds flow is calculated as net 
debt, defined as outstanding bank debt plus or minus net working capital (excluding fair value 
of commodity contracts and flow-through share premiums), divided by cash flow from 
operating activities before changes in non-cash working capital.  Management considers net 
debt and net debt to annualized funds flow as important additional measures of the time 
period it would take to pay off the debt if no further capital expenditures were incurred and if 
funds flow from operating activities remained constant. 
 
BOE Presentation 
 
The term “barrels of oil equivalent” (BOE) may be misleading, particularly if used in isolation. A 
BOE conversion ratio of six thousand cubic feet of natural gas to one barrel of oil (6:1) is based 
on an energy equivalency conversion method primarily applicable at the burner tip and does 

Funds flow from operations

31-Mar-14 31-Mar-13

Cash flow from operating activi ties 3,740,834                         3,551,378                         

Changes  in non-cash working capita l (3,079,558)                        522,853                            

Funds  flow from operations 6,820,392                         3,028,525                         

Transaction costs 571,226                            -                                    

Funds  flow from operations  excluding 

transaction costs 7,391,618                         3,028,525                         

Three Months Ended
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not represent a value equivalency at the wellhead.  Given that the value ratio based on the 
current price of crude oil as compared with natural gas is significantly different than the energy 
equivalency of 6:1, utilizing a conversion on a 6:1 basis may be misleading as an indication of 
value.  (This conversion conforms to National Instrument 51-101).  References to natural gas 
liquids (“NGL”) in this MD&A include condensate, propane, butane and ethane.  One barrel of 
NGL is considered to be equivalent to one barrel of crude oil equivalent (BOE). 
 
FORWARD-LOOKING INFORMATION AND STATEMENTS  
 
Certain statements included or incorporated by reference in this Management's Discussion and 
Analysis may constitute forward looking statements under applicable securities legislation.  
Such forward looking statements or information typically contain statements with words such 
as "anticipate", "believe", "expect", "plan", "intend", "estimate", "propose", or similar words 
suggesting future outcomes or statements regarding an outlook.  Forward looking statements 
or information in this Management's Discussion and Analysis may include, but are not limited 
to:   
 

 2014 capital budget and expenditures; 

 business strategies, objectives and outlook; 

 petroleum and natural gas sales; 

 future production levels (including the timing thereof) and rates of average annual 
production growth; 

 exploration and development plans; 

 acquisition and disposition plans and the timing and the anticipated benefits thereof; 

 anticipated cash flows; 

 expected cost reductions and production efficiencies derived from recently acquired assets; 

 number and quality of future potential drilling locations future drilling plans; 

 expected debt levels;. 

 operating and other expenses;  

 royalty and income tax rates; and 

 the timing of regulatory proceedings and approvals. 
 
Such forward-looking statements or information are based on a number of assumptions all or 
any of which may prove to be incorrect.  In addition to any other assumptions identified in this 
document, assumptions have been made regarding, among other things: 
 

 the ability of the Company to obtain equipment, services and supplies in a timely manner to 
carry out its activities; 

 the ability of the Company to market crude oil, natural gas liquids and natural gas 
successfully to current and new customers; 

 the ability to secure adequate product transportation; 
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 the timely receipt of required regulatory approvals; 

 the ability of the Company to obtain financing on acceptable terms; 

 interest rates;  

 regulatory framework regarding taxes, royalties and environmental matters; 

 future crude oil, natural gas liquids and natural gas prices; and 

 Management’s expectations relating to the timing and results of development activities. 
 
Forward-looking information is based on current expectations, estimates and projections that 
involve a number of risks and uncertainties which could cause actual results to differ materially 
from those anticipated by the Company and described in the forward-looking information. The 
material risk factors affecting the Company and its business are contained in Marquee's Annual 
Information Form.  
 
The forward-looking information contained in this Management's Discussion and Analysis is 
made as of the date hereof and the Company undertakes no obligation to update publicly or 
revise any forward-looking information, whether as a result of new information, future events 
or otherwise, unless required by applicable securities laws. The forward looking information 
contained in this Management's Discussion and Analysis is expressly qualified by this cautionary 
statement.  
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Marquee Energy Ltd.  
Condensed Interim Consolidated Balance Sheets 
(amounts in Canadian dollars) 
(unaudited) 

 

    March 31, 2014 December 31, 2013 

  Note ($) ($) 

Assets       

Current Assets       

Accounts receivable 4                             9,477,023                         4,229,769  

Deposits and prepaid expenses                                  602,456                            720,449  

Total current assets                             10,079,479                         4,950,218  

Exploration and evaluation assets 5                           28,965,818                       26,599,921  

Property, plant and equipment 
6                         241,375,776  

                   
206,411,136  

Total assets 
                          280,421,073  

                   
237,961,275  

        

Liabilities       

Current Liabilities       

Bank debt 7                           70,796,210                       63,008,179  

Accounts payable and accrued liabilities                             18,828,996                       15,066,033  

Flow-through share premium                               1,702,586                         1,739,055  

Commodity contracts 15c                             3,128,607                            951,692  

Total current liabilities                            94,456,399                       80,764,959  

Decommissioning liabilities 8                           68,525,568                       46,885,154  

Deferred tax liabilities                               4,473,000                         5,665,000  

Total liabilities 
                          167,454,967  

                   
133,315,113  

        

Shareholders' Equity       

Share capital 9                         160,269,778  
                   

149,466,814  

Contributed surplus                               8,586,267                         8,319,504  

Deficit   
                         

(55,889,939) 
                   

(53,140,156) 

Total shareholders' equity                           112,966,106  
                   

104,646,162  

Total liabilities and shareholders' equity                           280,421,073  
                   

237,961,275  

Commitments 14, 15c     

Subsequent Events 7, 16     

The accompanying notes are an integral part of the consolidated financial statements.   

Approved on behalf of the Board:       

        

(signed) "Dennis Feuchuk"   (signed) "Richard Alexander"   

Director   Director   
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    Marquee Energy Ltd.  
Condensed Interim Consolidated Statements of Loss and Comprehensive Loss 
(amounts in Canadian dollars) 
(unaudited) 

 

 

The accompanying notes are an integral part of the consolidated financial statements 

 

 
 

 

Three months 

ended March 31, 

2014

Three months  

ended March 31, 

2013

Note  ($)  ($) 

Revenue

Oi l  and natura l  gas  sa les 21,576,500           10,395,525            

Royalties (1,945,635)            (800,373)                

Revenue, net of royalties 19,630,865           9,595,152              

Gain (loss ) on dispos i tion of oi l  and natura l  gas  interests 5,6,8 96,000                  (14,891)                  

Real ized ga in (loss ) on settlement of commodity contracts (1,299,722)            (166,496)                

Unreal ized ga in (loss ) on commodity contracts 15c (2,176,915)            (1,317,424)             

Revenue before expenses 16,250,228           8,096,341              

Expenses

Production and operating 6,852,024             3,658,066              

Transportation 1,514,753             947,333                 

General  and adminis trative 1,620,476             1,199,365              

Finance 11 1,265,414             625,419                 

Transaction costs 3 571,226                -                         

Stock-based compensation 10c 218,360                161,495                 

Depletion and depreciation 6 7,026,900             4,380,993              

Exploration and evaluation expenditures 5 858,431                437,069                 

Total  expenses 19,927,584           11,409,740            

Loss  before income taxes (3,677,356)            (3,313,399)             

Income tax expense (recovery)

   Capita l  tax 18,668                  20,010                   

   Deferred (946,241)               (749,180)                

Total  income tax recovery (927,573)               (729,170)                

Loss and comprehensive loss for the period (2,749,783)            (2,584,229)             

Loss  per share

Bas ic 12 (0.03)                     (0.05)

Di luted (0.03)                     (0.05)
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Marquee Energy Ltd.  
Condensed Interim Consolidated Statements of Changes in Shareholders’ Equity 
(amounts in Canadian dollars) 
(unaudited) 

 

  Note 
 Share Capital 

($)  
 Contributed 
Surplus ($)   Deficit ($)  

 Total 
Shareholders' 

Equity ($)  

Balance at January 1, 2013   
       

127,014,715  
         

7,665,208  
           

(43,267,254) 
           

91,412,669  

Stock-based compensation related to stock options 10c                         -    
            

221,192                             -    
                

221,192  

Net loss for the year 
 

                        -                         -    
             

(2,584,229) 
           

(2,584,229) 

Balance at March 31, 2013   
       

127,014,715  
         

7,886,400  
           

(45,851,483) 
           

89,049,632  

Balance at January 1, 2014   
       

149,466,814  
         

8,319,504  
           

(53,140,156) 
         

104,646,162  

Issued on asset acquisition 3 
         

10,827,649                       -                               -    
           

10,827,649  

Share issue costs 9 
              

(24,685)                      -                               -    
                

(24,685) 

Stock-based compensation related to stock options 10c                         -    
            

266,763                             -    
                

266,763  

Net loss for the period                           -                         -    
             

(2,749,783) 
           

(2,749,783) 

Balance at March 31, 2014   
       

160,269,778  
         

8,586,267  
           

(55,889,939) 
         

112,966,106  

 

The accompanying notes are an integral part of the consolidated financial statements 
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Marquee Energy Ltd.  
Condensed Interim Consolidated Statements of Cash Flows 
(amounts in Canadian dollars) 
(unaudited) 

 

 

The accompanying notes are an integral part of the consolidated financial statements 

Note

Three months 

ended March 31, 

2014 ($)

Three months  

ended March 31, 

2013 ($)

Cash flows from (used in) operating activities

Loss  for the period          (2,749,783)             (2,584,229)

Adjustments  for:

Amortization of other l iabi l i ties                 (7,800)                    (7,800)

Depletion and depreciation expense 6            7,026,900              4,380,993 

Stock based compensation expense 10c               218,360                 161,495 

(Gain) Loss  on dispos i tion of oi l  and natura l  gas  interests 5,6,8               (96,000)                   14,891 

Unreal ized (ga in) loss  on commodity contracts            2,176,915              1,317,424 

Accretion of decommiss ioning l iabi l i ties 11               339,610                   81,675 

Exploration and evaluation expenditures 5               858,431                 437,069 

Deferred income tax recovery             (946,241)                (749,180)

Decommiss ioning expenditures                        -                    (23,813)

Changes  in non-cash working capita l 13          (3,079,558)                 522,853 

Net cash from operating activi ties            3,740,834              3,551,378 

Cash flows from (used in) investing activities

Exploration and evaluation asset expenditures 5             (613,586)             (1,206,468)

Property, plant and equipment expenditures 6        (12,383,312)             (7,382,872)

Asset acquis i tions 3             (248,340)                           -   

Proceeds  on dispos i tion of exploration and evaluation assets 5                        -                     98,437 

Proceeds  on dispos i tion of property, plant, and equipment 6                 28,226                           -   

Changes  in non-cash working capita l 13            1,721,060             (2,760,472)

Net cash used in investing activi ties        (11,495,952)           (11,251,375)

Cash flows from (used in) financing activities

    Proceeds  from  bank debt, net            7,788,031              7,699,997 

    Share issue costs               (32,913)                           -   

Net cash from financing activi ties            7,755,118              7,699,997 

Change in cash and cash equiva lents                        -                             -   

Cash and cash equiva lents , beginning of period                        -                             -   

Cash and cash equivalents, end of period                        -                             -   



Marquee Energy Ltd. 

Notes to the Condensed Interim Consolidated Financial Statements 

Three months ended March 31, 2014 
(amounts in Canadian dollars) 
(unaudited) 
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1. General business description 

Marquee Energy Ltd. (“Marquee” or the “Company”) is engaged in the acquisition of, exploration for, development 
of and production of oil and natural gas. Marquee Energy Ltd. is a publicly traded company on the TSX Venture 
Exchange under the symbol “MQL.V”, and on the United States OTC Markets (“OTCQX”) under the symbol 
“MQLXF”, incorporated and domiciled in Canada. The Company’s operations are in Alberta and Saskatchewan. The 
address of business of the Company is Suite #1700, 500 – 4

th
 Avenue SW, Calgary, Alberta, Canada, T2P 2V6. These 

condensed interim consolidated financial statements were approved and authorized for issuance by the Board of 
Directors on May 15, 2014. 

2. Basis of preparation 

(a) Statement of compliance 
 
The condensed interim consolidated financial statements of the Company have been prepared in accordance with 
International Accounting Standard (IAS) 34, “Interim Financial Reporting” using accounting policies consistent with 
International Financial Reporting Standards (IFRS) as issued by the International Accounting Standards Board 
(IASB).  Certain information and disclosures normally included in the Annual Financial Statements prepared in 
accordance with IFRS have been condensed or omitted. These condensed interim financial statements should be 
read in conjunction with the Company’s audited annual consolidated financial statements as at and for the year 
ended December 31, 2013 and the notes thereto.  
 
The consolidated financial statements have been prepared on a historical cost basis, except as detailed in the 
accounting policies disclosed in note 3 of the Company’s audited consolidated financial statements for the year 
ended December 31, 2013. All accounting policies and methods of computation followed in the preparation of 
these condensed interim consolidated financial statements are consistent with those of the previous financial year, 
except as detailed in note 2(b) “Changes in accounting policies” in these financial statements. There have been no 
changes to the use of estimates or management’s judgments since December 31, 2013. 
 
On January 1, 2014, the Company’s wholly owned subsidiary was amalgamated with the Company. 
 
(b) Changes in accounting policies 
 

 On January 1, 2014, the Company adopted IFRS Interpretations Committee (IFRIC) 21, “Levies” which 
provides guidance on accounting for levies in accordance with the requirements of IAS 37, “Provisions, 
Contingent Liabilities and Contingent Assets”. The interpretation clarifies that an entity is to recognize a 
liability for a levy when the activity that triggers the payment occurs. The interpretation also clarifies that 
a levy liability is to be accrued progressively only if the activity that triggers payment occurs over a period 
of time, in accordance with the relevant legislation.  The adoption of this interpretation had no impact on 
the Company’s consolidated financial statements. 

 On January 1, 2014, the Company adopted the amended IAS 36, “Impairment of Assets”. The 
amendments reduce the circumstances in which the recoverable amount of cash generating units, 
“CGUs”, is required to be disclosed and clarifies the disclosures required when an impairment loss has 
been recognized or reversed in the period. The retrospective adoption of these amendments will only 
impact the Company’s disclosures in the notes to the financial statements in periods when an impairment 
loss or impairment reversal is recognized. 

 On January 1, 2014, the Company adopted several narrow-scope amendments to a total of nine standards 
issued by the IASB in December 2013.  The adoption of these amendments had no impact on the 
consolidated financial statements.  
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The Company continues to assess the impact of adopting the future pronouncements from the IASB that have yet 
to be adopted, as described in the Company’s 2013 annual consolidated financial statements. 

3.  Asset Acquisition 

 
On March 6, 2014, the Company completed a transaction to acquire certain oil and natural gas properties from a 
non-arm’s length party, as one of the Company’s directors is also a director of the company from which the 
properties were acquired. The asset acquisition allowed the Company to acquire undeveloped land, as well as 
additional production, in its core Michichi area. The Company issued 13,705,888 common shares at $0.79 per 
common share (closing price on March 6, 2014) as well as paid $248,340 in cash consideration. Costs associated 
with the transaction of $571,226 are included in transaction costs in the statement of income (loss).  
 
The value attributed to the property, plant and equipment acquired was determined with reference to an 
engineering report prepared by third party reserve evaluators using proved reserves discounted at approximately 
20%. The value attributed to the exploration and evaluation assets was determined with reference to recent 
undeveloped land acquisitions in close proximity to the Michichi oil and natural gas interests. 
 
The following table summarizes the net assets acquired and liabilities assumed. The fair value of the common 

shares issued approximates the fair value of the net assets acquired. 

Purchase price allocation  ($)  

Fair value of net assets acquired:   

 Exploration and evaluation assets  
        

2,638,029  

 Property, plant, and equipment  
      

26,244,966  

 Deferred tax asset  
           

274,000  

 Decommissioning liabilities  
    

(18,081,006) 

Net assets acquired 
      

11,075,989  

Costs of acquisition:   

Cash consideration 
           

248,340  

Common shares issued (13,705,888 shares at $0.79 
1
 per common share) 

      
10,827,649  

Total consideration 
      

11,075,989  

 1 Based on the closing price of Marquee shares on March 6, 2014 

 
The above amounts are estimates, which were made by management at the time of preparation of these 

consolidated financial statements based on information then available. Amendments may be made to these 

amounts as values subject to estimate are finalized. 
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The consolidated revenues and net incomes since the closing dates of the acquisition and proforma consolidated 

revenues and net incomes giving effect to the acquisition as if it had occurred on January 1 are not practicable to 

determine.   The operations of the assets of the acquisition are not managed as a separate business unit or division 

of the Company and general business overhead and other costs of the Company are not allocated or identified on 

a specific property basis. Any such allocation would be arbitrary and would require significant assumptions and 

estimates about what management's intent would have been during those periods. 

 
4. Accounts Receivable 

 

 

5. Exploration and evaluation assets 

 

During the three months ended March 31, 2014, the Company expensed certain costs previously capitalized as 
exploration and evaluation assets as the lease term of undeveloped lands expired in the amount of $858,431 
(March 31, 2013 – $437,069). These amounts have been included as exploration and evaluation expenditures in 
the consolidated statement of income (loss). 

During the three months ended March 31, 2013, the Company disposed of undeveloped land for cash 
consideration of $98,437 resulting in a loss on disposition of $14,891 included in the consolidated statement of 
income (loss). 
 
 

March 31, 2014 ($) December 31, 2013 ($)

Oi l  and natural  gas  marketing companies 8,865,694                                 3,526,756                         

Joint venture partners  and other 394,062                                    379,833                            

Government agencies 217,267                                    323,180                            

Total  accounts  receivable 9,477,023                                 4,229,769                         

Cost ($)

Balance, January 1, 2013 20,106,434                                                            

Capita l  expenditures 6,019,507                                                              

Acquis i tion of exploration and evaluation assets  7,441,228                                                              

Transfers  to property, plant and equipment (1,787,130)                                                             

Exploration and evaluation costs  expensed (4,962,244)                                                             

Dispos i tions  of exploration and evaluation assets (217,874)                                                                

Ba lance, December 31, 2013 26,599,921                                                            

Capita l  expenditures 613,586                                                                 

Acquis i tion of exploration and evaluation assets  (note 3) 2,638,029                                                              

Transfers  to property, plant and equipment (note 6) (27,287)                                                                  

Exploration and evaluation costs  expensed (858,431)                                                                

Balance, March 31, 2014 28,965,818                                                            
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6. Property, plant and equipment 

 

  

(a) During the three months ended March 31, 2014, the Company capitalized salaries of $204,470 (March 31, 
2013 – $180,924) and related stock-based compensation expense for employees and consultants who 
performed services of $48,403 (March 31, 2013 - $59,697) that were directly attributable to development 
activities for a total of $252,873 (March 31, 2013 - $240,621). 
 

(b) During the three months ended March 31, 2014, the Company completed the sale of certain non-core 
properties for net proceeds $28,226 (March 31, 2013 - nil).  A $96,000 gain (March 31, 2013 - nil) related 
to non-core dispositions was recognized in the statement of income (loss). 
 

Oil and natural gas 

interests ($) Corporate assets ($) Total ($)

Cost

Balance, January 1, 2013 184,404,574                425,591                        184,830,165        

Capita l  expenditures 27,429,525                  3,743                            27,433,268          

Dispos i tions (8,738,719)                  -                                    (8,738,719)          

Acquis i tion of oi l  and natura l  gas  properties  56,734,349                  -                                    56,734,349          

Transfers  from exploration and evaluation assets  1,787,130                    -                                    1,787,130            

Change in decommiss ioning l iabi l i ties  5,038,906                    -                                    5,038,906            

Ba lance, December 31, 2013 266,655,765                429,334                        267,085,099        

Capita l  expenditures 12,373,215                  58,500                          12,431,715          

Dispos i tions (45,911)                       -                                    (45,911)               

Acquis i tion of oi l  and natura l  gas  properties  (note 3) 26,244,966                  -                                    26,244,966          

Transfers  from exploration and evaluation assets  (note 5) 27,287                         -                                    27,287                 

Change in decommiss ioning l iabi l i ties  (note 8) 3,326,285                    -                                    3,326,285            

Balance March 31, 2014 308,581,607                487,834                        309,069,441        

Accumulated depletion and depreciation and impairments:

Balance, January 1, 2013 (47,819,412)                (97,271)                         (47,916,683)        

Depletion and depreciation expense (17,896,938)                (81,913)                         (17,978,851)        

Dispos i tions 4,383,103                    -                                    4,383,103            

Impairment loss , net of impairment reversa ls 838,468                       -                                    838,468               

Ba lance, December 31, 2013 (60,494,779)                (179,184)                       (60,673,963)        

Depletion and depreciation expense (7,007,778)                  (19,122)                         (7,026,900)          

Dispos i tions 7,198                           -                                    7,198                   

Balance, March 31, 2014 (67,495,359)                (198,306)                       (67,693,665)        

Net book value:

At December 31, 2013 206,160,986                250,150                        206,411,136        

At March 31, 2014 241,086,248                289,528                        241,375,776        
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7. Bank Debt 

At March 31, 2014,  the Company has available a $75,000,000 (December 31, 2013 - $75,000,000) revolving 
operating demand loan (“operating loan”) and an acquisition/development demand loan (“A&D loan”) of up to 
$15,000,000 (December 31, 2013 - $15,000,000).  

The operating loan can be used for general corporate purposes and capital expenditures, and bears interest at the 
Bank's prime rate plus an applicable margin (of 50 bps to 250 bps) determined by reference to the Company's net 
debt to cash flow ratio (calculated as negative working capital (excluding the fair value of any commodity 
contracts) over annualized trailing quarterly cash from operating activities before working capital adjustments), 
which adds 250 bps to the prime rate at March 31, 2014. 

The A&D loan can be used to acquire producing oil and natural gas reserves or for the development of proved non-
producing or undeveloped oil and natural gas reserves. The availability of the loan is subject to the Bank's normal 
lending parameters and is subject to a 0.5% drawdown fee. This loan bears interest at 50 bps over the interest rate 
of the operating loan. 

The credit facility is secured by a general assignment of book debts and a $150,000,000 debenture with a floating 
charge over all assets of the Company with an undertaking to provide fixed charges on the Company’s producing 
petroleum and natural gas properties at the request of the bank. 

At March 31, 2014, the Company had drawn $70,796,210 on the operating loan and $nil on the A&D loan.  At 
March 31, 2014, the Company has a letter of guarantee outstanding for $800,000 for the Oil and Gas Orphan Fund 
of the Province of Saskatchewan which reduces the amount available under the operating loan. 

The Company is subject to certain reporting and financial covenants that require: 

1.)  The Company to maintain a working capital ratio of at least 1:1 (for the purposes of the covenant, bank 
debt and the fair value of any commodity contracts are excluded and the unused portion of the operating 
loan is added to current assets); and 

2.)  The Company to not hedge greater than 60% of gross production volumes for any specific commodity 
based on volumes as at the fiscal quarter most recently ended. 

At March 31, 2014, the Company was in default of the working capital ratio covenant. A waiver has been received 
by the Bank for the default. The working capital covenant was 0.66 to 1.0 (December 31, 2013 – 0.95 to 1.0). 
Subsequent to March 31, 2014, the Bank has renewed the credit facility, increasing the operating loan to 
$80,000,000 and maintaining the A&D loan at $15,000,000. All other terms and conditions of the credit facility 
remain the same. The facility is subject to review on August 1, 2014. 
 
8. Decommissioning liabilities 

The Company’s decommissioning liabilities are an estimate of the reclamation and abandonment costs arising 
from its ownership interest in oil and natural gas assets, including well sites, batteries and gathering systems. The 
total undiscounted cash flows required to settle the liabilities is approximately $124,955,000 at March 31, 2014 
(December 31, 2013 - $94,815,000). The estimated net present value of the decommissioning liabilities was 
calculated using a risk-free rate between 1.07% and 2.96% at March 31, 2014 (December 31, 2013 – between 
1.13% and 3.24%). 
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The following table summarizes changes in the decommissioning liabilities:  

  March 31, 2014 ($) 
December 31, 2013 

($) 

Decommissioning liabilities, beginning of period 
                    

46,885,154                      13,291,321  

New liabilities recognized (note 6)                          270,636                           530,148  

Change in estimates 
(1)

 (note 6) 
                      

3,055,649                        4,508,758  

Liabilities assumed on acquisitions (note 3) 
                    

18,081,006                      29,228,941  

Liabilities settled on dispositions (note 6) 
                       

(106,487) 
                        

(845,752) 

Actual costs incurred                                   -    
                        

(182,448) 

Accretion (note 11)                          339,610                           354,186  

Decommissioning liabilities, end of period 
                    

68,525,568                      46,885,154  
(1)

 Changes in the status of wells, discount rates and the estimates of costs of abandonment and reclamation 
are factors resulting in a change in estimate. 

9. Share Capital 

a) Authorized 

Unlimited number of common shares with voting rights. 
Unlimited number of preferred shares, issuable in series. 
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b) Issued 
 
The following table summarizes the changes in common shares outstanding: 

 

  Number of Common Shares Stated Amount ($) 

Outstanding, January 1, 2013                                          54,661,156  
                    

127,014,715  

Repurchase of common shares                                               (15,000)                            (34,854) 

Common shares issued on asset acquisition                                           21,182,491  
                      

16,945,994  

Flow-through common shares issued                                            8,660,500                          8,194,475  

Flow-through share premium                                                         -    
                      

(2,132,125) 

Share issue costs, net of tax effect of ($173,793)                                                         -    
                         

(521,391) 

Outstanding, December 31, 2013                                          84,489,147  
                    

149,466,814  

Common shares issued on asset acquisition (note 3)                                          13,705,888  
                      

10,827,649  

Share issue costs, net of tax effect of ($8,228)                                                         -                               (24,685) 

Outstanding, March 31, 2014                                          98,195,035  
                    

160,269,778  

 
 
10. Share-based payments 

a) Stock option plan 

Under the Company's stock option plan, the Company may grant options to its directors, officers, employees and 
consultants for up to 10% of the issued and outstanding common shares at the time of the option grant. The 
maximum number of common shares optioned to any one optionee during a twelve month period shall not exceed 
5% (2% for consultants) of the outstanding common shares of the Company at the time of grant. Options granted 
under the plan have a five year term and have vesting periods as determined by the Company's directors at the 
date of grant. The exercise price of each option equals the market price of the Company’s share of the date of 
grant.    
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The following table summarizes the changes in the stock options outstanding: 

 

    Number     Weighted Average Exercise Price ($)   

Outstanding, January 1, 2013                           4,104,495                                                            1.33  

Granted                              390,000                                                            0.65  

Cancelled 
                         

(1,075,708)                                                           1.52  

Outstanding, December 31, 2013                           3,418,787                                                            1.20  

Granted                            3,100,000                                                            0.81  

Cancelled 
                            

(165,188)                                                           1.11  

Outstanding, March 31, 2014                           6,353,599                                                            1.01  

Exercisable at March 31, 2014                           1,620,476                                                            1.41  

 

(i) 2014 Transactions 
 

During the three months ended March 31, 2014, the Company granted 3,100,000 options at a weighted average 
exercise price of $0.81 per option.  1,660,000 of the options granted vest one-quarter on each of the six, twelve, 
twenty-four and thirty-six month anniversaries from the grant date and have a five year term. 1,440,000 of the 
options granted vest one-quarter on each of the first, second, third and fourth anniversaries from the grant date 
and have a five year term. 
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The following table summarizes the expiry terms and exercise prices of the Company's outstanding stock options 
as at March 31, 2014: 

 

Outstanding 
Options 

Weighted Average 
Exercise Price ($) 

Weighted Average Remaining 
Contractual Term (years) 

Number of Stock Options 
Exercisable 

84,420                                       5.44                                                 1.8                                                    84,420  

176,679                                       1.60                                                 1.8                                                  137,306  

945,000                                       1.26                                                 2.8                                                  708,750  

50,000                                       1.45                                                 -                                                    50,000  

245,000                                       1.48                                                 3.1                                                  122,500  

150,000                                       0.87                                                4.0                                                    35,000  

160,000                                       0.98                                                 3.4                                                    80,000  

1,062,500                                       0.94                                                 3.6                                                  275,000  

70,000                                       0.90                                                 3.7                                                    35,000  

390,000                                       0.83                                                5.0                                                             -  

2,630,000                                       0.80                                                 4.7                                                             -  

185,000                                       0.68                                                 3.9                                                    92,500  

205,000                                       0.62                                                 4.7                                                             -  

6,353,599                                       1.01                                                 4.0                                               1,620,476  

 

b) Warrants 

The Company issued warrants to directors, officers, employees and consultants of the Company.   
 
The following table summarizes the changes in the warrants outstanding: 

 

Warrants 
(1)

  Number   Weighted Average Exercise Price ($)  

Outstanding at January 1, 2013 
               

1,679,835  1.59 
Granted                               -  - 

Outstanding at December 31, 2013 
               

1,679,835  1.59 

Granted                               -  - 

Outstanding at March 31, 2014 
               

1,679,835  1.59 

Exercisable at March 31, 2014 
               

1,544,418  1.48 
(1)

 Includes 406,250 Series II warrants 
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The following table summarizes the expiry terms and exercise prices of the Company’s outstanding warrants as at 
March 31, 2014: 

 

Outstanding 
Warrants  Exercise Price  

 Weighted Average Remaining 
Contractual Term (years)  Number of Warrants Exercisable 

1,273,585 $1.20 2.2                                                1,273,585  
 

406,250 
(1) $2.80 1.1                                                   270,833  

1,679,835 $1.59 1.9                                                1,544,418  
(1) Series II warrants 

 
c) Stock–based compensation expense 
 
Compensation costs related to stock options of $218,360 for the three months ended March 31, 2014 (March 31, 
2013 - $161,495) have been expensed and $48,403 (March 31, 2013 - $59,697) has been capitalized to property, 
plant and equipment and have resulted in a corresponding increase in contributed surplus. 
 
The fair value of stock options granted were estimated on the date of grant using the Black-Scholes option pricing 
model with the following weighted average assumptions: 
 

 

  March 31, 2014 March 31, 2013 

Risk-free interest rate 1.67% 1.64% 

Expected volatility 58% 66% 

Expected life 5 years 5 years 

Expected dividend yield  N/A N/A 

Estimated forfeiture rate 0% 0% 

Fair value per option $0.41 $0.38 

Stock price on grant date $0.81 $0.68 

 
Expected volatility was determined based on the Company’s historical volatility and a comparison to other 
companies in the business of exploration for, development of production of oil and natural gas.  A forfeiture rate of 
0% was used when recording stock-based compensation as it is expected that all officers, directors, employees and 
consultants will continue with the Company over the vesting period. 
 
 11. Finance expense  

 

  
Three months ended 
March 31, 2014 ($) 

Three months ended  
March 31, 2013 ($) 

Finance expenses     

Accretion of decommissioning liabilities (note 8)                                 339,610                                         81,675  

Interest expense on bank debt                                 925,804                                       543,744  

Finance expense                              1,265,414                                       625,419  
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12. Loss per share 
 
The following table summarizes the common shares used in calculating basic and diluted loss per share: 

 

 
 
For the three month periods ended March 31, 2014 and 2013, all warrants and options have been excluded from 
the calculation of diluted loss per share as they would have been anti-dilutive. 
 
13. Supplemental cash flows information 

Changes in non-cash working capital is comprised of: 

  
Three months ended 

March 31, 2014 ($) 
Three months ended 

March 31, 2013 ($) 

Source/(use) of cash: 
  Accounts receivable (5,247,254) (659,668) 

Deposits and prepaid expenses 117,993 196,648 

Accounts payable and accrued liabilities 3,770,763 (1,774,599) 

Changes in non-cash working capital (1,358,498) (2,237,619) 

  
  

Related to operating activities (3,079,558) 522,853 

Related to investing activities 1,721,060 (2,760,472) 

Changes in non-cash working capital (1,358,498) (2,237,619) 

 

The following are included in cash flows from operating activities: 

 

  Three months ended  
March 31, 2014 ($) 

Three months ended March 
31, 2013 ($) 

Capital taxes paid in cash                                18,668                                        20,010  

Interest paid in cash                              925,804                                      543,744  

Weighted Average Common Shares 

Outstanding Three months ended March 31, 2014 Three months  ended March 31, 2013

Bas ic 88,296,343                                                  54,661,156                                                        

Di luted 88,296,343                                                  54,661,156                                                        
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14. Commitments 

a) Office Lease 
 

The Company has rental commitments, exclusive of operating costs, related to leased office premises, as follows: 
 

     ($) 

2014   207,000 

2015   109,000 

Total   316,000 

 

b) Flow-through shares 
 
On November 26, 2013, the Company issued 8,000,500 flow-through common shares at $0.95 per flow-through 
common share for total proceeds of $7,600,475.  At March 31, 2014, the Company had a remaining obligation of 
$6,469,825 relating to flow-through shares, to be expended no later than December 31, 2014. 
 
 
15. Financial risk management 

The Board of Directors has overall responsibility for the establishment and oversight of the Company’s risk 
management framework. The Board has implemented and monitors compliance with risk management policies. 

 
The Company’s activities expose it to a variety of financial risks including credit risk, liquidity risk and market risk 
and how they arise. This note presents changes to information about the Company’s exposure to each of the 
above risks, the Company’s objectives, policies and processes for measuring and managing risk since December 31, 
2013.  
 
(a) Credit risk 
 
Credit risk is the risk of a financial loss to the Company if a customer or counterparty to a financial instrument fails 
to meet its contractual obligations. 

 
Accounts receivable  

  
The Company’s accounts receivable are from companies in the oil and natural gas industry and are subject to 

normal industry credit risks. Credit risks arise principally from the amounts owing to the Company from purchasers 

of the Company’s oil and natural gas production (oil and natural gas marketers), joint venture partners and 

government agencies and are subject to normal industry credit risk.   
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The Company’s accounts receivable are aged as follows: 
 

  March 31, 2014 ($) December 31, 2013 ($) 

Current (less than 90 days)                                   9,449,252                           4,229,769  

Past due (more than 90 days)                                      27,771                               - 

                                    9,477,023                           4,229,769 

 
The carrying amount of $9,477,023 of accounts receivable represents the maximum credit exposure and 
management believes all receivables will be collected. 
 
 
(b) Liquidity risk 

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they are due.  
 
The Company expects to repay its financial liabilities in the normal course of operations and to fund future 
operational and capital requirements through operating cash flows.  The Company may need to conduct equity 
issues or review alternate debt facilities if liquidity risks increase in a given period. The Company also has a credit 
facility to facilitate the management of liquidity risk.  See note 7 for credit facility disclosure. The Company is 
required to meet certain financial commitments as described in notes 14 and 15(c). The Company believes it has 
sufficient funds to meet its foreseeable obligations by actively monitoring its credit facilities through use of the 
A&D loan, coordinating payment and revenue cycles each month, an active hedge program to mitigate commodity 
price risk and secure cash flows and using the cash flows generated from the subsequent financing (note 16). 

The Company’s financial liabilities, excluding derivatives, on the balance sheet consist of accounts payable and 
accrued liabilities and bank debt.  As at March 31, 2014, the Company had $3,403,790 available under its operating 
loan for general corporate use and $15,000,000 available under its A&D loan for acquisition or development of 
proved oil and natural gas interests as described in note 7.   

At March 31, 2014 and December 31, 2013, the Company was in default of the working capital ratio covenant. The 
working capital covenant was 0.66 to 1.0 (December 31, 2013 – 0.95 to 1.0). The Bank has provided a waiver for 
the working capital covenant breach at March 31, 2014 and December 31, 2013.  
 

The following details the Company’s financial liabilities excluding derivatives, all balances due under one year: 

  

 

 

(c) Market risk 

Market risk is the risk that changes in market prices, such as commodity prices, interest rates, and foreign 
exchange rates will affect the Company’s profit or loss, or the value of financial instruments. There have been no 
changes to the Company’s policies for managing market risks since December 31, 2013.  

 

  March 31, 2014 ($) December 31, 2013 ($) 

Accounts payable and accrued liabilities              18,828,996                             15,066,033  

Bank debt              70,796,210                             63,008,179  

               89,625,206                             78,074,212  
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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 
Company is exposed to interest rate fluctuations on its credit facility, which bears a floating rate of interest. A 1% 
change in the interest rate on the bank debt would have a $133,000 impact on net income (loss) for three month 
period ended March 31, 2014 (March 31, 2013 - $88,000).   
 
Commodity price risk 

 
Commodity price risk is the risk that the fair value of financial instruments or future cash flows will fluctuate as a 
result of changes in commodity prices. The nature of the Company’s operations results in exposure to fluctuations 
in commodity prices.  
 
 As at March 31, 2014, the Company had the following commodity contracts outstanding: 
 

 

Type 
Notional 
Volumes Price Index Term 

Swap 400 bbl/day CAD $96.25/bbl WTI-NYMEX Jan.01, 2014 to Jun.30, 2014 

Swap 2,000 GJs/day CAD $3.50/GJ AECO-5A Apr.01, 2014 to Dec.31, 2014 

Swap 400 bbl/day CAD $96.00/bbl WTI-NYMEX Jul.01, 2014 to Dec.31, 2014 

Swap 3,000 GJs/day CAD $3.7525/GJ AECO-5A Jan.01, 2014 to Dec. 31, 2014 

Swap 400 bbl/day CAD ($21.30)/bbl 

WCS vs NGX 
and Net Energy 

Index Feb.01, 2014 to Dec.31, 2014 

Put 
1
 4,000 GJs/day CAD $4.00/GJ AECO-7A Mar. 01, 2014 to Dec. 31, 2014 

Swap 1,500 GJs/day CAD $4.28/GJ AECO-5A Mar. 01, 2014 to Dec. 31, 2014 

Swap 500 bbl/day CAD $104.90/bbl WTI-NYMEX Mar. 01, 2014 to Dec. 31, 2014 

Swap 4,000 GJs/day CAD $4.465/GJ AECO-5A Jan.01, 2015 to Mar.31, 2015 
(1)

 The put contract is subject to a monthly premium fee of approximately $32,000. 

  
 
At March 31, 2014, the commodity contracts had a negative fair value of $3,128,607 (December 31, 2013 – 
negative $951,692) resulting in an unrealized loss for the three month period ended March 31, 2014. For the 
period ended March 31, 2014, a $1.00bbl/$0.10GJ increase/(decrease) in commodity prices would have a 
negative/(positive) impact of $475,000 on net loss (March 31, 2013 - $178,000). 
 
(d) Capital management 

The Company’s capital management policy is to maintain a strong capital base that optimizes the Company’s ability 
to grow, maintain investor and creditor confidence and to provide a platform to create value for its shareholders. 
In order to maintain or adjust the capital structure, the Company may issue shares, amend, revise or renew the 
terms of the existing credit facility and adjust its capital spending to manage its current and projected capital 
structure. The Company considers its capital structure to include shareholders’ equity and bank debt. There have 
been no changes to the Company’s capital management policies during the period ended March 31, 2014.  



Marquee Energy Ltd. 

Notes to the Condensed Interim Consolidated Financial Statements 

Three months ended March 31, 2014 
(amounts in Canadian dollars) 
(unaudited) 
 

20 
 

The Company monitors capital based on two financial ratios: net debt to annualized funds flow and working capital 
ratio. The net debt to annualized funds flow represents the time period it would take to pay off the debt if no 
further capital expenditures were incurred and if funds flow from operating activities remained constant. This ratio 
is calculated as net debt, defined as outstanding bank debt plus or minus net working capital (excluding fair value 
of commodity contracts and flow-through share premiums), divided by cash flow from operating activities before 
changes in non-cash working capital.   

 
The Company's strategy is to monitor the ratio and the ratio can, and will, fluctuate based on the timing of 
property transactions, commodity prices and on the mix of exploratory and development drilling. 

Net debt to annualized funds flow 

The following table summarizes the Company’s net debt to annualized funds flow calculation: 

 

 

As at March 31, 2014, the Company's ratio of net debt to funds flow was 2.9 to 1 (December 31, 2013 – 6.9 to 1).  
The decrease in the ratio at March 31, 2014 was a result of an increase in funds flow from operating activities. The 
Company plans on reducing this ratio through increased cash flows from acquired assets and new wells drilled and 
reducing debt through potential dispositions of non-core properties and the cash flows generated from the 
subsequent financing (note 16). 

The Company's share capital is not subject to external restrictions but the amount of the bank facility is 
determined by the lenders and based on the lenders' borrowing base models which are based on independent 
valuation of the Company's oil and gas reserves.  The credit facility is also subject to certain financial and other 
covenants as described in note 7. 

  

March 31, 2014 ($) December 31, 2013 ($)

Current assets 10,079,479                        4,950,218                                

Accounts  payable and accrued l iabi l i ties (18,828,996)                       (15,066,033)                             

Bank debt (70,796,210)                       (63,008,179)                             

Net debt (79,545,727)                       (73,123,994)                             

Three months ended 

March 31, 2014 ($)

Year ended December 31, 

2013 ($)

Funds  flow from operating activi ties 6,820,392                          10,555,764                              

Annual ized 27,281,568 10,555,764

Net debt to annual ized funds  flow 2.9                                     6.9                                           
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Working capital ratio 

Under the credit facility (note 7), the Company is required to maintain a working capital ratio of greater than 1:1 
defined as the ratio of current assets (including undrawn available credit on the revolving portion of the facility and 
excluding the fair value of the commodity contracts) divided by current liabilities (less the current portion of bank 
debt and the fair value of the commodity contracts). At March 31, 2014 and December 31, 2013, the Company was 
in default of the working capital ratio covenant. The Bank has provided a waiver for the covenant breaches at 
March 31, 2014 and December 31, 2013. The working capital covenant at March 31, 2014 was 0.66 to 1.0 
(December 31, 2013 – 0.95 to 1.0).  

 
16. Subsequent events 

On May 2, 2014, the Company closed a bought-deal financing of 19,231,000 common shares at a price of $0.91 per 
common share.  The Company also granted the underwriters an over-allotment option, to purchase up to an 
additional 2,884,650 common shares. The option was exercised in its entirety, resulting in estimated net proceeds 
of $18.8 million.  

 


