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MMRL Announces Agreement with Northstar ��



�Message to Shareholders



We are pleased to announce MMRL has reached agreement with Northstar to exchange certain Canadian assets for Northstar’s holdings of common shares and options of MMRL and to report on the operations and financial performance for the three months ended March 31, 1998.

���EXCHANGE AGREEMENT FOR NORTHSTAR ENERGY SHARE BLOCK



MMRL has entered into an agreement with Northstar to exchange its holdings of Mountain Energy Inc. (“Mountain”) for the 4,216,740 common shares of MMRL and Northstar’s option to purchase an additional 1,189,732 common shares of MMRL.  Upon completion, the common shares and options representing approximately 25% of the Company will be cancelled.  The exchange is subject to regulatory approvals, including an exemption from the Alberta Securities Commission and will have an effective date of June 30, 1998.  Closing is anticipated to take place on July 31, 1998,  at which time Northstar will resign as manager of MMRL.  After the exchange is completed MMRL will have 15,394,822 shares outstanding (15,583,316 on a fully diluted basis).



MMRL and Northstar each own 50% of Mountain which holds oil and gas assets located primarily in the Halkirk and Panny areas of Alberta.  MMRL’s share of the Mountain assets contributed production of approximately 1,500 barrels of oil and liquids per day and six million cubic feet of natural gas per day in the first quarter of 1998 representing about 27% of the Company’s total production. Mountain represented 20% of the proven and half probable reserves of the Company reported at December 31, 1997.



On a fully diluted per share basis this exchange is expected to be accretive for MMRL shareholders.  Using the same basis of calculation as was done in our 1997 annual report, adjusting for the removal of Mountain reserves and estimated land and seismic values, the Company’s net asset value per share increases 5.7% using proven plus half probable reserves and the fully diluted number of shares following the cancellation of the Northstar common shares and options.��



(000’s)�

Proven�Proven and Half Probable�Proven and Probable��

Reserve value*�

$         114,651  �

$       176,885  �

$       239,119  ��Estimated value of undeveloped land and 

     seismic�

109,517  �

109,517  �

109,517  ��Working capital�(146)�(146)�(146)��Long term debt�(46,308)�(46,308)�(46,308)��Net asset value�$         177,715  �$      239,949  �$       302,182  ��Per share - fully diluted�$             11.50  �$          15.52  �$          19.54   ��Increase as compared to Dec. 31/97�-  �+5.7%�+9.3%��	   �

* Based on the discounted present value at a 10% discount rate and using constant commodity prices prevailing    in December, 1997.��
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Cash flow per share is also expected to increase after the exchange which will be felt most noticeably in 1999 when significant growth in cash flow is expected to occur from our development activities in the UK.



The Company’s spending plans for the balance of 1998 are being reduced to ensure that MMRL maintains a reasonable debt to cash flow ratio.  Capital spending for the year as a whole is expected to be $50 million.  

���FIRST QUARTER RESULTS



Financial



Continued weakening of world oil prices has become the dominant factor affecting the petroleum industry in 1998.  The average oil prices received by MMRL during the first three months of this year declined 32% from the average prices realized over the same period a year earlier.    Being predominantly an oil producer, this decline in oil prices has had a significant impact on the financial results of the Company.



Oil and gas revenues dropped to $13.5 million in the first quarter of 1998 from $18.3 million a year earlier.  While lower oil prices were the major cause of this decline, weaker gas prices in the most recent quarter also contributed to the reduction in revenues.  Production expenses increased from $3.1 million in 1997 to $5.1 million in 1998.  This increase was due in part to the sale in the first quarter of oil inventory in the UK produced late in 1997, an increase in the exchange rate of the British pound relative to the Canadian dollar on a year over year basis and a number of one time adjustments which are not expected to be repeated.



Cash flow from operations in the first quarter of 1998 reached $5.2 million or $0.26 per share fully diluted versus $11.0 million or $0.60 per share fully diluted in 1997.  A net loss of $2.0 million was recorded in the first quarter or $0.10 per share fully diluted compared to net earnings of $3.9 million last year.  

���The oil futures market presently reflects future oil prices at a premium to the spot price.  The Company took advantage of this favourable price situation and has sold forward 2,000 barrels of oil per day for 1999 at a Brent price of US$16.50 per barrel (which equates to about US$18.00 per barrel on a WTI basis).

���MMRL’s dividend policy was implemented at a time when the Company was engaged primarily in the acquisition and exploitation of oil and gas properties that had limited requirements for the reinvestment of cash flow.  Given the Company’s current exploration and development focus the Company believes it is prudent to preserve its capital for carrying out these activities.  Therefore, the Company has decided to eliminate the payment of its regular quarterly dividend.

���Production



Oil and natural gas liquids averaged 6,260 bbls/d in the first quarter of 1998 as compared to 6,205 bbls/d a year earlier.  The first quarter is traditionally a weaker quarter for the Company with respect to its oil production as cold weather in the UK increases wax build-up and reduces well performance.  Natural gas production averaged 13.6 mmcf/d throughout the first three months of this year versus 14.0 mmcf/d in the same period of 1997.  Overall production averaged 7,683 boe/d to March 31, 1998.

���Drilling



Through the first quarter, the Company participated in the drilling of 16 wells which resulted in six oil wells, four gas wells and six wells which were dry and abandoned.��

					�

DRILLING RESULTS FOR THE THREE MONTHS ENDED MARCH 31, 1998

���         Canada��         UK��        Total���Gross�Net��Gross�Net��Gross�Net��Oil�5�1.7��1�1.0��6�2.7��Natural Gas�4�1.3��-�-��4�1.3��Injector�-�-��-�-��-�-��Abandoned �4�1.3��2�2.0��6�3.3��Total�13�4.3��3�3.0��16�7.3��Success Ratio�69%�70%��33%�33%��63%�55%��



�Exploration 

Wells�Development 

Wells�

Total��Canada�6�7�13��UK�1�2�3��Total�7�9�16��



�The most active area of the Company’s drilling was in the Panny region of Northern Alberta where a total of 13 wells were drilled experiencing a 69% success ratio.���

In the UK, three wells were drilled which resulted in one oil well and two dry holes.  Two development wells were drilled in the Welton field, one of which was successful while the exploration test at Glanford failed to encounter commercial amounts of oil.

���During the first quarter, the discovery well at Keddington which was drilled in December, 1997  was worked over.  Originally producing 200 bopd, following the workover, production of the well tested up to 700 bopd and is currently producing 250 bopd.  The well is currently producing without a pump.  Based upon these results and the geological interpretation of the area, this discovery represents the potential for a substantial reservoir.  Two appraisal wells are planned this year to test the reservoir extension.  Drilling of these wells awaits development approval which is expected in early June.



Drilling of the Kyle offshore appraisal well is scheduled to commence in June, 1998.  Arrangements are being finalized to tie in production to the Banff field facilities with first production scheduled for the start of 1999.  MMRL has a 12.50% working interest in this development.

���Arrangements to secure a floating, production, storage and offtake vessel for the development of the Chestnut field are still under negotiation by the operator.  MMRL has decided to increase its working interest in the field by a further 4% to 17.75%.  The operator is planning for first production from this field by the end of the first quarter of 1999.  If arrangements to secure a vessel are not finalized in the near future, startup will be pushed back to a later date.

���Management



New management arrangements will be put in place to follow the termination of the Northstar management agreement which will result in lower general and administrative costs.

���

�Outlook



When the exchange agreement is completed, the Company’s Canadian production will be reduced by more than 50%.  Additional sales of Canadian production can be expected in the future.  UK production in the second half of 1998 should increase as a result of development programs on our Keddington and Cold Hanworth discoveries.  In 1999 additional  growth in production is projected to come from the Saltfleetby gas reserves being brought on stream and from our major development projects in the North Sea.��

�







Peter A. Braaten                                                             

President and C.E.O.���

May 12, 1998��



HIGHLIGHTS���������1998��1997���1Q��4Q�3Q�2Q�1Q��Production��������   Canada:��������       Oil & NGLs (bbls/d)�2,585��2,663�2,643�2,672�2,805��       Natural Gas (mcf/d)�12,642��13,666�12,886�15,086�13,108��     UK:��������       Oil & NGLs (bbls/d)�3,675��4,005�3,800�4,063�3,400��       Natural Gas (mcf/d)�957��945�638�953�894��     Total:��������       Oil & NGLs (bbls/d)�6,260��6,668�6,443�6,735�6,205��       Natural Gas (mcf/d)�13,599��14,611�13,524�16,039�14,002����������Financial ($000’s)��������   Production revenues  �13,486  ��16,822  �16,588�17,294  �18,277  ��   Cash flow from operations�5,163  ��8,536  �10,439�9,662  �11,014  ��   Net earnings (loss)�(1,991)��1,595  �3,157�2,131  �3,896  ��   Working capital�(2,103)��(146)�   11�(814)�(7,200)��   Total assets�212,806  ��214,467  �190,233�184,928  �165,682  ��   Long term debt�53,571  ��46,308  �59,359�55,930  �37,138  ��   Shareholders’ equity�131,819  ��134,843  �105,203�103,446  �99,403  ��   Capital expenditures�13,414  ��23,237  �11,791�24,021  �8,714  ����������Per share ($)��������   Cash flow�basic�0.26  ��0.42�0.60�0.56�0.65���fully diluted�0.26  ��0.42�0.57�0.52�0.60��   Earnings�basic�(0.10) ��0.08�0.18�0.12�0.23���fully diluted�(0.10) ��0.08�0.18�0.12�0.21��  Dividends��0.05  ��0.05�0.05�0.05�0.05��









�



CONSOLIDATED SUMMARIZED BALANCE SHEETS�����(000’s)�����Unaudited�����As at March 31 �1998��1997  ��Assets�����   Current assets� $         15,199  ��            $         16,808  ��   Property, plant and equipment, net�197,607  ��    148,649  ��   Other assets�-  ��225  ���  212,806 ��165,682  ��Liabilities and shareholders’ equity�����   Current liabilities�           17,302  ��          24,008  ��   Long term debt�  53,571  ��37,138  ��   Future site restoration�  2,366  ��1,264  ��   Deferred income taxes�7,748  ��3,869  ���80,987  ��66,279  ��   Shareholders’ equity�131,819  �� 99,403  ���$         212,806  ��$       165,682  ��





CONSOLIDATED STATEMENTS OF EARNINGS AND RETAINED EARNINGS����(000’s)�����Unaudited�����For the three months ended March 31  �1998  ��1997  ��Revenues�����   Production�$          13,486  ��$          18,277  ��   Royalties, net�  (  975)��  (1,498)���12,511  ��16,779  ��   Interest and other income�129  ��140  ���12,640  ��16,919  ��Expenses�����   Production�5,144  ��3,070  ��   General and administration�  865  ��1,845  ��   Interest�920  ��895  ��   Depreciation, depletion and amortization�6,693  ��5,424  ���13,622  ��11,234  ��Earnings (loss) before income taxes� ( 982) ��5,685  ��   Income taxes�1,009  ��1,789  ��Net earnings (loss)�(1,991) ��3,896  ��Retained earnings, beginning of period�23,643  ��16,454  ��Dividends�(981)��(851)��Retained earnings, end of period�$       20,671  ��$       19,499  ��





























CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION����(000’s)�����Unaudited����For the three months ended March 31�1998  ��1997  ��Operating activities�����   Net earnings (loss)�$         (1,991) ��$         3,896  ��   Depreciation, depletion and amortization�6,693  ��5,424  ��   Amortization of foreign exchange �(48) ��25  ��   Deferred income taxes �  509  ��1,669  ��Cash flow from operations�  5,163  �� 11,014  ��   Change in non-cash working capital� (481)��1,665  ��� 4,682  ��12,679  ��Financing activities�����   Long term debt� 7,262  ��(2,197)��   Purchase of common shares for cancellation�(9)��-��   Redemption of preferred shares�      -  ��(32,926)��   Dividends�(981)��(851)��� 6,272 ��(35,974) ��Investing activities�����   Purchase of property, plant and equipment�( 13,414)��( 8,714)��Effect of translation of foreign currency in subsidiaries�21  ��( 28)��Decrease in cash and short term investments�( 2,439)��(32,037)��Cash and short term investments,  beginning of period� 7,245  ��36,261  ��Cash and short term investments,  end of period�$        4,806  ��$        4,224  ��



Three  months to March 31

��               Nine  months����Average Prices��1998��1997��Canada:�Oil & NGLs ($/bbl)�16.28��26.22���Gas ($/mcf)�1.73��2.47��United Kingdom:�Oil & NGLs ($/bbl)�19.79��27.50���Gas ($/mcf)�4.06��3.81��Total:�Oil & NGLs ($/bbl)�18.44��26.92���Gas ($/mcf)�1.89��2.55��
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