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INTRODUCTION

1. FTI Consulting Canada Inc. ("FTI Consulting" or tHeroposed Monitor") has
been advised that Endurance Energy Ltd. (“Enduramcethe “Applicant”)
intends to make an application under @@mpanies' Creditors Arrangement Act
R.S.C. 1985, c. C-36, as amended (the "CCAA") foiratial order (the "Initial
Order") grantingjnter alia, a stay of proceedings against Endurance untg 29n
2016, (the "Initial Stay Period") and appointingl FJonsulting as Monitor. The
proceeding to be commenced by the Applicant unader@CAA will be referred
herein as the CCAA proceeding (the “CCAA Proceeting

2. FTI Consulting is a trustee within the meaning eét®on 2 of theBankruptcy and
Insolvency AGtR.S.C. 1985, c. B-3, as amended, and is not sutgeany of the
restrictions on who may be appointed as monitoosein section 11.7(2) of the
CCAA. FTI has provided its consent to act as Maniothis CCAA Proceeding,
a copy of which is attached to the VanSickle Ihittxder Affidavit (defined
herein).

3. The purpose of this report is to provide this Haadle Court with an overview
of the state of the business and affairs of thelidapts, the causes of its financial

difficulty and the Proposed Monitor's comments on:

(@) the Applicant’'s weekly cash flow forecast for theripd of May 30, 2016
to week ending August 26, 2016 (the “Forecast ME&ricand the

reasonableness thereof, in accordance with s. @3(@f)the CCAA;
(b) the following proposed coudrderedcharges:

« the administrative charge (the "Administrative Gje);

ﬁF T I
CONSULTING



. the charge securing the Interim Loan (the "Interirander’s
Charge"); and

. the directors & officers' charge (the "Directorsa@ie").

TERMS OF REFERENCE

4.

In preparing this report, the Proposed Monitor edied upon unaudited financial
information of the Applicant, the Applicant’s boo&ad records, certain financial
information prepared by the Applicants and disaussiwith various parties,
including senior management (“Management”) of thgplicant (collectively the
“Information”). Except as described in this repdhte Proposed Monitor has not
audited, reviewed or otherwise attempted to vehfy accuracy or completeness
of the Information in a manner that would complythwiGenerally Accepted
Assurance Standards pursuant to the Chartered SBrof@l Accountants of
Canada Handbook.

The Proposed Monitor has not examined or reviewedntial forecasts and
projections referred to in this report in a mantiet would comply with the
procedures described in the Chartered Professidwabuntants of Canada
Handbook. Future oriented financial information odpd or relied on in
preparing this report is based on Management'sngsons regarding future
events and actual results may vary from forecast such variations may be

material.

The Proposed Monitor has prepared this report imeotion with the application
for the proposed Initial Order to be filed by thepphcants (the “Initial
Application”). This report should not be relied fam other purposes.

Unless otherwise stated, all monetary amounts gwedaherein are expressed in

Canadian dollars.
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8.

This report should be read in conjunction with #kdavit of Mr. Steven
VanSickle sworn on May 30, 2016 (the “VansicklgildiOrder Affidavit”) to be
filed in support of the Applicant’s application faelief under the CCAA.

OVERVIEW OF BUSINESS

10.

11.

12.

Endurance is a private oil and gas exploration pdiuction company with its
operations focused on natural gas assets in thdeviie€anadian Sedimentary

Basin. Endurance has its head office in CalgalyesAa.

Endurance’s operations are focused in northea8etish Columbia (the “Sierra
Field Assets”) which produces approximately 85 mmtiatural gas per day.
Endurance also owns various facilities includingnpoessor stations, pipelines

and gas processing facilities.

Further details with respect to Endurance’s openatiare included in the
VanSickle Initial Order Affidavit.

The decline in global natural gas prices has reduh a significant reduction in
the Applicant’s operating income such that it canlanger meet its liabilities as
they become due. Furthermore the Applicant is fa@anliquidity crisis and is
projecting an immediate need for additional finaggiall of which is described in
additional detail in the VanSickle Initial Orderfifavit. The liquidity needs and

proposed interim financing are described in furtheail below.
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13.

Furthermore, the lenders to Endurance, comprisitBICC BMO, HSBC Bank
Canada, TD, ATB and Union Bank, Canada Branchéctitely, the “Lenders”),
have recently issued a notice to the Applicant thatborrowing base had been
updated effective as of March 31, 2016 in the amhair$160 million, which
resulted in a shortfall of $71 million. Given therrowing base shortfall, the
Lenders were not required to make any further lammgs available to the

Applicant, and accordingly, Endurance has no ligyicurrently available.

CASH FLOW STATEMENT

14.

The Applicant has prepared a weekly cash flow ptege for the Forecast Period
(the “Cash Flow Statement”). A copy of the signeskIiC Flow Statement, notes
and a report containing the prescribed represenaiof Endurance regarding the
preparation of the Cash Flow Statement are attathehis report as Appendix

“A”.
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15. The Cash Flow Statement for the Initial Stay Peand the Forecast Period is

summarized in the table below.

Initial Stay Forecast
Period Period
(May 30 to June 29) (May 30 to Aug 26)
Opening Cash - -
Cash Receipts
Revenue 3,942,771 13,587,945
Total - Operating Receipts 3,942,771 13,587,945
Cash Disbursements
Royalty Expense 22,709 57,509
Operating Expense 3,557,391 8,649,338
Monthly AER LLR Deposit Payments 663,034 1,263,034
Property Taxes 3,537,324 3,537,324
Capital Expenditure 50,000 150,000
Transportation 1,623,073 3,869,181
Payroll 1,398,662 3,071,148
G&A 464,660 938,005
Professional Fees 1,725,000 2,325,000
Interest/Fees 612,514 1,601,760
Tax/Other (13,230) 152,770
Total - Operating Disbursements 13,641,136 25,615,068
Total Net Cash Flow (9,698,366) (12,027,124)
DIP Financing 10,400,000 14,300,000
Ending cash 701,634 2,272,876

16. The Cash Flow Statement indicates the followingier Forecast Period:

(@) total cash receipts excluding advances under thygosed Interim Loan of
$13.6 million;

(b) total cash disbursements of $25.7 million;
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17.

18.

19.

(c) total disbursements relating to the professionas f@nd restructuring costs

of $2.3 million; and

(d) total estimated draws under the Interim Loan ofrapimately $14.4
million, as discussed in further detail below.

The Cash Flow Statement indicates the followingtlfier period May 30, 2016 to
June 28, 2016 (the “Initial Stay Period”):

@) total cash receipts excluding advances under thygosed Interim Loan of
$3.9 million;

(b) total cash disbursements of $13.6 million;

(c) total disbursements relating to the professionas f@nd restructuring costs

of $1.7 million; and

(d) total estimated draws under the Interim Loan ofrapimately $10.4

million.

The Proposed Monitor’s review of the Cash Flow &tant consisted of
inquiries, analytical procedures and discussiolated to information supplied by
certain members of Management and other employéeEndurance. Since
hypothetical assumptions need not be supported, Rheposed Monitor's
procedures with respect to them were limited tolatang whether they were
consistent with the purpose of the Cash Flow Staténirhe Proposed Monitor
has also reviewed the support provided by Manageni@n the probable

assumptions and the preparation and presentatitre @@ash Flow Statement.

Based on the Proposed Monitor's review, nothingdwase to its attention that

causes the Proposed Monitor to believe that, ireapects:
6
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20.

21.

22.

23.

(@)  The Hypothetical Assumptions are not consistenh whe purpose of the

Cash Flow Statement;

(b)  As at the date of this report, the Probable Assionptdeveloped by
Management are not Suitably Supported and consistéim the plans of
Endurance or do not provide a reasonable basisther Cash Flow

Statement, given the Hypothetical Assumptions; or

(c) The Cash Flow Statement does not reflect the Ptelzaid Hypothetical
Assumptions.

Since the Cash Flow Statement is based upon assmsptegarding future
events, actual results will vary from the infornoati presented even if the

Hypothetical Assumptions occur, and the variatioras be material.

Accordingly, the Proposed Monitor expresses norasee as to whether the Cash
Flow Statement will be achieved. The Proposed Morekpresses no opinion or
other form of assurance with respect to the acguod@ny financial information

presented in this report, or relied upon by itiegaring this report.

The Cash Flow Statement has been prepared solelyth® purposes of
determining the liquidity requirements of the Aggint during the CCAA
Proceeding, using Probable and Hypothetical Assiom@t and readers are

cautioned that it may not be appropriate for ofheposes.

All terms used but not defined in this section lo¢ report have the meanings
ascribed to them in the Canadian Association oblirecy and Restructuring
Professionals (“CAIRP”) Standard of Practice No:-109Cash-Flow Statement,
approved, ratified and confirmed by CAIRP member#agust 21, 2009.
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PROPOSED INTERIM LOAN

24. As set out in the VanSickle Initial Order AffidayviEndurance is currently
suffering a liquidity crisis and will require funtl to maintain its operations.
Accordingly, Endurance is seeking Court approvaliferim financing during
the proposed CCAA Proceeding (the “Interim Loani)the amount of US$15
million. The Cash Flow Statement indicates thatlaterim Loan of US$15
million provides sufficient liquidity during the ital Stay Period and will provide
sufficient funding for the Forecast Period. Theiim Loan is being provided by
Warburg Pincus LLC (the “Interim Lender”). The Mtor understands that the
Interim Lender holds the majority of the Applicanéquity (approximately 85%).

25. A copy of the proposed Interim Loan agreement {thierim Loan Agreement”)
is attached to the VanSickle Initial Order Affidavi

AMOUNT AND PRIORITY OF COURT ORDERED CHARGES

26. Certain Court-Ordered charges are contemplatecheénlinitial Order with the

following proposed priority ranking:
(@) Administration Charge;
(b) Interim Lender’s Charge (discussed above); and

(c) Directors’ Charge.
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Administration Charge

27.

28.

The proposed Initial Order provides for an Admirasbn Charge in an amount
not to exceed $2,500,000, charging the assetsoApiplicant’s to secure the fees
and disbursements incurred in connection with ses/rendered to the Applicant
both before and after the commencement of the C@Adkeedings by counsel to
the Applicant, the Proposed Monitor, and the Pregddonitor's counsel, as well

as the financial advisor to the Applicant.

The Proposed Monitor believes it is appropriate tha proposed beneficiaries of
the Administration Charge be afforded the benefieacharge as they will be
undertaking a necessary and integral role in thA&A@roceeding. The Proposed
Monitor has reviewed the underlying assumptionsnupbich the Applicant has
based the quantum of the proposed Administratioar@d the complexities of
the CCAA Proceedings and the services to be pravigethe beneficiaries of the
Administration Charge and is of the view that thepwmsed quantum of the

Administration Charge is reasonable and appropiiatiee circumstances.

Interim Lender’s Charge

29.

The proposed Initial Order provides for the Intetisnder’'s Charge in favour of
the Interim Lender in the amount not to exceed WBS$illion charging all of
the assets of the Applicant. The Interim Lenderlsa@e is proposed to rank

immediately subsequent the Administration Charge.
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30.

The Proposed Monitor has considered the Applicaash flow requirements and
the consequent need for the proposed Interim Lowh understands that the
Interim Lender is not prepared to make the Intdroan without the benefit of the
Interim Lender’s Charge. Accordingly, the Proposéahitor is of the view that

the Applicant’'s request for the Interim Lender's a@je is reasonable and

appropriate in the circumstances.

Directors’ Charge

31.

32.

33.

The Initial Order provides for a Directors’ Chamyeer the property of Endurance
in favour of the directors and officers of the Appht as security for the
indemnity contained in the Initial Order in respeétspecified obligations and
liabilities that they may incur after the commeneatof the CCAA Proceeding.
The Directors' Charge will not exceed an aggregateunt of $1.0 million and

will rank immediately subsequent to the Interim deris Charge.

The amount and priority ranking of the Director$la@e have been negotiated

and agreed upon with the Interim Lender.

As described in the VanSickle Initial Order Affidgvthe Applicant maintains
certain insurance coverage for the directors afiden$, but the deductibles and
exclusions from the policies mean that the inswwamay not fully cover the
potential statutory liabilities of the beneficiai®f the Directors Charge. The
Proposed Monitor notes that the directors and eféiavill only be entitled to the
benefit of the Directors Charge to the extent thay do not have coverage under
any existing insurance policy, or to the extent thech coverage is insufficient to
pay amounts for which the directors and officers antitled to be indemnified
pursuant to the provisions of the Proposed Inialer.

10
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34.

It is the Proposed Monitor’'s view that the contidusupport and service of the
directors and officers during the CCAA Proceeding be beneficial to the
Applicant’s efforts to preserve value and maximieeoveries for stakeholders
through completion of CCAA Proceedings. The Proddsg®nitor has reviewed
the underlying assumptions upon which the Applideaad based the estimate of
the potential liability in respect of directors’atiitory obligations and is of the
view that the Directors Charge is reasonable iati@h to the quantum of the
estimated potential liability and appropriate ie ttircumstances.

SALE PROCESS

35.

36.

37.

The Proposed Monitor understands that the Applisaséeking the approval of a
sale process (the “Sale Process”) that will commaememediately upon the
granting of the Initial Order and is targeting tavle binding offers received 7

weeks after Court approval of the Sale Process.

The Proposed Monitor further understands thatAyglicant’s financial advisor,
BMO Nesbitt Burns Inc. (“BMQO”), who was engaged twe Applicant in March
2016, has proposed the procedures included inrtpoped Sale Process, and that

BMO believes the Sale Process to be reasonabfe igifcumstance.

The Proposed Monitor's comments with respect to 8ade Process are as

follows:

(@) BMO has significant experience and expertise inighésg and
implementing sale processes in the oil and ga®iseand specifically in

the distressed market place; and

(b) it is important to commence the Sale Process aklyuas possible given
the Applicant’s negative cash flow and the borrapiase shortfall.

11
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CONCLUSIONS AND RECOMMENDATIONS

38. The Proposed Monitor is of the view that the asdionp and projections
underlying the Applicant's Cash Flow Statement srasonable and that the
Interim Loan should be sufficient to fund the Agplnts’ operations to the end of
the Initial Stay Period and throughout the Forefastod.

39. The Proposed Monitor respectfully recommends thiatkHonourable Court grant
the proposed Initial Order, which will, among otli@ings, approve:

(a) the Interim Loan, including the Interim Lende€Charge;
(b) the quantum and ranking of the Administratidra€ye; and
(c) the quantum and ranking of the Directors Charg

All of which is respectfully submitted this 8@lay of May, 2016.

FTI Consulting Canada Inc.
in its capacity as the Proposed Monitor of
Endurance Energy Ltd.

12
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Appendix A

Cash Flow Statement, Notes and report containing @scribed
representations of Endurance Energy Ltd.



- ENERGY

May 30, 2016

FTI Consuiting Canada Inc.

Suite 720

440-2" Ave S.W.

Calgary, AB

T2P 5€9

Attention:  Deryck Helkaa, CA¢CIRP

Dear Sir:

Re: Proceedings under the Companies' Creditors Arrangement Act ("CCAA")
Responsibilities/Obligations and Disclosure with Respect to Cash Flow Projections

In connection with the application by Endurance Energy Ltd. ("Endurance") for the commencement
of proceedings under the CCAA in respect of Endurance, the management of Endurance
("Management") has prepared the attached Cash Flow Statement and the assumptions on which
the Cash Flow Statement is based.

Endurance confirms that:

1, The Cash-Flow Statement and the underlying assumptions are the responsibility of the
Endurance;

2. All material information relevant to the Cash Flow Statement and to the underlying
assumptions has been made available to FTI Consulting Canada Inc. in its capacity as
proposed Monitor; and

3. Management has taken all actions that it considers necessary to ensure:
a. That the individual assumptions underlying the Cash Flow Statement are
appropriate in the circumstances; and

b. That the individual assumptions underlying the Cash Flow Statement, taken as a
whole, are appropriate in the circumstances.

Pt 2

Steven VanSickle
President and CEO
Endurance Energy Ltd.

T. 587.233.0760 F. 587.233.0761 Suite 800, 215-9" Avenue SW Calgary, Alberta T2P 1K3
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