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Management’s discussion and analysis (“MD&A”) contained herein is current to March 2,
2015 and includes an assessment of operations and financial results together with
comments on future prospects and risks. This discussion and analysis by management of the
Company of results of operations and liquidity and financial condition of the Company as at
and for the quarter ended December 31, 2014 should be read in conjunction with the
unaudited condensed consolidated interim financial statements for the six months ended
December 31, 2014 and the audited consolidated financial statements and MD&A as at and
for the year ended June 30, 2014. The unaudited condensed consolidated interim financial
statements of the Company are prepared in accordance with International Financial
Reporting Standards ("IFRS"). Additional information relevant to the Company’s activities
can be found on SEDAR at www.sedar.com and on Azabache’s website at
www.azaenergy.com. Unless otherwise stated, all dollar amounts are expressed in
Canadian dollars.

Forward-Looking Statements

This MD&A includes “forward-looking statements”, within the meaning of applicable
securities legislation, which are based on the opinions and estimates of Management and
are subject to a variety of risks and uncertainties and other factors that could cause actual
events or results to differ materially from those projected in the forward looking
statements. Forward-looking statements are often, but not always, identified by the use of
words such as “seek”, “anticipate”, “budget”, “plan”, “continue”, “estimate”, “expect”,
“forecast”, “may”, “will”, “project”, “predict”, “potential”, “targeting”, “intend”, “could”,
“might”, “should”, “believe” and similar words suggesting future outcomes or statements
regarding an outlook. Such risks and uncertainties include, but are not limited to, risks
associated with the oil and gas industry (including operational risks in exploration,
development and production; delays or changes in plans with respect to exploration or
development projects or capital expenditures; the uncertainty of reserve estimates; the
uncertainly regarding the final award of the land’s titles or their re-classification; the
uncertainty of estimates and projections in relation to production, costs and expenses; the
uncertainty surrounding the ability of Azabache to obtain all permits, consents or
authorizations required for its operations and activities; and health, safety and
environmental risks), the risk of commodity price and foreign exchange rate fluctuations,
the ability of Azabache to fund the capital and operating expenses necessary to achieve the
business objectives, the uncertainty associated with commercial negotiations and
negotiating with foreign governments and risks associated with international business
activities, as well as those risks described in public disclosure documents filed by Azabache.
Due to the risks, uncertainties and assumptions inherent in forward-looking statements,
prospective investors in securities of Azabache should not place undue reliance on these
forward-looking statements. Statements in relation to “reserves” are deemed to be
forward-looking statements as they involve the implied assessment, based on certain



estimates and assumptions, that the reserves described can be profitably produced in the
future.

Readers are cautioned that the foregoing lists of risks, uncertainties and other factors are
not exhaustive. The forward-looking statements contained in this document are made as of
the date hereof and the Company undertakes no obligation to update publicly or revise any
forward-looking statements contained in this document or in any other documents filed
with Canadian securities regulatory authorities, whether as a result of new information,
future events or otherwise, except in accordance with applicable securities laws. The
forward-looking statements contained in this document are expressly qualified by this
cautionary statement.

Company Overview

Azabache Energy Inc. (“Azabache”) is a Tier 2 Junior Exploration Company listed on the TSX
Venture Exchange whose focus is the acquisition, exploration and development of
petroleum and natural gas properties in South America, with its initial focus on Argentina
and Colombia. The Company’s activities are all in the exploration and evaluation stage and
it has incurred losses since its inception on September 21, 2005 due to the absence of
producing properties or other revenue generating activity.

The Company has interests in three properties in Argentina:

1. El Corte - an exploration permit of 41,000 acres in the Neuquén Basin in the province of
Neuquén;

2. Covunco Norte-Sur — a “high exploration” risk permit of 83,000 acres in the Neuquén
Basin in the province of Neuquén, where recent fracture stimulation of an existing well
proved the presence and flow of oil;

3. Loma El Divisadero — an exploitation concession of 42,000 acres in the Neuquén Basin in
the province of Mendoza. The Company has successfully drilled and found oil but it is
high viscosity oil, which is less desirable as the Company’s first production site.

The Company also has exploration, development and exploitation rights in two blocks in
Colombia:

1. La Mona — an exploration block of 110,000 acres in the Lower Magdalena Basin which is
currently on hold and the Company has provided a third party with an option to buy the
property;

2. Antares - an exploration block of 42,000 acres in the Upper Magdalena Basin, a joint
venture in which the Company will no longer invest.

The Company is focusing its resources on developing the two Vaca Muerta properties as
they show the most promise for successful commercialization.

Highlights for the Quarter

The Company concluded an agreement with the Province of Neuquén to extend each of its
petroleum and natural gas leases for the Company’s Vaca Muerta properties. On December
19, 2014 the Governor of Neuquén signed Executive Order No. 2987/14 and No. 2988/14
pursuant to which a third exploratory period of the El Corte Block and the categorization of
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the Covunco Norte-Sur block as an “area under evaluation” was approved in accordance
with the following terms:

El Corte Block:

* Term of the Third Exploratory Period: from May 12, 2014 to May 11, of the 2016;

* A50 % relinquishment of the area, leaving a remaining total surface of 170 sq-km divided
in two blocks (Block | 91-sg-km, Block Il 79-sg-km);

« Annual Lease fee of AR$43,757.28.

Covunco Norte-Sur Block:

Term of the Evaluation Period: a five-year period, effective from April 22, 2014, and expiring
on April 21, 2019.

Investment requirements are divided into three 3 Sub-Periods as follows:

(i) The first sub-period of thirty-six (36) months, from April 22, 2014, which comprises: a) the
drilling of two vertical wells targeting the Vaca Muerta formation, although one of them shall
also be aimed to evaluate the Tordillo formation, b) a 180 sq-km 3D seismic program, c) two
unconventional fractures, and d) one hundred and twenty (120) Working Units (equivalent to
USS 600,000) intended for corporate social responsibility and further requirements of the
Applicable Authority;

(ii) The second sub-period of twelve (12) months, which includes the drilling and completion
of three (3) wells; and

(iii) The final third sub-period of twelve (12) months, which entails the drilling and completion
of six (6) wells.

On December 30, 2014, the Company announced that it had retained the services of Fenix

Partners, an investment banking firm, to assist with finding a long term partner to provide
both funding and expertise in developing the Vaca Muerta properties.

Business Environment

Argentina

Inflation continues to run in the high teens to low twenties and the official peso rate is
approximately 7.5 while the blue rate trading offshore is closer to 13.5 pesos to the dollar.
Meanwhile, the international oil price has been greatly reduced due to over supply.

Despite this gloomy overview, the longer-term outlook is positive. The three top candidates
for the next President of Argentina are all pro-business. The recent changes in hydro-carbon
laws provide better incentives for foreign investors, higher prices for oil and opportunities to
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remit a portion of long term profits back to offshore parent companies.

In the meantime, the country continues to be a high-inflation environment with strong unions,
21% value-added taxes and a currency exchange program, which is significantly below market
rates.

The most recent positive news was the approval of a new energy program with the
provinces voted into law on October 28, 2014 providing strong economic incentives for
foreign investment in the energy arena (see Highlights).

The political groundswell is moving Argentina to a more responsible monetary and fiscal
policy. The development and exploitation of its energy resources have been identified as a
crucial part of the positive contribution needed to its economy.

The country has a serious deficit of hydrocarbons and is importing gas and crude at
accelerated rates in a context of devaluation and inflation. The only way for its economy to
become sustainable is to adopt a serious change in its exploration strategy, mainly led by
the promising resources of the Vaca Muerta shale oil and other tight gas reservoirs present
in the Neuquén Basin, one of its most prolific basins. That is going to be the real challenge
in the years to come and opening its economy to foreign investment and technology will be
the key to the achievement of the strategy.

Colombia

Colombia remains attractive to foreign investment and companies are adding oil and gas
production and reserves. However there have been delays in approving environmental
licences to drill, affecting most companies’ drilling schedules.

Strategic direction

The Company has reached an agreement with the Government of Neuquen and its partner,
GyP, on the future development requirements for both the Covunco and El Corte blocks.
The Company has agreed that over the next 3 years, they will complete 76,000 acres of 3D
seismic, fracture stimulate two existing wells and drill and fracture stimulate 3 new vertical
wells. The cost of this program has been estimated at approximately $60 M.

Operations in Colombia have been delayed by environmental and other issues. With
respect to the Antares Block, given the inability to proceed with further work, the Company,
along with property’s operator and the ANH are evaluating ways of terminating the Antares
E&P Contract.

The Company has received the necessary government approvals to proceed with the drilling
of a first well on the La Mona block. However, the Company has a time restriction due to
water shortages and can only commence drilling operations after April 2015.

Despite the successful completion of the private placement and the completion of the Loan
Agreement with RBE, the call option granted on the La Mona property in Colombia and the
issuance of a $1 million convertible loan, the Company recognizes the large amount of
capital that will be required to develop its Vaca Muerta land holdings and the low
probability of financing these expenditures on its own. The Company continues to evaluate
the best ways to finance the development of its assets. The various alternatives may involve
a farm out, acquisition, sale or merger of the company, an equity investor or some other
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transaction that will advance the interest of shareholders. The Company is currently
evaluating the use of financial advisors to assist them in meeting its financing objectives.

Property Review — Activities during the Quarter

Covunco Norte-Sur and El Corte Block (Argentina)

The Company completed its technical evaluation of the fracture stimulation and
subsequent oil find from the March 2014 operations. The Company’s staff also worked
with Gaffney Cline and Associates. The Company has proved that a substantial acreage in
the Covunco and El Corte blocks has oil. The Company’s analysis shows a constant 100 m
layer demonstrating high oil content and this layer is consistent throughout the property.

The next steps are to place the Cvo.x-2 well back in production, fracture stimulate another
the well and complete the 3D seismic program for the property.

Loma El Divisadero Block (Argentina)

There has been no work completed on the Loma El Divisadero Block as the Company is still
in discussions with the provincial government regarding ownership of the block. At this
time, the Company does not see a resolution to the ownership issue and subsequent lease
payments and further development until 2015.

Antares Block (Colombia)

The Company entered into a farm-in agreement along with certain related agreements
(“FOA”) with Petréleos del Mar S.A. (“Petromar”) to farm into the Antares Block. Under the
agreements, Azabache acquired a 50% working interest in the Antares block, an exploration
block located in the Upper Magdalena Basin, Colombia (the “Antares Block”). Petromar had
acquired its interest in the Antares Block pursuant to an exploration and production
contract (the "Antares E&P Contract") between Petromar and the Agencia Nacional de
Hidrocarburos of Colombia ("ANH").

The ANH and the Operator have been negotiating the future of the Antares Block for
several months and it currently appears that it will be unlikely that they will be able to
reach an agreement that would allow further exploration activities on the Block. The ANH,
operator and the Company have not yet reached a definitive agreement. The ANH has been
analyzing the termination proposal submitted by the operator in September 2013.

There was no progress to report during the current quarter.
La Mona Block (Colombia)

On December 31", 2014, the ANLA granted the Company the environmental licence for the
La Mona block. The licence authorizes Azabache to perform the following main activities,
under some conditions, which are carefully listed in the Resolution 1131:

* Adaptation and maintenance of existing roads

* Construction of roads for access to the drilling locations

* Construction of two (2) drilling locations, which can have two (2) wells each

* Drilling and production testing

* Crude oil transportation by tank car or flow line depending on the results of the
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drilling
* Early production facilities
* Decommissioning and abandonment.

The Company may not take water from the Aracataca River during the period December
through March and so drilling cannot commence until April of 2015.

Other matters
Arabal Option

During fiscal 2012, the Company paid a success fee to a non-related third party for assisting
in the acquisition of additional areas in the El Corte block. This success fee superseded an
earlier success fee structured as a Net Profits Interest over the original El Corte area.
Payments totaling $1,203,130 were made in December 2011 and January 2012 in respect of
the original Net Profits Interest. As well the Company agreed to pay a success fee for
assisting with the acquisition of the new 18,800 hectare area in the El Corte Block
structured as a 1.5% gross overriding royalty over the new area. Until November 22, 2013,
the Company had the right to acquire the 1.5% royalty interest for a payment of US$2.36
million and if the Company did not exercise this right the holder could require the Company
to purchase the royalty for USS2.36 million for a period of 30 days from that date.

The parties agreed to continue with a monthly payment schedule. The monthly payments
will increase from USS$45,000 to US$67,000 starting in March 2015.

Review of Operations

None of the properties in which the Company holds an interest recorded production
income as of December 31, 2014.

During the quarter ended December 31, 2014, the Company recorded a loss of $1,122,246
(50.01 per share) compared to a loss of $1,554,476 ($0.01 per share) for the same period in
the prior year. For the six months ended December 31, 2014, the loss amounted to
$2,687,560 compared to $2,346,103 for the previous year.

The Company’s expenses and explanations of other variances are as follows:
Salaries and Consulting Fees

Total compensation expense for the quarter amounted to $537,657 compared to $744,650.
The Company has reduced staffing in both Argentina and Colombia, given the sluggish oil
economy.

General and administration

The company has reduced its G & A expenses during the quarter. It has closed its
administration office in Calgary and outsourced the service requirements to a third-party
provider.

Professional fees



Professional fees in the quarter ended December 31, 2014 included the cost of preparation
of a resource report for use in evaluating the Company’s shale assets in Argentina and
assisting in securing future financing. The fees were actually paid in January 2015.

Finance charges

The Company entered into 2 separate loan agreements during the current fiscal year
increasing its year over year outstanding debt from $350,000 to $4,753,631. Finance
charges for the quarter amounted to $165,899 versus $52,452 for the same period last
year.

Capital Resources, Capital Expenditures, Liquidity and Going Concern

As at December 31, 2014, the Company had current assets of $956,804 comprised primarily
of cash and cash equivalents, and current liabilities of $6,250,902 resulting in a working
capital deficiency of $5,294,098 (June 30, 2014 - $659,912).

Management estimates that it presently does not have adequate working capital to fund all
of its planned activities for the 2015 fiscal year. These matters raise significant doubt about
the ability of the Company to continue to meet its obligations as they become due. The
Company currently relies on equity and debt financing and farming out interests in its
properties to other companies to maintain its ongoing exploration programs and property
commitments and for administrative purposes. Due to recent government decrees from
the Argentine government, there is considerable uncertainty with respect to the investment
climate in that country. Since a material part of the Company’s assets are in Argentina, this
uncertainty may impair the ability of the Company to raise additional equity funding or to
secure suitable arrangements with other companies to develop its properties. The
Company’s ability to continue operations is dependent on its ability to secure this
additional funding. The Company’s plan is to secure a farm-in arrangement for the
Patacones-1 well in Colombia (although sufficient funds are available in escrow) and obtain
additional financing for the continued exploration of the Vaca Muerta in Argentina. The
success of these initiatives cannot be assured.

The Company expects to fund planned expenditures for fiscal 2015 with proceeds from
resources on hand, farm outs and possible debt and equity issues.

Financing

On December 15, 2014 the Company announced a loan program to borrow up to
$3,500,000 to fund ongoing operations while working with Fenix Partners to identify a long-
term financial and/or operating partner.

The Company closed $2,365,000 of the loans on January 15™. Terms of the loan were 18
months to maturity with an interest coupon of 4%. The loans were sold at a 7% discount to
face value. The Company awarded 4 common shares of the corporation for every $1 of face
value of the bonds. The proceeds will be used for general corporate purposes.

On September 19, 2014, the Company closed a non-brokered financing (the "Debt
Offering") of a $1,000,000 convertible, unsecured interest-bearing loan (the "Convertible
Loan") with an insider of the Company. The loan will bear interest at a rate of 8% per
annum with a term of one year. At maturity, the loan may be convertible into Common
Shares of the Company at a conversion price of $0.16 per share.
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On July 25, 2014, RBE and the Company entered into a Loan Agreement whereby the entire
amount paid by RBE under the PA and the Termination Agreement was converted to a
convertible loan from RBE to Azabache. The loan is for a principal amount of US$3,200,000,
bears interest at a rate of 6% per annum and matures on July 25, 2015. Under certain
circumstances the loan balance may be converted into Common Shares of the Company.

Azabache has no current source of recurring revenue, and there is no assurance that
additional funding will be available to the Company to carry out the completion of its
planned exploration activities, or to bring properties into commercial production.

Disclosure of Outstanding Share Information

The following table sets forth information concerning the outstanding securities of the
Company as at March 2, 2015:

Number
Common Shares 187,117,399
Warrants 15,278,072
Options 8,375,000

The Company granted 7,375,000 options under the Stock Option Plan during the year
ended June 30, 2014. One-third of these options vested immediately, with the remainder
vesting equally on the 1* and 2" anniversary of the grant date.

Transactions with Related Parties

Certain officers and directors provide consulting services to the Company. For the six
months ended December 31, 2014 these expenditures amounted to $131,523 (six months
ended December 31, 2013 - $128,258). As at December 31, 2014 accounts payable and
accrued liabilities include $28,880 (June 30, 2014 - $65,737) in amounts due to related
parties with respect to these services. These services were provided to the Company, with
the amounts payable varying according to the level of service provided, at commercially
reasonable rates negotiated by the Company.

Additional Disclosure for Venture Issuers without Significant Revenue

The Company has acquired an interest in five properties over the past 5 years, none of
which have reached production yet. As of June 30, 2014 the Company had incurred total
costs, net of impairment provisions and write-downs, of $20,831,861 with respect to these
properties of which $873,316 was incurred in the quarter ended December 31, 2014.

Critical Accounting Estimates

The preparation of financial statements in conformity with IFRS requires management to
make estimates and assumptions that affect the amounts reported in the financial
statements and accompanying notes. Significant estimates and judgements used in the
preparation of the financial statements are described in Note 4 to the Company’s
consolidated annual financial statements for the year ended June 30, 2014. The most
significant estimates and assumptions include oil and gas properties and related deferred
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costs, estimated useful life of capital assets, determination as to whether costs are
expensed or deferred, the existence and amount of decommissioning obligations, stock
based compensation valuations, values ascribed to related party transactions and balances
and future income tax assets and liabilities. Actual results could differ from those
estimates.

Business Risks and Uncertainties

The Company operates in the petroleum and natural gas industry in more than one foreign
jurisdiction. There are a number of risks and uncertainties associated with the exploration
for and development and acquisition of crude oil and natural gas, particularly where such
operations are located in foreign countries, many of which are beyond the control of the
Company. The following outlines some of the principal risks and their potential impact on
the Company:

Exploration, Development and Production Risks

Oil and gas exploration involves a high degree of risk and there is no assurance that
expenditures made on future exploration activities by the Company will result in new
discoveries of oil, condensate or natural gas that are commercially viable or economically
producible. Holders of securities of the Company must rely on the ability, expertise,
judgment, discretion, integrity and good faith of management of the Company. It is difficult
to project the costs of implementing any exploratory or developmental drilling program due
to the inherent uncertainties of drilling in unknown formations, the costs associated with
encountering various drilling conditions such as over pressured zones and tools lost in the
hole and changes in drilling plans and locations as a result of prior exploratory wells or
additional seismic data and interpretations thereof. In certain instances, the Company may
be precluded from pursuing an exploration program or decide not to continue with an
exploration program, and such an occurrence may have a negative effect on the value of
the securities of the Company.

Future oil exploration may involve unprofitable efforts, not only from dry wells, but from
wells that are productive but do not produce sufficient net revenues to return a profit after
drilling, operating and other costs. Completion of a well does not assure a profit on the
investment or recovery of drilling, completion and operating costs. In addition, drilling
hazards or environmental damage could greatly increase the cost of operations, and various
field operating conditions may adversely affect the production from successful wells. These
conditions include: delays in obtaining governmental approvals or consents, shut-ins of
connected wells resulting from extreme weather conditions, insufficient storage or
transportation capacity, or other geological and mechanical conditions. While diligent well
supervision and effective maintenance operations can contribute to maximizing production
rates over time, production delays and declines from normal field operating conditions
cannot be eliminated and can be expected to adversely affect revenue and cash flow levels
to varying degrees.

Operating Hazards

There are risks associated with the drilling of oil and natural gas wells, including
encountering unexpected formations or pressures, premature declines of reservoirs, blow-
outs, craterings, sour gas releases, fires and spills. Reduced revenues or losses resulting
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from the occurrence of any of these risks could have a material adverse effect on the
Company and its future results of operations. The Company may become subject to liability
for pollution, blow-outs or other hazards. The Company has insurance with respect to these
hazards; however, such insurance has limitations on liability that may not be sufficient to
cover the full extent of such liabilities. The payment of such liabilities could reduce the
funds available to the Company or could, in an extreme case, result in a total loss of its
properties and assets. Moreover, there can be no assurance that the Company will be able
to maintain adequate insurance in the future at rates that are considered reasonable. Oil
and natural gas production operations are also subject to all the risks typically associated
with such operations, including premature decline of reservoirs and the invasion of water
into producing formations.

The Company could become responsible for costs associated with complying with new
environmental regulations, and abandoning and reclaiming wells, facilities and pipelines,
which it uses for production of its oil and gas reserves. Abandonment and reclamation of its
current facilities and the costs associated therewith is often referred to as
“decommissioning”. In accordance with IFRS, the Company has established a reserve for
the estimated costs of reclaiming its properties. Should the estimates of the costs of
decommissioning exceed the value of the reserve remaining at any particular time to cover
such decommissioning costs, the Company may have to draw on funds from other sources
to satisfy such expenses. The use of other funds to satisfy such decommissioning expenses
could have a material adverse effect on the financial position and future results of the
operations of the Company.

Crude Oil and Natural Gas Development

No proved or probable reserves have been assigned to the properties in which the
Company has working interests. There is no guarantee that the Company's contingent
reserves will be produced. The future value of the Company is therefore dependent on the
success or otherwise of its activities. Exploration, appraisal, and development of crude oil
and natural gas reserves is speculative, involves a significant degree of risk, and few
properties that are explored are ultimately developed into new reserves. If at any stage the
Company is precluded from pursuing its exploration or development programs, or such
programs are otherwise not continued, the Company's business, financial condition and/or
results of operations is likely to be materially adversely affected.

The Company's operations are subject to all the risks normally associated with the
exploration, development and operation of crude oil and natural gas properties and the
drilling of crude oil and natural gas wells, including encountering unexpected formations or
pressures, premature declines of reservoirs, potential environmental damage, blow-outs,
cratering, fires and spills, all of which could result in personal injuries, loss of life and
damage to property of the Company and others. In accordance with customary industry
practice the Company does maintain insurance coverage, but is not fully insured against all
risks, nor are all such risks insurable. Environmental regulation is becoming increasingly
stringent and costs and expenses of regulatory compliance are increasing.

No Assurance of Commerciality of Existing Fields or Future Discoveries
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There is no assurance that oil or natural gas will be capable of production in sufficient
guantities to make existing fields or future discoveries commercially viable or economic for
the Company, or that the existing fields will be able to maintain their economic viability as
projected. The long-term viability of the Company depends on its ability to find or acquire,
develop and commercially produce additional oil, condensate and natural gas reserves. The
future of the reserves of the Company will depend not only on the ability of the Company
to develop its present properties, but also on its ability to select and acquire suitable
producing properties or prospects.

Fluctuation of Commodity Prices

Oil and natural gas are commodities whose prices are determined based on world demand,
supply and other factors, all of which are beyond the control of the Company. Crude oil is
influenced by the world economy and OPEC’s ability to adjust supply to world demand.
Political events can trigger large fluctuations in oil price levels. Natural gas prices in general
are influenced by factors within North America and for Azabache are subject to government
regulation in Argentina and Colombia. World prices for oil and natural gas have fluctuated
widely in recent years. Future price fluctuations in world prices are expected and will have a
significant impact upon the projected revenue of the Company, the projected return from
its existing and future reserves and the general financial viability of the Company.

The oil and natural gas prices realized by the Company are affected by factors such as
supply and demand, oil quality and transportation adjustments. The Company expects to
market its oil and natural gas production in a consistent manner but will still be subject to
regulatory changes in Argentina and Colombia. In November 2007 the Argentine
government announced an increase in the export tax on crude oil and refined products.

Environmental Regulation

The current and future operations of the Company that are conducted in Argentina and
Colombia are subject to environmental regulations promulgated by the enforcement
authorities of Argentina and Colombia. Current environmental legislation in Argentina and
Colombia provides for restrictions and prohibitions on spills, releases or emissions of
various substances produced in association with oil, condensate and natural gas operations.
The Company must perform its operations according to the high standards of the oil and
gas industry. In addition, certain most of operations may require the submission and
approval of environmental impact assessments. The existing operations of the Company are
subject to such environmental policies and legislation. Environmental legislation and policy
is periodically amended. Such amendments may result in stricter standards and
enforcement and in more stringent fines and penalties for non-compliance.

Title Risks

Although title reviews are done according to industry standards prior to the purchase of oil
and gas properties or the commencement of workovers or drilling wells, such reviews do
not guarantee or certify that an unforeseen defect in the chain of title will not arise to
defeat the claim of the Company and impact future revenue. In civil law jurisdictions such
as Argentina or Colombia, legal title is not perfected until such time as the appropriate
governmental authorities approve the assignment of a participating interest, record the
titleholder in the applicable registry and issue a decree. This process can take time and
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currently in Argentina it can take several years. As a result, it is common practice for
commercial parties to proceed with the completion of an acquisition, notwithstanding the
fact that governmental approval may take years to properly reflect these business dealings.
In these cases, title review due diligence involves ensuring that the current title holder has
started the different authorization procedures, and also involves an update as to the status
of the required authorizations.

Azabache's Loma El Divisadero Block concession has been reviewed by the applicable
regulatory authorities in Argentina following the application for an exploitation concession
which has been formally awarded by a provincial decree. Subject to fulfilling some
conditions and obtain some additional approvals, the Executive Order Nro 3718/08 has
authorized all assignments made in connection with the area CNQ-33 Loma El Divisadero,
the authorization was granted using the shortcut method. This assignment has been made
so that Azabache may continue operating, as the sole holder of the production concession
of all hydrocarbon production and development works under the terms of Section 9 and
subsequent ones of Law N2 7.526, and additional regulations and rules. Formal notarizing of
this last assignment has been delayed.

Risks of Foreign Operations

All of the current crude oil and natural gas properties and operations of the Company are
located in South America. As such, the Company is subject to political, economic, and other
uncertainties, including, but not limited to, expropriation of property without fair
compensation, changes in energy policies or the personnel administering them,
nationalization, currency fluctuations and devaluations, exchange controls and royalty; tax
increases and other risks arising out of foreign governmental sovereignty over the areas in
which the Company's operations are conducted, as well as risks of loss due to civil strife,
acts of war, guerrilla activities and insurrections. The Company's operations may also be
adversely affected by laws and policies of Canada affecting foreign trade, taxation and
investment. In the event of a dispute arising in connection with the Company's operations
in Argentina and Colombia, or other foreign jurisdictions, the Company may be subject to
the exclusive jurisdiction of foreign courts or may not be successful in subjecting foreign
persons to the jurisdictions of the courts of Canada or enforcing Canadian judgments in
such other jurisdictions. The Company may also be hindered or prevented from enforcing
its rights with respect to a governmental instrumentality because of the doctrine of
sovereign immunity. Accordingly, the Company's exploration, development and production
activities in Argentina and Colombia could be substantially affected by factors beyond the
Company's control, any of which could have a material adverse effect on the Company.

Foreign Currency Exchange Rates

Many of the operational and other expenses incurred by the Company are paid in US
dollars, Argentine Pesos, Colombian Pesos or in local currency of the country where
operations are performed. Crude oil sales in Argentina and Colombia are denominated in
US dollars, natural gas sales are denominated in local currencies and operating and capital
costs are generally incurred in Argentine Pesos, Colombian Pesos and U.S. dollars. The
assets and liabilities of the Company are recorded in Canadian dollars. As a result,
fluctuations in the US dollar, Argentine Peso, Colombian Peso and other local currencies in
foreign jurisdictions in which the Company may operate in the future, or where properties
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of the Company are located, against the Canadian dollar could result in unanticipated and
material fluctuations in the financial results of the Company.

Liquidity Risk

The Company will require substantial additional funds to further explore and, if warranted,
evaluate and develop one or more of its exploration properties. The Company has limited
financial resources and no current source of recurring revenue, and there is no assurance
that additional funding will be available to the Company to carry out the completion of its
planned exploration activities, for additional exploration or for the substantial capital that is
typically required in order to place a property into commercial production. There can be no
assurance that the Company will be able to obtain adequate financing in the future or that
the terms of such financing will be favorable. Failure to obtain such additional financing
could result in the delay or indefinite postponement of further exploration and property
development. The terms of any additional financing obtained by the Company could result
in substantial dilution to the shareholders of the Company.

Various factors including the Company’s exploration results could cause significant
fluctuations in the price and volume of trading in the Common Shares of the Company.

Competition

A number of other oil and gas companies operate and are allowed to bid for exploration
and production licences and other services in countries in which the Company operates,
thereby providing competition to the Company. Larger companies which may have access
to greater resources than the Company, may be more successful in the recruitment and
retention of qualified employees, and may conduct their own refining and petroleum
marketing operations, which could give such companies a competitive advantage over the
Company. In addition, actual or potential competitors may be strengthened through the
acquisition of additional assets and interests.

Requirement for Permits and Licences

The operations of the Company require the Company to obtain licences for operating,
permits, and in some cases, renewals of existing licences and permits from the enforcement
authorities in Argentina and Colombia and possibly governmental agencies in other foreign
jurisdictions. The Company believes that it currently holds or has applied for all necessary
licences and permits to carry on the activities which it is currently conducting under
applicable laws and regulations in respect of its properties, and also believes that it is
complying in all material respects with the terms of such licences and permits. However,
the ability of the Company to obtain, sustain or renew such licences and permits on
acceptable terms is subject to changes in regulations and policies and to the discretion of
the enforcement authorities or other governmental agencies in foreign jurisdictions.

Financial Resources

The Company does not currently have sufficient working capital to pursue its current
exploration targets. Additional capital will be required for the Company to continue
development and realize the potential of its properties. There is no assurance that the
Company will be successful in obtaining required additional financing, and the Company
recognizes that the current environment may restrict the ability to raise capital.
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Substantial Capital Requirements

In order to completely exploit its existing properties and create future growth, the
Company anticipates making substantial capital expenditures for the acquisition,
exploration, development and production of oil and natural gas reserves in the future.
Industry activity and uncertain global markets may impair the Company’s ability to access
capital. There can be no assurance that debt or equity financing, or cash generated by
operations will be available or sufficient to meet these requirements or for other corporate
purposes or, if debt or equity financing is available, that it will be on terms acceptable to
the Company. The inability of the Company to access sufficient capital for its operations
could have a material adverse effect on the Company’s business financial condition, results
of operations and prospects.
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