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Management’s Discussion and Analysis
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The following Management’s Discussion and Analysis (“MD&A”) of the financial condition and results of
operations of Touchstone Exploration Inc. (the “Company” or “Touchstone”) for the year ended December
31, 2017, with comparisons to the year ended December 31, 2016 is dated March 26, 2018 and should
be read in conjunction with the audited consolidated financial statements as at and for the years ended
December 31, 2017 and 2016. The audited consolidated financial statements have been prepared in
accordance with International Financial Reporting Standards ("IFRS" or “GAAP”) as issued by the
International Accounting Standards Board.

Additional information related to Touchstone and factors that could affect the Company’s operations and
financial results are included in the Company’s December 31, 2017 Annual Information Form, which can
be found on the Company’s SEDAR profile (www.sedar.com).

Unless otherwise stated, tabular amounts herein are in thousands of Canadian dollars (“$” or “Cdn$”),
and amounts in text are rounded to thousands of Canadian dollars. The Company may also reference
United States dollars (“US$”) and Trinidad and Tobago dollars (“TT$”) herein, which are the functional
and operational currencies of the Company’s subsidiaries. All production volumes disclosed herein are
sales volumes. Certain prior year amounts have been reclassified to conform to current year presentation.
This MD&A contains forward-looking statements and non-GAAP measures. Readers are cautioned that
the MD&A should be read in conjunction with Touchstone’s disclosure under the headings “Forward-
looking Statements,” “Non-GAAP Measures,” and “Abbreviations” included at the end of this MD&A.

About Touchstone Exploration Inc.

Touchstone is incorporated under the laws of Alberta, Canada with its head office located in Calgary,
Alberta. The Company is an oil and gas exploration and production company active in the Republic of
Trinidad and Tobago (“Trinidad”). Touchstone is one of the largest independent onshore oil producers in
Trinidad, with assets in several large, high-quality reservoirs that have significant internally estimated total
petroleum initially-in-place and an extensive inventory of low-risk development opportunities. The
Company’s common shares are traded on the Toronto Stock Exchange and the AIM market of the
London Stock Exchange (“AIM”) under the symbol “TXP”.

Touchstone’s strategy is to leverage western Canadian enhanced oil recovery experience and capability
to international onshore properties to create shareholder value. Outside of its core Trinidad portfolio, the
Company will continue to examine opportunities in jurisdictions that have stable political and fiscal
regimes coupled with large defined original oil in place.
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2017 Fourth Quarter Highlights

Achieved quarterly average crude oil sales of 1,448 barrels per day, representing increases of 1%
and 16% from the third quarter of 2017 and the fourth quarter of 2016, respectively.

Realized operating netback of $22.14 per barrel, representing decreases of 9% from the third
quarter of 2017 and 5% from the prior year comparative quarter.

Generated funds flow from operations of $892,000 ($0.01 per basic share), a 36% decrease
guarter over quarter and a 153% increase from the fourth quarter of 2016.

The Company’s exploration and development expenditures for the quarter were $1,093,000, with
seven recompletions performed.

Completed a private placement raising net proceeds of $4,552,000 by placing 25,784,285 new
common shares at a price of $0.20 share.

Secured bonding to fully support the Company’s US$2,150,000 letter of credit relating to East
Brighton exploration work commitments.

Divested the Company’s oil services assets by entering into a five-year, US$1,836,000
contractual agreement to lease its four service rigs and coil tubing unit to a third party.

Exited 2017 with cash of $13,920,000 and reduced net debt by 42% from 2016 to $8,192,000.

2017 Annual Highlights

Achieved average crude oil production of 1,375 barrels per day, representing a 6% increase from
2016 annual average production of 1,301 bbls/d.

Increased petroleum revenues 33% from the prior year, generating $32,020,000 versus
$24,036,000 in 2016.

Realized operating netback prior to derivatives of $22.56 per barrel, an increase of 50% from the
$15.08 per barrel generated in 2016.

Generated funds flow from operations of $3,110,000 ($0.03 per basic share) compared to
$6,117,000 ($0.07 per basic share) realized in 2016.

Recorded a net loss of $947,000 ($0.01 per basic share) versus a net loss of $12,853,000 ($0.15
per basic share) in 2016.

Executed a $9,378,000 exploration and development program to drill four successful wells and
perform 20 recompletions.

Reduced the Company’s US$6,000,000 letter of credit related to the East Brighton exploration
property to US$2,150,000 and secured a financing facility to support the full amount.

Completed an admission and listing on the AIM market of the London Stock Exchange in June
2017 and raised net proceeds of $5,329,000 from two United Kingdom private placements.
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Financial and Operating Results Summary

Three months ended Year ended
December 31, December 31,
2017 2016 2017 2016
Operating
Average daily oil production (bbls/d) 1,448 1,245 1,375 1,301
Operating netback® ($/bbl)
Brent benchmark price®@ 78.11 65.53 70.22 57.68
Discount (8.23) (3.68) (6.43) (7.19)
Realized sales price 69.88 61.85 63.79 50.49
Royalties (20.16) (16.69) (17.89) (12.43)
Operating expenses (27.58) (21.76) (23.34) (22.99)
Operating netback prior to derivatives 22.14 23.40 22.56 15.07
Realized gain on derivatives - - - 13.57
Operating netback after derivatives 22.14 23.40 22.56 28.64
Financial ($000’s except share and per share amounts)
Funds flow from operations 892 353 3,110 6,117
Per share — basic and diluted® 0.01 0.01 0.03 0.07
Net earnings (loss) 3,653 (7,154) (947) (12,853)
Per share — basic and diluted 0.03 (0.09) (0.01) (0.15)
Capital expenditures
Exploration 330 553 1,240 2,029
Property and equipment 763 819 8,138 1,852
Total 1,093 1,372 9,378 3,881
Total assets — end of period 91,336 89,285
Net debt® — end of period 8,192 14,154
Weighted average shares outstanding
Basic 105,955,000 83,137,143 94,203,562 83,121,842
Diluted 106,542,151 83,137,143 94,203,562 83,121,842
Outstanding shares — end of period 129,021,428 83,137,143

Notes:
(1) See “Non-GAAP Measures”.
(2) Source: US Energy Information Administration.

Subsequent to a balance sheet restructuring in November 2016, the Company’s focus was to resume a
growth strategy through an organic drilling and recompletion program. 2017 results exceeded
expectations, as the Company successfully drilled four development wells and performed 20 well
recompletions. The four new wells contributed a combined average of 312 barrels of oil per day of
incremental production over an average of 177 production days, outperforming the Company’s forecasted
type curve.

The Company invested $9,378,000 in 2017 on exploration and development expenditures, of which
$6,960,000 related to drilling and well recompletions. As a result, fourth quarter 2017 and annual 2017
average crude oil production were 1,448 and 1,375 barrels per day respectively, representing increases
of 16% and 6% from the respective prior year comparative periods.

Realized 2017 pricing for crude oil was $63.79 (US$49.18) per barrel versus $50.49 (US$38.10) per
barrel received in 2016. Petroleum revenues increased 33% from the prior year based on a 26% year-
over-year increase in realized crude oil prices and a 5% increase in total production. Royalty expenses
represented 28.1% of petroleum revenue during the year ended December 31, 2017 versus 24.6% in the
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prior year. The increase reflected the rising scale effect of increased commodity prices to royalty rates,
slightly offset by increased new drilling production which qualified for royalty incentives. Annual operating
costs increased 7% on an absolute basis and 2% on a per barrel basis from 2016, primarily driven from a
one-time $811,000 prior period abandonment fee adjustment recorded in 2017. Excluding the adjustment,
annual operating costs decreased 6% on a per barrel basis from 2016. 2017 general and administrative
costs remained consistent with the prior year; reductions in salaries were offset by increased fees
associated with the Company’s AIM listing. Finance costs increased by $1,626,000 from the prior year, as
the Company incurred a full year of interest and royalty fees relating to its term loan established in
November 2016.

The Company generated funds flow from operations of $3,110,000 ($0.03 per basic share) for the year
ended December 31, 2017 versus $6,117,000 ($0.07 per basic share) recognized in the prior year. The
Company’s 2016 commodity derivative contracts increased 2016 funds flow by $6,462,000. The
Company liquidated its outstanding hedge book in June 2016 and did not enter into any commaodity based
derivative contracts in 2017.

The Company recorded a net loss of $947,000 ($0.01 per basic share) during the year ended December
31, 2017 versus a net loss of $12,853,000 ($0.15 per basic share) recognized in the prior year. The year
over year change was primarily the result of net impairment recoveries of $7,851,000 recorded in 2017
versus net impairment charges of $5,337,000 expensed in 2016.

In June 2017 the Company completed an admission and listing on the AIM market of the London Stock
Exchange. In conjunction with the AIM admission, the Company placed an additional 20,000,000 new
common shares at a price of $0.12, resulting in gross and net proceeds of $2,446,000 and $777,000,
respectively. Touchstone completed an additional private placement with United Kingdom investors in
December 2017. The Company placed an additional 25,784,285 new common shares at a price of $0.20,
resulting in gross and net proceeds of $5,052,000 and $4,552,000, respectively.

In March 2017, Touchstone reduced the Company’s cash collateralized US$6,000,000 letter of credit
related to its East Brighton exploration property to US$2,150,000. In November 2017, the Company
secured a performance security guarantee for the letter of credit with Export Development Canada
(“EDC”), resulting in an increase of available cash.

The Company exited 2017 with a cash balance of $13,920,000, a working capital surplus of $6,808,000,
and a term loan balance of $15,000,000. Primarily based on the proceeds received from the two private
placements and the reduction in the cash collateralized letter of credit, Touchstone’s December 31, 2017
net debt was $8,192,000, which represented a decrease of 42% from year-end 2016. In response, the
Company commenced a 10 well drilling and 24 well recompletion program in February 2018.
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Principal Properties

The Company holds interests in producing and exploration properties in southern Trinidad and
undeveloped acreage in Saskatchewan. All properties are operated by Touchstone apart from the Cory
Moruga exploration block. A full schedule of the Company’s property interests as of December 31, 2017
is set out in the table below:

Working 1 2
Property interest Lease type Gross acres® Net acres®
Trinidad
Producing
Coora 1 100% Lease Operatorship 1,230 1,230
Coora 2 100% Lease Operatorship 469 469
WD-4 100% Lease Operatorship 700 700
WD-8 100% Lease Operatorship 650 650
New Dome 100% Farmout Agreement 69 69
South Palo Seco 100% Farmout Agreement 2,019 2,019
Barrackpore 100% Private 211 211
Fyzabad 100% Crown 94 94
Fyzabad 100% Private 470 470
Icacos 50% Private 1,947 974
Palo Seco 100% Crown 499 499
San Francique 100% Private 1,351 1,351
90% 9,709 8,736
Exploratory
Bovallius 100% Private 827 827
Cory Moruga 16% Crown 11,969 1,939
East Brighton 70% Crown 20,589 14,412
Moruga 100% Private 1,416 1,416
New Grant 100% Private 193 193
Ortoire 80% Crown 44731 35,785
Rousillac 100% Private 235 235
Siparia 50% Private 111 56
St. John 100% Private 179 179
69% 80,250 55,042
71% 89,959 63,778
Canada
Exploratory®)
Beadle 100% Freehold 2,241 2,241
Druid 100% Crown 8,641 8,641
Luseland 100% Crown & Freehold 6,849 6,849
Winter 100% Crown 11,323 11,323
100% 29,054 29,054
Total 78% 119,013 92,832
Notes:

(1) "Gross" means acres in which the Company has an interest.

(2) "Net" means the Company’s interest in the gross acres.

(3) Approximately 74% of the Company’s Canadian based exploration acreage will expire in 2018, including 100% of the Druid and Winter
acreages noted above.
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Operating Agreements

In Trinidad, the Company operates under lease operatorship agreements (‘LOAs”) and farmout
agreements with the Petroleum Company of Trinidad and Tobago Limited (“Petrotrin”), state exploration
and production licences with the Trinidad and Tobago Minister of Energy and Energy Industries (“MEELI”),
and private exploration and production agreements with individual landowners.

Lease operatorship agreements

The Company’s LOAs in respect of its four core properties (Coora 1, Coora 2, WD-4 and WD-8) with
Petrotrin expire on December 31, 2020, with the Company holding a five-year renewal option upon
reaching agreement regarding the proposed work program and financial obligations. The practice in
Trinidad is for extensions to be issued in most cases on terms substantially similar to those in effect at the
time. Presently, the Company is subject to annual minimum production levels and five-year minimum
work commitments from 2016 through 2020 (see the “Contractual Obligations, Commitments and
Guarantees” section for further details). Under the LOAsS, failing to reach minimum production levels does
not constitute a breach provided the minimum work obligations have been completed.

In 2016, the Company did not meet the annual minimum production levels and the minimum work
obligations specified in the Coora 1, Coora 2 and WD-8 LOAs or the minimum work obligations specified
in the WD-4 LOA. The Company fulfilled its 2016 and 2017 work commitments on its Coora 1 and WD-4
properties by drilling four approved wells in 2017.

In 2017, the Company did not meet the annual minimum production levels and the minimum work
obligations specified in the Coora 2 and WD-8 LOAs. Subsequent to December 31, 2017, the Company
received all necessary approvals to drill two well locations on Coora 2 and two well locations on WD-8.
Drilling commenced on March 16, 2018. Upon completion of the four wells, all 2016 through 2017
associated work commitments will be satisfied on the two properties.

The minimum work obligations are set out on a “period basis” rather than on an annual basis. The period
is defined as five years. The way in which the term “Work Obligation” is defined in the LOAs is
ambiguous, and it is not clear whether the obligations must be satisfied each year (i.e. on an annual
basis) or whether the obligations only need to be completed within the period (i.e. whether the obligations
may be deferred from one year into the next year, provided that the obligations are ultimately completed
prior to the last year in the period). The practice of Petrotrin has been to audit the work obligations and, in
the event that they have not been satisfied, request that the operator submit a plan for the completion of
the obligations. Although the LOAs provide that the minimum production levels and work obligations are
to be achieved on a best endeavors basis, the LOAs also describe the failure to achieve the minimum
production levels or the failure to complete the work obligations as potentially constituting a material
breach of the LOAs.

Farmout agreements

The Company’s farmout agreements with Petrotrin expire on December 31, 2021. The Company holds a
five-year renewal option, and the agreements are subject to five-year minimum work commitments from
2017 through 2021 (see the “Contractual Obligations, Commitments and Guarantees” section for further
details).

MEEI exploration and production licences

The Company has exploration and production licences with the MEEI for its Fyzabad and Palo Seco
producing properties, and its Cory Moruga, East Brighton and Ortoire exploration properties. The licences
typically are for an initial six-year term, with the option to extend a further 19 years upon a commercial
discovery. Under its East Brighton and Ortoire licences, the Company is subject to work commitments
through 2020 (see the “Contractual Obligations, Commitments and Guarantees” section for further
details).
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The Company’s Fyzabad and Palo Seco agreements with the MEEI contain no major work obligations or
covenants but both expired on August 19, 2013. The Company is currently negotiating licence renewals
and has permission from the MEEI to operate in the interim period. The Company has no indication that
the two licences will not be renewed.

During the year ended December 31, 2017, production volumes produced under expired MEEI production
licences represented 4.5% of total production (2016 — 5.4%). As at December 31, 2017, the net book
value of the properties operating under expired MEEI production licences was approximately $1,866,000,
representing 3.0% of the Company’s property and equipment balance (2016 — $3,364,000 and 5.6%,
respectively).

Private lease agreements

Touchstone also negotiates private lease agreements with individual land owners. Lease terms are
typically 35 years in duration and contain no minimum work obligations.

The Company is operating under a number of Trinidad private lease agreements which have expired and
are currently being renewed. Based on legal opinions received, Touchstone is continuing to recognize
revenue on the producing properties because the Company is the operator, is paying all associated
royalties and taxes, and no title to the revenue has been disputed. The Company currently has no
indication that any of the producing expired leases will not be renewed. The continuation of production
from expired private leases during the renegotiation process is common in Trinidad.

During the year ended December 31, 2017, production volumes produced under expired private lease
agreements represented 3.0% of total production (2016 — 2.8%).

Crude oil marketing agreement

On January 14, 1974, Premier Consolidated Qilfields Limited, Primera Group’s predecessor in interest,
and Trinidad and Tobago Oil Company Limited, Petrotrin’s predecessor, entered into a Crude Oil
Agreement whereby Petrotrin committed to purchase all petroleum crude oil produced by Primera Group
from producing Trinidad properties. The agreement has an indefinite term and may be terminated by
either party on three months’ notice. The price was historically based upon a Venezuelan posted place;
however, the index has been discontinued. The price currently paid is a premium to the Petrotrin indexed
price, paid in US$.
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Economic Environment

Selected benchmark prices and exchange rates

Touchstone’s 2017 financial and operating results were impacted by commodity prices and foreign
exchange rates which are outlined below.

Three months ended % %
December 31, change Year ended December 31, change
2017 2016 2017 2016
Crude oil benchmark prices
Brent average (US$/bbl)® 61.45 49.11 25 54.17 43.67 24
Brent average (Cdn$/bbl)® 78.11 65.53 19 70.22 57.68 22
WTI average (US$/bbl)® 55.27 49.14 12 50.80 43.29 17
WTI average (Cdn$/bbl)@ 70.25 64.53 9 65.92 56.28 17
Average foreign exchange rates®
Cdn$:US$ 0.79 0.75 5 0.77 0.76 2
Cdn$:TT$ 5.30 5.03 5 5.20 5.01 4
US$:TTS$ 6.74 6.71 - 6.74 6.63 2

Notes:

(1) Source: US Energy Information Administration. Benchmark prices do not reflect the Company'’s realized sales prices. Refer to “Realized prices
excluding derivative contracts” below.

(2) Canadian reference prices are calculated using average Oanda Corporation daily exchange rates for the specified periods.

(3) Source: Average Oanda Corporation daily exchange rates for the specified periods.

Touchstone's crude oil realized price has historically correlated to the Brent benchmark price. Global
crude oil prices improved in the fourth quarter of 2017, with the US$ denominated Brent reference price
averaging 18% higher than the third quarter of 2017 and 25% higher than the fourth quarter of 2016.
Rising crude oil prices were driven by strong global demand and forecasted demand, as well as
continued discipline from OPEC and its allies in their efforts to rebalance global crude inventories in the
quarter and their decision to further extend production cuts into 2018.

The Canadian dollar weakened relative to US$ during the fourth quarter of 2017, averaging US$0.79
(US$/Cdn$ - 1.27). The US$ was aided by strong economic data and the approval of a new tax reform
bill. The TT$ remained range-bound relative to the US$ during the fourth quarter of 2017, averaging
US$0.15 (USS$/TTS - 6.74).

2017 Fourth Quarter and Annual Financial and Operating Results

The Company’s operations are conducted in Trinidad. The Company’s operations are viewed as a single
operating segment by the chief operating decision maker of the Company for the purposes of resource
allocation and assessing performance.

Production volumes

Three months ended

December 31, chans/; Year ended December 31, changc])/g
2017 2016 2017 2016
Qil production (bbls) 133,191 114,527 16 501,985 476,057
Average daily oil
production (bbls/d) 1,448 1,245 16 1,375 1,301
Touchstone Exploration Inc. 9
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Production volumes by property

Three months ended

(bbls) December 31, Chans/eo Year ended December 31, changﬁ
2017 2016 2017 2016
Coora 1 34,040 11,942 100 91,846 48,024 91
Coora 2 4,846 6,294 (23) 23,364 29,153 (20)
WD-4 45,417 41,438 10 175,001 181,254 3)
WD-8 22,888 25,964 (12) 97,322 98,834 (2)
New Dome 2,074 1,928 8 8,871 7,408 20
South Palo Seco 754 688 10 2,180 2,194 Q)
Barrackpore 2,357 2,747 (14) 13,573 16,729 (29)
Fyzabad 10,725 14,105 (24) 50,062 59,284 (16)
Icacos 1,077 964 12 4,026 4,343 @
Palo Seco 1,302 1,367 (5) 5,130 5,508 ©)
San Francique 7,711 7,090 9 30,610 23,326 31
Production 133,191 114,527 16 501,985 476,057 5

Fourth quarter 2017 crude oil production increased 16% from the fourth quarter of 2016, primarily based
on incremental production achieved from the Company’s 2017 drilling and recompletion program.

2017 annual crude oil production increased 5% from 2016 due to the incremental production achieved
from the Company’s recompletion and drilling efforts noted above, partially offset by natural declines.

Realized prices excluding derivative contracts

Three months ended

December 31, Chan;]’/eo Year ended December 31, chan;/eo
2017 2016 2017 2016
Realized price (US$/bbl) 54.83 46.22 19 49.18 38.10 29
US$ realized price
discount as a % of Brent 108 5.9 9.2 12.8
USS$ realized price
discount as a % of WTI 0.8 5.9 3.2 12.0
Realized price (Cdn$/bbl) 69.88 61.85 13 63.79 50.49 26

Over the past three years, the Company’s realized US$ Trinidad crude oil prices averaged a 11%
discount to Brent reference pricing. The price differential realized during the three months ended
December 31, 2017 remained consistent with historical results. On an annual basis, the realized 2017
price differential to Brent tightened to 9%.

In the fourth quarter of 2017, the Company’s realized Trinidad crude oil price was $69.88 per barrel as
compared to $61.85 per barrel in the same period of 2016. The 13% increase was a result of a 19%
increase in the Brent reference price over the same period, partially offset by both an increase in the
realized Brent reference differential from 6% to 11% and a stronger Canadian dollar.

On an annual basis, the Company’s realized Trinidad crude oil price in 2017 was 26% higher compared
to the comparative 2016 period. The realized price increase was a result of a 29% increase in the Brent
reference price over the same period and a narrowing of the realized Brent reference differential from
13% to 9%, partially offset by a stronger Canadian dollar.
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Petroleum revenue

Three months ended

(8000's) December 31, Chan;/eo Year ended December 31, Chang{g
2017 2016 2017 2016
Petroleum revenue 9,308 7,084 31 32,020 24,036 33

The Company recognized petroleum revenue of $9,308,000 during the three months ended December
31, 2017. This represented a 31% increase from the corresponding 2016 period as realized pricing, and
production increased by 13% and 16%, respectively.

For the year ended December 31, 2017, petroleum revenue was $32,020,000, representing an increase
of 33% from revenue recognized in 2016. During the year, realized pricing and production increased by
26% and 5%, respectively.

The Company sells its crude oil to Petrotrin, whom establishes a monthly net price for Trinidad oil. As at
December 31, 2017, the Company had 8,612 barrels of crude oil inventory versus 6,092 barrels held as
at December 31, 2016. The Company’s crude oil is typically sold from its various sales batteries to
Petrotrin three days per week. Crude oil sales are sold with no additional transportation costs because
title transfers at the Company’s various operating batteries.

Commodity price financial derivatives

In the past, the Company entered into Brent reference based crude oil financial derivative contracts to
protect funds flow from operations from the volatility of commodity prices. Touchstone does not employ
hedge accounting for any of its risk management contracts.

The Company had no commodity risk management contracts in place as at or during the year ended
December 31, 2017. During the year ended December 31, 2016, the Company realized a net loss of
$1,970,000 related to commodity risk management contracts. The Company’s then outstanding
commodity price contracts were liquidated on June 2, 2016. For further information, refer to the “Risk
Management” section of this MD&A.

Royalties

Three months ended

gg&%; unless otherwise December 31, chans/; Year ended December 31, chan;/eo
2017 2016 2017 2016

Crown royalties 962 638 3,553 2,166

Private royalties 141 174 575 489

Overriding royalties 1,582 1,100 4,854 3,262

Royalties 2,685 1,912 40 8,982 5,917 52

As a percentage of 28.8% 27.0% 28.1% 24.6%

petroleum revenue

Touchstone incurs a crown royalty rate of 12.5% on gross production under MEEI and Petrotrin leases.
For private leases, the Company incurs private royalties between 10% and 12.5% of gross revenue.

On the WD-8, Coora and WD-4 blocks, the Company operates under LOAs, which in addition to crown
royalties apply a sliding scale notional overriding royalty (“NORR”) that ranges from 10% to 35% on
predefined monthly base production levels. For any production volumes sold in excess of base production
levels, the Company incurs an enhanced NORR (“enhanced NORR”) of 8% to 22.5%. The NORR and
enhanced NORR rates are indexed to the price of oil realized in the production month.
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The LOAs allow for NORR and enhanced NORR incentives for the drilling or sidetracking of a
replacement well as follows:

e Year 1 of production from the replacement well: 0% NORR or enhanced NORR rate; and

e Year 2 of production from the replacement well: 10% NORR or enhanced NORR rate.

In addition to crown royalties, the South Palo Seco and New Dome blocks are subject to farmout
agreements that stipulate NORR rates ranging from 7% to 27% and enhanced NORR rates ranging from
4% to 17%. Similar to the LOA structure, the NORR and enhanced NORR rates are indexed to the price
of oil realized in the production month. However, there are no incentives for drilling under the farmout
agreements. Production from the farmout properties incur a TT$3.20 per barrel charge for transportation
and handling fees.

For the three months ended December 31, 2017, Trinidad royalties represented 28.8% of petroleum
revenues compared to 27.0% in the prior year comparative period. The increase reflected the rising scale
effect of increased commodity prices to royalty rates, slightly offset by increased new drilling production
which qualified for enhanced NORR incentives.

Royalty expenses represented 28.1% of petroleum revenue during the year ended December 31, 2017
versus 24.6% in the prior year. The increase was based on increases in year-over-year realized pricing
and a one-time $353,000 adjustment recognized in the first quarter of 2017 related to prior period impost
levies that were invoiced in 2017.

Operating expenses

Three months ended

(3000’s) December 31, chang/eo Year ended December 31, chans/eo
2017 2016 2017 2016
Operating expenses 3,673 2,492 47 11,716 10,943 7

In 2017, the Company received notification from Petrotrin that amounts were due for contributions to a
Petrotrin / MEEI head licence pollution and well abandonment fund. The Company confirmed a total of
$954,000 was owing, representing US$0.28 per barrel for production from 2011 through 2017 on all
Petrotrin concessions. Approximately $811,000 related to the 2011 through 2016 periods. As the
Company cannot access the contributions for its future well abandonments and all contributions are non-
refundable, the full $954,000 was expensed in 2017. Going forward, US$0.28 per barrel sold will be
accrued and expensed as stipulated in the Company’s Petrotrin operating agreements (see
“Decommissioning obligations and abandonment fund” for further details).

Exclusive of the prior period adjustment, the Company’s fourth quarter operating expenses were
$2,862,000, representing $21.49 per barrel. In comparison to the same period of 2016, operating costs
increased 15% on an absolute basis and decreased 1% on a per barrel basis. The per barrel decrease
was primarily attributable increased production.

Exclusive of the $811,000 prior period adjustment, annual operating costs were consistent with 2016 on a
an absolute basis and decreased 6% on a per barrel basis. The Company realized the benefits of fixed
operating cost control efforts throughout 2017. The Company expects to continue to control these costs in
2018 as the majority of its service operations were leased to a third party in October 2017.

Touchstone Exploration Inc. 12
2017 Management’s Discussion & Analysis



Operating netback®

Three months ended

($/bbl) December 31, Chans/eo Year ended December 31, changﬁ
2017 2016 2017 2016

Brent benchmark price 78.11 65.53 19 70.22 57.68 22

Discount (8.23) (3.68) (6.43) (7.19)

Realized sales price 69.88 61.85 13 63.79 50.49 26

Royalties (20.16) (16.69) 21 (17.89) (12.43) 44

Operating expenses (27.58) (21.76) 27 (23.34) (22.99) 2

Operating netback 22.14 2340  (5) 2256 15.07 50

prior to derivatives

Realized gain on ) ) ) ) 1357 (100)

derivatives )

Operating netback 22.14 23.40 ) 22.56 2864  (21)

after derivatives

Note:
(1) See “Non-GAAP Measures”.

Fourth quarter 2017 operating netback was $22.14 per barrel, representing a 5% decrease from the
$23.40 per barrel recognized in the same period of 2016. Compared to the fourth quarter of 2016,
realized price per barrel increased by 13%. Royalties increased based on increased production and the
effect of the rising scale effect of increased commodity prices to royalty rates. Fourth quarter operating
expenses of $27.58 per barrel increased 27% from the prior year fourth quarter. The per barrel increase
was primarily based on one-time abandonment charge recorded in the quarter.

The Company generated a 2017 operating netback of $22.56 per barrel compared to $28.64 per barrel in
2016. Annual realized prices per barrel increased 26%, and related royalties per barrel increased 38%
from 2016. Royalty expenses increased due to increases in realized pricing and a one-time adjustment
recorded in the first quarter of 2017. 2017 operating expenses were $23.34 per barrel, which represented
an increase of 2% from the $22.99 per barrel incurred in 2016. The $1.62 per barrel increase from the
aforementioned $811,000 abandonment fund adjustment was partially offset by increased production
allocated over a reduction in fixed operating costs. The Company’s 2016 commaodity derivative contracts
increased 2016 operating netback by $13.57 per barrel. The Company liquidated its outstanding hedge
book in June 2016 and did not enter into any commaodity based derivative contracts in 2017.

Income tax expense and income taxes payable

The Company’s two Trinidad exploration and production subsidiaries are subject to the following Trinidad
petroleum taxes:

e Supplemental Petroleum Tax (“SPT”)  18% of gross oil revenue less royalties

e Petroleum Profits Tax (“PPT”) 50% of net taxable profits
e Unemployment Levy (“UL”) 5% of net taxable profits
e Green Fund Levy 0.3% of gross revenue

SPT is computed and remitted on a quarterly basis. Actual rates vary based on the realized selling prices
of crude oil in the applicable quarter. The SPT rate is 0% when the weighted average realized price of oil
for a given quarter is below US$50.00 per barrel and 18% when weighted average realized oil prices fall
between US$50.00 and US$90.00. The revenue base for the calculation of SPT is gross revenue less
royalties, less 20% investment tax credits for allowable tangible and intangible capital expenditures
incurred in the applicable fiscal quarter.

Annual PPT and UL taxes are calculated based on net taxable profits. Net taxable profits are determined
by calculating gross revenue less: royalties, SPT paid during the year, capital allowances, operating,
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administration and certain finance expenses. PPT losses may be carried forward indefinitely to reduce
PPT in future years. UL losses cannot be carried forward to reduce future year UL. Developmental and
exploratory capital expenditure allowances (tangible and intangible) are amortized 50% in year one, 30%
in year two and 20% in year three. All unsuccessful development expenditures and abandonment costs
can be written off in the year incurred.

The Company has a Trinidad oilfield service subsidiary that is subject to the greater of a 30% corporation
income tax calculated on net taxable profits or a 0.6% business levy calculated on gross revenue. The
service company is also subject to the green fund levy noted above. All corporate income tax losses can
be carried forward indefinitely. Allowances vary from 10% to 33.3% for various capital expenditures
incurred in the year. On October 1, 2017, the Company entered into a five-year contractual agreement to
lease its four service rigs and ancillary equipment to a third party (see the “Capital lease” section for
further details).

The following table summarizes current income tax expense for the three months and years ended
December 31, 2017 and 2016:

Three months ended

(8000’s) December 31, changO/eo Year ended December 31, Chansg
2017 2016 2017 2016

SPT 214 - 291 -

PPT/UL - - - -

Business levy 2 7 32 25

Green fund levy 29 23 117 91

Trinidad income tax 245 30 100 440 116 100

Canadian income tax - - - - 350 (100)

Current income tax 245 30 100 440 466 ©)

expense

Trinidad based current income taxes for the three months and year ended December 31, 2017 were
$245,000 and $440,000, respectively. The Company remitted two quarterly SPT payments in 2017 as
realized prices were greater than US$50.00 per barrel. The Company was not liable for SPT in 2016 due
to low crude oil pricing. Throughout 2017 and 2016, Touchstone’s two Trinidad subsidiaries were not in a
PPT and UL taxable position. Green fund levy expenses increased in 2017 based on increases in
petroleum revenues from 2016.

The Company’s Canadian entities remained in a net loss position in 2017 and were not taxable. In 2016,
the Company recorded a $350,000 expense related to a prior period audit that was assessed and paid in
2017.

The Company previously acquired a Trinidad company that had overdue income tax balances owing to
the Trinidad and Tobago Board of Inland Revenue (“BIR”) which included both principal and interest
components. The August 19, 2011 purchase and sales agreement related to the acquired subsidiary
specified that upon confirmation from the BIR, the acquired subsidiary was responsible for the principal
tax balances, and the seller was responsible for the tax interest balances. At the time of the acquisition,
both parties intended to seek a waiver from the BIR for the tax interest, and the seller indemnified the
acquired subsidiary with respect to the interest amounts. Subsequent to the acquisition date, the acquired
subsidiary was responsible for interest on the principal balance until repaid. On October 9, 2012, the BIR
accepted the acquired subsidiary’s proposed settlement of the outstanding principal balances upon which
the last payment was made in February 2013. As of December 31, 2017, $2,853,000 (2016 - $3,068,000)
in related interest was accrued in income taxes payable.

The acquired subsidiary has subsequently received BIR tax statements showing principal amounts and
interest balances outstanding. The Company believes that the principal balance has been fully paid, and
the full interest balance is the responsibility of the seller. During 2017, the seller was placed into joint
liquidation. Management has received confirmation from external counsel that financial position of the
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seller and the Company’s ability to recover funds under the indemnity are both unchanged from the prior
year. The Company continues to work with the BIR to resolve this matter and does not believe that it will
be required to make any further income tax payments nor any payments for the seller’'s portion of any
interest.

The December 31, 2017 income tax payable balance was comprised of the following:

($000’s) Principal Interest Total
Prior year (2016 and prior) taxes payable (receivable) (123) 2,982 2,859
Current year (2017) tax accruals less instalments paid 207 - 207
Income taxes payable 84 2,982 3,066

Touchstone’s $10,280,000 (2016 - $4,745,000) deferred income tax liability balance represented the
estimated future tax consequences attributable to differences between financial statement carrying
amounts of assets and liabilities and their respective tax bases as at December 31, 2017. The deferred
tax liability balance mainly related to the discrepancy of the fair values over the carrying values of the
Company’s producing assets. The primary driver of the year over year increase was the net $8,557,000 in
property and equipment impairment reversals recorded in 2017. During the three months and year ended
December 31, 2017, the Company recorded deferred tax expenses of $4,631,000 and $6,086,000,
respectively (2016 — $1,674,000 expense and $246,000 recovery).

At December 31, 2017, the Company had an estimated $29,431,000 and $2,050,000 (2016 -
$27,663,000 and $1,772,000) in Trinidadian PPT and corporate tax losses, respectively. These may be
carried forward indefinitely to reduce PPT and corporate taxes in future years. The benefit of $12,957,000
of Trinidad PPT and corporate tax losses were not recognized as at December 31, 2017 (2016 -
$11,555,000). The Company had approximately $92,029,000 (2016 — $91,418,000) in Canadian non-
capital losses, which begin to expire in 2026. The benefit of Touchstone’s head office tax losses was not
recognized in 2016 and 2017.

Further information regarding the income taxes is included in Note 15 “Income Taxes” of the Company’s
December 31, 2017 consolidated financial statements.

General and administrative (“G&A”) expenses

Three months ended

($000’s) December 31, chang/eo Year ended December 31, chan;/eo
2017 2016 2017 2016

Gross G&A 2,114 2,008 5 7,398 7,616 3)

Capitalized G&A (432) (318) 36 (1,078) (1,218) (11

Net G&A 1,682 1,690 - 6,320 6,398 (1)

G&A expenses primarily consisted of management and administrative salaries and benefits, legal and
professional fees, office rent, insurance, travel and other administrative expenses. In Trinidad, 98 full-
time-equivalents were working for Touchstone as at December 31, 2017 compared to 120 as at
December 31, 2016. At Touchstone’s Canadian head office, 12 full-time-equivalents were employed as at
December 31, 2017 and 2016.

For the three months and year ended December 31, 2017, gross G&A costs were $2,114,000 and
$7,398,000, representing an increase of 5% and a decrease of 3% from the comparative 2016 periods,
respectively. The Company decreased its fixed cost salary structure in 2017. The savings were offset by
increased professional and travel fees related to the Company’s AIM listing.
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Net finance expenses

Three months ended

(8000's) December 31, chang;/eo Year ended December 31, Chang/;
2017 2016 2017 2016

Interest income (44) (29) (112) (115)

Interest (recovery) i @37) i 83
expense on bank loan

Interest expense on 302 128 1,200 128

term loan

P_rod_qctmn payment 166 i 166 i
liability revaluation loss

Interest expense 3 333 602 (132)
(recovery) on taxes

Finance fees and other - 6 - 266

Net finance expenses 427 401 6 1,856 230 100

Interest income included interest earned from funds on deposit and interest generated from a finance
lease.

Term loan interest expenses related to the term loan established on November 23, 2016. The production
payment liability revaluation loss was a result of the increased production payment liability estimated by
the Company as at December 31, 2017 based on increased internally forecasted production and
commodity pricing (see “Liquidity and Capital Resources”).

Interest expenses on income taxes were accrued for outstanding value added tax balances owed as a
result of intercompany transactions. The outstanding principal balances were fully paid in the second
quarter of 2017 and incurred no further interest charges upon settlement. A one-time reversal of
previously accrued interest was recorded in the third quarter of 2016 based on a Trinidad government tax
amnesty.

Financing fees primarily consisted of bank loan administrative fees; the facility was terminated in
November 2016.

Foreign exchange and foreign currency translation

The Company’s presentation currency is the Canadian dollar. The Company and its Canadian
subsidiaries have a Canadian dollar functional currency while its Trinidadian subsidiaries each has a
Trinidad and Tobago dollar functional currency. Touchstone Exploration (Barbados) Ltd., a wholly-owned
holding subsidiary of the Company, has a United States dollar functional currency. In each reporting
period, the change in values of the US$ and TT$ relative to the Canadian dollar reporting currency are
recognized. The applicable rates used to translate the Company’s TT$ and US$ denominated financial
statement items were as follows:

Three months ended

% Year ended December 31, %
December 31, change change
2017 2016 2017 2016
Closing foreign exchange rates®
Cdn$:US$ 0.80 0.74 7
Cdn$:TTS$ 5.39 5.01 8
Average foreign exchange rates®
Cdn$:US$ 0.79 0.75 5 0.77 0.76 2
Cdn$:TTS$ 5.30 5.03 5 5.20 5.01 4
USS:TTS$ 6.74 6.71 - 6.74 6.63 2
Note:

(1) Source: Oanda Corporation daily exchange rates for the specified date or average daily exchange rates for the specified periods.

Touchstone Exploration Inc. 16
2017 Management’s Discussion & Analysis



The Company’s revenues are subject to foreign exchange exposure as the sales prices of crude oil are
determined by reference to US$ denominated benchmark prices. An increase in the value of the
Canadian dollar compared with the US$ has a negative impact on the Company’s reported results.
Likewise, as the Canadian dollar weakens, the Company’s reported results are higher. The Company’s
foreign currency risk also relates to working capital balances denominated in US$ and UK pounds
sterling.

The Canadian dollar depreciated relative to the US$ in the fourth quarter of 2017, and the TT$ was range
bound relative to the US$. On an annual basis, the Canadian dollar appreciated relative to the US$, and
the TT$ remained range bound relative to the US$. As a result, during the three months and year ended
December 31, 2017, the Company recorded a $22,000 foreign exchange gain and a $512,000 foreign
exchange loss, respectively (2016 — losses of $33,000 and $163,000). Unrealized foreign exchange gains
and losses may be reversed in the future as a result of fluctuations in prevailing exchange rates.

In addition, the assets and liabilities of the Company’s subsidiaries are translated to Canadian dollars at
the exchange rate on the reporting period date for presentation purposes. The income and expenses of
the Company’s Trinidad operations are translated to Canadian dollars at the average monthly exchange
rates relative to the date of the transactions. All resulting foreign currency differences are recorded in
other comprehensive income in the Company’s consolidated statement of earnings. Based on a slight
depreciation of the Canadian dollar versus the TT$ in the fourth quarter of 2017, a foreign currency
translation gain of $357,000 was recorded (2016 — $775,000). As a result of the annual 2017 appreciation
of the Canadian dollar versus the TT$, a foreign currency translation loss of $2,610,000 was recorded
during the year ended December 31, 2017 (2016 —$3,787,000).

Share-based compensation

The Company has a share option plan pursuant to which options to purchase common shares of the
Company may be granted by the Board of Directors to directors, officers, employees and consultants of
the Company. The exercise price of each option may not be less than the closing price of the common
shares prior to the date of grant. Compensation expense is recognized as the options vest. Unless
otherwise determined by the Board of Directors, vesting typically occurs one third on each of the next
three anniversaries of the date of the grant as recipients render continuous service to the Company, and
the share options typically expire five years from the date of the grant.

The Company also has an incentive share option plan which provides for the grant of incentive share
options to purchase common shares of the Company at a $0.05 exercise price. A maximum of two million
incentive shares has been approved for issuance under this plan. Unless otherwise determined by the
Board of Directors, vesting typically occurs one third on each of the next three anniversaries of the date of
the grant, and the incentive share options typically expire five years from the date of the grant.

The maximum number of common shares issuable on the exercise of outstanding share options and
incentive share options at any time is limited to 10% of the issued and outstanding Company common
shares.

During 2017, the Company’s Board of Directors approved and granted 1,558,800 share options and nil
incentive share options, respectively (2016 — 1,578,800 and nil). At December 31, 2017, share options
and incentive share options outstanding represented 5.3% of the Company’s outstanding common shares
(2016 — 6.9%).

During the three months and year ended December 31, 2017, share-based compensation expense of
$32,000 and $165,000 was recorded compared to a recovery of $2,000 and $157,000 expense
recognized in the 2016 comparative periods, respectively. Share-based compensation expense increased
from the prior year as unvested share options were forfeited based on employee departures in 2016,
which resulted in a recovery of the related unvested share-based compensation expense initially
recorded.
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Depletion and depreciation expense

Three months ended

i(r.?gi(();gtseg)nless otherwise December 31, Chans/eo Year ended December 31, Chang/g
2017 2016 2017 2016
Depletion expense 991 1,006 (2) 3,957 3,959 -
On a per barrel basis 7.44 8.78 (15) 7.88 8.32 (5)
Depreciation expense 41 440 (91) 458 1,053 (57)
Depletion and 1,032 1,446 (29) 4,415 5012 (12)

depreciation expense

The Company’s producing assets in Trinidad are subject to depletion expense. The net carrying value of
producing assets is depleted using the unit of production method by reference to the ratio of production in
the year over the related proven and probable reserves while also considering the estimated future
development costs necessary to bring those reserves into production. Assets in the exploration phase are
not amortized. Depreciation expense is recorded based on corporate assets in Canada and service rig
equipment in Trinidad on a declining balance basis.

As at December 31, 2017, $85,287,000 in future development costs were included in the Trinidad
production asset cost bases for depletion calculation purposes (2016 - $70,870,000). For the three
months and year ended December 31, 2017, per barrel depletion expenses decreased from the prior year
equivalent periods. The decrease in both periods reflected the effect of a higher depletable base due to
increased development capital spending and future development costs.

Fourth quarter and annual 2017 depreciation expenses reduced by 29% and 12% from the equivalent
2016 period, respectively, due to lower asset net book values in both periods. The Company’s oil service
assets were leased to a third party effective October 1, 2017, resulting in nil Trinidad depreciation
expenses booked in the fourth quarter of 2017.

Impairment

Entities are required to conduct impairment test where there is an indication of impairment or reversal of
an asset, and the test may be conducted for a cash-generating unit (“CGU”) where an asset does not
generate cash inflows that are largely independent of those from other assets. Impairment is recognized
when the carrying value of an asset or group of assets exceeds its recoverable amount, defined as the
higher of its value in use or fair value less costs of disposal. Any asset impairment that is recorded is
recoverable to its original value less any associated depletion and depreciation expense should there be
indicators that the recoverable amount of the asset has increased in value since the time of recording the
initial impairment. Immediately before non-current assets are classified as held for sale, they are
assessed for indicators of impairment or reversal of impairment and are measured at the lower of their
carrying amount and fair value less costs of disposal, with any impairment loss or reversal of impairment
recognized in earnings. Touchstone assesses exploration asset and property and equipment indicators of
impairment and impairment reversals on a quarterly basis. As future commodity prices remain volatile,
impairment charges or recoveries could be recorded in future periods.
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Exploration asset impairments

Exploration asset impairments for the three months and years ended December 31, 2017 and 2016 by
CGU were as follows:

Three months ended % Year ended December 31, %

($000’s) December 31,

2017 2016 Change 2017 2016 Change
Cory Moruga - 241 - 241
East Brighton 68 3,544 667 4,334
Corporate - 465 39 465
Impairments 68 4,250 (98) 706 5,040 (86)

During the three mo