
($) 2016 2015 2016 2015

           647,474         2,189,014         1,259,234         4,189,002 

               3,678              12,575              36,183              28,954 

          (160,361)           (462,671)           (415,819)           (740,454)

           490,791         1,738,918            879,598         3,477,502 

Funds from operations

Funds from operations represents cash flow from operating activities prior to changes in non-cash working capital and

settlement of decommissioning obligations as detailed below:

Operating netback

Operating netback represents revenue, less royalties, operating and transportation expenses. Operating netback per BOE

is the operating netback divided by barrels of oil equivalent production volume for the applicable period. The calculation of

Traverse's operating netback is detailed under the heading "Operating netback". 

Six months ended June 30,

Funds from operations per BOE is funds from operations divided by barrels of oil equivalent production volume for the

applicable period. Funds from operations per share is calculated based on the weighted average number of common

shares outstanding consistent with the calculation of net income (loss) per share.

Cash provided by operating activities

Decommissioning expenditures

Change in non-cash working capital

Three months ended June 30,

Funds from operations

BOE presentation

The term “BOE” or barrels of oil equivalent may be misleading, particularly if used in isolation. A BOE conversion ratio of six

thousand cubic feet of natural gas to one barrel of oil equivalent (6 Mcf: 1 bbl) is based upon an energy equivalency

conversion method primarily applicable at the burner tip and does not represent value equivalency at the wellhead.

Additionally, given that the value ratio based on the current price of crude oil, as compared to natural gas, is significantly

different from the energy equivalency of 6:1, utilizing a conversion ratio of 6:1 may be misleading as an indication of value.

TRAVERSE ENERGY LTD.

MANAGEMENT'S DISCUSSION AND ANALYSIS

FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2016

In this MD&A references are made to certain financial measures (such as funds from operations and operating netback)

which do not have standardized meanings prescribed by IFRS and therefore may not be comparable to the calculation of

similar measures by other entities. Management uses certain industry benchmarks such as operating netback to analyze

financial and operating performance. There are no comparable measures in accordance with IFRS for operating netback.

Management believes that in addition to net income (loss), the non-IFRS measures set forth below are useful supplemental

measures as they assist in the determination of the Company's operating performance, leverage and liquidity. Investors

should be cautioned however, that these measures should not be construed as an alternative to both net income (loss) and

net cash from operating activities, which are determined in accordance with IFRS, as indicators of the Company's

performance.

This management's discussion and analysis ("MD&A") of Traverse Energy Ltd. ("Traverse" or "the Company") dated

August 15, 2016 should be read in conjunction with the Company's unaudited condensed interim financial statements as at

and for the six months ended June 30, 2016 and the audited financial statements as at and for the year ended December

31, 2015. This MD&A should also be read in conjunction with the Company's MD&A for the year ended December 31,

2015, as disclosure which is unchanged from December 31, 2015 may not be duplicated herein. Additional information

relating to the Company, including Traverse's Annual Information Form, is available on SEDAR at www.sedar.com.

Description of the Company

Traverse Energy Ltd. is an oil and gas exploration, development and production company based in Calgary, Alberta,

Canada. Traverse conducts its operations in the province of Alberta. The common shares of Traverse trade on the TSX

Venture Exchange under the symbol “TVL”.

Non-IFRS measures



TRAVERSE ENERGY LTD.

MANAGEMENT'S DISCUSSION AND ANALYSIS

FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2016

Forward-looking information

This MD&A contains forward-looking information. Forward-looking information is based upon the opinions, expectations

and estimates of management as at the date the information is provided and, in some cases, information received from or

disseminated by third parties. In particular, the Company’s statements with respect to anticipated future operational plans

and activity and Traverse's capital budget and intentions for funding capital expenditures in 2016 are forward-looking

information. This forward-looking information is subject to a variety of substantial known and unknown risks and

uncertainties and other factors that could cause actual events or outcomes to differ materially from those anticipated or

implied by such forward-looking information. The Company’s Annual Information Form filed with securities regulatory

authorities (accessible through the SEDAR website www.sedar.com) describes the risks, material assumptions and other

factors that could influence actual results and which are incorporated herein by reference.

The forward-looking information contained in this MD&A is made as of the date hereof and the Company undertakes no

obligation to update publicly or revise any forward-looking information, whether as a result of new information, future events

or otherwise, unless so required by applicable securities laws.
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TRAVERSE ENERGY LTD.

MANAGEMENT'S DISCUSSION AND ANALYSIS

FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2016

HIGHLIGHTS (Unaudited) 2016 2015 2016 2015

Petroleum and natural gas revenue 1,969               3,273               3,604               6,786               

Cash provided by operations 647                  2,189               1,259               4,189               

Funds from operations 
(1)

491                  1,739               880                  3,478               

Per share - basic and diluted 0.01                 0.02                 0.01                 0.05                 

Net income (loss) (793)                 5,525               (1,464)              4,970               

Per share - basic and diluted (0.01)                0.08                 (0.02)                0.07                 

Capital expenditures before dispositions 951                  1,090               1,949               3,412               

Capital dispositions -                   (8,914)              -                   (8,914)              

Total assets 39,037             46,752             39,037             46,752             

Working capital 2,215               4,460               2,215               4,460               

Common shares

Outstanding (millions) 78.6                 70.8                 78.6                 70.8                 

Weighted average (millions) 74.4                 70.6                 73.2                 70.6                 

Average production

Natural gas (mcf/day) 2,293               2,658               2,248               2,794               

Oil and NGL (bbls/day) 366                  481                  388                  554                  

Total (BOE/day) 748                  924                  762                  1,020               

Average sales price

Natural gas ($/mcf) 1.88                 2.98                 2.04                 3.33                 

Oil and NGL ($/bbl) 47.38               58.29               39.27               50.86               

Petroleum and natural gas revenue 28.93               38.92               25.99               36.77               

Royalties (0.53)                (0.84)                (0.69)                (1.57)                

Operating costs (15.19)              (11.27)              (13.21)              (10.78)              

Transportation costs (1.68)                (1.93)                (1.73)                (1.80)                

Operating netback 
(2)

11.53               24.88               10.36               22.62               

General and administrative (4.17)                (3.74)                (3.87)                (3.40)                

Finance expense 
(3)

(0.15)                (0.69)                (0.14)                (0.59)                

Current income tax recovery -                   0.24                 -                   0.22                 

Funds from operations
 (1)

7.21                 20.69               6.35                 18.85               

Netback ($/BOE)

(1) Funds from operations represents cash flow from operating activities prior to changes in non-cash working capital and settlement of decommissioning obligations. Funds from operations

per BOE is funds from operations divided by barrels of oil equivalent production volumes for the applicable period.

(2) Operating netback represents revenue, less royalties, operating and transportation expenses. Operating netback per BOE is the operating netback divided by barrels of oil equivalent

production volumes for the applicable period.

(3) Excludes non-cash accretion.

Financial ($ thousands, except per share amounts)

Six months ended June 30, Three months ended June 30, 

Operations (units as noted)

-3



TRAVERSE ENERGY LTD.

MANAGEMENT'S DISCUSSION AND ANALYSIS

FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2016

Production 2016 2015 2016 2015

Natural gas (mcf/day) 2,293               2,658               2,248               2,794               

Oil and NGL (bbls/day) 366                  481                  388                  554                  

Total (BOE/day) 748                  924                  762                  1,020               

% Oil and NGL 49% 52% 51% 54%

Production by area (BOE/day)

Coyote 413                  392                  422                  475                  

Michichi 44                    78                    50                    94                    

Turin 256                  374                  267                  376                  

Minor 35                    80                    23                    75                    

Total BOE per day 748                  924                  762                  1,020               

Pricing 2016 2015 2016 2015

Average realized prices

Oil ($/bbl) 48.45               61.44               40.96               53.07               

NGL ($/bbl) 33.23               21.87               20.34               23.99               

Natural gas ($/mcf) 1.88                 2.98                 2.04                 3.33                 

BOE ($/BOE) 28.93               38.92               25.99               36.77               

Traverse closed a private placement of flow-through common shares in late May for aggregate gross proceeds of

approximately $2.8 million. The proceeds will be used to fund a portion of the 2016 drilling program. Two exploratory wells

will be drilled in the third quarter to evaluate Mannville and Banff targets in the Coyote and Watts area.

Six months ended June 30,

Six months ended June 30,

Production decreased 19% and 25% respectively in the three and six months ended June 30, 2016 compared to the three

and six months ending June 30, 2015 (the "Corresponding Periods"). Drilling activities were reduced in 2015 and no new

production has been added since the fall of 2015. Minor area production, which includes royalty income, decreased 56%

over the Corresponding Period due to the sale of the Brazeau royalty property in June 2015.

Operations review

In the second quarter of 2016, Traverse completed the installation of the water disposal facility at Coyote and installed a

pump jack on a previously flowing Mannville horizontal well. The water disposal facility was commissioned in late May and

became fully operational in June, reducing current water disposal costs and improving economics for future development.

Production maintenance activities at Coyote during the second quarter involved several downhole pump changes and

workovers. Traverse is currently reviewing alternative methods of downhole pump optimization to reduce future

maintenance expenses. In addition, workovers were performed on previously shut-in wells to reactivate them during the

quarter as commodity prices improved. At Turin, activities during the second quarter included the annual turnaround at the

battery and production maintenance. 

Undeveloped land holdings at June 30, 2016 were 188,900 gross (188,300 net) acres. At June 30, 2016 the Company had

working capital of approximately $2.2 million and unutilized credit facilities of $7.0 million. The 2016 exploration and

development program was reduced to $10 million in April 2016 in response to the commodity price environment which

Traverse will continue to monitor.

 Three months ended June 30, 

 Three months ended June 30, 

Traverse realized oil prices of $48.45 per bbl and $40.96 per bbl during the three and six months ended June 30, 2016,

respectively (Corresponding Periods: $61.44 and $53.07 per bbl, respectively). During the three and six months ended

June 30, 2016, Traverse's discount to CAL (Central Alberta) approximated $7 and $6 per bbl (Corresponding Periods: $6

and $7 per bbl, respectively). These pricing differentials are a function of North American refinery supply/demand

fundamentals as well as crude quality.
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TRAVERSE ENERGY LTD.

MANAGEMENT'S DISCUSSION AND ANALYSIS

FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2016

Operating netback ($) 2016 2015 2016 2015

Petroleum and natural gas revenue 1,969,277        3,273,149        3,604,454        6,786,081        

Royalties (36,054)            (70,892)            (95,790)            (289,207)         

Operating (1,034,030)      (948,145)         (1,832,752)      (1,989,437)      

Transportation (114,464)         (162,607)         (239,343)         (332,587)         

Operating netback 784,729           2,091,505        1,436,569        4,174,850        

Operating netback ($/BOE)

2016 2015 2016 2015

Petroleum and natural gas revenue 28.93               38.92               25.99               36.77               

Royalties (0.53)                (0.84)                (0.69)                (1.57)                

Operating (15.19)              (11.27)              (13.21)              (10.78)              

Transportation (1.68)                (1.93)                (1.73)                (1.80)                

Operating netback 11.53               24.88               10.36               22.62               

 Three months ended June 30, Six months ended June 30,

 Three months ended June 30, Six months ended June 30,

In the three and six months ended June 30, 2016, Traverse realized natural gas prices of $1.88 and $2.04 per mcf,

respectively (Corresponding Periods: $2.98 and $3.33 per mcf, respectively). The Company's natural gas generally

receives a premium of 5 to 10% above the AECO daily benchmark due to the higher heat content of its natural gas. The

realized natural gas price also incorporates the result of any fixed physical delivery contracts. During the three and six

months ended June 30, 2016 the impact on natural gas sales of these contracts was $57,441 and $81,490, respectively

(Corresponding Periods: $188,308 and $60,635, respectively).

The average BOE sales price received in the three and six months ended June 30, 2016 decreased 26% and 29%,

respectively, from the Corresponding Periods due to declining commodity prices. The proportion of oil and NGL in the

Company's sales mix for the three and six months ended June 30, 2016 has declined to 49% and 51%, respectively

(Corresponding Periods: 52% and 54%, respectively).

The Company's corporate royalty rate (as a percentage of revenue) decreased in the three and six months ended June 30,

2016 compared to the Corresponding Periods as a result of crown incentives on new production and reduced crown royalty

rates due to commodity price declines.

Operating costs increased on a BOE basis for the three and six months ended June 30, 2016 compared to the

Corresponding Periods mainly due to second quarter expenses related to production maintenance at Coyote and

turnaround at Turin.  Declines in operating costs are not anticipated until new production commences. 

The operating netback decreased 54% for the three and six months ended June 30, 2016 compared to the Corresponding

Periods due to declines in both production and commodity prices.

Volatility in the commodity markets will continue to impact realized prices in 2016. At June 30, 2016 Traverse had natural

gas physical delivery contracts pertaining to the remainder of 2016 outstanding for an average of 900 GJ per day at $2.17

per GJ and 500 GJ per day for the first quarter of 2017 at $2.56 per GJ. There were no derivative commodity contracts

outstanding during 2016 or as at June 30, 2016.

-5



TRAVERSE ENERGY LTD.

MANAGEMENT'S DISCUSSION AND ANALYSIS

FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2016

Funds from operations ($) 2016 2015 2016 2015

Operating netback 784,729           2,091,505        1,436,569        4,174,850        

General and administrative expense - gross (304,445)         (336,534)         (580,061)         (688,352)         

General and administrative - recoveries 20,948             21,783             43,155             59,962             

Finance expense excluding accretion (10,441)            (57,836)            (20,065)            (108,958)         

Current income tax recovery -                       20,000             -                       40,000             

Funds from operations 490,791           1,738,918        879,598           3,477,502        

Funds from operations ($/BOE) 2016 2015 2016 2015

Operating netback 11.53               24.88               10.36               22.62               

General and administrative expense - gross (4.48)                (4.00)                (4.18)                (3.72)                

General and administrative - recoveries 0.31                 0.26                 0.31                 0.32                 

Finance expense excluding accretion (0.15)                (0.69)                (0.14)                (0.59)                

Current income tax recovery -                   0.24                 -                   0.22                 

Funds from operations 7.21                 20.69               6.35                 18.85               

Net income (loss) ($) 2016 2015 2016 2015

Funds from operations 490,791           1,738,918        879,598           3,477,502        

Finance expense - accretion (22,750)            (20,750)            (45,250)            (39,500)            

Share based compensation (235,736)         (572,726)         (246,774)         (597,193)         

Exploration and evaluation expense (150,926)         (282,739)         (286,257)         (543,938)         

Depletion and depreciation (1,079,446)      (1,688,219)      (2,214,360)      (3,801,554)      

Gain on sale of property and equipment -                       8,785,982        -                       8,785,982        

Deferred income tax (recovery) 205,000           (2,435,460)      449,000           (2,311,660)      

Net income (loss) (793,067)         5,525,006        (1,464,043)      4,969,639        

 Three months ended June 30, Six months ended June 30,

Gross general and administrative costs decreased 10% and 16%, respectively, in the three and six months ended June 30,

2016 compared to the Corresponding Periods due mainly to reductions in office staff associated with the reduced capital

program. Operator recoveries declined in the current periods compared to the Corresponding Periods due to the reduction

in capital expenditures. General and administrative expenses, net of recoveries, increased on a BOE basis by 11% and

13% compared to the Corresponding Periods due to the decrease in production volumes.

 Three months ended June 30, Six months ended June 30,

 Three months ended June 30, Six months ended June 30,

Cash finance expense, which is composed of interest expense and financing charges, decreased in the three and six

months ended June 30, 2016 compared to the Corresponding Periods due to less utilization of the credit facility in 2016.

A current income tax recovery was recognized in the Corresponding Periods relating to the recovery of cash income taxes

paid in prior years. There is no current income tax recovery in 2016.

Funds from operations decreased 72% and 75% for the three and six months ended June 30, 2016, respectively,

compared to the Corresponding Periods due to lower commodity prices and production decline.

The accretion on decommissioning obligations increased for the three and six months ended June 30, 2016 as compared

to the Corresponding Periods due to the increase in the underlying decommissioning obligation liability due to liabilities

incurred and changes in estimates recorded in the  2015 year.
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TRAVERSE ENERGY LTD.

MANAGEMENT'S DISCUSSION AND ANALYSIS

FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2016

($) 2016 2015 2016 2015

Land acquisition and rentals 123,901           110,617           290,295           283,803           

Geological and geophysical 141,303           110,800           257,470           218,326           

Drilling and completions 259,026           241,000           335,590           1,691,176        

Equipping and facilities 426,119           627,830           1,065,235        1,214,488        

Exploration and development capital 950,349           1,090,247        1,948,590        3,407,793        

Property and equipment dispositions -                       (8,914,090)      -                       (8,914,090)      

Corporate assets 742                  -                       742                  4,091               

Net capital expenditures 951,091           (7,823,843)      1,949,332        (5,502,206)      

Liquidity and capital resources

Share based compensation expense in the 2016 periods decreased compared to the Corresponding Periods as a result of

the lower fair value of stock options granted in 2016. The weighted average fair value of options granted in 2016 decreased

to $0.16 compared to $0.28 in 2015 due to the decreased exercise price of the stock options granted ($0.36 compared to

$0.62).

At June 30, 2016 Traverse had working capital of approximately $2.2 million and an unutilized credit facility of $7.0 million.

The Company's Board of Directors has approved a $10 million exploration and development program for 2016. The

Company intends to fund capital expenditures and commitments during 2016 with a combination of cash flow, working

capital, new equity issues and/or debt. 

Depletion and depreciation expense on a total dollar basis decreased 36% and 42%, respectively, for the three and six

months ended June 30, 2016 compared to the Corresponding Periods due to decreased production as well as decreases

in the depletable base as a result of the impairment recorded in the second half of 2015. On a per BOE basis, depletion

and depreciation decreased 21% and 23% for the three and six months ended June 30, 2016 compared to the

Corresponding Periods.

Traverse depletes its developed oil and natural gas properties, by area, based on proved and probable reserves. The

calculation of depletion expense includes future development costs related to these reserves of $7.3 million at June 30,

2016 (2015 - $4.8 million) and excluded $1.4 million (2015 - $1.3 million) for estimated salvage values. Future development

costs at June 30, 2016 relate to four additional horizontal wells at Coyote.

In June 2015 the Company disposed of royalty interests in the Brazeau area for gross proceeds of approximately $8.9

million which resulted in a gain on sale for the second quarter of 2015 of $8,785,982. There were no dispositions of

property and equipment in 2016.

 Three months ended June 30, Six months ended June 30,

Exploration and evaluation ("E&E") expenses result from impairment of E&E assets, unsuccessful E&E costs and the expiry

of undeveloped lands. In the 2016 periods E&E expenses relate to the pending expiry of undeveloped lands. In the

Corresponding Periods E&E expenses related to the pending expiry of undeveloped lands and a unsuccessful re-entry of a

well at Hanna. 

The Company incurred $1.0 million in expenditures in the second quarter of 2016 mainly relating to the Coyote water

disposal facility, the equipping of a previously flowing well at Coyote and continuing land acquisitions and prospect

development.

Capital expenditures

The Company recorded a deferred income tax recovery in the 2016 periods due to the net loss incurred compared to a

deferred income tax provision in the Corresponding Periods due to the gain on sale of the Brazeau royalty property and the

increase in the Alberta corporate income tax rate.
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TRAVERSE ENERGY LTD.

MANAGEMENT'S DISCUSSION AND ANALYSIS

FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2016

Commitments

Summary of quarterly results

($ thousands, except per share amounts)

(Unaudited)

June 30 March 31 December 31 September 30

Quarter ended 2016 2016 2015 2015

Petroleum and natural gas revenue 1,969               1,635               3,172               2,924               

Cash provided by operating activities 647                  612                  1,642               1,767               

Funds from operations 491                  389                  2,024               1,760               

Per share - basic and diluted 0.01                 0.01                 0.03                 0.02                 

Net income (loss) (793)                 (671)                 (3,720)              (4,011)              

Per share - basic and diluted (0.01)                (0.01)                (0.05)                (0.06)                

Working capital 2,215               126                  767                  2,063               

Production (BOE/day) 748                  776                  1,055               951                  

Capital expenditures, net of dispositions 951                  998                  3,913               4,117               

June 30 March 31 December 31 September 30

Quarter ended 2015 2015 2014 2014

Petroleum and natural gas revenue 3,273               3,513               5,508               5,336               

Cash provided by operating activities 2,189               2,000               3,473               3,160               

Funds from operations 1,739               1,739               3,420               3,131               

Per share - basic and diluted 0.02                 0.02                 0.05                 0.05                 

Net income (loss) 5,525               (555)                 (6,358)              635                  

Per share - basic and diluted 0.08                 (0.01)                (0.09)                0.01                 

Working capital (deficiency) 4,460               (5,240)              (4,641)              (1,695)              

Production (BOE/day) 924                  1,116               1,249               1,115               

Capital expenditures, net of dispositions (7,824)              2,322               7,725               10,658             

The Company has entered into a lease commitment for office space. The term of the lease is 10 years commencing

November 1, 2011. The annual payments under this commitment are as disclosed in the notes to the audited financial

statements.

In March 2016, Traverse announced a normal course issuer bid (the "NCIB"). During the period commencing March 22,

2016 and ending March 21, 2017 the Company may purchase for cancellation up to 2 million common shares.

Management of Traverse believes that the present trading price of the common shares is at a significant discount to a

figure which is reflective of the Company's value as a whole therefore it is in the best interests of all shareholders that, from

time to time, common shares be acquired by the Company and returned to treasury thus increasing the net asset value per

common share for the remaining shareholders. No common shares were purchased under the NCIB in the period ended

June 30, 2016.

In June 2016 the Company completed a private placement of 6,696,133 flow-through common shares for gross proceeds

of $2.8 million. Flow-through common shares eligible for Canadian exploration expense ("CEE") were issued at $0.45 per

share (2,379,633 shares) and flow-through common shares eligible for Canadian development expenses ("CDE") were

issued at a price of $0.40 per common share (4,316,500 shares). The qualifying CDE expenditures must be incurred by

December 31, 2016 and the qualifying CEE expenditures must be incurred by December 31, 2017. The obligation

remaining for this flow-through at June 30, 2016 was $2.8 million.

As at August 15, 2016 Traverse had 78,644,402 common shares outstanding and 7,175,000 common share options

outstanding.
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TRAVERSE ENERGY LTD.

MANAGEMENT'S DISCUSSION AND ANALYSIS

FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2016

In the second quarter of 2016 production continued to decline as no new production was added. Commodity prices

improved over the first quarter of 2016 resulting in increased revenue and funds from operations. Stock options were

granted during the second quarter resulting in increased share based compensation expense which increased the net loss

compared to the first quarter. Capital expenditures for the quarter related mainly to the water disposal facility at the Coyote

battery, well equipping at Coyote and continued land acquisition and prospect development.

In the fourth quarter of 2015 production volumes increased due to the addition of a new horizontal well in the Coyote area.

Despite continued commodity price decline, increased production resulted in increased revenue and funds from operations.

During the fourth quarter the Company recognized additional impairment of property and equipment. Capital expenditures

for the quarter related mainly to the drilling, completion and tie in of a horizontal Mannville well at Coyote, the construction

of a sales gas pipeline at Coyote and the tie in of a natural gas well at Turin.

In the first quarter of 2015 production volumes declined as flush production from the Coyote horizontals declined.

Commodity price declines resulted in decreased revenue and funds from operations. Increased depletion resulting from

increased volumes and higher finding costs resulted in a net loss for the quarter. Capital expenditures in the quarter related

mainly to the drilling and completion of one well at Coyote and the re-entry and abandonment of a well at Hanna.

In the first quarter of 2016 production declined as no new production was added. Decreased production and continued

commodity price decline resulted in decreased revenue and funds from operations. Capital expenditures for the quarter

related mainly to the water disposal facility and tank farm venting system at the Coyote battery.

In the fourth quarter of 2014 production volumes increased as new production from two horizontal wells at Coyote

commenced. Increased production resulted in increased revenue despite declining commodity prices. New production

resulted in a decline in royalties and these decreased costs combined with increased revenue resulted in increased funds

from operations. During the fourth quarter the Company recorded an impairment of property and equipment resulting in a

net loss for the quarter. Capital expenditures in the quarter related mainly to the drilling of a second horizontal well at

Coyote and the completion and tie in of both horizontals.

In the second quarter of 2015 production volumes declined mainly due to the decrease in flush production from the Coyote

horizontals. Commodity price declines resulted in decreased revenue. Funds from operations was unchanged as revenue

declines were offset by decreases in operating and royalty expenses. The sale of the Brazeau royalty property resulted in a

gain on sale which resulted in net income for the quarter. Capital expenditures for the quarter related mainly to the tie in of

one well in the Coyote area and pre drill expenditures.

In the third quarter of 2015 production volumes increased due to the addition of a new production from the Coyote area.

Commodity price declines resulted in decreased revenue. Funds from operations was consistent as revenue declines were

offset by decreases in general and administrative expenses and increases in current tax recoveries. During the third

quarter the Company recorded an impairment of property and equipment resulting in a net loss for the quarter. Capital

expenditures for the quarter related mainly to the drilling, completion and tie in of a horizontal Mannville well at Coyote, the

drilling of a vertical well at Coyote and recompletions and work overs.

In the third quarter of 2014 production volumes increased as new production from 2014 drilling commenced. Increased

production and commodity prices resulted in increased revenue during the third quarter. New production resulted in a

decline in royalties and new facilities helped to reduce operating costs on a unit basis. These decreased costs combined

with increased revenue resulted in increased funds from operations and net income. Capital expenditures in the quarter

related to the drilling and completion of 3 wells at Coyote, the drilling of a horizontal well at Coyote and the construction of

the Coyote battery. 
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TRAVERSE ENERGY LTD.

MANAGEMENT'S DISCUSSION AND ANALYSIS

FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2016

Critical accounting estimates

The preparation of financial statements in accordance with IFRS requires management to make judgements, estimates and 

assumptions that affect the application of accounting policies and the reported amounts of assets, liabilities, income and

expenses. Accordingly, actual results may differ from these estimates. Estimates and underlying assumptions are reviewed

on an ongoing basis. For further information on the determination of certain estimates inherent in the financial statements,

refer to Note 3 (l) "Critical accounting judgements and key sources of estimation uncertainty" in the audited financial

statements as at and for the year ended December 31, 2015, a copy of which is available on SEDAR at www.sedar.com.

Reserves

The assessment of reported recoverable quantities of proved and probable reserves include estimates regarding

production profile, commodity prices, exchange rates, remediation costs, timing and amount of future development costs,

and production, transportation and marketing costs for future cash flows. It also requires interpretation of geological and

geophysical models in anticipated recoveries.

The economical, geological and technical factors used to estimate reserves may change from period to period. Changes in

reported reserves can impact the carrying value of the Company's petroleum and natural gas properties and equipment,

the calculation of depletion, the provision for decommissioning obligations, and the recognition of deferred tax assets due

to changes in expected future cash flows. The recoverable quantities of reserves and estimated cash flows from the

Company's petroleum and natural gas interests are independently evaluated by reserve engineers at least annually.

Traverse's petroleum and natural gas reserves are determined pursuant to National Instrument 51-101, Standards of

Disclosures for Oil and Gas Activities.

Decommissioning obligations

The Company estimates future decommissioning obligations of production facilities, wells and pipelines based on current

legal and constructive requirements, technology, price levels and expected plans for remediation. In most instances,

removal of assets occurs many years into the future. This requires assumptions regarding abandonment date, future

environmental and regulatory legislation, the extent of reclamation activities, the engineering methodology for estimating

cost, future removal technologies in determining the removal cost and liability specific discount rates to determine the

present value of these cash flows.

Stock based compensation

Compensation costs recognized for share based compensation plans are subject to the estimation of what the ultimate

payout will be using pricing models such as the Black Scholes model which is based on significant assumptions such as

share price, volatility, forfeiture rate, dividend yield and expected term. 

Financial derivatives

The Company's estimate of the fair value of derivative financial instruments is dependent on estimated forward prices and

volatility in those prices.

Deferred income taxes

Tax interpretations, regulations and legislation in the jurisdictions in which the Company operates are subject to change. As

such, income taxes are subject to measurement uncertainty. Deferred income tax assets are assessed by management at

the end of each reporting period to determine the likelihood that they will be realized from future taxable earnings.

Future accounting pronouncements

A description of the Company's recently adopted and pending accounting pronouncements are summarized in Note 3 (m)

"Accounting policy changes" of the Company's audited financial statements as at and for the year ended December 31,

2015, a copy of which is available on SEDAR at www.sedar.com.
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Business environment and risk

Additional risk factors can be found under "Risk Factors" in the Company's 2015 Annual Information Form ("AIF"), which

can be found on www.sedar.com. Many risk factors are listed below and in the AIF, but these risk factors should not be

construed as exhaustive. There are numerous factors, both known and unknown, that could cause actual results or events

to differ materially from anticipated results.

The business risks the Company is exposed to are those inherent in the oil and gas industry as well as those governed by

the individual nature of Traverse’s operations. Geological and engineering risks, the uncertainty of discovering commercial

quantities of new reserves, commodity prices, interest rate and foreign exchange risks, competition and government

regulations – all of these govern the business and influence the controls and management at the Company.

Traverse manages these risks by attracting and retaining a team of highly qualified and motivated professionals who have

a vested interest in the success of the Company, operating properties in order to maximize opportunities, maintaining a

strong financial position and maintaining strict environmental, safety and health practices.
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