
TWOCO PETROLEUMS LTD. 

MANAGEMENT’S DISCUSSION & ANALYSIS (MD&A) FORM 51-102F1

FOR THE YEAR ENDED MARCH 31, 2010 

This management’s discussion and analysis (“MD&A”) should be read in conjunction with the 
unaudited interim financial statements for Twoco Petroleums Ltd. (“Twoco” or the “Company”)
and related notes for the quarter ended March 31, 2010 and Twoco’s audited financial 
statements, notes thereto, and MD&A for the year ended December 31, 2009.  The financial 
data presented below has been prepared in accordance with Canadian generally accepted 
accounting principles (“GAAP”).  Additional information with respect to Twoco can be found on 
SEDAR at www.sedar.com and the Company’s web site at www.twoco.ca.  The reporting and 
measurement currency is the Canadian dollar. 

BOE Presentation 

Barrels of oil equivalent (“boe”) may be misleading, particularly if used in isolation. A boe 
conversion ratio of six thousand cubic feet (“mcf”): one barrel (“bbl”) is based on an energy 
equivalency conversion method primarily applicable at the burner tip and does not represent a 
value equivalency at the wellhead. 

Non-GAAP Financial Measurements 

This document contains the terms “cash flow” and “operating netbacks”, which do not have a 
standardized meaning prescribed by Canadian GAAP and therefore may not be comparable 
with the calculation of similar measures by other companies.  The term “cash flow”, which is 
expressed before changes in non-cash working capital, and the term “operating netbacks” are 
used by the Company to analyze operating performance, leverage and liquidity.  The 
reconciliation between net earnings and cash flow from operations can be found in the 
consolidated statements of cash flows in the unaudited interim consolidated financial 
statements.  Operating netbacks are determined by deducting royalties, operating and 
transportation expenses and general and administrative expenses from petroleum and natural 
gas sales revenue.  

This MD&A is dated as of May 27, 2010, except where otherwise stated. 
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Selected Annual Information 

Quarter ended 
March 31, 2010 

($)

Quarter ended 
March 31, 2009 

($)

Quarter ended 
March 31, 2008 

($)
Revenue 1,856,196 3,684,113 4,931,346 
Cash Flow from Operations 327,282 1,685,751 2,689,830 
Net Income (Loss) (1,421,763) (1,128,183) 386,458 
   Per share - Basic (0.10) (0.08) 0.03 
   Per share - Diluted (0.10) (0.08) 0.02 
Total Assets 48,523,795 60,156,424 51,926,171 
Total Long-Term Financial Liabilities 4,691,684 15,791,053 19,747,499 
Dividends Nil Nil Nil 

Petroleum and Natural Gas Production 

Quarter ended  
March 31, 2010 

Quarter ended  
March 31, 2009 

Quarter ended  
March 31, 2008 

Natural Gas (mcf/d) 4,761 8,899 7,340 
Oil and NGL’s (bbls/d) Nil 1 1 
Total (boe/d) 793 1,484 1,224 

Average daily production for the quarter ended March 31, 2010 decreased to 793 boe/d as 
compared to 1,484 boe/d in the quarter ended March 31, 2009, a decrease of 47%.  The 
decrease in natural gas production for the quarter ended March 31, 2010 is a result of shut-in 
volumes due to low natural gas prices, a lack of drilling activity and natural declines. 

Petroleum and Natural Gas Sales 

Quarter ended  
March 31, 2010 

Quarter ended  
March 31, 2009 

Quarter ended  
March 31, 2008 

Natural Gas Sales ($) 1,856,196 3,682,336 4,928,744 
$/mcf 4.33 4.60 7.38 
Oil and NGL Sales ($) Nil 1,777 2,602 
$/bbl Nil 33.46 28.97 
Total Sales ($) 1,856,196 3,684,113 4,931,346 

Petroleum and natural gas (“P&NG”) sales values decreased to $1,856,196 for the quarter 
ended March 31, 2010 from $3,684,113 for the quarter ended March 31, 2009.  This represents 
a decrease of 50%.  This decrease is predominantly due to the decrease in natural gas 
production for the quarter ended March 31, 2010. 



 - 3 - 

Royalties 

Quarter ended  
March 31, 2010 

Quarter ended  
March 31, 2009 

Quarter ended  
March 31, 2008 

($)
Royalty 
Rate (%) ($)

Royalty 
Rate (%) ($)

Royalty 
Rate (%) 

Crown (43,783) (2.4) 462,339 13 714,139 14 
Freehold & GORR 34,346 1.9 53,777 1 141,023 3 
Total royalties  (9,437) (0.5) 516,116 14 855,162 17 

Royalty revenue of $9,437 was realized for the quarter ended March 31, 2010 versus royalty 
payable of $516,116 for the quarter ended March 31, 2009.  This decrease in royalties of 102% 
is consistent with the decrease in natural gas production and natural gas prices for the quarter 
ended March 31, 2010.  Revenue from royalties in the quarter ended March 31, 2010 is a result 
of royalty adjustments from previous months being credited in the quarter ended March 31, 
2010.

Operating Expense 

Quarter ended  
March 31, 2010 

Quarter ended  
March 31, 2009 

Quarter ended  
March 31, 2008 

($) ($/boe) ($) ($/boe) ($) ($/boe) 
Gross operating 
expense 667,409 9.34 774,354 5.80 673,434 6.05 
Overhead recoveries (67,773) (0.95) (65,385) (0.49) (64,104) (0.58) 
Net operating
expense  599,636 8.39 708,969 5.31 609,330 5.47 

Total operating expense decreased to $599,636 for the quarter ended March 31, 2010 as 
compared to $708,969 in the quarter ended March 31, 2009.  Operating expense averaged 
$8.39 per boe for the quarter ended March 31, 2010 as compared to $5.31 per boe for the 
quarter ended March 31, 2009.  The increase in unit operating costs is due to fixed operating 
costs being allocated to lower production volumes.   

Transportation Expense 

Quarter ended  
March 31, 2010 

Quarter ended  
March 31, 2009 

Quarter ended  
March 31, 2008 

($) ($/boe) ($) ($/boe) ($) ($/boe) 
Transportation
expense  113,348 1.59 195,315 1.46 187,207 1.68 

Total transportation expense decreased by 42% to $113,348 for the quarter ended March 31, 
2010 as compared to $195,315 for the quarter ended March 31, 2009.  Transportation expense 
averaged $1.59 per boe for the quarter ended March 31, 2010 as compared to $1.46 per boe for 
the quarter ended March 31, 2009.  
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Operating Netback 

Quarter ended  
March 31, 2010 

Quarter ended  
March 31, 2009 

Quarter ended  
March 31, 2008 

Sales price ($/boe) 25.99 27.59 44.26 
Royalties ($/boe) 0.13 (3.86) (7.68) 
Operating and transportation 
expense ($/boe) (9.98) (6.77) (7.15) 
Operating netback ($/boe) 16.14 16.96 29.43 

Twoco’s operating netback decreased 5% to $16.14 per boe in the quarter ended March 31, 
2010 as compared to $16.96 per boe realized in the quarter ended March 31, 2009.  This 
decrease is due to a combination of lower natural gas prices and higher operating costs. 

General and Administrative Expense 

Quarter ended  
March 31, 2010 

Quarter ended  
March 31, 2009 

Quarter ended  
March 31, 2008 

($) ($/boe) ($) ($/boe) ($) ($/boe) 
Gross G&A expense 390,742 5.47 287,336 2.15 379,575 3.42 
Overhead recoveries (5,209) (0.07) (4,298) (0.03) (18,828) (0.17) 
Capitalized G&A (51,299) (0.72) (67,523) (0.52) (82,328) (0.75) 
Net G&A expense  334,234 4.68 215,515 1.61 278,419 2.50 

Twoco’s net general and administrative (“G&A”) expense increased to $334,234 in the quarter 
ended March 31, 2010 from $215,515 in the quarter ended March 31, 2009.  G&A costs 
increased in the quarter ended March 31, 2010 primarily due to an increase in legal, accounting, 
and auditing fees associated with December 31, 2009 year end as well as fees associated with 
bank credit facilities.   

Net Interest Expense 

In the quarter ended March 31, 2010, net interest expense increased to $518,119 from 
$375,783 in the quarter ended March 31, 2009 and $311,398 in the quarter ended March 31, 
2008.  The increase in net interest expense in 2010 is attributable to interest payments 
associated with the Company’s revolving line of credit and March 31, 2009 debentures (17% 
interest rate).   

Depletion, Amortization and Accretion 

Quarter ended  
March 31, 2010 

Quarter ended  
March 31, 2009 

Quarter ended  
March 31, 2008 

($) ($/boe) ($) ($/boe) ($) ($/boe) 
Depletion expense 2,243,017 31.41 3,448,664 25.82 2,228,000 20.00 
Amortization expense 4,278 0.06 3,774 0.03 13,839 0.12 
Accretion expense 53,264 0.75 48,450 0.36 38,962 0.35 
Total 2,300,559 32.22 3,500,888 26.22 2,280,801 20.47 

In the quarter ended March 31, 2010, depletion, amortization and accretion (“DA&A”) expense 
decreased to $2,300,559 ($32.22 per boe) as compared to $3,500,888 ($26.22 per boe) for the 
quarter ended March 31, 2009.
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Income Taxes 

It is anticipated that the Company will not be cash taxable in 2010 due to existing tax pools and 
tax deductions offsetting production revenue. 

Cash Flow from Operations 

Quarter ended  
March 31, 2010 

Quarter ended  
March 31, 2009 

Quarter ended  
March 31, 2008 

($) ($/boe) ($) ($/boe) ($) ($/boe) 
Petroleum and 
natural gas revenue 1,856,196 25.99 3,684,113 27.59 4,931,346 44.26 
Royalties 9,437 0.13 (516,116) (3.86) (855,162) (7.68) 
Net Interest expense (515,525) (7.22) (362,447) (2.71) (311,398) (2.79) 
Operating and 
transportation (712,984) (9.98) (904,284) (6.77) (796,537) (7.15) 
General and 
administrative, net of 
non-cash items (309,842) (4.34) (215,515) (1.61) (278,419) (2.50) 
Cash flow from 
Operations 327,282 4.58 1,685,751 12.62 2,689,830 24.14 

In the quarter ended March 31, 2010, the Company generated a cash flow from operating 
activities of $327,282.  This represents a decrease of 81% versus the quarter ended March 31, 
2009.  This decrease resulted mainly from lower natural gas production and higher interest 
costs.

Net Income and Cash Flow from Operations 

Quarter ended  
March 31, 2010 

Quarter ended  
March 31, 2009 

Quarter ended  
March 31, 2008 

($) ($/boe) ($) ($/boe) ($) ($/boe) 
Cash flow from 
Operations 327,282    4.58 1,685,751    12.62 2,689,830 24.14 
Less: Stock based 
compensation (500) (0.01) (4,181) (0.03) (3,056) (0.03) 
DA&A expense (2,300,559) (32.22) (3,500,888) (26.22) (2,280,801) (20.47) 
Future Income taxes 
recovery (expense) 579,000 8.10 723,000 5.41 12,350 0.11 
Convertible
debentures accretion (2,594) (0.04) (13,336) (0.10) (13,333) (0.12) 
Amortization of 
deferred charges (24,392) (0.34) (18,529) (0.14) (18,532) (0.16) 
Net income (loss)  (1,421,763) (19.91) (1,128,183) (8.45) 386,458 3.47 

In the quarter ended March 31, 2010, the Company experienced a net loss from operating 
activities of $1,421,763.  In the quarter ended March 31, 2009, the Company experienced a net 
loss from operating activities of $1,128,183.  The net loss from operating activities experienced 
in the quarter ended March 31, 2010 resulted primarily from lower natural gas prices and lower 
natural gas production. 
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Capital Expenditures 
Twoco’s total capital expenditures for the quarters ended March 31, 2010, March 31, 2009 and 
March 31, 2008 are summarized as follows: 

Quarter ended  
March 31, 2010 

($)

Quarter ended  
March 31, 2009 

($)

Quarter ended  
March 31, 2008 

($)
Land and property acquisitions 76,092 69,733 330,389 
Geological and geophysical Nil 1,671 5,133 
Drilling and completions 147,900 117,811 798,344 
Facilities and equipment 50,955 296,996 95,268 
Other 1,335 5,913 88,115 
Total capital expenditures 276,282 492,124 1,317,249 

Liquidity and Capital Resources 

In late 2008 and continuing through into 2010, the global credit market crisis, the volatility in the 
price of oil and natural gas, the recession in Canada and the slowdown of economic growth in 
the rest of the world has created a substantially more volatile business environment.  Tighter 
credit and equity markets, especially for small companies has and will continue to limit certain of 
the Company’s planned business development activities and it will continue to provide risk for 
the Company’s future. 

The December 31, 2009 audited annual financial statements were prepared by management on 
a going concern basis in accordance with Canadian generally accepted accounting principles.  
The going concern basis of presentation assumes that the Company will continue in operation 
for the foreseeable future and be able to realize its assets and discharge its obligations in the 
normal course of business.  Management believes the going concern assumption is appropriate 
for the December 31, 2009 financial statements.  Therefore, the financial statements do not 
reflect the adjustments that may be necessary if the going concern assumption were not 
applicable.  If this assumption were not appropriate, adjustments to the carrying amounts of the 
assets and liabilities, revenue and expenses and the balance sheet classification used may be 
necessary.

Management is currently working on certain strategic alternatives including, but not limited to, 
recapitalizing the Company through financing arrangements or merging with other companies.  
All these alternatives will take time and management believes that it has the continued financial 
support of its lender and will be able to address and resolve the liquidity issues created by the 
current economic climate as described above.  There is no assurance, however, that any or all 
of these alternatives will materialize or that additional funding will be available, if and when 
needed.

As of May 8, 2009, Twoco had a loan facility with Alberta Treasury Branches that included a 
$19,000,000 credit facility and a $500,000 non-revolving loan facility.  As a result of the 
previously announced Asset Sale and Farm-in Arrangement with Poplar Creek Resources Inc. 
(“Poplar Creek”) (TSX Venture - PCK) that resulted in an arm’s length disposition of 3.5% of 
Twoco’s petroleum and natural gas assets for cash consideration of $1,925,000, subject to 
adjustment, the $19,000,000 credit facility was reduced to its current level of $18,000,000.  The 
Company had drawn $17,300,000 on the revolving credit facility as at March 31, 2010. 
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On May 7, 2010, Alberta Treasury Branches and the Company have agreed to changes to the 
current credit facilities that includes an increase to the interest rate on its $18,000,000 credit 
facility to prime plus 3.75% effective as of April 15, 2010.  The repayments of this credit facility 
are to be made from net proceeds of any additional borrowing, proceeds on sale of property and 
proceeds from equity issuance.  The change to this credit facility was made based on the 
lender’s current assessment and interpretation of the Company’s reserves and future 
commodity prices.  These kinds of interpretation can vary from lender to lender and are subject 
to the lender’s lending policies from time to time and the fluctuating and uncertain gas markets.  
The next review date for the Company’s current credit facilities is expected to occur on June 30, 
2010.  As the available credit limits of lending on the credit facilities are based on the lender’s 
interpretations of reserves and future commodity prices, there can be no assurance that the 
amount of credit facilities will not change at the next scheduled review. 

Twoco had a working capital deficiency at March 31, 2010 of $26,243,098 as compared to a 
working capital deficiency of $19,264,233 at March 31, 2009.  On March 31, 2009, Twoco 
completed a private placement of $8,300,000 of 17% unsecured debentures (the “2009
Debentures”) and warrants to purchase up to 4,150,000 common shares of the Company at a 
price of $1.20 per share which expire on March 31, 2011.  The 2009 Debentures bear interest at 
a rate of 17% per annum, payable commencing June 30, 2009 and quarterly thereafter and will 
mature on March 31, 2011.  The proceeds of the offering were used, in part, to repay the 7.5% 
redeemable, unsecured, convertible debentures which matured on March 31, 2009 and for 
general corporate purposes.  The Company has various options to retire the 2009 Debentures 
when they become due which include: internally generated cash flow from operations, 
drawdown of the Company’s credit facility and new equity issues if available on favourable 
terms.  The Company has been and will continue to assess such options between now and the 
maturity date of the 2009 Debentures. 

The Company’s objectives when managing capital are: (i) to maintain a flexible capital structure, 
which optimizes the cost of capital at acceptable risk; and (ii) to maintain investor, creditor and 
market confidence to sustain the future development of the business. 

The Company manages its capital structure and makes adjustments to it in light of changes in 
economic conditions and the risk characteristics of our underlying assets.  The Company 
considers its capital structure to include shareholders’ equity, debt and working capital.  To 
maintain or adjust the capital structure, the Company may from time to time, issue shares, raise 
debt and/or adjust its capital spending to manage its current and projected debt levels. 

The Company monitors capital based on the current and projected ratios of debt to cash flow 
and debt to capital employed.  The Company’s objective is to maintain a debt to cash flow from 
operations ratio of less than two times.  The ratio may increase at certain times as a result of 
acquisitions.  To facilitate the management of this ratio, the Company prepares annual budgets, 
which are updated depending on varying factors such as general market conditions and 
successful capital deployment.  The annual budget is approved by the board of directors of the 
Company. 

Due to the major acquisition of certain properties in late 2008 with debt financing, coupled with 
the subsequent decline in the natural gas market and pricing for the ensuing year as well as the 
collapse of the credit and equity markets in late 2008 and into 2009 and 2010, the Company has 
not been able to maintain its debt to cash flow from operations ratio of less than two times.  For 
the quarter ended March 31, 2010 the ratio was 24:1. 
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The Company’s share capital is not subject to external restrictions. 

There were no changes in the Company’s approach to capital management from the previous 
year.

On an ongoing basis, Twoco will typically utilize three sources of funding to finance its capital 
expenditure program: internally generated cash flow from operations, debt where deemed 
appropriate and new equity issues if available on favourable terms.  In addition, Twoco may 
adjust its capital expenditure program depending on the commodity price outlook and 
competitive nature of the Canadian oil and gas business.  

2010 Capital Budget 

Twoco has a $2.7 million 2010 capital budget which reflects the anticipated drilling of 6 wells in 
2010.  The majority of these wells will be drilled in Twoco’s core areas of Andrew/Willingdon/ 
Tofield and Steele/Bolloque/Grassland, both of which are located near Edmonton, Alberta. 

Twoco will review all capital expenditure programs on a regular basis throughout 2010 and 
adjust spending accordingly having regard to factors such as changes in commodity prices.

Quarterly Results 

The following table summarizes certain comparative quarterly financial information relating to 
the Company. 

Quarter Ended Petroleum and Natural Gas Sales Net Income (Loss) 
($) ($/share) ($) ($/share) 

Basic Diluted Basic Diluted 
March 31, 2010 1,856,196 0.12 0.12 (1,421,763) (0.10) (0.10) 
December 31, 2009 1,821,963 0.01 0.01 (1,103,932) (0.01) (0.01) 
September 30, 2009 1,506,834 0.10 0.10 (2,313,946) (0.15) (0.15) 
June 30, 2009 2,232,086 0.15 0.15 (2,206,410) (0.15) (0.15) 
March 31, 2009 3,684,113 0.25 0.25 (1,128,183) (0.08) (0.08) 
December 31, 2008 5,497,981 0.36 0.35 (875,231) (0.06) (0.06) 
September 30, 2008 4,263,059 0.27 0.26 98,857 0.01 0.01 
June 30, 2008 5,417,081 0.36 0.33 1,123,639 0.07 0.07 
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Summary of Quarterly Information 

Quarter Ended 
2010 

Mar. 31 
2009 

Dec. 31 
2009 

Sept. 30 
2009 

Jun. 30 
($) ($/boe) ($) ($) ($) 

Revenue 
Royalties 
Operating and Transportation 
G&A Expense, net of non-cash items 
Net interest Income (Expense) 
Settlement of asset retirement 
obligations

1,856,196  
9,437

(712,984) 
(309,842) 
(515,525) 

-

25.99
0.13

(9.98)
(4.34)
(7.22)

-

1,821,963  
(75,739) 

(1,292,599) 
(234,520) 
(461,375) 

-

1,506,834  
(41,349) 

(831,055) 
(153,920) 
(515,551) 

-

2,232,086  
(6,311)

(845,325) 
(375,378) 
(494,375) 

15,595 
Cash Flow (deficiency) from 
Operations 327,282 4.58 (242,270) (35,041) 526,292 

Quarter Ended 
2009 

Mar. 31 
2008 

Dec. 30 
2008 

Sept. 30 
2008 

Jun. 30 
($) ($/boe) ($) ($) ($) 

Revenue 
Royalties 
Operating and Transportation 
G&A Expense, net of non-cash items 
Net interest Income (Expense) 
Settlement of asset retirement 
obligations

3,684,113 
(516,116) 
(904,284) 
(215,515) 
(362,447) 

-

27.59
(3.86)
(6.77)
(1.61)
(2.71)

 -  

5,497,981  
(1,037,606) 

(296,712) 
(322,503) 
(327,091) 

-

4,263,059  
(779,028) 
(803,828) 
(110,600) 
(309,035) 

-

5,417,081  
(614,247) 
(766,444) 
(199,827) 
(287,432) 

-
Cash Flow from Operations 1,685,751 12.62 3,514,070 2,260,569 3,549,131 

Outstanding Share Data

The following table sets forth the capitalization of Twoco as at March 31, 2010: 

   
Authorized

Outstanding as at
March 31, 2010  

Common Shares 
underlying Convertible 

Securities
Share Capital     

 Common Shares(1)  Unlimited 14,941,406 - 
 Stock Options(2)  Not Applicable 309,000 309,000 
 Preferred Shares  Unlimited Nil - 
      
Long term Debt(3)  Not Applicable $8,300,000 - 

Notes: 
(1) As at the date hereof, Twoco has 14,941,406 common shares outstanding. 
(2) Twoco currently has outstanding under its stock option plan, options to purchase 10,000 common shares at 

an exercise price of $3.50 per share, 15,000 common shares at a price of $4.46 per share and 119,000 
common shares at a price of $7.10 per share, for a total of 144,000 common shares that may be purchased 
upon proper exercise of outstanding stock options. 

(3) Twoco currently has outstanding $8.3 million of 17% unsecured debentures (“Debentures”) and warrants to 
purchase up to 4,150,000 common shares of the Company at a price of $1.20 per share which expire on 
March 31, 2011.  The Debentures bear interest at the rate of 17% per annum, payable commencing June 
30, 2009 and quarterly thereafter and will mature on March 31, 2011.   
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Critical Accounting Estimates 

Twoco’s financial statements are prepared in accordance with GAAP.  A comprehensive 
discussion of Twoco’s significant accounting policies is contained in Note 4 to the audited 
financial statements for the year ended December 31, 2009 and the year ended December 31, 
2008.  Twoco’s significant accounting policies are subject to estimates and key judgments about 
future events, many of which are beyond management’s control. 

Impact of New Accounting Policies 

As of January 1, 2008, the Company adopted two new Canadian Institute of Chartered 
Accountants (“CICA”) standards – Section 3862 “Financial Instruments – Disclosures” and 
Section 3863 “Financial Instruments – Presentation”, which replaced Section 3861 “Financial 
Instruments – Disclosure and Presentation”.  The new disclosure standard increases the 
emphasis on the risks associated with both recognized and unrecognized financial instruments 
and how these risks are managed.  Specifically, Section 3862 requires disclosure of the 
significance of financial instruments on the Company’s financial position.  In addition, the 
guidance outlines revised requirements for the disclosure of qualitative and quantitative 
information regarding exposure to risks arising from financial instruments.  The new 
presentation standard carries forward the former presentation requirements.   

As of January 1, 2008, the Company has adopted CICA 1535 “Capital Disclosures”, which 
requires additional disclosures of objectives, policies and processes for managing capital, the 
nature of externally imposed capital requirements, how the requirements are incorporated into 
the Company’s management of capital, whether the requirements have been complied with, or 
consequence of non-compliance and an explanation of how the Company is meeting its 
objectives for managing capital.  In addition, quantitative disclosures regarding capital are 
required.

Effective January 1, 2007, Twoco adopted a series of new standards released by the CICA, 
which establish guidance for the recognition and measurement of financial instruments.  Section 
1530 “Comprehensive Income”, Section 3855 “Financial Instruments - Recognition and 
Measurements”, and Section 3865 “Hedges” were released in April 2005 and are effective for 
interim and annual financial statement years beginning on or after October 1, 2006.  To 
accommodate these new sections, there have been a number of amendments to other existing 
accounting standards.  These new standards require that all financial instruments within the 
scope of the new standards, including derivatives, be included on the balance sheet and 
measured either at their fair value or, in limited circumstances when fair value may not be 
considered most relevant, at cost or amortized cost.  These standards also specify when gains 
and losses as a result of changes in fair value are to be recognized in net income or other 
comprehensive income.  Further reporting periods will be impacted by these standards and the 
resulting impacts will be assessed at that time. 

Also effective January 1, 2007, Twoco adopted the revised CICA Handbook Section 1506 – 
“Accounting Changes”. Accounting Changes provides expanded disclosure for changes in 
accounting policies, accounting estimates and correction of errors. Under the new standard, 
accounting changes should be applied retrospectively unless otherwise permitted or where 
impracticable to determine. As well, voluntary changes in accounting policy are made only when 
required by a primary source of GAAP or when the change results in more relevant and reliable 
information.
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In addition, the Company has assessed new and revised accounting pronouncements that have 
been issued that are not yet effective and determined that the following may have a significant 
impact on the Company. 

As of January 1, 2009, Twoco has adopted CICA Section 3064, “Goodwill and Intangible 
Assets”, which replaces CICA Section 3062.  This new guidance reinforces a principles-based 
approach to the recognition of costs as assets in accordance with the definition of an asset and 
the criteria for asset recognition under CICA Section 1000, “Financial Statement Concepts”.  
Section 3064 clarifies the application of the concept of matching revenues and expenses in 
Section 1000 to eliminate the current practice of recognizing as assets items that do not meet 
the definition and recognition criteria.  Under this new guidance, fewer items meet the criteria for 
capitalization. 

Convergence of Canadian GAAP with International Financial Reporting Standards 

In January 2006, the CICA Accounting Standard Board (the “ACSB”) adopted a strategic plan 
that will result in Canadian GAAP, as it applies to publicly accountable entities, being converged 
with International Financial Reporting Standards (“IFRS”) over a transitional period whereby 
effective January 1, 2011, the interim and annual financial statements of Canadian publicly-
traded corporations for fiscal years beginning on or after January 1, 2011 will be required to be 
prepared in accordance with IFRS.  As a publicly-traded corporation, Twoco’s financial 
statements for the year ended December 31, 2010 will have to be reported in accordance with 
Canadian GAAP and financial statements for subsequent periods, including as at and for the 
three months ended March 31, 2011, and comparative amounts will have to be prepared in 
accordance with IFRS. 

Although the Company has not yet completed the development of the IFRS change over plan, it 
has begun a high level review of the major differences between Canadian GAAP and IFRS.  At 
this time, the Company has identified the following key differences: 

(a) Exploration & Evaluation Expenditures 

Upon transition to IFRS the Company will be required to reclassify certain assets that are 
currently included in property, plant and equipment on the balance sheet to Exploration 
& Evaluation (“E&E”) expenditures.  E&E expenditures consist of the book value of 
undeveloped land and seismic that relate to exploration properties.  E&E expenditures 
have the option to be depleted and must be assessed for impairment when indications 
suggest the possibility of impairment exists.  The Company has not yet determined what 
policy choices surrounding E&E expenditures it will adopt. 

(b) Depletion Expenses 

The Company has the option to base its depletion calculation on either proved reserves 
or proved plus probable reserves.  The Company has not yet determined which reserve 
base it will utilize to calculate its depletion expenses. 

(c) Impairment 

Impairment tests of property, plant and equipment must be performed for each cash 
generating unit of the Company.  Impairment may be recovered in future periods if it is 
determined that the impairment has decreased or no longer exists. 



 - 12 - 

(d) Asset Retirement Obligation 

The Company’s Asset Retirement Obligation (“ARO”) is likely to increase under IFRS as 
a result of the change to a risk free interest rate from that of a credit adjusted risk free 
interest rate used to discount cash flows.  In addition, any change in the discount rate 
will affect the entire ARO and not just the current addition to the ARO as it now does. 

Throughout the remainder of 2010, the Company will commence a detailed assessment of the 
policy choices that are available to it and the resulting effects of those policy choices on its 
financial statements.  Once the policy choices have been made, the appropriate changes will be 
implemented.  Twoco expects to be IFRS compliant by January 1, 2011. 

Risks and Uncertainties 

The business of exploring for, developing and producing oil and natural gas reserves is 
inherently risky.  There is substantial risk that the manpower and capital employed will not result 
in the finding of new reserves in economic quantities.  There is a risk that the sale of reserves 
may be delayed indefinitely due to processing constraints, lack of pipeline capacity or lack of 
markets.  The price Twoco receives for its petroleum and natural gas production fluctuates 
continuously and, for the most part, is beyond the Company’s control.  Twoco is exposed to 
financial risks including fluctuation in interest rates and the Canadian/US dollar exchange rate.  
Twoco is also subject to the risks associated with owning petroleum and natural gas properties, 
including environmental risks associated with air, land and water.  In all areas of our business, 
Twoco competes against entities that may have greater technical and financial resources.  
Twoco’s growth may be dependent upon external sources of financing which may not be 
available on acceptable terms.  There are numerous uncertainties in estimating Twoco’s reserve 
base due to the complexities in estimating the magnitude and timing of future production, 
revenue, expenses and capital.   

Twoco mitigates these risks by hiring highly qualified personnel, either directly as employees or 
indirectly when contracting for services.  Our philosophy of focusing on a limited number of 
geographical areas allows us to develop a high level of technical and managerial expertise in 
each area.  To control the cost and pace of development, we acquire high working interests in 
each prospect and operate wherever possible.  Twoco may enter into commodity price and 
interest rate hedging strategies to add a degree of certainty to cash flow.  In the field, we adhere 
to sound operational standards, which meet or exceed recognized levels.  Finally, Twoco 
maintains an insurance program consistent with industry practice to protect against destruction 
of assets, well blowouts, pollution and other business interruptions.  For a further discussion of 
potential risks, see “Risk Factors” contained in our Annual Information Form which can be found 
on SEDAR at www.sedar.com and the Company’s web site at www.twoco.ca. 

Current Economic Environment 

Recent market events and conditions, including disruptions in the international credit markets 
and other financial systems and the deterioration of global economic conditions, have caused 
significant volatility to commodity prices.  These conditions worsened in 2008 and continued in 
2009 and 2010, causing a loss of confidence in the broader U.S. and global credit and financial 
markets and resulting in the collapse of, and government intervention in, major banks, financial 
institutions and insurers and creating a climate of greater volatility, less liquidity, widening of 
credit spreads, a lack of price transparency, increased credit losses and tighter credit 
conditions.  Notwithstanding various actions by governments to address the global financial 
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crisis, concerns about the general condition of the capital markets, financial instruments, banks, 
investment banks, insurers and other financial institutions caused the broader credit markets to 
further deteriorate and stock markets to decline substantially.  These factors have negatively 
impacted corporate valuations and will impact the performance of the global economy going 
forward.

Petroleum prices are expected to remain volatile for the near future as a result of market 
uncertainties over the supply and demand of these commodities due to the current state of the 
world economies, the actions of the Organization of Petroleum Exporting Countries (OPEC) and 
the ongoing global credit and liquidity concerns. 

As a result of the weakened global economic situation, Twoco, along with all other oil and gas 
entities, may have restricted access to capital, bank debt and equity, and is likely to face 
increased borrowing costs.  Although Twoco’s business and asset base have not changed, the 
lending capacity of all financial institutions has diminished and risk premiums have increased.  
As future capital expenditures will be financed out of funds generated from operations, 
borrowings and possible future equity sales, Twoco’s ability to do so is dependent on, among 
other factors, the overall state of capital markets and investor appetite for investments in the 
energy industry and Twoco’s securities in particular. 

To the extent that external sources of capital become limited or unavailable or only available on 
onerous terms, Twoco’s ability to make capital investments and maintain existing assets may be 
impaired, and its assets, liabilities, business, financial condition and results of operations may 
be materially and adversely affected as a result.  

Financial Instruments and Risk Management 

(e) Fair Values 

The Company’s financial instruments consist of cash, accounts receivable, accounts 
payable and accrued liabilities, obligations under capital lease, convertible debentures 
payable and bank indebtedness.  The fair value of these instruments approximate their 
carrying amounts due to their short terms to maturity or because they bear interest at 
market rates for similar instruments. 

(f) Credit Risk 

Virtually all of the Company’s accounts receivable are due from joint venture partners in 
the oil and gas industry and from purchasers of the Company’s petroleum and natural 
gas production and are subject to normal industry credit risks.  The Company generally 
extends unsecured credit to these parties and therefore, the collection of accounts 
receivable may be affected by changes in economic or other conditions.  Management 
believes the risk is mitigated by the size and reputation of the companies to which they 
extend credit. 

Receivables from petroleum and natural gas marketers are normally collected on the 
twenty-fifth day of the month following production.  Receivables related to the sale of the 
Company’s petroleum and natural gas production are from major marketing companies 
with investment grade credit ratings.  The Company historically has not experienced any 
collection issues with its petroleum and natural gas marketers. 
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Joint venture receivables are typically collected within one to three months of the joint 
venture bill being issued to the partner.  The Company attempts to mitigate the risk from 
joint venture receivables by obtaining partner approval of significant capital expenditures 
prior to expenditure and issuing cash calls on large capital projects from its partners on 
capital projects before they commence.  The Company reviews the financial status of 
joint venture partners before partner approval is obtained. 

(g) Liquidity Risk 

Liquidity risk relates to the risk the Company will encounter difficulty in meeting 
obligations associated with financial liabilities.  The financial liabilities on its balance 
sheet consist of accounts payable and accrued liabilities, obligations under capital lease, 
convertible debentures payable and bank indebtedness.  Management closely monitors 
cash flow requirements to ensure that it has sufficient cash on demand or borrowing 
capacity to meet operational and financial obligations. 

(h) Market Risk 

Market risk is the risk that changes in market prices, such as foreign exchange rates, 
commodity prices, and interest rates will affect the Company’s net earnings or the value 
of financial instruments.  These risks are generally outside the control of the Company.  
The objective of the Company is to mitigate market risk exposures within acceptable 
limits, while maximizing returns. 

(i) Interest Rate Risk 

The Company is exposed to interest rate cash flow risk on its outstanding bank 
indebtedness, which has a floating interest rate and would impact the Company’s future 
cash flows.  The Company had no interest rate swaps or hedges at March 31, 2010. 

In regards to interest rate risk, an increase or decrease of one percent to the effective 
interest rate for the Company would have impacted net earnings by $44,452 for the 
period.

(j) Foreign Currency Risk 

The Company is exposed to foreign currency fluctuations as crude oil and natural gas 
prices are referenced to U.S. dollar denominated prices.  As at March 31, 2010, the 
Company had no forward foreign exchange contracts in place, nor any significant 
working capital items denominated in foreign currencies. 
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(k) Commodity Price Risk 

The nature of the Company’s operations results in exposure to fluctuations in commodity 
prices.  Twoco may use certain financial instruments to hedge its exposure to commodity 
price fluctuations on a portion of its crude oil and natural gas production.   As at March 
31, 2010 Twoco has entered into the following financial instrument contracts:   

Commodity Contract Type Contract Period 
Notional Contract 

Amounts Price Range 

Natural Gas Collar Apr. 1 – Oct. 31, 2010 500 GJ/d $3.40 – $4.15 
($Cdn/GJ) at AECO 

Natural Gas Collar Apr. 1 – Oct. 31, 2010 500 GJ/d $3.35 – $4.25 
($Cdn/GJ) at AECO 

In regards to commodity prices, a $0.25 change to the price per thousand cubic feet of natural 
gas would have positively impacted net earnings by $107,661 for the period in the event of a 
price increase and negatively impacted net earnings by $107,661 in the event of a price 
decrease.

Off-Balance Sheet Arrangements 

Twoco does not have any special purpose entities nor is it a party to any arrangement that 
would be excluded off the balance sheet.   

Related Party Transactions 

During the quarter ended March 31, 2010, consulting fees of $Nil (2009 - $Nil) were incurred to 
a corporation of which a director of the Company is the president and shareholder.  Legal fees 
of $Nil (2009 - $2,000) were incurred to a law firm of which a director of the Company is an 
associate. 

Included in accounts payable and accrued liabilities at March 31, 2010 is $Nil (2009 - $2,100) 
owing to these related parties.   

Included in interest on debentures payable is $77,338 (2009 - $26,908) paid to directors, 
debenture holders related to directors and to companies controlled by directors. 

These transactions are measured at the exchange amount which is the amount agreed to by the 
related parties based on standard commercial terms.  

Outlook

In the first quarter of 2010, Twoco participated in the drilling of 0 gross (0 net) wells compared to 
the drilling of 1 gross (0.2 net) well in the first quarter of 2009.  Twoco has a $2.7 million 2010 
capital budget which reflects the anticipated drilling of 6 wells in 2010.  The majority of these 
wells will be drilled in Twoco’s core areas of Andrew/Willingdon/ Tofield and 
Steele/Bolloque/Grassland, both of which are located near Edmonton, Alberta. 

Twoco will review all capital expenditure programs on a regular basis throughout 2010 and 
adjust spending accordingly having regard to factors such as changes in commodity prices.
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Farm-in Agreement with Poplar Creek 

On July 20, 2009, Twoco announced that it had closed an arm’s length disposition of 3.5% of its 
petroleum and natural gas assets for cash consideration of $1,925,000, subject to adjustment, 
to Poplar Creek.  The assets sold represented a 3.5% interest in all of Twoco’s existing wells, 
production, petroleum and natural gas rights, facilities and seismic.  The sale of the assets was 
effective July 1, 2009. 

On October 16, 2009, Twoco announced that it had entered into a farm-in agreement (the 
“Farm-in Agreement”) with Poplar Creek whereby, subject to certain conditions, including 
Poplar Creek raising $3,025,000 by no later than December 15, 2009, Poplar Creek would farm-
in on Twoco’s lands and acquire an additional interest in all of Twoco’s assets. The Farm-in 
Agreement superseded the original arm’s length definitive agreement entered into between 
Twoco and Poplar Creek and announced by Twoco on June 26, 2009. 

Pursuant to the terms of the Farm-in Agreement, Poplar Creek had until December 15, 2009 to 
raise $3,025,000 in order to fund the drilling of the first series of wells.  Upon the drilling of such 
wells, Poplar Creek would have earned an interest in the lands drilled pursuant to the Farm-in 
Agreement and would also acquire an additional 5.5% interest in all of Twoco’s assets. 
Subsequent to the drilling of the first series of wells, Poplar Creek had two successive options to 
further farm-in on Twoco’s lands and thereby earn a further interest in the lands drilled and an 
additional 5.5% interest in Twoco’s assets.  Each such successive option required Poplar Creek 
to commit to an additional expenditure of $3,025,000 to fund the additional drilling on Twoco’s 
lands. If Poplar Creek had fully exercised its options to farm-in on the Twoco lands, Poplar 
Creek would have acquired a 20% interest in all of Twoco’s assets, being the 3.5% interest 
purchased in July, 2009 and the additional 16.5% interest acquired by way of the Farm-in 
Agreement.  On December 15, 2009 the Farm-in Agreement was amended whereby the date by 
which Poplar Creek had to raise $3,025,000 in order to fund the drilling of the first series of wells 
was extended from December 15, 2009 to December 23, 2009.  On December 23, 2009, the 
Farm-in Agreement was terminated as Poplar Creek did not raise the requisite funds to farm-in 
on Twoco’s lands in order to earn an interest in Twoco’s assets pursuant to the Farm-in 
Agreement. 

Advisory Regarding Forward-Looking Statements 

Certain statements contained in this MD&A and in certain documents incorporated by reference 
into this MD&A, constitute forward-looking statements and information (“forward-looking 
statements”).  These statements relate to future events or the Company’s future performance.  
All statements other than statements of historical fact may be forward-looking statements.  
Forward-looking statements are often, but not always, identified by the use of words such as 
“seek”, “anticipate”, “plan”, “continue”, “estimate”, “expect”, “may”, “will”, “project”, “predict”, 
“potential”, “targeting”, “intend”, “could”, “might”, “should”, “believe” and similar expressions.  
These statements involve known and unknown risks, uncertainties and other factors that may 
cause actual results or events to differ materially from those anticipated in such forward-looking 
statements.  The Company believes that the expectations reflected in those forward-looking 
statements are reasonable but no assurance can be given that these expectations will prove to 
be correct and such forward-looking statements included in, or incorporated by reference into, 
this MD&A should not be unduly relied upon.  These statements speak only as of the date of 
this MD&A or as of the date specified in the documents incorporated by reference into this 
MD&A, as the case may be.  The Company does not intend, and does not assume any 
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obligation, to update or revise these forward-looking statements except as required pursuant to 
applicable securities laws. 

Forward-looking information and statements are included throughout this MD&A (and the 
documents incorporated by reference herein) and include, but are not limited to, statements 
pertaining to the following: 

 the going concern assumption in the Company’s audited December 31, 2009 
financial statements; 

 strategic alternatives for the Company; 
 repayment options for the 2009 Debentures (as defined herein); 
 changes to the Company’s credit facility; 
 drilling inventory, drilling plans and timing of drilling, re-completion and tie-in of 

wells;
 plans for facilities construction and completion and the timing and method of 

funding thereof; 
 productive capacity of wells, anticipated or expected production rates and 

anticipated dates of commencement of production; 
 drilling, completion and facilities costs; 
 results of various projects of Twoco; 
 effect of production increases on operating costs per boe; 
 ability to lower cost structure in certain projects of Twoco; 
 growth expectations within Twoco; 
 timing of development of undeveloped reserves; 
 the tax horizon and taxability of Twoco; 
 supply and demand for oil, natural gas liquids and natural gas; 
 the performance and characteristics of Twoco's oil and natural gas properties; 
 Twoco's acquisition strategy, the criteria to be considered in connection therewith 

and the benefits to be derived therefrom; 
 the impact of Canadian federal and provincial governmental regulation on Twoco 

relative to other oil and gas issuers of similar size; 
 realization of the anticipated benefits of acquisitions and dispositions; 
 weighting of production between different commodities; 
 the quantity and quality of the oil and natural gas reserves; 
 projections of commodity prices and costs; 
 expected levels of royalty rates, operating costs, general and administrative 

costs, costs of services and other costs and expenses; 
 capital expenditure programs and the timing and method of financing thereof; 

and
 treatment under government regulation and taxation regimes. 

The Company’s actual results could differ materially from those anticipated in these forward-
looking statements as a result of the risk factors set forth below and elsewhere in this MD&A:  

 the Company’s ability to continue as a going concern; 
 the Company’s ability to retain access to bank and other financing; 
 the Company’s ability to access capital; 
 general economic conditions in Canada, the United States and globally; 
 industry conditions, including fluctuations in the price of oil and natural gas; 
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 governmental regulation of the oil and gas industry, including environmental 
regulation;

 fluctuation in foreign exchange or interest rates; 
 liabilities inherent in oil and natural gas operations; 
 geological, technical, drilling and processing problems; 
 unanticipated operating events which can reduce production or cause production 

to be shut in or delayed; 
 failure to realize the anticipated benefits of acquisitions; 
 failure to obtain industry partner and other third party consents and approvals, 

when required; 
 stock market volatility and market valuations; 
 competition for, among other things, capital, acquisitions of reserves, 

undeveloped land and skilled personnel; 
 competition for and inability to retain drilling rigs and other services; 
 rights to surface access; 
 the need to obtain required approvals from regulatory authorities; and 
 the other factors considered under “Risks and Uncertainties”, “Current Economic 

Environment” and “Financial Instruments and Risk Management” in this MD&A 
and other risk factors identified in other documents incorporated herein by 
reference.

Statements relating to “reserves” or “resources” are by their nature forward-looking statements, 
as they involve the implied assessment, based on certain estimates and assumptions, that the 
resources and reserves described can be profitably produced in the future.  With respect to 
forward-looking statements contained or incorporated by reference in this MD&A, Twoco has 
made assumptions regarding:  future exchange rates; energy markets and the price of oil and 
natural gas; the impact of increasing competition; condition in general economic and financial 
markets; availability of drilling and related equipment; availability of skilled labour; availability of 
prospective drilling rights; current technology; cash flow; commodity prices; production rates; 
effects of regulation and tax laws by governmental agencies; future operating costs and the 
Company’s ability to obtain financing on acceptable terms.  The risks, uncertainties, material 
assumptions and other factors that could affect results are discussed in more detail in our 
Annual Information Form and other documents which can be found on SEDAR at 
www.sedar.com.  In addition, forward-looking statements in documents incorporated by 
reference herein may be based on additional assumptions as disclosed in such documents.  
Readers are cautioned that the foregoing list of factors is not exhaustive. 

The above summary of assumptions and risks related to forward-looking information has been 
provided in this MD&A and the documents incorporated by reference herein in order to provide 
readers with a more complete perspective on Twoco’s future operations.  Readers are 
cautioned that this information may not be appropriate for other purposes. 

The forward-looking statements contained in this MD&A and the documents incorporated by 
reference herein are expressly qualified by this cautionary statement. 


