
Condensed Consolidated Interim Statements of Financial Position
Stated in thousand of dollars
(Unaudited)
As at June 30, December 31,

2014 2013
Assets
Current Assets

Accounts receivable $ 65,097 $ 36,036
Prepaid expenses and deposits 5,873 3,258

70,970 39,294

Exploration and evaluation assets (note 4) 27,171 25,149
Petroleum and natural gas properties (note 5) 2,002,805 1,312,282

$ 2,100,946 $ 1,376,725

Liabilities
Current liabilities

Accounts payable and accrued liabilities $ 98,308 $ 57,808
Dividends payable 10,881 7,216
Fair value of financial contracts (note 6) 20,264 12,604
Current portion of other long term obligations 2,656 1,915

132,109 79,543

Fair value of financial contracts (note 6) 4,188 982
Bank debt (note 7) 519,750 279,619
Decommissioning obligations (note 8) 177,889 85,172
Other long term obligations 3,744 4,303
Deferred income taxes 65,289 72,912

Shareholders' equity
Share capital 1,236,325 884,676
Contributed surplus 29,077 27,123
Warrants 6,231 7,284
Deficit (73,656) (64,889)

1,197,977 854,194

Subsequent event (note 11)
$ 2,100,946 $ 1,376,725

The accompanying notes are an integral part of these condensed consolidated interim financial statements.
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Condensed Consolidated Interim Statements of Income (Loss) and Comprehensive Income (Loss)
Stated in thousands of dollars, except per share amounts
(Unaudited)

Three Months Ended 
 June 30,

Six Months Ended 
 June 30,

2014 2013 2014 2013

Revenues
Petroleum and natural gas $ 128,148 $ 58,004 $ 235,715 $ 111,586
Royalties (21,489) (10,709) (40,522) (20,192)
Realized loss on financial contracts (8,243) (1,808) (15,084) (2,209)
Unrealized gain (loss) on financial contracts (note 6) 1,595 1,561 (10,866) (7,756)

100,011 47,048 169,243 81,429
Expenses

Operating 23,443 10,214 42,853 21,125
Transportation 2,559 2,100 5,154 4,050
General and administrative 3,073 4,159 5,975 6,934
Legal settlement — 3,550 — 3,550
Bad debt provision — — — 317
Transaction costs (note 3) 6,161 139 6,594 139
Stock-based compensation (note 9) 3,867 4,299 5,143 5,191
Depletion and depreciation (note 5) 37,232 14,986 71,504 30,738
Impairment — 24,000 — 24,000
Finance expense 4,878 2,573 8,913 5,245
Gain on disposal of petroleum and natural gas
properties and farm-outs (note 5) (569) (1,381) (839) (1,531)

Gain on investment (note 10) (23,622) — (23,622) —

57,022 64,639 121,675 99,758
Income (loss) before income taxes 42,989 (17,591) 47,568 (18,329)

Current tax expense on disposal — 1,439 — 1,439
Deferred income tax expense (recovery) 5,062 (4,026) 6,219 (3,410)
Total tax expense (recovery ) 5,062 (2,587) 6,219 (1,971)
Net income (loss) for the period $ 37,927 $ (15,004) $ 41,349 $ (16,358)

Other comprehensive income:
Currency translation adjustment — 705 — 1,359
Gain on investment (note 10) 12,206 (1,316) 20,669 (1,316)

Transfer of gain on investment to earnings (20,669) — (20,669) —

Other comprehensive income (loss) for the period (8,463) (611) — 43
Total comprehensive income (loss) for the period $ 29,464 $ (15,615) $ 41,349 $ (16,315)

Income (loss) per share (note 9)
Basic $ 0.20 $ (0.21) $ 0.23 $ (0.23)
Diluted $ 0.20 $ (0.21) $ 0.23 $ (0.23)

The accompanying notes are an integral part of these condensed consolidated interim financial statements.
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Condensed Consolidated Interim Statements of Changes in Shareholders' Equity
Stated in thousands of dollars, except share amounts

(Unaudited)

Number of
common

shares
Share
capital

Contributed
surplus

Performance
warrants

Accumulated
other

comprehensive
income (loss) Deficit Total equity

Balance at December 31, 2012 71,217,345 $ 351,957 $ 20,495 $ 7,059 $ (43) $ (28,469) $ 350,999

Net loss for the period — — — — — (16,358) (16,358)

Other comprehensive income — — — — 1,359 — 1,359

Transfer of cumulative
translation adjustment to
earnings — — — — (1,316) — (1,316)

Stock-based compensation — — 3,070 — — — 3,070

Issued pursuant to private
placement 700,280 2,500 — 3,522 — — 6,022

Share issue costs — (84) — — — — (84)

Balance at June 30, 2013 71,917,625 $ 354,373 $ 23,565 $ 10,581 $ — $ (44,827) $ 343,692

Balance at December 31, 2013 166,543,309 $ 884,676 $ 27,123 $ 7,284 $ — $ (64,889) $ 854,194

Net income for the period — — — — — 41,349 41,349

Other comprehensive income — — — — 20,669 20,669

Issued pursuant to acquisition 37,975,332 271,904 — — — — 271,904

Transfer of gain on investment
to earnings — — — — (20,669) (20,669)

Stock-based compensation — — 1,984 — — — 1,984

Transfer on exercise of options
& warrants — 1,083 (30) (1,053) — — —

Warrants exercised 305,305 1,587 — — — — 1,587

Options exercised 16,666 46 — — — — 46

Issued pursuant to short form
prospectus 12,778,800 80,506 — — — — 80,506

Share issue costs, net of tax of
$1.2 million — (3,477) — — — — (3,477)

Dividends — — — — — (50,116) (50,116)

Balance at June 30, 2014 217,619,412 $1,236,325 $ 29,077 $ 6,231 $ — $ (73,656) $ 1,197,977

The accompanying notes are an integral part of these condensed consolidated interim financial statements.
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Condensed Consolidated Interim Statements of Cash Flows
Stated in thousands of dollars

(Unaudited)

Three Months Ended 
 June 30,

Six Months Ended 
 June 30,

2014 2013 2014 2013

Cash provided by (used in)

Operating

Net income (loss) $ 37,927 $ (15,004) $ 41,349 $ (16,358)

Gain on disposal of petroleum and natural gas
properties and farm-outs (569) (1,381) (839) (1,531)

Unrealized (gain) loss on financial contracts (1,595) (1,561) 10,866 7,756

Gain on investment (23,622) — (23,622) —

Finance expense 4,878 2,573 8,913 5,245

Interest expense (3,427) (2,238) (6,443) (4,600)

Depletion and depreciation 37,232 14,986 71,504 30,738

Impairment — 24,000 — 24,000

Decommissioning expenditures (1,214) 36 (1,726) (427)

Bad debt provision — — — 317

Stock-based compensation 3,478 4,299 4,754 5,191

Deferred income tax expense (recovery) 5,062 (4,026) 6,219 (3,410)

Change in non-cash working capital (15,271) 3,019 (12,482) 2,769

Cash flow from operating activities 42,879 24,703 98,493 49,690

Financing

Bank debt 15,502 (380) 94,348 17,971

Dividends paid (24,235) — (46,451) —

Issue of common shares, net of issue costs 507 2,416 77,505 2,416

Cash flow from (used in) financing activities (8,226) 2,036 125,402 20,387

Investing

Petroleum and natural gas properties (18,975) (18,931) (77,326) (58,848)

Exploration and evaluation assets — (6,235) — (6,383)

Disposition of petroleum and natural gas properties — 39,377 — 40,184

Acquisitions (note 3) 1,566 — (148,531) —

Deposit on acquisition — (24,000) (24,000)

Change in non-cash working capital (17,244) (16,950) 1,962 (21,030)

Cash flow used in investing activities (34,653) (26,739) (223,895) (70,077)

Change in cash — — — —

Cash, beginning of the period — — — —

Cash, end of the period $ — $ — $ — $ —

Cash is defined as cash and cash equivalents.  
The accompanying notes are an integral part of these condensed consolidated interim financial statements.
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NOTES TO CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS

Tabular amounts are in thousands of dollars, except share and per share data   

2014 Second Quarter Condensed Consolidated Interim Financial Statements
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1. REPORTING ENTITY

Surge Energy Inc.’s (the “Corporation” or “Surge”) business consists of the exploration, development and production of oil and
gas from properties in western Canada. The Corporation transitioned in the third quarter of 2013 to a dividend paying entity.
The condensed consolidated interim financial statements include the accounts of the Corporation, its wholly-owned subsidiaries
and partnerships.

2. BASIS OF PREPARATION

Statement of compliance

These condensed consolidated interim financial statements have been prepared in accordance with International Accounting
Standard 34, “Interim Financial Reporting” and using the accounting policies outlined by the Corporation in its annual
consolidated financial statements for the year ended December 31, 2013, except as identified below. These condensed
consolidated interim financial statements do not include all of the information required for full annual financial statements.

On January 1, 2014, the Corporation adopted IFRIC 21 which provides guidance with respect to recognition of liabilities resulting
from government levies. The Company also adopted IAS 32 that clarifies the the requirements for offsetting financial assets
and liabilities. The adoption of these standards had no impact on the amounts recorded in the consolidated financial statements
as at June 30, 2014 or on the comparative periods. 

The condensed consolidated interim financial statements were authorized for issuance by the Board of Directors on July 30,
2014.

3. ACQUISITIONS

(a) Longview Oil Corp.

Effective June 5, 2014, the Corporation acquired all of the issued and outstanding common shares of Longview Oil Corp.
("Longview") in exchange for 37,975,332 common shares of Surge with an assigned value of $271.9 million. The common shares
have been ascribed a fair value of $7.16 per common share issued, as determined based on the Corporation's closing share
price at the date of closing, being June 5, 2014. In addition, the Corporation, in the first quarter of 2014, had acquired 9.3
million (19.8 percent) Longview common shares, paying cash of $41.4 million. These common shares were revalued on the
date of closing to $65.0 million, based on Longview's closing share price at the date of closing, being June 5, 2014 of $6.99 per
common share, reflecting a $23.6 million gain on the initial investment that has been recognized in income. The Longview
acquisition fit within Surge's dividend-paying growth business model and defined operating strategy of investing capital to
acquire high quality, operated, light and medium gravity crude oil reservoirs. The operations from the acquisition have been
included in the results of Surge commencing June 5, 2014. 

Surge incurred transaction costs of $6.2 million on the acquisition which were expensed through the statement of income. 

The transaction was accounted for by the purchase method. This is a preliminary purchase equation and is subject to change.



The allocation the purchase price, based on management's estimates of fair values, is as follows:

Fair value of net assets acquired Total

Petroleum and natural gas properties $ 530,850

Exploration and evaluation assets 2,335

Bank debt (145,783)

Working capital (15,605)

Decommissioning obligations (47,571)

Deferred income tax 12,685

Net assets acquired $ 336,911

Consideration

Cash (paid for initial 9,300,000 Longview common shares) $ 41,385

Revalue and gain on initial investment 23,622

Common shares (37,975,332 at $7.16 per share) 271,904

Total consideration paid $ 336,911

(b) Southeast Saskatchewan

Effective February 14, 2014 the Corporation acquired certain working interests in developed petroleum and natural gas
properties in Southeast Saskatchewan for cash of $107.1 million from a Canadian oil and gas producer. The purpose of the
acquisition was to expand the Corporation's exposure to certain light oil plays. The operations from the acquisition have been
included in the results of Surge commencing February 14, 2014.  

Surge incurred transaction costs of $0.4 million on the acquisition which were expensed through the statement of income. 

The allocation of the purchase price for the above noted acquisition is as follows:

Fair value of net assets acquired Total

Petroleum and natural gas properties $ 135,993

Decommissioning obligations (28,847)

Net assets acquired $ 107,146

Consideration

Cash $ 107,146

Total consideration $ 107,146

Pro forma estimates for the above noted acquisitions are as follows:

For the period ended June 30, 2014 As stated

Southeast
Saskatchewan

prior to
February 14,

2014

Longview Oil
Corp. prior to
June 5, 2014 Pro Forma

Revenue $ 235,715 5,363 70,744 $ 311,822

Income $ 41,349 1,303 16,302 $ 58,954
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Amounts since acquisition
Southeast

Saskatchewan
Longview Oil

Corp.

Revenue $ 16,398 $ 11,867

Income $ 4,346 $ 2,735

The fair value of petroleum and natural gas properties recognized on an acquisition is based on market values.  The market
value of petroleum and natural gas properties is the estimated amount for which petroleum and natural gas properties could
be exchanged on the acquisition date between a willing buyer and a willing seller in an arm’s length transaction after proper
marketing wherein the parties had each acted knowledgeably, prudently and without compulsion.  The market value of oil and
natural gas interests is estimated with reference to the discounted cash flows expected to be derived from oil and natural gas
production based on externally prepared reserve reports which apply forward looking price decks as at the date of acquisition.
Undeveloped land is valued using recent, third-party landsale prices in corresponding areas. 

The market value of other items of petroleum and natural gas properties is based on the quoted market prices for similar items.

2014 Second Quarter Condensed Consolidated Interim Financial Statements

7

4. EXPLORATION AND EVALUATION ASSETS 

Exploration and evaluation (E&E) assets consist of the Corporation’s exploration projects which are pending the determination
of proven or probable reserves.  Additions represent the Corporation’s share of costs incurred on E&E assets during the period.

Exploration & Evaluation Assets
Total

Balance at December 31, 2012 $ 70,726
Additions 8,051
Disposals (11,831)
Change in foreign exchange rate 391
Transfer to petroleum and natural gas properties (42,188)

Balance at December 31, 2013 $ 25,149
Acquisitions 2,335
Transfer to petroleum and natural gas properties (313)

Balance at June 30, 2014 $ 27,171



5. PETROLEUM AND NATURAL GAS PROPERTIES

Petroleum and Natural Gas Properties
 Total

Balance at December 31, 2012 $ 803,883
Acquisitions 729,719
Additions 117,495
Transfer from exploration and evaluation assets 42,188
Change in decommissioning obligations 6,357
Capitalized stock-based compensation 3,810
Change in foreign exchange rate 968
Dispositions (35,524)

Balance at December 31, 2013 $ 1,668,896
Acquisitions 666,843
Additions - including non-monetary exchange value of $0.8 million 78,165
Transfer from exploration and evaluation assets 313
Change in decommissioning obligations 15,737
Capitalized stock-based compensation 969

Balance at June 30, 2014 $ 2,430,923

 Total
Accumulated depletion and depreciation
Balance at December 31, 2012 $ (228,400)
Depletion and depreciation expense (82,410)
Impairment (51,189)
Dispositions 5,385
Balance at December 31, 2013 $ (356,614)
Depletion and depreciation expense (71,504)
Balance at June 30, 2014 $ (428,118)

 Total
Carrying amounts
At December 31, 2013 $ 1,312,282
At June 30, 2014 $ 2,002,805

The calculation of depletion and depreciation expense for the period ended June 30, 2014 included an estimated $709.8 million
(December 31, 2013 - $453.6 million) for future development costs associated with proved plus probable reserves and deducted
$150.6 million  (December 31, 2013 - $86.4 million) for the estimated salvage value of production equipment and facilities. 

During the six months ended June 30, 2014 the Company completed a farm-out agreement. In this non-monetary exchange
the Company received a well value of $1.0 million less a value of $0.2 million that was given up resulting in a gain on the farm-
out of $0.8 million that has been included in petroleum and natural gas properties.
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6. RISK MANAGEMENT

As a means of managing commodity price, interest rate, and foreign exchange volatility, the Corporation enters into various
derivative financial instrument agreements and physical contracts.  The fair value of forward contracts and swaps is determined
by discounting the difference between the contracted prices and published forward price curves as at the statement of financial
position date, using the remaining contracted oil and natural gas volumes and a risk-free interest rate (based on published
government rates). The fair value of options and costless collars is based on option models that use published information with
respect to volatility, prices and interest rates. The fair value of interest rate and foreign exchange contracts is determined by
discounting the difference between the contracted prices and published forward price curves as at the statement of financial
position date, using the remaining notional values. Surge’s financial derivative contracts are classified as level two in the fair
value hierarchy.

The following table outlines the fair value of foreign exchange contracts as at June 30, 2014:

As at June 30,
2014

Remaining Term Type Notional ($USD) Swap Price (Surge
receives) (C$) Index (Surge pays) (C$) Fair Value

($000s CDN)

Jul 1, 2014 to Dec 31, 2014 Swap $16,817,600 $ 1.005 Floating CAD $ (1,086)

The following table outlines the fair value of interest rate contracts as at June 30, 2014:

As at June 30,
2014

Remaining Term Type (floating to
fixed) Amount (C$) Company Fixed Interest

Rate (%) (1)
Counter party Floating

Rate Index
Fair Value

($000s CDN)

Jul 1, 2014 to Dec 31, 2014 Swap $50,000,000 3.465% CAD-BA-CDOR $ (761)

(1) The interest rate contract is comprised of a range, beginning at 1.439% and escalating quarterly to a maximum of 3.952%.

The following table outlines the fair value of natural gas commodity contracts as at June 30, 2014:

As at June 30,
2014

Remaining Term Type (floating to
fixed) Volume Swap Price (Surge

receives) (C$) Index (Surge pays) (C$) Fair Value
($000s CDN)

Jul 1, 2014 to Dec 31, 2014 Swap 2,000 gj/d $3.40 AECO (385)

Jul 1, 2014 to Dec 31, 2014 Swap 2,000 gj/d $3.60 AECO (299)

Jul 1, 2014 to Dec 31, 2014 Swap 4,000 gj/d $3.35 AECO (814)

Jul 1, 2014 to Dec 31, 2015 Swap 3,000 gj/d $4.30 AECO 484

Jan 1, 2015 to Dec 31, 2015 Swap 2,000 gj/d $3.68 AECO (130)

Jan 1, 2015 to Dec 31, 2015 Swap 2,000 gj/d $3.66 AECO (143)

Jan 1, 2015 to Dec 31, 2015 Swap 1,000 gj/d $3.86 AECO —

Total $ (1,287)
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The following table outlines the fair value of oil commodity contracts as at June 30, 2014:

As at June 30,
2014

Remaining Term Type (floating to
fixed) Volume Swap Price (Surge

receives) (C$) Index (Surge pays) (C$) Fair Value
($000s CDN)

Jul 1, 2014 to Dec 31, 2014 Swap 500 bbls/d $8.70 (USD) MSW Basis (123)

Jul 1, 2014 to Dec 31, 2014 Swap 500 bbls/d $19.75 WCS Basis 148

Jul 1, 2014 to Dec 31, 2014 Swap 100 bbls/d $98.00 WTI - NYMEX (227)

Jul 1, 2014 to Dec 31, 2014 Swap 200 bbls/d $96.45 WTI - NYMEX (511)

Jul 1, 2014 to Dec 31, 2014 Swap 150 bbls/d $100.10 WTI - NYMEX (283)

Jul 1, 2014 to Dec 31, 2014 Swap 1,000 bbls/d $91.40 (USD) WTI - NYMEX (2,312)

Jul 1, 2014 to Dec 31, 2014 Swap 500 bbls/d $94.50 WTI - NYMEX (1,452)

Jul 1, 2014 to Dec 31, 2014 Swap 200 bbls/d $95.50 WTI - NYMEX (544)

Jul 1, 2014 to Dec 31, 2014 Swap 500 bbls/d $93.80 WTI - NYMEX (1,515)

Jul 1, 2014 to Dec 31, 2014 Swap 150 bbls/d $95.05 WTI - NYMEX (422)

Jul 1, 2014 to Dec 31, 2014 Swap 200 bbls/d $95.05 WTI - NYMEX (563)

Jul 1, 2014 to Dec 31, 2014 Swap 500 bbls/d $100.24 WTI - NYMEX (925)

Jul 1, 2014 to Dec 31, 2014 Swap 500 bbls/d $95.90 WTI - NYMEX (1,323)

Jul 1, 2014 to Dec 31, 2014 Swap 100 bbls/d $100.40 WTI - NYMEX (183)

Jul 1, 2014 to Jun 30, 2015 Swap 1,000 bbls/d $106.35 WTI - NYMEX (646)

Jul 1, 2014 to Jun 30, 2015 Swap 375 bbls/d $106.00 WTI - NYMEX (378)

Jul 1, 2014 to Jun 30, 2015 Swap 375 bbls/d $105.65 WTI - NYMEX (431)

Jul 1, 2014 to Jun 30, 2015 Swap 1,000 bbls/d $106.35 WTI - NYMEX (646)

Jan 1, 2015 to Dec 31, 2015 Swap 1,000 bbls/d $93.05 WTI - NYMEX (4,001)

Jan 1, 2015 to Dec 31, 2015 Swap 250 bbls/d $91.55 WTI - NYMEX (1,139)

Jan 1, 2015 to Dec 31, 2015 Swap 250 bbls/d $92.00 WTI - NYMEX (1,099)

Jan 1, 2015 to Dec 31, 2015 Swap 250 bbls/d $92.29 WTI - NYMEX (1,072)

Jul 1, 2014 to Dec 31, 2015 Swap 500 bbls/d $22.60 (USD) WCS Basis (565)

Jul 1, 2014 to Dec 31, 2015 Swap 250 bbls/d $98.15 WTI - NYMEX (1,106)

Total $ (21,318)

The following table summarizes the sensitivity of the fair value of the Corporation’s market risk management positions to
fluctuations in interest rates, foreign exchange rates, and natural gas and crude oil prices. All such fluctuations were evaluated
independently, with all other variables held constant. In assessing the potential impact of these fluctuations, the Corporation
believes that the volatilities presented below are reasonable measures. Fluctuations in interest rates, foreign exchange rates,
and crude oil and natural gas prices would have had the following impact on the net earnings:

Net earnings impact for the period ended June 30, 2014
Price Increase Price Decrease

Crude Oil - Change of +/- $1.00 (2,244) 2,244

Natural Gas - Change of +/- $0.10 (371) 371

Interest rate - Change of +/- 100 points 375 (375)

Foreign Exchange - Change of +/- $0.01 (126) 126
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7. BANK DEBT

The Corporation at June 30, 2014, has a $725 million extendible, revolving term credit facility with a syndicate of Canadian
banks bearing interest at bank rates. The facility is available on a revolving basis until May 29, 2015. On May 29, 2015, at the
Corporation’s discretion, the facility is available on a non-revolving basis for a one-year period, at the end of which time the
facility would be due and payable. Alternatively, the facilities may be extended for a further 364-day period at the request of
the Corporation and subject to the approval of the syndicate. As the available lending limits of the facilities are based on the
syndicate’s interpretation of the Corporation’s reserves and future commodity prices, there can be no assurance that the
amount of the available facilities will not decrease at the next scheduled review. Interest rates vary depending on the ratio of
net debt to cash flow. The facility had an effective interest rate of prime plus 1.50 percent as at June 30, 2014 (December 31,
2013 – prime plus 1.25 percent). 

The facility is secured by a general assignment of book debts, debentures of $1.5 billion with a floating charge over all assets
of the Corporation with a negative pledge and undertaking to provide fixed charges on the major producing petroleum and
natural gas properties at the request of the bank. Under the terms of the agreement, the Corporation is required to meet
certain financial and engineering reporting requirements.  
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8. DECOMMISSIONING OBLIGATIONS

The Corporation’s decommissioning obligations result from net ownership interests in petroleum and natural gas assets
including well sites, gathering systems and processing facilities.  The Corporation estimates the total undiscounted amount of
cash flows required to settle its decommissioning obligations is approximately $555.7 million (December 31, 2013 – $277.7
million).  A risk free rate of 2.96 percent (December 31, 2013 – 3.24 percent) and an inflation rate of two percent (December
31, 2013 – two percent) was used to calculate the fair value of the decommissioning obligations.

A reconciliation of the decommissioning obligations is provided below:

June 30, 
 2014

December 31, 
 2013

Balance, beginning of period $ 85,172 $ 39,339
Liabilities related to acquisitions (note 3) 76,418 39,965
Liabilities related to dispositions — (1,316)
Change in estimate 14,929 4,855
Liabilities incurred 808 1,502
Accretion expense 2,288 1,793
Decommissioning expenditures (1,726) (966)

Balance, end of period $ 177,889 $ 85,172



9. SHARE CAPITAL

(a) Authorized

Unlimited number of voting common shares.

Unlimited number of preferred shares, issuable in series.

(b) Short Form Prospectus

In February 2014, the Corporation completed a short form prospectus for 12.8 million common shares for gross proceeds of
$80.5 million. 

(c) Stock Options

The Company has granted options to certain officers, directors, employees and consultants under the Corporation’s stock
option plan. The exercise price of each option equals the market price of the Corporation’s common shares at the date of grant.
Options granted have a term of five years to maturity and vest as to one-third on each of the first, second and third anniversaries
from the date of grant.

June 30, 
 2014

December 31, 
 2013

Number of
Options

Weighted
average

exercise price
Number of

Options

Weighted
average

exercise price
Stock options outstanding, beginning of period 249,199 $ 6.49 6,580,701 $ 7.53
Granted — $ — 74,500 $ 4.05
Exercised (16,666) $ 2.74 (251,667) $ 5.19
Forfeited — $ — (1,529,608) $ 8.00
Cancelled — $ — (4,624,727) $ 7.50
Stock options outstanding, end of period 232,533 $ 6.76 249,199 $ 6.49
Exercisable at period-end 173,798 $ 7.27 159,632 $ 7.03

The following table summarizes stock options outstanding and exercisable at June 30, 2014:

Options Outstanding Options Exercisable

Range of exercise prices
Number

outstanding

Weighted
average

exercise price

Weighted
average

contractual
life (years)

Number
exercisable

Weighted
average

exercise price

$3 to $4.99 42,500 $3.44 3.81 7,500 $3.48
$5 to $6.99 103,333 $6.40 0.85 103,333 $6.40
$7 to $8.99 24,500 $7.34 3.11 8,166 $7.34
$9 to $11.15 62,200 $9.39 1.99 54,799 $9.43
$3 to $11.15 232,533 $6.76 1.94 173,798 $7.27
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(d) Warrants

The Corporation has 786,528 performance warrants outstanding (December 31, 2013 – 1,091,833) that expire on April 13,
2015. As at June 30, 2014, all 786,528 outstanding performance warrants were vested and exercisable at a price of $5.17.
During the period ended June 30, 2014 305,305 performance warrants were exercised (December 31, 2013 - 955,439).

The Corporation has 1,400,560 warrants exercisable at a price of $4.46.  The warrants become exercisable based on certain
time based and performance based conditions. Specifically with respect to time they are exercisable up to one third on each
anniversary from the date of the grant, and with respect to performance up to one half when the market price of the Corporation
reaches $6.30 and the other half when it reaches $8.40.  The warrants expire in June 2018.  As at June 30, 2014, 233,427
warrants were vested and exercisable.

(e) Stock Appreciation Rights

For the period ended June 30, 2014, the Corporation had 2.0 million SAR’s outstanding.  The SARs vest up to one third on each
anniversary from the date of grant and expire in June 2018.  The exercise price is downward adjusted for dividends paid. As
such the exercise price at June 30, 2014 is $2.78 (December 31, 2013 - $3.05) and 666,667 SARs were vested and exercisable.
The SARs when exercised are to be cash settled based on the difference between the Corporation’s common share price on
the date of exercise and the adjusted exercise price.  The Corporation has valued the SARs using a Black Scholes valuation
model and will continue to revalue at each reporting period until ultimate cash settlement. During the period, the Corporation
realized an increase to the liability within accounts payable and an offsetting increase to stock-based compensation of $3.7
million (2013 - $3.0 million). There is $6.7 million included in accounts payable at June 30, 2014 (December 31, 2013 - $3.0
million).

(f) Restricted and Performance Share Award Incentive Plan

The Corporation has a Stock Incentive Plan which authorizes the Board of Directors to grant restricted share awards (“RSAs”)
and performance share awards (“PSAs”) to directors, officers, employees and certain consultants of Surge.

Subject to the terms and conditions of the plan, each RSA entitles the holder to an award value to be typically paid as to one-
third on each of the first, second and third anniversaries from the date of grant. Each PSA entitles the holder to an award value
to be typically paid on the third anniversary of the date of grant. For the purpose of calculating share-based compensation,
the fair value of each award is determined at the grant date using the closing price of the common shares. An estimated
forfeiture rate of 15% was used to value all awards granted for the period ended June 30, 2014. The weighted average fair
value of awards granted for the period ended June 30, 2014 is $6.23 per PSA and $6.23 per RSA. In the case of PSAs, the award
value is adjusted for a payout multiplier which can range from 0.0 to 2.0 and is dependent on the performance of the Corporation
relative to pre-defined corporate performance measures for a particular period. On the vesting dates, the Corporation has the
option of settling the award value in cash or common shares of the Corporation. For purposes of stock-based compensation
a payout multiple of 1.0 was assumed for the PSAs.

The total number of RSA and PSA units granted cannot exceed five percent of the issued and outstanding shares of the
Corporation.

All share issuances under the plan were approved by the Toronto Stock Exchange and the Corporation's shareholders in May
2014. 
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The number of restricted and performance share awards outstanding are as follows:

Number of restricted
share awards

Number of performance
share awards

Balance at January 1, 2013 854,425 908,625

Granted 48,975 9,375

Exercised (9,100) —

Forfeited (89,900) (41,000)

Balance at June 30, 2014 804,400 877,000

(g) Stock-based compensation

A reconciliation of the stock-based compensation expense is provided below:

Three Months Ended June 30, Six Months Ended June 30,

2014 2013 2014 2013
Stock-based compensation on options $ 17 $ 870 $ 41 $ 3,070

Stock-based compensation on SARs 2,990 — 3,739 —

Stock-based compensation on warrants — 3,522 — 3,522

Stock-based compensation on PSAs and RSAs (1) 1,351 — 2,332 —

Capitalized stock-based compensation (491) (93) (969) (1,401)

Total stock-based compensation expense $ 3,867 $ 4,299 $ 5,143 $ 5,191

The Corporation’s stock-based compensation expense for the period ended June 30, 2014 was $5.1 million (June 30, 2013 -
$5.2 million). 

(1) Included in stock-based compensation is cash expenditures of $0.4 million paid to acquire shares offered to service providers.

(h) Per share amounts

The following table summarizes the shares used in calculating the income (loss) per share:

Three Months Ended June 30, Six Months Ended June 30,

2014 2013 2014 2013
Weighted average number of shares - basic 189,968,583 71,358,171 181,565,964 71,288,148
Effect of dilutive stock options 1,383,899 — 1,122,338 —
Weighted average number of shares - diluted 191,352,482 71,358,171 182,688,302 71,288,148

In computing diluted per share amounts at June 30, 2014, 86,700 options (June 30, 2013 – 5,908,500), nil performance warrants
(June 30, 2013 – 2,047,272), nil warrants (June 30, 2013 – 1,400,560), 24,350 RSAs (June 30, 2013 – nil) and 9,375 PSAs (June 30,
2013 – nil) were excluded from the calculation as their effect was anti-dilutive.
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(i) Dividends

The Board of Directors declared for the months of January through June dividends of $0.27166 per share. Dividends of $0.050
per share are declared and outstanding at June 30, 2014 and were paid in July 2014. Dividends for the month of July have also
been declared at $0.050 per share per month.
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10. INVESTMENT

On February 28, 2014, the Company acquired 9,300,000 common shares of Longview, representing 19.8 percent of the
outstanding common shares, at a purchase price of $4.45 per Common Share for a total cost of $41,385,000.

The investment was initially accounted for as available for sale, which results in the investment being fair valued at the end of
each reporting period, with any gains or losses recorded in accumulated other comprehensive income. On June 5, 2014 Surge
announced the completion of the arrangement with Longview and purchased all the remaining issued and outstanding common
shares of Longview. As such, the 9,300,000 common shares were revalued using the Longview common share closing price on
June 5, 2014 with a final gain of $23,622,000 ($20,669,250 net of tax) determined. In conjunction with the closing, this gain
was transferred from accumulated other comprehensive income to earnings. The total investment fair value of $65,007,000
at June 5, 2014 has been included as consideration in note 3.

11. SUBSEQUENT EVENT

(a) Risk Management Contract

Term Type Volume

Differential Less
WTI (USD$) (Surge

Receives) Index (Surge Pays) (C$)

Jan 1, 2016 - Dec 31, 2016 Swap 1,000 bbls/d (21.75) TMX SW 1a (WCS-to-WTI)
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