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FORWARD LOOKING STATEMENTS

Some of the statements contained herein including, without limitation, financial and business prospects and financial outlooks, may be forward-looking statements which reflect management's expectations regarding future plans and intentions, growth, results of operations, performance and business prospects and opportunities. Words such as "may", "will", "should", "could", "anticipate", "believe", "expect", "intend", "plan", "potential", "continue" and similar expressions have been used to identify these forward-looking statements. These statements reflect management's current beliefs and are based on information currently available to management. Forward-looking statements involve significant risk and uncertainties. A number of factors could cause actual results to differ materially from the results discussed in the forward-looking statements including, but not limited to, changes in general economic and market conditions and other risk factors. Although the forward-looking statements contained herein are based upon what management believes to be reasonable assumptions, management cannot assure that actual results will be consistent with these forward-looking statements. Investors should not place undue reliance on forward-looking statements. These forward-looking statements are made as of the date hereof and the Company assumes no obligation to update or review them to reflect new events or circumstances. 

Forward-looking statements and other information contained herein concerning the oil and gas industry and the Company's general expectations concerning this industry is based on estimates prepared by management using data from publicly available industry sources as well as from reserve reports, market research and industry analysis and on assumptions based on data and knowledge of this industry which the Company believes to be reasonable. However, this data is inherently imprecise, although generally indicative of relative market positions, market shares and performance characteristics. While the Company is not aware of any misstatements regarding any industry data presented herein, the industry involves risks and uncertainties and is subject to change based on various factors.

INCORPORATION

Questerre Energy Corporation (“Questerre” or the “Company”) was incorporated under the Companies Act (Alberta) on October 25, 1971 under the name “Westpro Equipment Ltd.” and continued under the Business Corporations Act (Alberta) (“ABCA”) on December 13, 1982.  On July 13, 1990 the Company was continued under the Companies Act (British Columbia).  On December 5, 2000, the Company was continued from British Columbia to Alberta under the ABCA and its name was changed to Questerre Energy Corporation.  On June 26, 2003, the issued Class A common shares (“Common Shares”) in the capital of the Company were subdivided into three new Common Shares for each old Common Share.

The Company’s head and registered office is located at 1580 Guinness House, 727 - 7th Avenue SW, Calgary, Alberta, T2P 0Z5.

The Company’s Common Shares trade on the Toronto Stock Exchange under the symbol “QEC”.

The Company has two wholly owned subsidiaries, Questerre Beaver River Inc.(“QBR”), incorporated under the ABCA and 6058931 Canada Inc., incorporated under the Canada Business Corporations Act.

General Development of the Business

Questerre initially operated as an oil and gas exploration and production company with minority interests in several producing properties in Western Canada.  In November 2000, a new management team was assembled and Questerre changed its focus to pursuing what management believes will be high-impact projects in Canada. The management team intends to leverage their specialized knowledge of naturally fractured and hydrothermal dolomitized reservoirs to develop these projects.

On December 7, 2000, Questerre entered into a farmout agreement (the “Terrenex Farmout Agreement”) with Terrenex Acquisition Corporation (“Terrenex”), a publicly traded investment company listed on the TSX Venture Exchange. Three of the Directors of Questerre are Directors of Terrenex. Under the Terrenex Farmout Agreement, Questerre was entitled to earn an 80% interest in 19 gas exploration licenses held by Terrenex covering 380,283 hectares of land in the St. Lawrence Lowlands in Quebec by assuming operatorship of these lands, drilling and testing one well on the lands and maintaining the annual work commitments required to keep the licenses in good standing.  While Questerre maintained the annual work commitments required to keep the licenses in good standing during the term of the Terrenex Farmout Agreement, it did not drill on the lands encompassed by the licenses.  In May 2003, Questerre and Terrenex terminated the Terrenex Farmout Agreement. In consideration of being released from its obligations under the Terrenex Farmout Agreement, Questerre issued 750,000 Common Shares to Terrenex. In addition, Questerre and Terrenex executed a mutual release in respect of the Terrenex Farmout Agreement.

On January 12, 2001, QBR entered into a farmout and operating agreement (the “Beaver River Agreement”) with Mayan Limited Partnership, Mayan Adventures Inc. (“Mayan”), Beaver River Resources Ltd., United Gunn Resources Ltd. (Mayan Limited Partnership, Beaver River Resources Ltd. and United Gunn Resources Ltd collectively referred to herein as the “Farmors”) and Wade Oil & Gas Inc. (“Wade”) to acquire a 60% working interest in the Beaver River natural gas field (the “Beaver River Field”)  in northeast British Columbia in consideration of incurring a minimum of $5 million in expenditures to re-establish production from the Beaver River Field.  Pursuant to an amending agreement to the Beaver River Agreement that was entered into in June 2001, the minimum expenditure amount of $5 million was increased to $9 million (the “Initial Work Program”).

Questerre satisfied its commitments under the Beaver River Agreement, as amended, and acquired a 60% working interest in the Beaver River Field, subject to a 4% gross overriding royalty payable to the Farmors (the “Farmor’s Royalty”) and a 1% gross overriding royalty payable to Wade (the “Wade Royalty”).  All amounts spent by Questerre under the Beaver River Agreement for the Initial Work Program are accumulated in an account (the “Payout Amount”).  The Farmor’s Royalty is payable until Questerre receives six times the Payout Amount.  Subject to the payment of the Farmor’s Royalty and the Wade Royalty, until Questerre has received six times the Payout Amount, Questerre receives priority to cash flow from the Beaver River Field as follows:

· 100% until one times Payout Amount is received;

· 80% until two times Payout Amount is received and an environmental reserve has been fully funded, such environmental reserve to be determined by Questerre and set aside to cover future abandonment and reclamation expenses;

· 70% until six times Payout Amount is received; and

· 60% thereafter.

Any remaining cash flow or deficiency is subsequently shared according to the partners working interest.

Effective April 1, 2002, Questerre had incurred a minimum of $9 million in expenditures and ended the Initial Work Program. Consequently it is no longer obligated to fund 100% of the costs associated with the Beaver River Field.  Costs are now required to be incurred on the Beaver River Field by Questerre and the Farmors in accordance with their respective working interests. At December 31, 2004, the Payout Amount balance was $10,923,075.  During the year ended December 31, 2004, Questerre did not receive any cash flow applicable to the Payout Amount.

In May 2003, Beaver River Resources Ltd. ("BRRL") agreed to convey its 6.666% working interest and 0.6666% gross overriding royalty to a wholly owned subsidiary of Questerre in consideration of a deemed payment equal to all amounts owing to Questerre under the Beaver River Agreement and a 0.33% non-convertible gross overriding royalty on production increasing to 0.4125% on the achievement of 10 bcf of production from any new wells drilled by Questerre on the Beaver River Field.  This agreement is effective on the first day after Questerre notifies BRRL that a well drilled by Questerre after May 2003 is producing in paying quantities.

In May 2003, Questerre applied for and was granted exploration licenses covering 287,915 hectares of land in the St. Lawrence Lowlands.  Questerre holds an 85% working interest in 13 of these licenses and a 70% working interest in 3 of these licenses.  Terrenex holds a 15% working interest in all the licenses.  Questerre, on behalf of itself and the other working interest holders of the licenses, has entered into a farmout agreement dated May 27, 2003 (the “Gastem Farmout Agreement”) with Gastem Inc., (“Gastem”) a gas exploration company based in Montreal to farm-in on the interests in the lands encompassed by the Licenses.  Under the Gastem Farmout Agreement, Gastem is required to pay 75% of the costs of a well to earn a 50% interest in such well and in 1,000 hectares of land surrounding the location of the well.  In addition, for a period of six months after the testing of the initial well and any additional wells Gastem will also have an exclusive rolling option to drill further wells on the lands contained within the boundaries of the Licenses on the same terms. 

In July 2003, Questerre completed its initial public offering for gross proceeds of $7.4 million through the issuance of 4.14 million flow-through shares, 3.26 million common shares and 5.34 million common share purchase warrants. During 2003, the Company completed a series of equity transactions with Terrenex for gross proceeds of $2.7 million. $1.7 million of this amount was provided by the exercise of 1,509,666 common share purchase warrants at $1.11 per common share and $1 million was provided by a private placement of 900,900 flow-through common shares at $1.11 per common share. In February 2004, Questerre completed a private placement for gross proceeds of $3.2 million. The placement consisted of the issuance of 1,878,791 Common Shares, issued on a flow-through basis, at $1.30 per Common Share. In addition, 642,860 Common Shares were issued at $1.11 per Common Share.

The proceeds of the initial public offering, the equity transactions with Terrenex and the private placement completed in February were utilized for the A-5 re-entry at the Beaver River Field. QBR has a 100% working interest in this well as the Farmors elected to forego participation under a 600% penalty.

Due to operational problems, the well took substantially longer than expected and was completed in February 2004. Tie-in to production facilities and the field gathering system was completed in March 2004 and the well was placed on production shortly thereafter. The well results were significantly below management’s expectations. Current production from this well is approximately 600 mcf and 700 cubic meters of associated formation water daily.

The unsuccessful results of the A-5 re-entry were compounded by significant operational delays and cost overruns. The total project costs, including completion, testing and tie-in, were over $19 million, or almost three times the original cost estimate. With over $9 million remaining unpaid to unsecured trade creditors as a result of these overruns, on April 1, 2004, QBR applied for and was granted an order by the Court of Queen’s Bench of Alberta providing for creditor protection under the Companies’ Creditors Arrangement Act (“CCAA”). The filing under CCAA was intended to allow QBR to restructure its affairs while continuing operations on a normalized basis.

In May 2004, the Company and Gastem amended the Gastem Farmout Agreement with the inclusion of Hydro-Quebec (“Hydro”) as a farmee. Pursuant to the terms of the amended agreement, Hydro and Gastem would fund 75% of the drilling costs to earn a 50% interest in the well and 2,000 surrounding hectares. Both Gastem and Hydro would have a rolling option under this agreement to drill additional wells on the same terms within six months of completion of the initial well. During the same month, the Company concluded a participation agreement with Jed Wood, a Director of the Company, to participate in this well on the same terms and conditions to earn a 10% working interest.

In June 2004, the Company concluded a financing agreement with Rupert’s Crossing, an investment corporation (“Rupert’s”), a related party (See “Interest of Management and Others in Material Transactions”) The Company issued a $0.5 million promissory note on the receipt of $0.5 million from Rupert’s.

On June 22, 2004, the Company was granted protection under the CCAA and added as a petitioner in QBR’s CCAA proceedings. The filing was made to facilitate concurrent Plans of Compromise or Arrangement (the “Plans” or “Plans of Arrangement”) for the settlement of all claims filed in connection with the A-5 re-entry.  

On August 9, 2004, the Company and QBR filed the Plans. The Plans were approved by the requisite majority of unsecured creditors at meetings of creditors of QBR and the Company held on August 31, 2004. The Plans were subsequently sanctioned by the Court of Queen’s Bench of Alberta on September 9, 2004 and implemented shortly thereafter. A total of $0.56 million in cash and 9,623,012 Common Shares were issued in connection with the Plans. 6,756,102 Common Shares were issued to Terrenex pursuant to a Liquidity Option Agreement (See “Interest of Management and Others in Material Transactions”). Questerre and QBR subsequently emerged from Court protection on October 8, 2004.

In October 2004, the Company participated in the drilling of the Miguasha #1 well on the Gaspe Peninsula of Quebec with Gastem and Hydro. Questerre paid 15% of the costs of this well, estimated at $1.6 million, to earn a 10% interest in the well and 250 surrounding hectares. This commitment granted the Company the option to participate in the Miguasha West #1 well on the same terms and conditions and conduct additional exploration work on Hydro’s licenses in the area. The Miguasha #1 well completed drilling in November. It did not encounter any commercial hydrocarbons and was subsequently abandoned.

In November 2004, the Company acquired an interest in two additional projects in Alberta. It acquired a 50% interest in 10 sections of land in the Simonette area of west Central Alberta. It also concluded a farm-in and participation agreement in the Parkland and Vulcan area of Alberta. 

In December 2004, the Company completed a private placement of 2,638,000 common shares at $0.25 per Common Share and 9,825,000 flow-through common shares at $0.30 per Common Share for gross proceeds of $3.61 million. Proceeds from this placement were primarily used to finance acquisition and drilling of new projects in Alberta, particularly Simonette and Parkland and Vulcan.

BUSINESS OF THE COMPANY

Questerre is actively engaged in the exploration for, and the development, production and acquisition of scalable high impact projects. Management intends to leverage its specialized knowledge of naturally fractured and hydrothermally dolomitized reservoirs to develop these projects.

To mitigate the financial and operational risks, the Company will seek industry partners to participate in the development of these projects. The Company plans to further temper risk through the acquisition and development of a portfolio of lower risk projects. It is expected these lower risk projects will provide near-term cash flow and growth.

Questerre is currently directing most of its efforts and resources to the exploration and development of its high impact projects - the Beaver River Field and the St. Lawrence lowlands (the “St. Lawrence Lowlands”) located in Quebec, south of the St. Lawrence River between Montreal and Quebec City. The Company is also developing its portfolio of lower risk exploration projects that include recently acquired assets in the Parkland and Vulcan area of Alberta. In addition, Questerre also holds minority interests in producing non-operated properties in Alberta.

Questerre’s principal asset is a 60% working interest (subject to gross overriding royalties totaling 5%) in the Beaver River Field.  Upon the drilling of a well producing in paying quantities, this interest will increase to 66.666% (subject to gross overriding royalties totaling 4.6634%).

Questerre also holds 16 exploration licenses issued by the Ministry of Natural Resources (Quebec) pursuant to which Questerre will have the right to conduct exploration activities on 287,915 hectares of land located in the St. Lawrence Lowlands.  Questerre holds an 85% working interest in 13 of these licenses and a 70% working interest in 3 of these licenses.

The Company also currently holds a 50% interest in 9 sections of land in the Parkland and Vulcan area of Alberta. 

Principal Properties

Beaver River, British Columbia

The Beaver River Field is located 100 miles northwest of Fort Nelson on the border of British Columbia and the Yukon. The Field is tied into the Duke Energy Gas Transmission pipeline and all gas produced is processed at the Duke Energy Fort Nelson Gas Plant.  Gas is sold at the Station 2 Spot Price less applicable transportation and processing charges.

The Beaver River Field was discovered by Amoco Canada in 1961, with commercial production commencing in 1971. The original decision to develop the Beaver River Field was based upon recoverable gas reserve estimates of about 1.47 tcf in the Nahanni Formation.  This represented a recovery factor of 90% of the calculated original gas in place (“OGIP”) of 1.633 tcf in the Nahanni Formation at the time.  However, due to significant water influx, the production rate declined rapidly from a peak of over 200 mmcfd in 1973 until the Beaver River Field was abandoned in 1978.  Cumulative production when the Beaver River Field was abandoned was approximately 179 bcf (a recovery factor of 11%) and 3.3 million barrels of water from the Nahanni formation and 6.6 bcf from shallower zones.

In 1989, Beaver River Resources Ltd. acquired the presently existing lease on the Beaver River Field and re-activated the B2 well that subsequently produced from January 1990 to December 1990.  Mayan Adventures Inc. became the operator of the field in July 1991 and produced from wells B2 and A5 until July 1993 when water influx again caused production to cease.  Cumulative production from the period January 1990 to July 1993 was 3.7 bcf of gas and 1.88 million barrels of water from the Nahanni formation.  Wascana Energy Inc. (now Nexen Canada Inc.) farmed in on the field and produced 0.6 bcf of gas from the B2 well from 1999 to 2000 in connection with an experimental dewatering scheme.  A total of seven development wells have produced gas from the Nahanni formation in the Beaver River Field, with total cumulative production of approximately 184.7 bcf to January 2003.

In 2001, based on improved gas prices and its theory that the Beaver River Field was compartmentalized, Questerre farmed into the Beaver River Field.  Questerre’s efforts to date have focused on the following:

· Refurbishing and re-rating infrastructure and production facilities;

· Implementing the Tail-end Recovery Scheme (as hereinafter described) to establish early cash flow;

· Acquiring a 3-D seismic survey to map the compartments; and

· Completing extensive technical work including hydrodynamic pressure studies, material balance analysis, pressure transient analysis and isotope analysis to support its compartmentalization theory.

Compartmentalization

Management believes that the Nahanni formation is extensively faulted and that some of these faults create isolated compartments within the formation.

A 3-D seismic survey was completed in March 2002 at a cost of approximately $3.5 million in conjunction with an industry partner to map these compartments.  The interpretation of the 3-D seismic survey completed by Questerre indicated that there appears to be significantly more compartmentalization of the Nahanni formation in the Beaver River Field than originally interpreted.  Management of Questerre believes there is the possibility that additional isolated compartments have been untapped by existing producing wells.

OGIP for the Beaver River Field in the Nahanni formation is estimated by Management at 1.46 Tcf. The gas is recognized as being contained within numerous isolated compartments. Assuming a range of recovery factors between 20% - 50% (based on active water drive gas reservoirs), ultimate remaining recoverable gas from the Beaver River Field could range between 120 Bcf and 540 Bcf.  

In light of the results from the A-5 well, Questerre has re-processed the 3-D seismic survey during the year. The reprocessing was required to correct velocity anomalies responsible for the false imaging of the up-dip structure and more accurately image the Nahanni reservoir.

Based on the reprocessed seismic data, Management believes the Nahanni has more potentially undrilled compartments than originally expected. It is anticipated that this could translate into a higher recovery factor for the Beaver River Field. The reprocessing has also identified a new compartment that appears to contain up-dip structure less than 500 meters away from the existing A-5 well. A new well into this compartment could test both the new compartment and up-dip hypothesis.

The Company has identified a drilling location targeting a new compartment based on the reprocessed seismic. The spud of this new compartment well will be subject to Questerre secure financing through an industry partner or an equity placement.

Shallow Zone Potential

The reprocessing of the seismic resulted in better imaging of the horizons above the Nahanni at a depth of 1600m - 2800 m TVD. An analysis of these horizons has indicated these could be tight gas zones, or non-conventional reservoir, where proper completion techniques play an important role in achieving commercial production. The Company continues to evaluate these new targets.

Tail-end Recovery Scheme

The tail-end recovery scheme (the “Tail-end Recovery Scheme”) involved the production of water from the reservoir compartment at a rate exceeding the recharge rate from the aquifer. This decreases pressure within the compartment and results in gas being mobilized from the matrix and produced along with the water.  The purpose of the Tail-end Recovery Scheme was to improve the recovery factor within each compartment in the field. The two wells involved in this scheme, B-2 and A-5 were shut-in in 2003. B-2 was shut in due to water disposal constraints and the A-5 well was abandoned to drill the A-5 re-entry.


A-5 Re-entry

The objective of the A-5 re-entry was to generate sufficient cash flow to spud a new compartment well at Beaver River. The target, clearly defined on the 3-D seismic survey, was 130 m of relatively low risk reservoir structure up-dip from the highest producing well in the field. Possible reserves were 10 Bcf with production estimated at 10-25 mmcf/d. A horizontal leg would be drilled to minimize pressure drawdown and maximize recovery.

Unfortunately the well did not encounter any up-dip structure and intersected the reservoir at the same subsea level as the old well. An assessment of the seismic data has revealed that improper processing of the seismic survey created a false up-dip structure. The well is currently producing from a previously drained section of an existing compartment. 

The financial impact of the unsuccessful well was aggravated by the cost overruns. The A-5 re-entry, budgeted at $6.5 million, including completion, testing and tie-in costs, cost over $19 million. Problems unrelated to downhole conditions account for a majority of the cost overruns. Notwithstanding, actual drilling took 41 days at an approximate cost of $3.3 million.

St. Lawrence Lowlands, Quebec

The St. Lawrence Lowlands are located in Quebec south of the St. Lawrence River between Montreal and Quebec City.

The St. Lawrence Lowlands have been sparsely explored with the exception of shallow drilling by Shell Canada in the 1970s.  During the 1980s, exploration efforts focused on large deep tilted fault blocks.  While these structures were proven to have poor porosity, the existence of a deep gas source to charge deeper structures and migration pathways was proven for the first time in this geological setting.

The recognition of significant wrench faulting in this basin, coupled with an understanding of the mechanism creating hydrothermal dolomitized reservoirs, led to a complete re-evaluation of the area in pursuit of a new exploration concept.  This concept is based on areas where extensive wrench faulting creates conduits for hot high-pressured fluids to create hydrothermal dolomitized reservoirs.

Questerre, focusing specifically on this exploration concept, completed an extensive regional geological and geophysical study of the St. Lawrence Lowlands.  The study included the reprocessing and reinterpretation of over 3,000 km of 2-D seismic and a detailed review of the wells that have been drilled in the St. Lawrence Lowlands.  The work completed by Questerre has been supported by the documented occurrence of hydrothermal dolomitized carbonates in outcrop and well bores in the Quebec.  Management believes that recent significant discoveries based on this exploration concept in the Appalachian Basin, directly south of the St. Lawrence Lowlands, further validate the proposed exploration concept.

Based on Management’s assessment, the key drill-ready prospect for this exploration concept, Becancour, covers approximately 75 square kilometers and will be tested by the Sainte Sophie #1 well. The well will target the Trenton Black River and Beekmantown formations at a depth of approximately 2200m.

The Sainte Sophie #1 well was scheduled to spud by July 31, 2004. Due to delays primarily related to rig availability and financing, Gastem Inc. has been unable to spud this well in 2004. To this end, Questerre has granted Gastem an extension until July 2005 to spud the well.

Parkland and Vulcan areas, Alberta

The Parkland and Vulcan areas are located approximately 150 km south of Calgary. These areas are prospective for natural gas in multiple horizons, with the primary targets at depths of approximately 1900-2600m. These plays are well defined on two extensive 3-D seismic surveys covering the area.

Questerre participated in the drilling of two exploration wells in these areas in December 2004 and January 2005 to earn a 50% interest in 5 sections of land. In addition, Questerre acquired a 50% interest in two additional sections. Both discovery wells are currently being completed and production tested. Subject to successful testing, Questerre anticipates these wells will be tied in and placed on production during the second quarter of 2005.

In March 2005, the Company participated in the drilling of an additional exploration well in the Vulcan area to earn a 50% interest in two additional sections of land. The well is being cased with production testing to follow shortly.

STATEMENT OF RESERVES DATA AND OTHER OIL AND GAS INFORMATION

The following Statement of Reserves Data and Other Oil and Gas Information is dated with an effective date of December 31, 2004 and a preparation date of March 28, 2005.

Statement of Reserves Data

McDaniel & Associates Consultants Ltd. ("McDaniel") prepared a report dated effective December 31, 2004 (the "McDaniel Report"), evaluating the proved, probable and possible natural gas reserves attributable to Questerre’s interest in the Beaver River Field and present value of estimated future cash flow from such reserves, based on both escalated and constant price assumptions. The reserves information was prepared and is presented in accordance with the requirements of National Instrument 51-101.

Questerre holds minority interests in non-operated producing properties in Alberta that are not considered material to its business and therefore not evaluated in the McDaniel Report. The McDaniel Report does not include an evaluation of Questerre’s assets in the St. Lawrence Lowlands or in the Parkland and Vulcan area of Alberta as these were undeveloped as at December 31, 2004.

In preparing its report, McDaniel relied upon factual information including ownership, technical well data, production, prices, revenues, operating costs, capital costs, contracts, and other relevant data from public sources as well as non-public data supplied by the Company. The extent and character of all factual information supplied by the Company has been relied upon by McDaniel in preparing this report and has been accepted as represented without independent verification. McDaniel has further relied upon representations made by the Company as to the completeness and accuracy of the data provided and that no material changes in the performance of the properties has occurred nor is expected to occur, from that which was projected in this report, between the date that the data was obtained and the date of this report, and that no new data has come to light that may result in a material change to the evaluation of the reserves presented in this report.

The following tables, based on the McDaniel Report, show the estimated share of Questerre's natural gas reserves in the Beaver River Field and the present value of estimated future net revenue for these reserves, using escalated and constant prices and costs as indicated. All evaluations of the present worth of estimated future net revenue in the McDaniel Report are stated after provision for estimated future capital expenditures and prior to provision for future site restoration and reclamation costs, income taxes and indirect costs and do not necessarily represent the fair market value of the reserves.

Natural Gas Reserves and Present Value of Estimated Future Cash Flows

Constant Prices and Costs as of December 31, 2004

	Reserves
	Questerre’s Share of Remaining Reserves (mmcf)
	Questerre’s Share of Net Worth Values
Before Income Tax(5)(6) (M$)

	
	Gross(1)
	RI(2)
	Net (3)
	0.0%
	5.0%
	10.0%
	15.0%
	20.0%

	
	
	
	
	
	
	
	
	

	Proved Developed Producing
	
0
	
	
0
	
0
	
0
	
0
	
0
	
0

	Proved Developed

Non-Producing
	
0
	
	
0
	
0
	
0
	
0
	
0
	
0

	Proved Undeveloped
	
0
	
	
0
	
(250)
	
(181)
	
(134)
	
(101)
	
(77)

	Total Proved
	
0
	
	
0
	
(250)
	
(181)
	
(134)
	
(101)
	
(77)

	Total Probable 
	
2,290
	
	
1,657
	
5,393
	
4,644
	
4,044
	
3,557
	
3,154

	Total Possible 
	
84,980
	
	
61,508
	
240,029
	
201,433
	
170,864
	
146,334
	
126,418

	Total Proved, Probable and Possible
	
87,269
	
	
63,165
	
245,172
	
205,896
	
174,774
	
149,790
	
129,495

	
	
	
	
	
	
	
	
	

	BOE & NPV/BOE
	
0
	
	
	
	
	
	
	

	Total Proved
	
0
	
	
0
	
0
	
0
	
0
	
0
	
0

	Total Probable
	
382
	
	
276
	
14.13
	
12.17
	
10.60
	
9.32
	
8.27

	Total Possible
	
14,163
	
	
10,251
	
16.95
	
14.22
	
12.06
	
10.33
	
8.93

	Total Proved, Probable and Possible
	
14,545
	
	
10,528
	
16.86
	
14.16
	
12.02
	
10.30
	
8.90

	
	
	
	
	
	
	
	
	

	
	
	
	
	Questerre’s Share of Net Worth Values
After Income Tax(5)(6) (M$)

	
	
	
	
	0.0%
	5.0%
	10.0%
	15.0%
	20.0%

	After Tax Net Present Values
	
	
	
	
	
	
	
	

	Total Probable 
	
0

	
	
0
	
5,143
	
4,463
	
3,910
	
3,456
	
3,077

	Total Possible 
	
0
	
	
0
	
155,907
	
130,416
	
110,292
	
94,193
	
81,160

	Total Proved, Probable and Possible
	
0
	
	
0
	
161,050
	
134,879
	
114,202
	
97,649
	
84,237


Natural Gas Reserves and Present Value of Estimated Future Cash Flows

Forecast Prices and Costs as of December 31, 2004

	Reserves
	Questerre’s Share of Remaining Reserves (mmcf)
	Questerre’s Share of Net Worth Values
Before Income Tax(5)(6) (M$)

	
	Gross(1)
	RI(2)
	Net (3)
	0.0%
	5.0%
	10.0%
	15.0%
	20.0%

	
	
	
	
	
	
	
	
	

	Proved Developed Producing
	
0

	
	
0
	
0
	
0
	
0
	
0
	
0

	Proved Developed

Non-Producing
	
0
	
	
0
	
0
	
0
	
0
	
0
	
0

	Proved Undeveloped
	
0
	
	
0
	
(282)
	
(204)
	
(151)
	
(113)
	
(87)

	Total Proved
	
0
	
	
0
	
(282)
	
(204)
	
(151)
	
(113)
	
(87)

	Total Probable 
	
2,290
	
	
1,662
	
4,425
	
3,822
	
3,337
	
2,942
	
2,615

	Total Possible 
	
84,980
	
	
61,774
	
192,362
	
161,832
	
137,593
	
118,110
	
102,239

	Total Proved, Probable and Possible
	
87,269
	
	
63,436
	
196,505
	
165,449
	
140,779
	
120,969
	
104,768

	
	
	
	
	
	
	
	
	

	BOE & NPV/BOE
	
	
	
	
	
	
	
	

	Total Probable
	
382
	
	
277
	
11.60
	
10.02
	
8.75
	
7.71
	
6.85

	Total Possible
	
14,163
	
	
10,296
	
13.58
	
11.43
	
9.71
	
8.34
	
7.22

	Total Proved, Probable and Possible
	
14,545
	
	
10,573
	
13.51
	
11.38
	
9.68
	
8.31
	
7.20

	
	
	
	
	
	
	
	
	

	
	
	
	
	Questerre’s Share of Net Worth Values
After Income Tax(5)(6) (M$)

	
	
	
	
	0.0%
	5.0%
	10.0%
	15.0%
	20.0%

	After Tax Net Present Values
	
	
	
	
	
	
	
	

	Total Probable 
	
0

	
	
0
	
4,143
	
3,617
	
3,186
	
2,829
	
2,529

	Total Possible 
	
0
	
	
0
	
125,369
	
105,033
	
88,957
	
76,082
	
65,645

	Total Proved, Probable and Possible
	
0
	
	
0
	
129,512
	
108,650
	
92,144
	
78,910
	
68,173


1. Gross reserves include working interest reserves before royalty deductions.

2. Royalty interest reserves

3. Net reserves include working interest after royalty deductions plus royalty interest reserves

4. Barrel of Oil Equivalent based on 6.0:1 for Natural Gas, 1.00:1 for Condensate and C5+, 1.00:1 for Ethane, 1.00:1 for Propane, 1.00:1 for Butanes, 1.00:1 for NGL Mix, 1.00:1 for Sulphur. NPV/BOE based on Gross Reserves. BOEs may be misleading, particularly if used in isolation. A BOE conversion ratio of 6 Mcf: 1 bbl is based on an energy equivalency conversion method primarily applicable at the burner tip and does not represent a value equivalency at the wellhead.

5. Before allowance for Alberta Royalty Credit

6. Costs associated with extraction of natural gas products have in most cases been deducted from the natural gas revenues.

NOTES

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

2. Probable Reserves are those additional reserves that are less certain to be recovered than proved reserves. It is equally likely that the actual remaining quantities recovered will be greater or less than the sum of the estimated proved plus probable reserves.

3. Possible Reserves are those additional reserves that are less certain to be recovered than probable reserves. It is unlikely that the actual remaining quantities recovered will exceed the sum of the estimated proved plus probable plus possible reserves.

4. There are no oil reserves associated with the Beaver River Field.

TOTAL FUTURE NET REVENUE
(UNDISCOUNTED)

As of December 31, 2004

CONSTANT AND FORECAST PRICES

	
	Revenue

(M$)
	Royalties

(M$)
	Operating

Costs

(M$)
	Capital

Development

Costs

(M$)
	Abandonment

Costs

(M$)
	Future

Net Revenue

Before

Income Taxes

(M$)
	Income

Tax

(M$)
	Future

Net Revenue

After

Income Taxes

(M$)

	REVENUE AND EXPENSE FORECAST
	
	
	
	
	
	
	
	

	CONSTANT PRICES


	
	
	
	
	
	
	
	

	Total Proved
	0
	0
	0
	0
	(250)
	(250)
	0
	(250)

	Total Probable
	13,554
	3,635
	3,143
	1,583
	(200)
	5,393
	0
	5,143

	Total Possible
	503,081
	134,599
	97,085
	31,168
	(200)
	240,029
	84,122
	155,907

	Total Proved Plus Probable Plus Possible
	516,634
	138,233
	100,228
	32,753
	(250)
	245,172
	84,122
	161,050

	FORECAST PRICES


	
	
	
	
	
	
	
	

	Total Proved
	0
	0
	0
	0
	(282)
	(282)
	0
	(282)

	Total Probable
	12,411
	3,293
	3,302
	1,615
	(224)
	4,425
	
	4,143

	Total Possible
	445,401
	117,355
	103,086
	32,366
	(233)
	192,362
	66,993
	125,369

	Total Proved Plus Probable Plus Possible
	457,813
	120,648
	106,388
	33,981
	(291)
	196,505
	66,993
	129,512

	
	
	
	
	
	
	
	
	


Summary of pricing assumptions as at December 31, 2004

	
	U.S.

Henry Hub

Gas Price
	B.C.

Spot Sales

Plantgate
	AECO

Spot

Price

	Year
	$US/Mmbtu
	$C/Mmbtu
	$C/GJ

	
	
	
	

	Forecast
	
	
	

	2005
	6.35 
	6.65
	6.45

	2006
	6.05 
	6.40
	6.20

	2007
	5.75 
	6.20
	6.05

	2008
	5.45 
	5.90
	5.80

	2009
	5.35
	5.80
	5.70

	
	
	
	

	2010
	5.30
	5.70
	5.60

	2011
	5.45
	5.90
	5.80

	2012
	5.55
	6.00
	5.90

	2013
	5.65
	6.10
	5.95

	2014
	5.75
	6.20
	6.05

	
	
	
	

	2015
	5.85
	6.35
	6.20

	2016
	6.00
	6.50
	6.35

	2017
	6.10
	6.60
	6.45

	2018
	6.25
	6.80
	6.65

	2019
	6.35
	6.90
	6.75

	
	
	
	

	2020
	6.50
	7.00
	6.85

	2021
	6.60
	7.10
	6.95

	2022
	6.75
	7.30
	7.15

	2023
	6.90
	7.45
	7.30

	2024
	7.05
	7.65
	7.50

	
	
	
	

	Thereafter
	7.05
	7.65
	7.50


Notes:

(1) Product prices used in the constant price evaluation were based on Questerre’s price of $6.62 per MMBTU for gas.  The constant gas price assumptions assume the continuance of current laws, regulations and operating costs in effect on the date of the McDaniel Report. Product prices were not escalated beyond 2005.  In addition, operating and capital costs have not been increased on an inflationary basis.

(2) Questerre’s weighted average price for the most recent financial year was $6.25 per mcf.

The following table summarizes the changes in Questerre's net share of associated and non-associated gas reserves, after the deduction of royalties owned by others, from December 31, 2003 to December 31, 2004 on a constant price basis.

	
	ASSOCIATED AND
NON-ASSOCIATED GAS

	FACTORS
	Net Proved
(mmcf)
	Net Probable
(mmcf)
	Net Possible
(mmcf)
	Net Proved
Plus Probable

Plus Possible
(mmcf)

	December 31, 2003
	0
	0
	54,124
	54,124

	
	
	
	
	

	
Extensions
	
	
	
	

	
Improved Recovery
	
	
	
	

	
Technical Revisions
	0
	1,657
	7,384
	9,041

	
Discoveries
	
	
	
	

	
Acquisitions
	
	
	
	

	
Dispositions
	
	
	
	

	
Economic Factors
	
	
	
	

	
Production
	
	
	
	

	
	
	
	
	

	December 31, 2004
	0
	1,657
	61,508
	63,165


Notes:

1. The technical revision to the probable reserves was made based on a reevaluation of the Mattson zone in the B1 well.

2. The technical revision to the possible reserves was made based on a reevaluation of the Mattson zone in the B2 and A6 wells. In addition, the modeling of the economics to more accurately reflect the Beaver River Agreement resulted in the majority of the revision in the possible reserves.

The following table summarizes the changes in Questerre's estimated future net revenue attributable to net proved reserves using constant prices and costs calculated using a discount rate of 10%, from December 31, 2003 to December 31, 2004.

	
PERIOD AND FACTOR
	Before Tax 
2004
(M$)

	
	

	
Estimated Future Net Revenue at Beginning of Year
	0

	
	

	
	Sales and Transfers of Oil and Gas Produced, Net of Production Costs and Royalties
	

	
	Net Change in Prices, Production Costs and Royalties Related to Future Production
	

	
	Changes in Previously Estimated Development Costs Incurred During the Period
	

	
	Changes in Estimated Future Development Costs
	

	
	Extensions and Improved Recovery
	

	
	Discoveries
	

	
	Acquisition of Reserves
	

	
	Disposition of Reserves
	

	
	Net Change Resulting from Revisions in Quantity Estimates
	()

	
	Accretion of Discount
	

	
	Net Change in Income Taxes
	

	
	
	

	
Estimated Future Net Revenue at End of Year
	0


Annual Production by Volume

Production for the year ended December 31, 2004 was as follows :

	Product
	
	Volume

	
	
	

	Natural Gas
	
	8,473 e3m3

	Natural Gas Liquids
	
	89 m3 



Undeveloped Reserves

As at December 31, 2004, McDaniel assigned gross probable reserves of 2.29 Bcf to the shallower Mattson zone in the B-1 well. This is based on a reevaluation of the well test in light of the seismic reprocessing completed in 2004.

The McDaniel Report assigns gross possible reserves of 81.17 Bcf to undrilled compartments at the Beaver River Field and 3.81 Bcf of possible reserves to the shallower Mattson zone in the B-2 and A-6 wells. Subject to financing, Questerre proposes to drill a new well to target these undrilled compartments.

Significant Factors or Uncertainties
No significant economic factors or uncertainties exist that affect any particular component of the reserves

data.
Future Development Costs

As the Company has no proved reserves, there are no future development costs associated with these reserves. $1.62 million of development costs are associated with the probable reserves. These represent the costs to re-complete the B-1 well.

Crude Oil And Natural Gas Wells

As at December 31, 2004, the Company had an interest in nine  (1.54 net) natural gas wells in Alberta and 2 (1.6 net) natural gas wells in the Beaver River Field in British Columbia. The natural gas wells in Alberta are on production. One of the wells in British Columbia, B-2, is shut-in and the other, the A-5 well, is on production.

The natural gas reserves from the nine (1.54 net) wells in Alberta have not been included in the McDaniel Report as the production and reserves are not material to the Company.

The Company has two primary projects – the Beaver River Field in British Columbia and 287,915 hectares of exploration acreage in Quebec. See “Principal Properties, Business of the Company”

Financial Instruments
The Company has not entered into any fixed contracts for the sale of its natural gas production from the Beaver River Field. All gas is sold on a spot basis at the Station 2 price as quoted in the Gas Daily Publication. 

Abandonment and Reclamation Costs
The Company estimates abandonment and reclamation costs, net of salvage value, for the Beaver River Field to be $1.8 million on an undiscounted basis. This is based on 6.0 gross wells (4.0 net). Management’s estimate is based on current regulations, costs, technology and industry standards.

Tax Horizon

The Company is not expected to incur income taxes in 2005. Forecasts have not been prepared beyond 2005. 

Costs Incurred

The following table set forth the exploration and development costs incurred by the Company during the fiscal year ended December 31, 2004.

	Expenditures ($)
	
	

	Property Acquisition 
	
	91,710

	Exploration
	
	6,886,642

	Development
	
	496,830

	
	
	7,475,182


Drilling Activity

Questerre participated in the drilling of one well at the Beaver River Field in British Columbia in 2004 (1.0 net), one well in Quebec (0.2 net) which was dry and abandoned and one well in Alberta (0.5 net) which is currently being production tested.

Production Estimates

The volume of production in the first year attributable to the possible reserves are 7,552 mmcf from the Beaver River Field.

Historical Quarterly Production Information

	
	Three Months ended

	
	March 31, 2004
	June 30, 2004
	September 30, 2004
	December 31, 2004

	Average Daily Production
	
	
	
	

	Crude Oil and NGLs (boepd)
	2.27
	1.51
	1.18
	1.21

	Natural Gas (mcfd)
	171.59
	1641
	690.67
	787.31

	Total (boepd) 6:1
	30.87
	245.01
	116.29
	132.43

	
	
	
	
	

	Average Net Price Received
	
	
	
	

	Crude Oil and NGLs ($/bbl)
	21.58
	26.27
	32.74
	39.90

	Natural Gas ($/mcf)
	5.85
	6.47
	6.16
	6.35

	
	
	
	
	

	Crown Royalties
	
	
	
	

	Crude Oil and NGLs ($/bbl)
	5.80
	10.52
	13.17
	13.79

	Natural Gas ($/mcf)
	1.02
	0.16
	1.29
	1.34

	
	
	
	
	

	Freehold & Overriding  Royalties
	
	
	
	

	Crude Oil and NGLs ($/bbl)
	1.29
	2.23
	2.85
	2.86

	Natural Gas ($/mcf)
	0.38
	0.28
	0.28
	0.28

	
	
	
	
	

	Operating Expenses
	
	
	
	

	Crude Oil and NGLs ($/bbl)
	
	
	
	

	Natural Gas ($/mcf)
	12.85
	5.21
	4.66
	6.01

	
	
	
	
	

	Netback Received
	
	
	
	

	Crude Oil and NGLs ($/bbl)
	14.50
	13.52
	16.72
	23.25

	Natural Gas ($/mcf)
	-8.40
	0.81
	-0.07
	-1.28

	
	
	
	
	


Report of Independent Qualified Reserves Evaluators

To the Board of directors of Questerre Energy Corporation (the “Company”):

1. We have evaluated and reviewed the Company’s reserves estimated as at December 31, 2004.  The reserves data consists of the following:

(a) Probable and possible natural gas reserves estimated as at December 31, 2004 using forecast prices and costs and the related estimated future net revenue;

(b) Probable and possible natural gas reserves estimated as at December 31, 2004 using constant prices and costs and the related estimated future net revenue;

2. The reserves data are the responsibility of the Company’s management.  Our responsibility is to express an opinion on the reserves data based on our evaluation.

We carried out our evaluation in accordance with standards set out in the Canadian Oil and Gas Evaluation Handbook (the “COGE Handbook”) prepared jointly by the Society of Petroleum Evaluation Engineers (Calgary Chapter) and the Canadian Institute of Mining, Metallurgy & Petroleum (Petroleum Society).

3. Those standards require that we plan and perform an evaluation and review  to obtain reasonable assurance as to whether the reserves data are free of material misstatement.  An evaluation and review also includes assessing whether the reserves data are in accordance with principles and definitions presented in the COGE Handbook.

4. The following table sets forth the estimated future net revenue (before deduction of income taxes) attributed to proved plus probable plus possible reserves, estimated using forecast prices and costs and calculated using a discount rate of 10 percent, included in the reserves data of the Company evaluated and reviewed by us for the year ended December 31, 2004, and identifies the respective portions thereof that we have evaluated and reviewed and reported on to the Company’s management:

	Preparation Date of Evaluation Report
	Location of Reserves 
	Net Present Value of Future Net Revenue $M
(before income taxes, 10% discount rate)

	March 28, 2005
	
	Audited
	Evaluated
	Reviewed
	Total

	
	
	
	
	
	

	December 31, 2004
	Canada
	-
	140,779
	-
	140,779

	
	
	-
	140,779
	-
	140,779


5. In our opinion, the reserves data evaluated by us have, in all material respects, been determined and are in accordance with the COGE Handbook. 

6. We have no responsibility to update our report for events and circumstances occurring after the preparation date.

7. Because the reserves data are based on judgments regarding future events, actual results will vary and variations may be material.

Executed as to our report referred to above:







McDaniel & Associates Consultants Ltd.







Signed “W.C. Seth, P. Eng.,








W. C. Seth, P. Eng.,







President & Managing Director







Calgary, Alberta


Report of Management and Directors

on Reserves Data and Other Information

Management of the Company is responsible for the preparation and disclosure of information with respect to the Company’s oil and gas activities in accordance with securities regulatory requirements.  This information includes reserves data, which consist of the following:

(a) Probable and possible natural gas reserves estimated as at December 31, 2004 using forecast prices and costs and the related estimated future net revenue;

(b) Probable and possible natural gas reserves estimated as at December 31, 2004 using constant prices and costs and the related estimated future net revenue;

An independent qualified reserves evaluators has evaluated and reviewed the Company’s reserves data.  The  report of the independent qualified reserves evaluator is presented below.

The Reserves Committee of the board of directors of the Company has:

(a) reviewed the Company’s procedures for providing information to the independent qualified reserves evaluators;

(b) met with independent qualified reserves evaluators to determine whether any restrictions affected the ability of the independent qualified reserves evaluators to report without reservation; and

(c) reviewed the reserves data with management and the independent qualified reserves evaluators;

The Reserves Committee of the board of directors has reviewed the Company’s procedures for assembling and reporting other information associated with oil and gas activities and has reviewed that information with management.  The board of directors has on the recommendations of the Reserves Committee, approved:

(a) the content and filing with securities regulatory authorities of the reserves data and other oil and gas information;

(b) the filing of the report of the independent qualified reserves evaluators on the reserves data; and

(c) the content and filing of this report.

Because the reserves data are based on judgments regarding future events, actual results will vary and the variations may be material.

Signed “Les Beddoes, Jr.”




Signed “David Mallory”


Les Beddoes, Jr.





David Mallory

Signed “Jed Wood.”



Jed Wood

Industry Conditions

Canadian Government Regulation

The crude oil and natural gas industry is subject to extensive controls and regulations imposed by various levels of government. It is not expected that any of these controls or regulations will affect the operations of the Company in a manner materially different from their effect upon other crude oil and natural gas companies of similar size.

Pricing and Marketing - Crude Oil

Producers of crude oil negotiate sales contracts directly with crude oil purchasers, with the result that the market determines the price of crude oil. Such price depends in part on crude oil quality, prices of competing crude oils, distance to market and the value of refined products. Crude oil exporters may also enter into export contracts without obtaining the prior approval of the National Energy Board (Canada) ("NEB") provided that the terms of such contracts do not exceed one year in the case of light crude oil and two years in the case of heavy crude oil. Crude oil exports to be made pursuant to a contract of longer duration require that an exporter obtain an export license from the NEB and Governor in Council approval.

Pricing and Marketing - Natural Gas

In Canada, the price of natural gas sold in inter-provincial trade is deregulated and is therefore determined by negotiation between buyers and sellers. Natural gas exported from Canada is subject to regulation by the NEB and the government of Canada. Exporters are free to negotiate prices with purchasers, provided that export contracts meet certain criteria prescribed by the government of Canada and the NEB. Natural gas exports for a term of less than two years must be made pursuant to an NEB order, or, in the case of exports for a longer duration, pursuant to an NEB license and Governor in Council approval.  The governments of certain provinces, including Alberta and Saskatchewan, also regulate the volume of natural gas which may be removed from those provinces for consumption elsewhere.

North American Free Trade Agreement

On January 1, 1994, the North American Free Trade Agreement ("NAFTA") became effective among the governments of Canada, the United States and Mexico.  The NAFTA carries forward most of the material energy terms contained in the Canada-U.S. Free Trade Agreement. In the context of energy resources, Canada continues to remain free to determine whether exports to the U.S. or Mexico will be allowed provided that any export restrictions do not: (i) reduce the proportion of energy resources exported relative to domestic use; (ii) impose an export price higher than the domestic price; and (iii) disrupt normal channels of supply. All three countries are prohibited from imposing minimum export or import price requirements.

The NAFTA contemplates the reduction of Mexican restrictive trade practices in the energy sector and prohibits discriminatory border restrictions and export taxes. The agreement also contemplates clearer disciplines on regulators to ensure fair implementation of any regulatory changes and to minimize disruption of contractual arrangements, which is important for Canadian natural gas exports.

Provincial Royalties and Incentives

In addition to federal regulations, each province has legislation and regulations which govern land tenure, royalties, production rates, environmental protection and other matters. The royalty regime is a significant factor in the profitability of crude oil and natural gas production. Royalties payable on production from lands other than Crown lands are determined by negotiations between the mineral owner and the lessee. Crown royalties are determined by government regulation and are generally calculated as a percent of the value of the gross production, and the rate of royalties payable depend in part on well productivity, geographical location, field discovery date and the type and quality of petroleum product produced.

From time to time, the federal and provincial governments have established incentive programs which have included royalty rate reductions, royalty holidays and tax credits for the purpose of encouraging crude oil and natural gas exploration. In Alberta, producers of crude oil or natural gas are entitled to a credit against the royalties payable to the Crown by virtue of the ARTC program. The ARTC rate is based on a price-sensitive formula and varies between 75% for prices of crude oil at or below $100 per cubic metre and 25% for prices above $210 per cubic metre. The ARTC rate is applied to an annual maximum of $2,000,000 of Alberta Crown royalties payable for each producer or associated group of producers. Crown royalties on production from producing properties acquired from corporations claiming maximum entitlement to ARTC will generally not be eligible for ARTC. The rate is established quarterly based on the average "par price", as determined by the Alberta Department of Energy for the previous quarterly period. 

Environmental Regulation

The crude oil and natural gas industry in Canada is currently subject to environmental regulation pursuant to provincial and federal legislation. In some cases, an environmental assessment and review may be required prior to initiating exploration and development projects or undertaking significant changes to existing projects. Environmental legislation provides for restrictions and prohibitions on crude oil spills and on releases or emissions of various substances produced in association with certain crude oil and natural gas industry operations. In addition, legislation requires that well and facility sites be abandoned and reclaimed to the satisfaction of provincial authorities. A breach of such legislation may result in suspension or revocation of necessary licenses and authorizations, civil liability for pollution damage and the imposition of fines and penalties. Environmental legislation in the Province of Alberta has been consolidated into the Environmental Protection and Enhancement Act which became effective on September 1, 1993 and which imposes significantly increased fees and penalties. These changes will have an incremental effect on the cost of conducting operations in Alberta. It is not expected that any of these environmental regulations will affect the operations of the Company in a manner materially different from their effect upon other crude oil and natural gas companies of similar size.

Risk Factors

Exploration, Development and Production

Oil and natural gas exploration involves a high degree of risk and there is no assurance that expenditures made on exploration by Questerre will result in new discoveries of oil or natural gas in commercial quantities.  It is difficult to project the costs of implementing an exploratory 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.

Future oil and gas 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 close 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

In addition, oil and gas operations are subject to the risks of exploration, development and production of oil and natural gas properties, including encountering unexpected formations or pressures, premature declines of reservoirs, blow-outs, cratering, sour gas releases, fires and spills.  Losses resulting from the occurrence of any of the these risks could have a materially adverse effect on future results of operations, liquidity and financial condition.

Questerre's involvement in the exploration for and development of oil and gas properties may result in Questerre becoming subject to liability for pollution, blow-outs, property damage, personal injury or other hazards.  Although Questerre has obtained insurance in accordance with industry standards to address such risks, such insurance has limitations on liability that may not be sufficient to cover the full extent of such liabilities.  In addition, such risks may not, in all circumstances be insurable or, in certain circumstances, Questerre may elect not to obtain insurance to deal with specific risks due to the high premiums associated with such insurance or other reasons.  The payment of such uninsured liabilities would reduce the funds available to Questerre.  The occurrence of a significant event that Questerre is not fully insured against, or the insolvency of the insurer of such event, could have a material adverse effect on Questerre's financial position, results of operations or prospects.

Crude Oil and Natural Gas Reserves

All evaluations of future net revenues are before income taxes to be accrued from the sale of the reserves and before consideration of indirect costs such as administrative overhead, other miscellaneous expenses and income taxes. The future net revenues may not be representative of the fair market value of the reserves. There is no assurance that the price and cost assumptions contained in the McDaniel Report will be attained and variances may be material. There are numerous uncertainties inherent in estimating quantities of proved and probable reserves, including many factors beyond the control of the Company. The reserves data set forth in the McDaniel Report represent estimates only. In general, estimates of economically recoverable crude oil and natural gas reserves and the future net revenues therefrom are based upon a number of variable factors and assumptions, such as historical production from the properties, the assumed effects of regulation by governmental agencies and future operating costs, each of which may vary considerably from actual results. All such estimates are to some degree speculative and classification of reserves is only an attempt to define the degree of speculation involved and therefore estimates of the economically recoverable crude oil and natural gas reserves attributable to any particular group of properties, classification of such reserves based on risk of recovery and estimates of future net revenues expected therefrom, prepared by different engineers or by the same engineers at different times, may vary substantially. The reserve estimates included in the McDaniel Report may be materially different from the quantities and values ultimately realized.

Substantial Capital Requirements; Liquidity

Questerre anticipates that it will make substantial capital expenditures for the acquisition, exploration, development and production of oil and natural gas reserves in the future.  If Questerre's revenues or reserves decline, Questerre may have limited ability to expend the capital necessary to undertake or complete future drilling programs.  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 financing is available, that it will be on terms acceptable to Questerre. Moreover, future activities may require Questerre to alter its capitalization significantly.  The inability of Questerre to access sufficient capital for its operations could have a material adverse effect on Questerre's financial condition, results of operations or prospects.

Industry Factors

The crude oil and natural gas industry is highly competitive and the Company must compete with many companies with greater financial and technical resources. Generally, there is intense competition for the acquisition of resource properties considered to have commercial potential. The marketability and price of crude oil and natural gas which may be acquired or discovered by the Company will be affected by numerous factors beyond the control of the Company. The ability of the Company to market its natural gas may be dependent upon its ability to acquire space on pipelines which deliver natural gas to commercial markets. Prices paid for both crude oil and natural gas produced are subject to market fluctuations which will directly affect the profitability of producing any crude oil or natural gas reserves which may be acquired or developed by the Company. The market prices for crude oil and natural gas are unstable and subject to fluctuation. Any material declines in these prices could result in a reduction of any future net production revenue of the Company. The economics of producing from wells acquired or drilled by the Company may change as a result of lower commodity prices, which could result in a reduction in the economically recoverable volumes of the reserves of the Company. The Company may elect not to produce from certain existing wells at lower commodity prices. All of these factors may result in a material decrease in future net production revenue of the Company, causing a reduction in cash flow from operations which may be used to fund the Company’s crude oil and natural gas acquisition and development activities. Crude oil and natural gas operations, including lease acquisitions, are subject to extensive government regulation; operations may be affected from time to time in varying degrees by political and environmental developments, such as restrictions on production, price controls, tax increases, expropriation of property, pollution controls and changes in conditions under which crude oil and natural gas may be exported. Export sales are subject to the authorization of provincial and Canadian federal government agencies, and exports to the United States from Canada also require the authorization of United States federal authorities.

The Company conducts title reviews in connection with its principal properties as it believes are commensurate with the values of such properties. These reviews may not be sufficient to conclusively determine title.

The oil and gas industry has been subject to considerable price volatility, over which companies have little control, and a material decline in prices could result in a decrease in Questerre's production revenue. The oil and gas industry has inherent business risks and there is no assurance that products can continue to be produced at economical rates or that produced reserves will be replaced. Fluctuations in prices and currency exchange rates, as well as changes in production volumes, are daily risks in the industry.

The oil and gas industry is also subjected to extensive government policies and regulations, which result in additional cost and risk for industry participants. Environmental concerns relating to the oil and gas industry's operating practices are expected to increasingly influence government regulation and consumption patterns which favour cleaner burning fuels such as natural gas. Questerre is uncertain as to the amount of operating and capital expenses that will be required to comply with enhanced environmental regulation in the future. These risks are mitigated by Questerre, to the extent possible, by adherence to focused exploration and development strategies and the business acumen, experience and expertise of Questerre's management.

Reliance on Key Personnel

The Company’s success depends, to a significant extent, upon management and key employees.  The loss of key employees could have a negative effect on the Company.  Attracting and retaining additional key personnel will assist in the expansion of the Company’s business.  The Company will face significant competition for skilled personnel.  There is no assurance that the Company will successfully attract and retain personnel required to continue to expand its business and to successfully execute its business strategy.

Dependence on Economic Conditions

The Company’s success in its marketing efforts of its products will be dependent to some extent upon the economic conditions affecting marketplace.  The Company has no control over these economic conditions.

Legal Proceedings

In January 2005, the Company filed a statement of claim against a seismic processing company that provided seismic processing services to the Company and QBR in connection with the Beaver River Field 3-D seismic survey. The seismic processing company is expected to file their statement of defence during the second quarter of 2005. Questerre is unable to ascertain the impact of this legal action on the Company’s financial position at the present time.

Environmental

The Company believes that it is in compliance with existing environmental laws and regulations applicable to it and is not aware of any proposed environmental legislation or regulations with which it would not be in material compliance. However, the natural resources industry may in the future become subject to more stringent environmental protection rules.  This could increase the cost of doing business and may have a negative impact on earnings in the future.

Employees/Consultants

The Company has six employees and three contract operators. The Company has one full time consultant. Additional consultants are retained from time to time on a contract basis as needed.

Competitive Environment

The Company is in the business of the exploration, development and production of natural resources and is in the relatively early stage of development of such business.  The natural resource industry is intensely competitive in all of its phases. The Company competes with numerous other individuals and companies possessing greater financial resources and technical facilities than itself in the search for and the acquisition of attractive natural resource properties. 


The Company’s ability to acquire properties and potential reserves in the future will depend not only on its ability to develop its present properties, but also on its ability to select and acquire suitable producing properties or prospects for exploration. Management of the Company believes that the Company will be able to continue to compete successfully with its competitors in acquiring such properties or prospects.

Dividend Record and Policy

To date, the Company has not declared or paid any dividends on the Common Shares. The Company currently does not intend to declare or pay dividends on the Common Shares. Any decision to pay dividends on the Common Shares in the future will be made by the Board of Directors of the Company on the basis of the Company’s earnings, financial requirements and other conditions existing at that time.
MARKET FOR SECURITIES

The Company’s common shares are listed on the Toronto Stock Exchange under the symbol “QEC”.  The Company’s securities are not listed on any stock exchange in the United States of America and there is no established trading market for the securities of the Company in the United States.

Trading Price and Volume

The following chart sets out for the Common Shares the price ranges and volumes traded for the last fiscal year:

	
	High
	Low
	Close
	Volume

	
	
	
	
	

	January
	 $     1.30 
	 $     0.82 
	 $     1.19 
	       1,261,100 

	February
	 $     1.25 
	 $     0.30 
	 $     0.38 
	       3,587,600 

	March
	 $     0.44 
	 $     0.28 
	 $     0.30 
	       2,135,900 

	April
	 $     0.38 
	 $     0.25 
	 $     0.36 
	          506,100 

	May
	 $     0.34 
	 $     0.27 
	 $     0.27 
	          220,100 

	June
	 $     0.28 
	 $     0.10 
	 $     0.10 
	          641,500 

	July
	 $     0.13 
	 $     0.09 
	 $     0.11 
	          480,200 

	August
	 $     0.12 
	 $     0.09 
	 $     0.09 
	          610,600 

	September
	 $     0.17 
	 $     0.10 
	 $     0.17 
	       2,472,600 

	October
	 $     0.30 
	 $     0.15 
	 $     0.25 
	       2,824,600 

	November
	 $     0.27 
	 $     0.20 
	 $     0.24 
	       1,783,500 

	December
	 $     0.30 
	 $     0.22 
	 $     0.27 
	       1,136,300 


Description of capital structure
General Description of Capital Structure

The authorized capital of the Company consists of an unlimited number of Class A Common Shares, an unlimited number of Class B Common Shares  and an unlimited number of preferred shares issuable in one or more series (the "Preferred Shares").

As at March 28, 2005, there were 66,751,904 Class A Common Shares and no Class B Common Shares or Preferred Shares issued and outstanding.

Common Shares

The holders of the Common Shares are entitled to dividends as and when declared by the directors, to one vote per share at meetings of shareholders of the Company and to receive upon liquidation such assets of the Company as are distributable to the holders of the Common Shares.

Preferred Shares

The preferred shares may be issued from time to time in one or more series, each series consisting of a number of preferred shares as may be determined by the board of directors of the Company who may also fix the designations, rights, privileges, restrictions and conditions attaching to the shares of each series of preferred shares.  Unless the directors otherwise specify in the articles of amendment designating a series of preferred shares, the holder of each series of preferred shares shall not, as such, be entitled to receive notice of or vote at any meeting of shareholders, except as otherwise specifically provided in the ABCA.  The preferred shares of each series shall, with respect to payment of dividends and distributions of assets in the event of liquidation, dissolution or winding-up of the Company, whether voluntary or involuntary, or any other distribution of the assets of the Company among its shareholders for the purpose of winding-up its affairs, rank on a parity with the preferred shares of every other series and shall be entitled to preference over the Common Shares and the class B common shares

DIRECTORS AND OFFICERS

The following table sets forth the name, municipality of residence, principal occupation for the last five years of the current directors and officers of the Company, and year first elected to the board of directors of each of the current directors of the Company.  The term of office of each director will expire at the end of the next annual meeting of shareholders of the Company. 
	Name, Present Position with the Company and Municipality of Residence
	Principal Occupations for Preceding Five Years
	Date when became an Officer or Director of the Company

	Leslie R.  Beddoes, Jr.

Director

Victoria, British Columbia
	Director, Terrenex Acquisition Corporation, a public investment company from July 1999 to November 2000.  Independent exploration consultant since 1997.


	November 2000

	Michael R. Binnion

President, Chief Executive Officer and Director

Calgary, Alberta
	President, Chief Executive Officer and Director since November 2000.  President and Director of Terrenex since October 1995.  President and Chief Executive Officer of Flowing Energy Corporation, a junior exploration and production company from June 1996 to December 2001 and Chairman from April 2002 to May 2004.  President and Chief Financial Officer of CanArgo Energy Corporation, an independent exploration & production company from 1998 to 2000.


	November 2000

	Russ Hammond

Director

London, England
	Investment advisor to Provincial Securities Limited, a private investment company.  Director of ECO Recycling Systems Ltd., an environmental services company, since 2000.  Director of CanArgo Energy Corporation since July 1998. Chairman of Terrenex since June 1995.


	December 2000

	Tom Landry, Jr.

Director

Dallas, Texas
	President and owner of L&L Petroleum Corporation, an independent exploration and production company, since 1999.  From 1999 to 2001, partner in Turnkey Partners, Inc. a private drilling firm. 
	June 2001

	David G.  Mallory

Director and Interim Chief Financial Officer

Calgary, Alberta
	Chief Financial Officer of Guardian Exploration Inc., a private exploration and production company since September 2004. Prior thereto, Chief Financial Officer of Flowing Energy Corporation from September 2000 to May 2004 and a director from March 2001 to May 2004.  Chief Financial Officer of Questerre from November 2000 to March 2003 and a Director since October 2001. President, CEO, CFO and Director of Lemontonic Inc. (formerly Silicon Acquisition Inc.), a public company from January 2000 to July 2002 and since July 2002, a director only.  President of 715502 Alberta Ltd., a private management services company, since January 1997. 
	November 2000

	Peder N. Paus
Director

Oslo, Norway
	Director of Questerre since November 2000.  Director, Flowing Energy Corporation from June 2000 to May 2004.  Director, CanArgo Energy Corporation from July 1998 to June 2001.  Director of Terrenex since September 1999.  Independent businessman since 1995.


	December 2000

	Jed M. Wood

Director

Red Deer, Alberta
	President and Chief Financial Officer of High Arctic Well Control Inc. a private well control company since 1993. Chief Executive Officer of Rockport Developments, a private residential construction firm since 1997. Director of Service Plus Inns and Suites, a public gaming company since 1999.  Director of Questerre since November 2003. 
	November 2003

	Maria Rees

Corporate Secretary and Controller

Calgary, Alberta


	Controller and Corporate Secretary of the Corporation since November 2000.  Controller and Corporate Secretary of Terrenex since 1995 and a Director since November 2000.  Prior thereto, Vice President, Business Administration, Corporate Secretary and Controller of CanArgo Energy Corporation from 1998 to 2000.
	December 2000

	John Brodylo, P. Geol.

Vice President, Exploration

Calgary, Alberta
	Vice President, Exploration of the Corporation since January 2004. Exploration Manager of the Corporation from March 2001 to January 2004. Prior thereto, senior geologist with Draig Energy Ltd., a private exploration and production company, from June 1998 to March 2001.
	January 2004

	Jason D’Silva

Treasurer and Vice President, Finance

Calgary, Alberta
	Manager, Investor Relations of Questerre since November 2000 and Treasurer since May 2003. Vice President Finance since August 2004. Corporate Compliance Officer of CanArgo Energy Corporation from July 1998 to December 2000.  Analyst with Terrenex since 1995.
	November 2000


Mr. Hammond, Mr. Mallory and Mr. Paus  are members of the Audit Committee. The Audit Committee is responsible for overseeing the financial reporting by management.  The Audit Committee meets with the Company’s external auditors to hear their report on and to discuss management’s internal financial control systems and procedures. The committee reviews quarterly and annual financial statements prepared by management prior to presentation to the Board along with their recommendation regarding approval. 

As at the date hereof, the directors and officers of the Company, as a group, owned directly or indirectly, or had control or direction over approximately 24,142,676 Common Shares, representing approximately 36% of the total number of Common Shares issued and outstanding.  The information, not being within the knowledge of the Company, as to the beneficial ownership of such Common Shares has been furnished by the directors and officers of the Company individually.
To the knowledge of management of the Company, there has been no director or officer, or any shareholder holding a sufficient number of securities of the Company to affect materially the control of the Company that is, or within the 10 years before the date of this annual information form has been, a director or officer of any issuer that, while that person was acting in that capacity or within one year of that person ceasing to act in that capacity:

(a) was the subject of a cease trade or similar order, or an order that denied the issuer access to any exemptions under securities legislation, for a period of more than 30 consecutive days; or

(b) became bankrupt, made a proposal under any legislation relating to bankruptcy or insolvency or was subject to or instituted any proceedings, arrangement or compromise with creditors or had a receiver, receiver manager or trustee appointed to hold its assets.

Other than the Plans filed by the Company and QBR as disclosed under “General Development of the Business”, to the knowledge of management of the Company, there has been no director or officer, or any shareholder holding sufficient number of securities of the Company to affect materially the control of the Company, or a personal holding company of any such person that has, within the 10 years before the date of this annual information form, become bankrupt, made a proposal under any legislation relating to bankruptcy or insolvency, or was subject to or instituted any proceedings, arrangement or compromise with creditors, or had a receiver, receiver manager or trustee appointed to hold the assets of the director or officer as except as disclosed herein.

To the knowledge of management of the Company, no director or officer, or any shareholder holding a sufficient number of securities of the Company to affect materially the control of the Company, has:

(a) been subject to any penalties or sanctions imposed by a court relating to Canadian securities legislation or by a Canadian securities regulatory authority or has entered into a settlement agreement with the Canadian securities regulatory authority; or

(b) been subject to any other penalties or sanctions imposed by a court or regulatory body that would likely be considered important to a reasonable investor in making an investment decision.

AUDIT COMMITTEE INFORMATION
The Audit Committee’s Charter

Objectives

The Audit Committee is a committee of the Board. Its primary functions are to assist the Board in fulfilling its oversight responsibilities relating to the integrity of the Company's financial statements, its management's discussion and analyses and its earnings press releases, the engagement and recommendation of compensation of independent auditors, the evaluation of the independent auditor's qualifications, independence and performance, and the performance of the Company's internal accounting procedures. The Audit Committee also prepares reports, if and when required, for inclusion by the Audit Committee in the Company's disclosure documents and enhances communication between management, independent auditors and the Board.

Membership and Policies

· The Board shall appoint members of the Audit Committee annually. The Audit Committee shall be composed of not less than three members of the Board, each of whom shall be independent. The Board shall fill any vacancy in the event the Audit Committee has less than three members and may remove members by resolution.

· Each member of the Audit Committee shall, by virtue of education or experience, be financially literate and at least one member shall be a financial expert, such that, in the opinion of the Board exercising its business judgment, he or she can monitor the Company's financial performance and financial reporting obligations.

· A quorum for a meeting of the Audit Committee shall be a majority of the members present in person or, if permitted by law, by telecommunications device. The Audit Committee shall meet quarterly or more frequently at the discretion of the members of the Audit Committee as circumstances require.

· The Audit Committee shall select a Chairman from amongst their number. If the Chairman is not present at a meeting of the Audit Committee, a Chairman shall be selected from amongst the members present. The Chairman shall not have a casting vote in the event of an equality of votes.

· The Audit Committee shall, as it determines necessary, have the authority to select, engage and remunerate independent counsel and other advisers to assist in carrying out the Audit Committee's duties at the expense of the Company.

· In discharging its duties under this Charter, the Audit Committee may investigate any matter brought to its attention and shall have access to all books, records, facilities and personnel of the Company, may conduct meetings or interview any officer or employee of the Company, the Company's legal counsel, independent auditors and consultants and may invite any such persons to attend any part of any meeting of the Audit Committee.

· The Audit Committee may designate one or more subcommittees consisting of at least one member to address specific issues on behalf of the Audit Committee.

· The Audit Committee shall regularly report to the Board on its activities.

· The Audit Committee shall review and reassess the adequacy of this Charter annually and submit any proposed changes to the Board for approval.

· The Audit Committee shall conduct an annual performance evaluation which may be done in conjunction with annual evaluations of the Board and committees thereof conducted by the Compensation Committee. 

· The Audit Committee shall perform such other functions as are assigned by law and the Company's By-laws, and on the instructions of the Board.

· The Audit Committee has neither the duty nor the responsibility to conduct audit, accounting or legal reviews, or ensure that the Company's financial statements are complete, accurate and in accordance with generally accepted accounting principles, rather, the Company's management is responsible for the Company's financial reporting process, internal review process, and the preparation of the Company's financial statements in accordance with GAAP, and the Company's independent auditors are responsible for auditing those financial statements.

Functions

Independent Auditor

· The Audit Committee shall be directly responsible for the appointment, termination, compensation, retention and oversight of the work of the independent auditing firm employed by the Company (including resolution of disputes between management and the auditor regarding financial reporting) for the purpose of preparing or issuing an audit report or related work. The Audit Committee's selection of the Company's independent auditor is subject to shareholder approval as required by law.

· The independent auditor shall report directly to the Audit Committee.

· All auditing services and permitted non-audit services provided to the Company by the independent auditor shall be pre-approved by the Audit Committee and the Audit Committee shall consider whether the provision of any non-audit services is compatible with the auditor's independence.

· The Audit Committee shall evaluate, at least annually, the auditor's qualifications, performance and independence. The Audit Committee shall present its conclusions with respect to the independent auditor to the Board.

· Employees or former employees of the independent auditor shall not be hired by the Company without the prior approval of the Audit Committee.

Oversight of Financial Statements and Internal Controls and Procedures

· The Audit Committee shall meet with management and the independent auditor to discuss annual and quarterly financial statements and management's discussion and analyses and earnings press releases. The Audit Committee shall review and discuss the financial information to be included in the Company's public disclosure documents and shall make a determination whether to recommend to the Board that the financial statements be presented to shareholders.

· The Audit Committee may meet in executive session without management or independent auditors present and shall meet at least annually in separate executive sessions with the Chief Financial Officer and the lead partner of the independent auditor.

· The Audit Committee shall review with the Company's Chief Financial Officer and the independent auditor any changes in accounting policies as well as any other significant financial reporting issues. 

· The Audit Committee shall review with the independent auditors: (a) plans, staffing and scope for each annual audit; (b) the results of the annual audit and resulting opinion including major issues regarding accounting and auditing principles and practices; (c) adequacy of the Company's internal controls; (d) audit problems or difficulties and management's responses in respect of disagreements and to facilitate the resolution of such disagreements and restrictions on the scope of access to information.

· The Audit Committee shall review with the Chief Executive Officer and the Chief Financial Officer the Company's disclosure controls and procedures and shall review periodically, but in no event less frequently than annually, management's conclusions about the efficacy of such disclosure controls and procedures, including any significant deficiencies or material non-compliance with such controls and procedures.

· The Audit Committee shall establish and maintain procedures for: (a) the receipt, retention and treatment of complaints received by the Company regarding accounting, internal accounting controls or auditing matters; and (b) the confidential, anonymous submission by employees of the Company of concerns regarding questionable accounting or auditing matters.

· The Audit Committee shall review with management and the independent auditor any correspondence with regulators or government agencies and any employee complaints or published reports which raise issues regarding the Company's financial statements or accounting policies.

· The Audit Committee shall meet periodically with the appropriate legal advisors to the Company to review material legal affairs of the Company, the Company's compliance policies and any material reports or inquiries received from regulators or governmental agencies.

Composition of the Audit Committee

The audit committee consists of three members, two of which are independent and all are financially literate. The Company has adopted the definition of "independence" as set out in Section 1.4 of the proposed amendments to Multilateral Instrument 52-110 Audit Committees, as published on October 29, 2004.

Mr. Mallory ceased to be independent in August 2004 when he was appointed interim Chief Financial Officer following the resignation of the former Chief Financial Officer. The Board has determined that the reliance on the exemption contained in section 3.4 of Multilateral Instrument 52-110 from the requirement that all members of the Audit Committee are independent will not materially adversely affect the ability of the Audit Committee to act independently and to satisfy the other requirements of this Instrument.

The relevant education and experience of each audit committee member is outlined below:

Relevant Education and Experience

Peder Paus (Audit Committee Chair)

Mr. Paus is currently Director of Terrenex. From 1998 to 2004, he served as a director of Flowing Energy Corporation and from June 1998 to June 2001 was Director of CanArgo Energy Corporation. 

From 1981 to 1995, Mr. Paus was Chief Executive Officer of North Venture Ltd., a shipping and offshore consulting firm based in London, England. In this capacity he was involved in restructuring several large private companies including the refrigerated transportation division of PPI-Del Monte Fresh Produce B.V. During this period, Mr. Paus was also engaged as special consultant to the British Ministry of Defense and ECGD. 

Mr. Paus also has extensive experience in the banking and international finance sector. He was Executive Director, Member of the Executive Committee and Board of Directors of Manufacturers Hanover Limited and Vice President of Manufacturers Hanover Corporation, one of the leading US banks in the 1970s and early 1980s. He was also head of the Scandinavian division of Manufacturers Hanover Trust Co.

Mr. Paus graduated from the University of California, Berkeley with a degree in Business Administration in 1971.

David G. Mallory, CA


He is currently Chief Financial Officer of Guardian Exploration Inc., a private oil & gas exploration and production company. He was previously Chief Financial Officer and a Director of Flowing Energy Corporation from November 2000 to May 2004 and a Director of Passion Media Inc., a publicly listed entertainment company since December 2000. 

From 1997 to 1999, Mr. Mallory served as Chief Financial Officer of Oxbow Equities Corp., a public investment company listed on the Toronto Stock Exchange. Prior thereto he was employed by TransAlta Utilities Corporation. His positions with TransAlta included Manager, Internal Audit, Accounting and Project Finance and Controller. 

Mr. Mallory holds a Bachelor of Business Administration degree from the University of New Brunswick and is a Chartered Accountant.

Russ Hammond

Mr. Hammond is an investment advisor to Provincial Securities Limited, a private investment company. Mr. Hammond has over 25 years' experience providing venture capital to firms in the natural resource and energy sectors. 

He has been on the Board of Questerre since December 2000. Mr. Hammond is Chairman of Terrenex Acquisition Corporation since 1995, a Director and founder of CanArgo Energy Corporation since July 1998, and a Director of Cadiz Inc., an agricultural and water development company from 1991 to 1998. 

Mr Hammond has been self-employed since 1986. From 1974 to 1985 he was an equity partner in the British brokerage firm, W. Greenwell & Co., and from 1985 to 1986 was Managing Director of Greenwell-Montague Securities following the firm's acquisition by the Midland Bank. 

Mr. Hammond holds a Bachelors' degree in Economics from Cambridge University.

Pre-Approval Policies and Procedures

Questerre has adopted polices and procedures with respect to the pre-approval of audit and permitted non-audit services to be provided by PricewaterhouseCoopers LLP. The policy allows for pre-approval of audit services through the Audit Committee's review and approval of PricewaterhouseCooper's annual Audit Plan. For Audit related, tax and other non-audit services the policy allows for pre-approval of services that are recurring or reasonably expected to be provided.  The list of services is sufficiently detailed as to the particular services to be provided to ensure that (i) the audit committee knows precisely what services it is being asked to pre-approve and (ii) it is not necessary for any member of management to make a judgment as to whether a proposed service fits within the pre-approved services. The Audit Committee has delegated authority to the Chairman of the Audit Committee to pre-approve the provision of permitted services by PricewaterhouseCoopers LLP which are not otherwise pre-approved by the Audit Committee, including the fees and terms of the proposed services. The policy provides that, for all services, the Chief Financial Officer will obtain approval of the Chairman of the Audit Committee. The Audit Committee is informed quarterly of the services provided by PricewaterhouseCoopers LLP.

External Auditor Service Fees (By Category)

The following table summarizes the service fees paid to PricewaterhouseCoopers LLP for fiscal 2004 and 2003.

Year 




Audit Fees



All Other Fees

2004 




37,500




2,500

2003 




32,000




40,000

TRANSFER AGENT AND REGISTRAR

Computershare Trust Company of Canada is the transfer agent and registrar of the Common Shares and the register of transfers of Common Shares is maintained in Calgary, Alberta and Toronto, Ontario.

MATERIAL CONTRACTS

During the most recently completed financial year, and after the most recently completed financial year to the date hereof, the Company has not entered into any material contracts, other than in the ordinary course of business.

No contracts that were material to the Company, other than in the ordinary course of business, were entered into prior to the most recently completed financial year remain in effect. 

INTERESTS OF EXPERTS

The following table sets forth the name of each person or company who is named as having prepared or certified the McDaniel Report and the registered or beneficial interests, direct or indirect, in any securities or other property in the Company held by such person or company at the time the McDaniel Report was prepared, or received thereafter, or to be received.

	Name of Person or Company Preparing Technical Report
	Interest Held at time Report Prepared
	Interest Received Subsequently
	Interest to Be Received

	
	
	
	

	McDaniel & Associates Consultants Ltd.
	Nil
	Nil
	Nil


CONFLICTS OF INTEREST

Certain directors and officers of the Company and its subsidiary are associated with other reporting issuers or other corporations which may give rise to conflicts of interest. In accordance with the ABCA, directors who have a material interest or any person who is a party to a material contract or a proposed material contract with the Company are required, subject to certain exceptions, to disclose that interest and generally abstain from voting on any resolution to approve the contract. In addition, the directors are required to act honestly and in good faith with a view to the best interests of the Company. Certain of the directors of the Company have either other employment or other business or time restrictions placed on them and accordingly, these directors of the Company will only be able to devote part of their time to the affairs of the Company.

See “Related Party Transactions” in Management's Discussion and Analysis contained on pages 9 through 23 of the Company's Annual Report for the year ended December 31, 2004, which information is incorporated herein by reference.

PROMOTERS

Michael Binnion, President and Chief Executive Officer is the promoter of the Company. Mr. Binnion, owns, or exercises control or direction over 5,621,080 Common Shares.

INTEREST OF MANAGEMENT AND OTHERS IN MATERIAL TRANSACTIONS

See “Related Party Transactions” in Management's Discussion and Analysis contained on pages 9 through 23 of the Company's Annual Report for the year ended December 31, 2004, which information is incorporated herein by reference.

Other than as set forth above and in this AIF, there are no material interests, direct or indirect, of any informed person of the Company, any proposed directors of the Company or any associates or affiliates of such persons, in any material transaction completed during the three most recently completed financial years or during the current financial year or in any proposed material transaction which has materially affected or would materially affect the Company or any of its subsidiaries.

ADDITIONAL INFORMATION

Additional information relating to the Company may be found on SEDAR at www.sedar.com.  Additional information including directors’ and officers’ remuneration and indebtedness, principal holders of the Company’s securities, options to purchase securities and interests of insiders in material transactions, if applicable, is contained in the Information Circular for its most recent annual meeting of shareholders that involved the election of directors that will be filed on EDAR by May 2005.  Additional information is provided in the Company’s comparative financial statements and management's discussion and analysis for the year ended December 31, 2004.

F:\Corporate\2005 Budgets & Economic Models\0403 Oslo Trip\AIF\050323 QEC Annual Information Form.doc
31
F:\Corporate\2005 Budgets & Economic Models\0403 Oslo Trip\AIF\050323 QEC Annual Information Form.doc
ii

