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Loon Energy Corporation
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Attention: Mr. Ed Beaman

Dear Sir:

Re: Reserve and Economic Evaluation - Loon Energy Corporation
Buganviles Association Contract, Republic of Colombia — January 1, 2013

In accordance with your authcrization we have performed a reserve and economic evaluation of an oil
property located in the Republic of Colombia, owned by Loon Energy Corporation (the "Company") for an
effective date of January 1, 2013 (as of December 31, 2012).

This evaluation has been carried out in accordance with standards set out in the Canadian Oil and Gas
Evaluation Handbook ("COGEH") prepared jointly by the Society of Petroleum Evaluation Engineers
(Calgary Chapter) and the Canadian Institute of Mining, Metallurgy and Petroleum (Petroleum Society).
The report has been prepared and/or supervised by a "Qualified Reserves Evaluator" as demonstrated on
the accompanying Certificate of Qualification of the author(s).

The SCOPE OF REPORT contains the authorization and purpose of the report and describes the
methodology and economic parameters used in the preparation of this report.

The EXECUTIVE SUMMARY contains the results of this reserve and economic evaluation presented in a
form consistent with the requirements of Form 51-101 F1 Part 2, ltem 2.1 (Forecast Prices and Costs).
The Forecast Prices of our benchmark products are also presented.

The SUMMARY OF RESERVES AND ECONOMICS complements the Executive Summary, including
values at the property level and the consolidated cash flows for each accumulating reserve category. The
net present values presented in this report do not necessarily represent the fair market value of the
reserves evaluated in this report. All monetary values presented in this report are expressed in terms of
US doliars.

The DISCUSSION contains a description of the interests and burdens, reserves and geology, production
forecasts, product prices, capital and operating costs and a map of each major property. The economic




results and cash flow forecasts (before income tax) are also presented on an entity and property
summary level.

A REPRESENTATION LETTER from the Company, confirming that to the best of their knowledge all the
information they provided for our use in the preparation of this report was complete and accurate as of the
effective date, is enclosed following the Glossary.

Because the reserves data are based on judgments regarding future events, actual results will vary and
the variations may be significant. We have no responsibility to update our report for events and
circumstances which may have occurred since the preparation date of this report.

Prior to public disclosure of any information contained in this report, or our name as author, our written
consent must be obtained, as to the information being disclosed and the manner in which it is presented.
This report may not be reproduced, distributed or made available for use by any other party without our
written consent and may not be reproduced for distribution at any time without the complete context of the
report, unless otherwise reviewed and approved by us.

We consent to the submission of this report, in its entirety, to securities regulatory agencies and stock
exchanges, by the Company.

It has been a pleasure to prepare this report and the opportunity to have been of service is appreciated.

Yours very fruly,

Chapman Petroleum Engineering Ltd.

[Original Signed By:] PERMIT TO PRACTICE
CHAPMAN PETROLEUM ENGINEERING LTD.,
C.W. Chapman [Original Signed By:]
Signature C.W. Chapman
C.W. Chapman, P.Eng,,
PERMIT NUMBER: P 4201
{Original Signed By:] The Association of Professional Engineers

and Geoscientists of Alberta

Charles G.K. Moore

Charles G.K. Moore, P. Eng.,
Associate
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CERTIFICATE OF QUALIFICATION

I, C. W. CHAPMAN, P. Eng., Professional Engineer of the City of Calgary, Alberta, Canada,
officing at Suite 445, 708 — 11" Avenue S.W., hereby certify:

1. THAT | am a registered Professional Engineer in the Province of Alberta and a member of the
Australasian Institute of Mining and Metallurgy.

2. THAT | graduated from the University of Alberta with a Bachelor of Science degree in
Mechanical Engineering in 1971,

3. THAT | have been employed in the petroleum industry since graduation by various companies
and have been directly involved in reservoir engineering, petrophysics, operations, and
evaluations during that time.

4. THAT | have in excess of 25 years in the conduct of evaluation and engineering studies
relating to oil & gas fields in Canada and around the world.

5. THAT | participated directly in the evaluation of these assets and properties and preparation
of this report for Loon Energy Corporation, dated March 19, 2013 and the parameters and
conditions employed in this evaluation were examined by me and adopted as representative
and appropriate in establishing the value of these oil and gas properties according to the
information available to date.

6. THAT | have not, nor do | expect to receive, any direct or indirect interest in the properties or
securities of Loon Energy Corporation its participants or any affiliate thereof.

7. THAT | have not examined all of the documents pertaining to the ownership and agreements
referred to in this report, or the chain of Title for the oil and gas properties discussed.

8. A personal field examination of these properties was considered to be unnecessary because
the data available from the Company's records and public sources was satisfactory for our
purposes.

PERMIT TO PRACTICE

[Original Signed By:] CHAPMAN PETROLEUM ENGINEERING LTD.
[Original Signed By:]
C.W. Chapman Signature C. W, Chapman
C.W. Chapman, P.Eng. Date March 20, 2013
President PERMIT NUMBER: P 4201
The Association of Professional Engineers
and Geoscientists of Alberta
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CERTIFICATE OF QUALIFICATION

I, CHARLES G.K. MOORE, P, Eng., Professional Engineer of the City of Calgary, Alberta, Canada,
officing at Suite 445, 708 — 11" Avenue S.W., hereby certify:

THAT I am a registered Professional Engineer in the Province of Alberta.

THAT I graduated from the Technical University of Nova Scotia with a Bachelor of Engineering degree
in Mining Engineering in 1972,

THAT 1 have been employed in the petroleum industry since graduation by various companies and
have been directly involved in reservoir engineering, petrophysics, operations, and evaluations during
that time.

THAT | have in excess of 10 years of experience in the conduct of evaluation and engineering studies
relating to oil and gas fields in Canada and internationally.

THAT | participated directly in the evaluation of these assets and properties and preparation of this
report for Loon Energy Corporation, dated March 19, 2013 and the parameters and conditions
employed in this evaluation were examined by me and adopted as representative and appropriate in
establishing the value of these oil and gas properties according to the information available to date.

THAT I have not, nor do | expect to receive, any direct or indirect interest in the properties or
securities of Loon Energy Corporation, its participants or any affiliate thereof.

THAT | have not examined all of the documents pertaining to the ownership and agreements referred
to in this report, or the chain of Title for the oil and gas properties discussed.

A personal field examination of these properties was considered to be unnecessary because the data
available from the Company’s records and public sources was satisfactory for our purposes.

[Original Signed By:]

Chatles G.K. Moore

Charles G.K. Moore, P. Eng.,
Associate
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CERTIFICATE OF QUALIFICATION

I, HAROLD J. RYAN, P. Geol., Professional Geologist of the City of Calgary, Alberta, Canada,
officing at Suite 445, 708 — 11" Avenue S.W., hereby certify:

1. THAT | am a registered Professional Geologist in the Province of Alberta, a Fellow of the
Geological Association of Canada and a Feliow of the Geological Society of London.

2. THAT | graduated from the University of Calgary with a Bachelor of Science degree in Geology in
1983.

3. THAT | have been employed in the petroleum industry since graduation by various companies and

have been directly involved in petroleun geology, petrophysics, operations, and evaluations
during that time.

4, THAT [ have in excess of 15 years of experience in the conduct of evaluation and geological
studies relating to oil and gas fields in Canada and internationally.

5. THAT | participated directly in the evaluation of these assets and properties and preparation of
this report for Loon Energy Corporation, dated March 19, 2013 and the parameters and conditions
employed in this evaluation were examined by me and adopted as representative and appropriate
in establishing the value of these oil and gas properties according to the information available to
date.

8. THAT | have not, nor do | expect to receive, any direct or indirect interest in the properties or
securities of Loon Energy Corporation, its participants or any affiliate thereof.

7. THAT 1 have not examined all of the documents pertaining to the ownership and agreements
referred to in this report, or the chain of Title for the oil and gas properties discussed.

8. A personal field examination of these properties was considered to be unnecessary because the
data available from the Company’s records and public sources was satisfactory for our purposes.

[Original Signed By:]

Harold J. Ryan

Harold J. Ryan, P. Geol.
Manager Geoscience
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CERTIFICATE OF QUALIFICATION

I, WEI GUO WANG, P.Eng., CGA, Professional Engineer and Certified General Accountant of the
City of Calgary, Alberta, Canada, office at Suite 445, 708 — 11" Avenue S.W., hereby certify:

1. THAT { am a Registered Professional Engineer in the Province of Alberta.
2. THAT | am a Certified General Accountant in the Province of Alberta.
2. THAT | graduated from the University of Calgary with a Master of Arts degree in Economics in

2005 and a Bachelor of Science degree in Chemical Engineering from Hefei University of
Technology of China in 1985,

3. THAT | have been employed in the petroleum industry since 2002.

4, THAT 1 participated directly in the evaluation of these assets and properties and preparation of
this report for Loon Energy Corporation, dated March 19, 2013 and the parameters and conditions
employed in this evaluation were examined by me and adopted as representative and appropriate
in establishing the value of these oil and gas properties according to the information available to
date.

5, THAT | have not, nor do | expect to receive, any direct or indirect interest in the properties or
securities of Loon Energy Corporation, its participants or any affiliate thereof.

6. THAT | have not examined all of the documents pertaining to the ownership and agreements
referred to in this report, or the chain of Title for the oif and gas properties discussed.

7. A personal field examination of these properties was considered to be unnecessary because the
data available from the Company's records and public sources was satisfactory for our purposes.

[Original Signed By:]

Wei Guo Wang

Wei Guo Wang, P.Eng., CGA, MA, MBA, B.Sc
Project Economist (Economics Coordinator)
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SCOPE OF REPORT

Authorization

This evaluation has been authorized by Mr. Ed Beaman, on behalf of Loon Energy Corporation.
The engineering analysis has been performed during the month of March 2013.

Purpose

The purpose of this report was to prepare a third party independent appraisal of the oil reserves

owned by Loon Energy Corporation for the Company's financial planning.

The values in this report do not include the value of the Company's undeveloped land holdings nor

the tangible value of their interest in associated plant and well site facilities they may own.

Reserve Definitions

The following definitions, extracted from Section 5.4 of the Canadian O#f and Gas Evaluation
Handbook, Volume 1 — Second Edition (COGEH-1) published by the Petroleum Society of CIM and
the Calgary Chapter of the Society of Petroleum Evaluation Engineers (SPEE) as specified by NI 51-

101 have been used in preparing this report. These definitions are compliant with the PRMS.

5.4 Definitions of Reserves

The following definitions and guidelines are designed to assist evaluators in making reserves
estimates on a reasonably consistent basis, and assist users of evaluation reports in
understanding what such reports contain and, if necessary, in judging whether evaluators
have followed generally accepted standards.

The guidelines outline
e General criteria for classifying reserves,
o Procedures and methods for estimating reserves,
+ Confidence levels of individual entity and aggregate reserves estimates,

* Verification and testing of reserves estimates.
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The determination of oil and gas reserves involves the preparation of estimates that have an
inherent degree of associated uncertainty. Categories of proved, probable, and possible
reserves have been established to reflect the level of these uncertainties and to provide an
indication of the probability of recovery.

The estimation and classification of reserves requires the application of professional
judgement combined with geological and engineering knowledge to assess whether or not
specific reserves classification criteria have been satisfied. Knowledge of concepts including
uncertainty and risk, probability and statistics, and deterministic and probabilistic estimation
methods is required to properly use and apply reserves definitions. The concepts are
presented and discussed in greater detail within the guidelines of Section 5.5 of the Canadian
Oil and Gas Evaluation Handbook, Volume 1 — Second Edition (COGEH-1).

The following definitions apply to both estimates of individual Reserves Entities and the

aggregate of reserves for multiple entities.

5.4.1 Reserves Categories

Reserves are estimated remaining quantities of oil and natural gas and related substances
anticipated to be recoverable from known accumulations, as of a given date, based on
* Analysis of drilling, geological, geophysical, and engineering data;
¢ The use of established technology;
* Specified economic conditions, which are generally accepted as being reasonable,
and shall be disclosed.

Reserves are classified according to the degree of certainty associated with the estimates.

a. Proved Reserves are those reserves that can be estimated with a high degree of certainty to
be recoverable. It is likely that the actual remaining quantities recovered will exceed the
estimated proved reserves.

b. Probable Reserves are those additional reserves that are less certain to be recovered than

proved reserves. It is equally likely that the actual remaining quantities recovered will be
greater or less than the sum of the estimated proved + probable reserves.
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Possible Reserves are those additional reserves that are less certain to be recovered than
probable reserves. it is unlikely that the actual remaining quantities recovered will exceed the

sum of the estimated proved + probable + possible reserves.

Other criteria that must also be met for the categorization of reserves are provided in Section
554 of the Canadian Qil and Gas Evaluation Handbogk, Volume 1 — Second Edition
(COGEH-1).

Development and Production Status

Each of the reserves categories (proved, probable and possibie) may be divided into
developed and undeveloped categories.

Developed Reserves are those reserves that are expected to be recovered from existing wells

and installed facilities or, if facilities have not been installed, that would involve a low
expenditure (e.g., when compared to the cost of drilling a well) to put the reserves on

production. The developed category may be subdivided inte producing and non-producing.

Developed Producing Reserves are those reserves that are expected to be recovered from
completion intervals open at the time of the estimate. These reserves may be currently
producing or, if shut-in, they must have previously been on production, and the date of
resumption of production must be known with reasonable certainty.

Developed Non-Producing Reserves are those reserves that either have not been on

production, or have previously been on production, but are shut-in and the date of resumption

of production is unknown.

Undeveloped Reserves are those reserves expected o be recovered from known

accumulations where a significant expenditure {e.g., when compared to the cost of drilling a
well) is required to render them capable of production. They must fully meet the requirements

of the reserves classification (proved, probable, possible) to which they are assigned.

In multi-well pools, it may be appropriate to allocate total pool reserves between the developed
and undeveloped categories or to sub-divide the developed reserves for the pool between

developed producing and developed non-producing. This allocation should be based on the
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estimator's assessment as {o the reserves that will be recovered from specific wells, facilities

and completion intervals in the pool and their respective development and production status.

5.4.3 Levels of Certainty for Reported Reserves

The qualitative certainty levels contained in the definitions in Section 5.4.1 are applicable to
“individual reserves entities,” which refers to the lowest level at which reserves calculations
are performed, and to "reported reserves,” which refers to the highest level sum of individual
entity estimates for which reserves estimates are presented. Reported reserves should target
the following leveis of certainty under a specific set of economic conditions:
* Atleast a 90 percent probability that the quantities actually recovered will equal or
exceed the estimated proved reserves,
* Atleast a 50 percent probability that the quantities actually recovered will equal or
exceed the sum of the estimated proved + probable reserves,
» At least a 10 percent probability that the quantities actually recovered will equal or
exceed the sum of the estimated proved + probable + possible reserves.

A quantitative measure of the certainty levels pertaining to estimates prepared for the various
reserves categories is desirable to provide a clearer understanding of the associated risks and
uncertainties. However, the majority of reserves estimates are prepared using deterministic
methods that do not provide a mathematically derived quantitative measure of probability. In
principle, there should be no difference between estimates prepared using probabilistic or
deterministic methods.

Additional clarification of certainty levels associated with reserves estimates and the effect of
aggregation is provided in Section 5.5.3 of the Canadian Oil and Gas Evaluation Handbook,
Volume 1 — Second Edition (COGEH-1).

Barrels of Oil Equivalent

If at any time in this report reference is made to “Barrels of Oil Equivatent’ (BOE), the conversion
used is 6 Mscf: 1 STB (6 Mcf : 1 bbi).

BOEs may be misleading, particularly if used in isolation. A BOE conversion ratio of 8 Mcf : 1 bb! is
based on an energy equivalency conversion method primarily applicable at the burner tip and does
not represent value equivalency at the well head.
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Sources of Information

Source of the data used in the preparation of this report are as follows:

i) Ownership and Burdens have been derived from the Company's land records and
other information from the Company as required for clarification;

i) Production data is acquired from public data sources, except for very recent data or
certain wells which are provided directly by the Company;,

iii) Well data is accessed from the Company's well files and from public data sources;

iv} Operating Costs are based on actual revenue and expense statements provided by
the Company for established properties or from discussions with the Company and
our experience in the area for new or non-producing properties;

V) Price differentials are derived from revenue statements, compared to actual posted
prices for the appropriate benchmark price over a period of several months for
established properties or from discussions with the Company and our experience in
the area for new or non-producing properties;

vi) Timing of Development Plans and Capital estimates are normally determined by

discussions with the Company together with our experience and judgment.

Product Prices

Chapman Petroleum Engineering Ltd. conducts continual surveillance and monitoring on a number
of Benchmark product prices both locally and internationally. Based on historical data, current
conditions and our view of the relevant political and economic trends, we independently prepare oil,
gas and by-product price forecasts including predictions for the near term (first few years) with

escaiation thereafter for a maximum of 15 years, after which prices are held constant.

In establishing our forecasts we also consider input from operating companies, consulting firms, oil
& gas marketing companies and financial institutions. Our forecasts are updated quarterly and the
latest one prior to the effective date would generally be used. The forecast used for this report is
presented in Table 5 in the Executive Summary.

Any prices quoted in the property discussions reflect fully adjusted prices for crude quality,
transportation, gas heating value and specific contractual arrangements. In the case of delayed
production the equivalent 2013 price for that production has been guoted.
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Product Sales Arrangements
The Company does not have any "hedge" contracts in place at this time.
Royalties

This evaluation has been prepared under the terms applicable to the Buganviles Assocciation
Contract in the Republic of Colombia.

Capital Expenditures and Operating Costs

Operating costs and capital expenditures have been based on historical experience and analogy

where necessary and are expressed in current year dollars and escalated as follows:

2013 - No Escalation
2014-2028 - 2.0% per year
Thereafter - No Escalation

Income Tax Parameters

Net cash flows after consideration of Colombian corporate income tax have been included in this
report. Colombian corporate income tax is 35 percent of profits. Royalties, capital and operating
expenses are deductible before income tax is calculated.

Abandonment and Restoration

Abandonment and restoration costs, net of salvage, have been included in the cash flows for the
final event of any particular well. The abandonment cost does not impact the economic limit and is
included in the final year of production. For marginal wells nearing the end of their economic life,
these costs may result in a negative net present value.

In this report, we have accounted for these costs for only the wells which are being evaluated and
have not included other shut-in or suspended wells in the Company's inventory or their facilities and
pipelines.
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Environmental Liabilities
We have been advised by the Company that they are in material compliance with all Environmental
Laws and do not have any Environmental Claims pending, as demonstrated in the Representation
Letter attached.

Economics

The economic analysis has been performed on a spreadsheet format to account for all terms of the

Association Contract. All monetary values are expressed in terms of United States Dollars.
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Table 1

LOON ENERGY INC.

Summary of Qil and Gas Reserves

January 1, 2013
(as of December 31, 2012)

Forecast Prices and Costs

Company Reserves

Light and Medium Qil Heavy Oil Natural Gas [1] Natural Gas Liguids
Gross Net Gross Net Gross Net Gross Net
Reserves Category MSTRB MSTB MSTB MSTB MMscf MMscf Mbb1 Mbbi
PROVED
Deveioped Producing 0 0 0 0 0 0 0 0
Developed Nen-Producing o 0 0 0 0 0 0 a
Undeveloped 0 0 0 0 0 0 G 0
TOTAL PROVED 0 0 6 0 0 0 0 ]
PROBABLE 11 i 31 31 0 0 0 0
TOTAL PROVED PLUS PROBABLE 1" 11 31 kY| 0 ¢ 0 0

Reference: Item 2.1 (1) Form §1-101F1

Columns may not add precisely due to accumulative rounding of values throughoui the report.

Notes: [1] Includes associated, non-associated and solution gas where applicable.

[2] Reserves shown as "0" reflect a value of less than 0.5(MSTB/MMscf/Mbbl).
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Table 2

I.OON ENERGY INC.
Summary of Net Present Values
January 1, 2013
{as of December 31, 2012)

Forecast Prices and Costs

Before Income Tax

Net Present Values of Future Net Revenue

Discounted at

0 %fyr. 5 %lyr., 10 %lfyr. 15 Y%lyr. 20 %fyr.

Reserves Category USM$ USMS USM$ USM$ USM$
PROVED

Developed Producing 0 0 0 0

Developed Non-Producing 0 0 g 0 0

Undeveloped O 0 0 0 0
TOTAL PROVED 0 0 0 o 0
PROBABLE 2,181 1,684 1,224 984 812
TOTAL PROVED PLUS PROBABLE 2,181 1,584 1,224 984 812

After Income Tax

Net Present Values of Future Net Revenue

Discounted af

0 %lyr, 5 %lyr. 10 %lyr. 15 %fyr. 20 %y,

Reserves Catagory USM$ USM$ USM$ Usms USM$
PROVED

Developed Producing 0 0 0 ] 0

Developed Non-Producing 0 0 0 0 0

Undeveloped G 0 0 0 0
TOTAL PROVED 0 0 o 0 0
PROBABLE 1,700 1,276 1,012 830 696
TOTAL PROVED PLUS PROBABLE 1,700 1,276 1,012 830 696

Reference: ltem 2.1 (2) Form 51-101F1

USMS$ means thousands of United States Dollars

Colurmns may not add precisely due to accumulative rounding of values throughout the report.
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Table 3
LOON ENERGY INC,

Total Future Net Revenue (Undiscounted)
January 1, 2013
{as of December 31, 2612)
Forecast Prices and Costs

Well Future Net Future Net
Operating  Development  Abandonment  Revenues Income Revenues
Revenue  Royalties Costs Costs Costs BIT Taxes AlT
Reserve Category UsSM$ USMS USM$ USM$ USM$ Usii$ UsM$ UsSM$
Total Proved 0 0 0 0 0 0 0 0
Proved Plus Probable 3,773 0 880 706 6 2,181 (481) 1,700
Reference: Item 2.1 (3}(b) NI 51-101F1
USM$ means thousands of United States Dollars
20
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Table 4

LOON ENERGY INC.

Future Net Revenue
By Production Group

January 1, 2013
(as of December 31, 2012)

Forecast Prices and Costs

Future Net Revenue
Before Income Taxes
Discounted at 10%/yr.

Reserve Category Production Group USM$

Total Proved Light and Medium Oil ( including solution gas and other by-products) 0
Heavy Oil (including solution gas and other by-products) ¢
Natural Gas (including by-products but not sclution gas) 0

Proved Plus Probable Light and Medium Oil { including solution gas and other by-products) 75
Heavy Cil (including solution gas and other by-products) 1,149
Natural Gas (including by-products but not sclution gas) 0

Reference: ltem 2.1 (3)(c) NI 51-101F1

USM$ means thousands of United States Dollars
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Table 4A

LOON ENERGY INC,

Qil and Gas Reserves and Net Present Values
by Production Group

January 1, 2013
{as of December 31, 2012}

Forecast Prices and Costs

Unit
Reserves Net Present  Values @
Reserve Group by Category Gross = Net Gross = Net Gross Rek Net Vali%‘f/:? = TR
MSTB MSTB MMscf MMscf Mbbl Mbbl USM$ LUSS/STB
Light and Medium Oit [1]
Proved
Developed Producing 0 0 0 0 0 0 0 0
Developed Non-Producing 0 0 4] 0 0 0 0 0
Undeveloped 0 0 0 0 0 0 0 0
Total Proved 0 0 0 0 0 0 0 0
Probable 11 11 0 0 4 0 75 6.82
Proved Plus Probable 11 11 0 0 0 [ 75 6.82
Heavy Qi [1]
Proved
Developed Producing 0 0 0 0 0 0 G 0
Developed Non-Producing 0 0 0 0 0 0 0 0
Undeveloped 0 0 0 0 0 0 0 0
Total Proved 0 0 o 0 ¢ 0 0 0
Probable 31 31 0 0 0 0 1,149 37.06
Proved Plus Probable M Ky 4 0 6 0 1,149 37.06

Reference: ltem 2.1 (3){c) NI 51-101F1

USM$ means thousands of United States Dollars

Columns may not add precisely due to accumulative rounding of vaiues throughout the report.

Note:[1] Includes solution gas.
[2] Reserves shown as "0" reflect a value of less than 0.5(MSTB/MMscf/Mbbl).
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Table 5
CHAPMAN PETROLEUM ENGINEERING LTD.
CRUDE CIL
HISTORICAL, CONSTANT, CURRENT AND FUTURE PRICES
January 1, 2013

WTI {1]
Date $US/ISTB

HISTORICAL PRICES
2001 25.98
2002 26.09
2003 30.84
2004 41.48
2005 56.62
2006 65.91
2007 72.35
2008 99.70
2009 61.64
2010 79.42
2011 85.03
2012 94.16

CONSTANT PRICES (SEC criteria)

The first-day-of-the-month price for the

preceding 12 months 95.02

FORECAST PRICES
2013 90.00
204 91.00
2015 92.00
2016 96.00
2017 97.00
2018 98.00
2019 100.00
2020 100.00
2021 102.00
2022 104.04
2023 106.12
2024 108.24
2025 110.41
2026 112.62
2027 114.87
2028 147.17

Constant thereafter

Notes: [1] West Texas Intermediate quality (D2/S2) crude

landed in Cushing, Oklahoma.
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Probable Undeveloped — Light and Medium Oil
¢} Location Delta 1 Development, Rosablanca
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BUGANVILES ASSOCIATION CONTRACT
REPUBLIC OF COLOMBIA
DISCUSSION

Ownership

The Company owns a 10 percent working interest in the exploration and production of the
hydrocarbons in the Buganviles Association Confract located in the Republic of Colombia, as
shown on Figure 1. Production is subject to an 8 percent royalty payable to the local government.
The National O#f Company, Ecopetrol, has the right to back in for a 50 percent interest in the field
after reimbursing their share of costs from production, resulting in a 5 percent working interest for
the Company after the back in.

A detailed description of the lands, interests and royalty burdens is presented in Table 1.

Geology

The Buganviles Association Contract is located within the Upper Magdalena Valley Basin as shown
on the map (Figure 2a). The Upper Magdalena Valley Basin is a linear Neogene foreland basin
bounded on both sides by basement uplifis that define the flanks of the Eastern and Central
Cordillera mountains of Colombia. As shown on the stratigraphic correlation chart (Figure 2b), the
basin contains a transitional to marine Cretaceous section which contains an organic rich
Cretaceous shale section which provide the source for all the cil and gas fields in the basin. The
overlying Cenozoic sequence is formed of clastic continental formations deposited during two
collisional events.

The well Delta # 1 ST2 was drilled to test the Delta structure shown in the Oil Pool Map iliustrated
in Figure 2c. Test results and log analysis indicated probable oil reserves in the porous and
permeable upper zone of the limestone of the Rosablanca Formation of Cretaceous age. Seismic
interpretation of the area shows a structural culmination of just over two square miles in size as
illustrated in Figure 2d. A log analysis of the formation (Figure 2e) shows a porous and permeable
oil-bearing zone 15 feet in thickness at the top of the Roasblanca Formation with an average
porosity of 9%.

The Company participated in well Visure 1X which resulted in the discovery of the Visure Oil Pool

located on Figure 2¢. The well intersected two pay zones in the Guadalupe Sandstone of Lower
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Cretaceous age as shown on the Stratigraphic Chart illustrated in Figure 2b. The seismic map
shown in Figure 2f illustrates the structural contours on the Upper Guadalupe Sandstone with the
pronounced mapped structural high at the well location. A NW-SE trending seismic line through the
well location shown in figure 2g illustrates the steeply dipping beds below a major unconformity and
the structural trap of the Visure Oil Pool. Petrbphysical analysis of the productive zones of well
Visure 1X are shown in Figure 2h. The two pay intervals are separated by a shaly interval with
much reduced porosity and permeability.

Reserves

The existing well, Delta 1ST2, preduces periodically at uneconomic rates. No reserves have been

assigned since continued production is in doubt.

Total gross probabie light and medium, and heavy oif reserves of 921 MSTB have been estimated
as follows: Probable developed non-producing heavy oil reserves of 725 MSTB have been
estimated for the well Visure 1X anticipating that the well will return to production from the
Guadalupe formation after a workover. Probable undeveloped light and medium oil reserves of
196 MSTB have been estimated for one location to be drilled into the Rosablanca formation on the
same structure as Delta # 1 ST 2 using the same reservoir parameters as for the Delta# 1 ST 2
well and a higher recovery factor, anticipating that the operator will benefit from experience gained
from the Delta # 1 ST 2 well.

A summary of reserves is presented in Table 2, and reserves and reservoir parameters for the
Guadalupe and Rosablanca formations are presented in Tables 2a and 2b.

Production

On production dates and initial rates are presented in Table 2. All wells are expected to

immediately begin to decline fo an eventual economic limit.
Product Prices

A 2013 average price of $82.00/STB (USD) has been utilized for this property based on an
estimated discount of $8.00 from WTI.
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Capital Expenditures

Development capital expenditures of $7,060,000 ($706,000 net to the Company) have been
anticipated to develop this property, as presented in Table 3a.

Total abandonment and restoration costs (net of salvage) of $100,000 ($5,000 net to the

Company) have been utilized for this property based on the discussion with the Company, as
presented in Table 3b.

Operating Costs

Operating costs of $4,000 per well per month plus variable operating costs of $4.00/STB for
processing oil and $2.50/STB for transportation to a marketing point have been utilized based on
our estimates for the area.

Economics

An economic summary using forecast prices and costs is contained in a spreadsheet presented as
Table 4 and the results of the economic analysis before and after income tax are presented in

Tables 4ato 4¢. All the monetary values have been expressed in terms of United States Dollars.
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Table 1

Schedule of Lands, Interests and Royalty Burdens
January 1, 2013

L.oon Energy Corporation

Buganviles Association Contract, Repubiic of Columbia

Appraised Interest Rovalty Burdens
Rights Gross Working Royalty Basic Cverriding
Description Owned Acres % % % %a
Buganviles Association
Contract [A] 157,516 [3] 10.0000 1,2 - 8.0000 -
Well Delta #1 ST 2
Well Visure 1X

One Dev. Location
Total 157,516

General Notes ; [1] Ecopetrol has the right to back in for 50% after reimbursing their share of costs from production.

[2] Production in excess of royalty split 50/50 with Ecopetrol
[3] 50% of the area must be relinquished after a discovery.

Rights Owned : [A] All P&NG.
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Table 2

Summary of Gross Reserves
January 1, 2013

Buganviles Association Contract, Republic of Columbia

Current or
Initial AP| Ultimate Cumulative Remaining
Rate Gravity ROIP Production ROIP
Description 5TBid {Deg) (MSTB) (MSTB) (MSTB) Reference
LIGHT & MEDIUM OIL
Probable
Probable Developed Non Producing
Well Delta 1 8T 2 Rosabianca 40 33 17 17 0 Figure 3
Probable Undeveloped
Loc. Offsetting Delta 15T 2 Rosablanca 100 Aug-13 33 196 G 196 Table 2b
Total Probable 213 17 196
Total Proved Plus Probable 213 17 196
HEAVY OIL
Probable
Probable Developed Non-Producing
Well Visure 1X Guadaiupe 200 Aug-13 16 725 0 725 Table 2a
Totat Probable 725 0 725
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Table 2a

SUMMARY OF GROSS RESERVES AND RESERVOIR PARAMETERS

January 1, 2013

Buganviles Contract, Colombia

PRODUCT TYPE
Heavy 0il

RESERVOIR PARAMETERS
Reservolr Pressure, psia
Reservolr Temperature, deg F

Average Porosity, %
Average Watexr Saturation, %

Formation Volume Factor, RB/STB

Petroleum Initially-in-Place,
Recovery Factor, %

RESERVES

Net Pay, ft
Area, acres

Petroleum Initially-in-Place,
Regerves Initially-in-Place,
Cumuiative Production, STB
Remaining Reserves, STB

STR/ac.ft

STB
STB

Note: (1) Interval 2995.0 - 3140.0 m KB.

40

Probable Developed
Visure 1%
Guadalupe (1)

1,300
12¢
22.0
27.0
1.100

1132.7
10

80.0
80

7,249,280
724,928

0

724,928

C’lﬂﬂman Petrofevm Engineering Lit,



Table 2b

SUMMARY OF GROSS RESERVES AND RESERVOIR PARAMETERS
January L, 2013

Buganviles

Contract, Colombia

Probable Undeveloped
Development Loc.

Rosablanca
PRODUCT TYPE
Light and Medium Oil
RESERVOIR PARAMETERS
Reservoir Pressure, psia 3,400
Reservoir Temperature, deg F 175
Average Porosity, % 9.0
Average Water Saturation, % 25.0
Formation Volume Factor, RB/STB 1.600
Petroleum Initially-in-Place, STB/ac.ft 327.3
Recovery Factor, % 25
RESERVES
Net Pay, ft 15.0
Area, acres 160
Petroleum Initially-in-Place, STB 785,520
Reserves Initially-in-Place, STB 186,380
Cumulative Production, STB 0
Remaining Reserves, STB 196,380
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Table 3a

Summary of Anticipated Capital Expenditures
Development

January 1, 2013

Loon Energy Corporation

Buganviles Association Contract, Republic of Columbia

Capital Gross Net
Interest Capital Capital
Description Date QOperation % M$ M$
Probable
Workover Visure 1X Aug - 13 Treat or Recpmplete Guadalupe to restore production 10.G000 2,000 200
1 Development Well Aug - 13 Drill, complete & equip 1 development oil well 10.0000 5,060 506
Total Probable 7,060 706
Totat Proved Plus Probable 7,060 706

Notes:

M$ means thousands of dollars.
The above capital values are expressed in terms of current dollar values without escalation.
Unless details are known, drilling costs have been split 70% Intangible and 30% Tangible for tax purposes
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Table 3b

Summary of Anticipated Capital Expenditures
Abandonment and Restoration

January 1, 2013

Loon Energy Corporation

Buganviles Association Contract, Republic of Columbia

Capital Gross Net
Interest Capital Capital
Description Well Parameters Yo M3 M$
2 Rosablanca oil wells 2 pumping oil wells 5.0000 100 5
Total Abandonment and Restoration 100 5

Note:

M$ means thousands of dollars.

The above capital values are expressed in terms of current doliar values without escalation.
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Tahble 4 Forecast Prices & Costs

Summary of Company Reserves and Economics
Before Income Tax
January 1, 2013

LOON ENERGY CORPQRATION

Buganviles Association Contract

Net To Appraised Inferest

Reserves Cumulative Cash Flow (BIT) - M$
Light and Medium Heavy Sales Gas
Oil MSTB 0il MSTB MMscf Discounted at:

Description Gross  Net Gross Net Gross Net Undisc. 5%/year 10%lyear 15%/year 20%lyear
Total Probable
Probable Developed Non-Producing

Visure 1X Guadalupe 0 0 3 31 0 [ 1,956 1,446 1,149 957 822
Total Probable Developed Non-Producing 0 g 31 3 0 0 1,956 1,446 1,149 957 822
Probable Undeveloped

Cnie Delta Dev. Loc. Rosablanca 11 11 0 0 0 4] 225 138 75 27 (10}
Total Probable Undeveloped 14 1 0 0 0 0 225 138 75 27 (10}
Total Probable 11 1" 31 3 0 0 2,181 1,584 1,224 984 812
Totai Proved Plus Probable 11 1t kY| ki 0 4] 2,181 1,584 1,224 984 812

M$ means thousands of United States dollars.

Gross reserves are the total of the Company's working andfor royalty interest share before deduction of royalties owned by others.
Net reserves are the total of the Company's working andfor royalty interest share after deducting the amounts atributable to royalties owned by others.

Columns may not add precisely due to accumuiative rounding of values throughout the report.
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Table 4T
Summary of Company Reserves and Economics
After income Tax
January 1, 2013

LOCON ENERGY CORPORATION

Forecast Prices & Costs

Net To Appralised Interest
Reserves Cumulative Cash Flow - M$
Light and Medium Heavy Qil Sales Gas
Qil MSTB MSTB MMscf Discounted at:

Description Gross Neot Gross Net Gross Net Undisc. 5%fyear 10%lyear 15%iyear 20%J/year
Total Probable

Total Probable (BIT) 11 1 31 31 0 0 2181 1,584 1,224 984 812

Company Income Tax - - - - - - (481) (308) (212) (154) (116)
Total Probable (AIT) 1" 11 k3 31 0 1] 1,700 1,276 1,012 330 696
Total Proved Plus Probable (AIT) 11 " 3 31 0 0 1,700 1,276 1,012 830 696

M$ means thousands of United States dollars.

Gross reserves are the total of the Company's working and/or royally interest share before deduction of royallies owned by others.

Net reserves are the total of the Company's working and/ar royaity interest share after deducting the amounts attributable to royalties owned by others.

Columns may not add precisely due to accumulative rounding of values throughout the report.
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General
BIT
AIT
M$

Effective Date

$uUS

WTI

ARTC

GRP

Interests and Royalties

BPO
APO
APPO

Payout

GORR

NC

SS 1/150 (5%-15%) Oil

FH
P&NG
Twp
Rge

Sec

GLOSSARY OF TERMS
{Abbreviations & Definitions)

Before Income Tax
After income Tax
Thousands of Dollars

The date for which the Present Value of the future cash flows and
reserve categories are esiablished

United States Dollars

West Texas Intermediate — the common reference for crude oil used
for oil price comparisons

Alberta Royalty Tax Credit

Gas Reference Price

Before Payout
After Payout
After Project Payout

The point at which a participant's original capital investment is
recovered from its net revenue

Gross Overriding Royalty — percentage of revenue on gross revenue
aarned (can be an interest or a burden)

New Crown - crown royalty on petroleum and natural gas
discovered after April 30, 1974

Sliding Scale Royalty — a varying gross overriding royalty based on
monthly production. Percentage is calculated as 1-150™ of monthly
production with a minimum percentage of 5% and a maximum of
15%

Freehold Royalty

Petroleum and Natural Gas

Township

Range

Section

£2 ﬂh’lﬂﬂlﬂﬂ Petroteum Engineering Ld,




Technical Data
psia

MSTB

MMscf

Bbis
Mbbls
MMBTU
STB/d

Mscf/d

GOR (scf/STB)

mKB

EOR

GJ

Marketable or Sales

Natural Gas

NGLs

Raw Gas

Pounds per square inch absolute

Thousands of Stock Tank Barrels of oil {oil volume at 60 F and 14.65
psia)

Millions of standard cubic feet of gas (gas volume at 60 F and 14.65
psia)

Barrels

Thousands of barrels

Millions of British Thermal Units — heating value of natural gas
Stock Tank Barrels of oil per day — oil production rate

Thousands of standard cubic feet of gas per day — gas production
rate

Gas-0Oil Ratio (standard cubic feet of solution gas per stock tank
barrel of oil)

Metres Kelly Bushing — depth of well in relation to the Kelly Bushing
which is located on the floor of the drilling rig. The Kelly Bushing is
the usual reference for all depth measurements during drilling
operations.

Enhanced Oil Recovery
Gigajoules

Natural gas that meets specifications for its sale, whether it occurs
naturally or results from the processing of raw natural gas. Field and
plant fuel and losses to the point of the sale must be excluded from
the marketable quantity. The heating value of marketable natural
gas may vary considerably, depending on its composition; therefore,
quantities are usually expressed not only in volumes but also in
terms of energy content. Reserves are always reported as
marketable quantities.

Natural Gas Liquids — Those hydrocarbon components that can be
recovered from natural gas as liquids, including but not limited to
ethane, propane, butanes, pentanes plus, condensate, and small
quantities of non-hydrocarbons.

Natural gas as it is produced from the reservoir prior to processing.
It is gaseous at the conditions under which its Volume is measured
or estimated and may include varying amounts of heavier
hydrocarbons (that may liquefy at atmospheric conditions) and water
vapour, may also contain sulphur and other non-hydrocarbon
compounds. Raw natural gas is generally not suitable for end use,

&3 thapma" Petroleum Engineering Lid. ww




Head Office: Dubai Office:
1170, 700 - 4 Avenue SW 123, Shaffar Investment Building, 3¢ Interchange
Calgary, Alberta, Canada T2P 314 Sheikh Zayed Road, P.C. Box 37174, Al Quoz, Dubai, UAE

~»

(LYY

T: {403) 264 8877 F:(403) 264 8861 T:+971(4) 3395212 F. +971(4) 339 85174

March 6, 2013

Chapman Petroleum Engineering Ltd.
445, 708 - 11 Avenue SW

Calgary, AB

T2R OE4

Dear Sir:

Re: Company Representation Letter

Regarding the evaluation of our Company's oil and gas reserves and independent appraisal of the economic value
of these reserves for the year ended December 31, 2012, (the effective date), we herein confirm to the best of our
knowledge and belief as of the effective date of the reserves evaluation, and as applicabie, as of today, the
following representations and information made available to you during the conduct of the evaluation:

1.  We, Loon Energy Corporation, (the Client) have made available to you, Chapman Petroleum Engineering
Ltd. {the Evaluator) certain records, information, and data relating to the evaiuated properties that we
confirm is, with the exception of immaterial items, complete and accurate as of the effective date of the
reserves evaluation, including the following:

s Accounting, financial, tax and contractual data

Asset ownership and related encumbrance information;

Details concerning product marketing, transportation and processing arrangements;

All technical information including geological, engineering and production and test data;

Estimates of future abandonment and reclamation costs.

* & @ =

2. We confirm that ail financial and accounting information provided to you is, to the best of our knowledge,
both on an individual entity basis and in total, entirely consistent with that reported by our Company for
public disclosure and audit purposes.

3. We confirm that our Company has satisfactory title to all of the assets, whether tangible, intangible, or
otherwise, for which accurate and current ownership information has been provided.

4. With respect 1o all information provided to you regarding product marketing, transportation, and
processing arrangements, we confirm that we have disclosed to you all anticipated changes, terminations,
and additions to these arrangements that could reasonably be expected to have a material effect on the
evaluation of aur Company's reserves and future net revenues.

www.loonenergy.com

64



|

&

(& =

5. With the possible exception of items of an immaterial nature, we confirm the following as of the effective
date of the evaluation:

For all operated properties that you have evaluated, no changes have occurred or are reasonably
expected to occur to the operating conditions or methods that have been used by our Company over
the past twelve (12) months, except as disclosed to you. In the case of non-operated properties, we
have advised you of any such changes of which we have been made aware.

All regulatory, permits, and licenses required to allow continuity of future operations and production
from the evaluated properties are in place and, except as disclosed to you, there are no directives,
orders, penalties, or regulatory rulings in effect or expected to come into effect relating to the
evaluated properties.

Except as disclosed to you, the producing trend and status of each evaluated well or entity in effect
throughout the three-month period preceding the effective date of the evaluation are consistent
with those that existed for the same well or entity immediately prior to this three-month period.
Except as disclosed to you, we have no plans or intentions related to the ownership, development or
operation of the evaluated properties that could reasonably be expected to materially affect the
production levels or recovery of reserves from the evaluated properties.

If material changes of an adverse nature occur in the Company's operating performance subsequent
to the effective date and prior to the report date, we will inform you of such material changes prior
to requesting your approval for any public disclosure of reserves information.

6. We hereby confirm that our Company is in material compliance with all Environmental Laws and does not
have any Environmental Claims pending.

Between the effective date of the report and the date of this letter, nothing has come to our attention that has
materially affected or could affect our reserves and economic value of these reserves that has not been disclosed

to you.

Yours very. truly,

TN

Norman W. Holton Paul H. hosé
President and Chief Executive Officer Chief Financial Officer
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