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Resource Estimate of Montney at Farrell Creek

All figures in CS, unless otherwise noted

Recent Price: $1.45 P Resource Estimate at Farrell Creek: Canadian Spirit Resources
52 Week Range $1.01-%2.34 has announced the results of an independent resource
Shares O/S basic: 74.3 million assessment prepared by Sproule Unconventional Limited

f.d. 78 million (“Sproule”) of the Montney formation at the company’s Farrell
Market Cap: $107.7 million Creek lands. Sproule assigned gross discovered and undiscovered
Fiscal Year End: Dec. 31 natural gas initially-in-place (“GIIP”) of 2,654 billion cubic feet
Cash (Sep 31/10): $12.8 million (“bef”) and 2,370 bcf, respectively, for a total of 5,024 bcf. Net to
Commodities 2009A 2010A 2011E Canadian Spirit (after working interest), gross discovered and
WTI (US) $62 $80 $80 undiscovered GIIP was 1,028 bcf and 1,294 bcf, respectively, for

Natural Gas (US) $3.70 S$4.39 $4.50

Company  Description:  Canadian  Spirit
Resources is a Canadian-based resource
company focused on exploration and
development in the unconventional natural gas
sector in NE British Columbia. Its main focus of
operations is in the shallow Gething play and
the deeper Montney play at Farrell Creek, B.C.
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a total of 2,322 bcf. This is slightly less than the 2,760 bcf
estimate we have been using in our valuation of CSRI’s land. We
note, however, that Sproule’s assessment covers 29.4 net
sections and does not include 5 net sections recently purchased
by CSRI. Sproule also reported a best estimate company interest
contingent resource of 134 bcf and a best estimate company
interest prospective resource of 274 bcf, for a total potential
recoverable resource of 408 bcf, compared to our estimate of
recoverable resources of 414 bcf. Sproule’s estimate implies a
recovery factor of 18%, compared to the 15% recovery factor we
use in our valuation. See Exhibit 1 for a summary of the report.

Sensitivity: Sproule used an industry standard 6% limestone
porosity cut-off in its assessment. CSRI also asked Sproule to
include an assessment of total GIIP resources using a 3%
limestone porosity cut-off. The reason for this request was that
CSRI and other operators in the area are currently producing
from the Lower Montney, which typically has lower porosities
than the 6% cut-off level. Using a 3% cut-off, Sproule calculated
total GIIP on CSRI’s lands to be 10,904 bcf compared to the 5,024
bcf using the 6% cut-off. This calculation produced a range of
75-163 bcf per section. This confirms CSRI’s internal estimates of
a range of 75-178 bcf per section. In our valuation, we have
been using an estimate of 100 bcf per section.

Please see end of this report for important disclosures
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Exhibit 1: Summary of Sproule Resource Estimates
Natural Gas Initially in Place
Gross GIIP Company Gross GIIP
Resource 2009 2010 2009 2010
Classification (bcf) (bcf) (bcf) (bcf)

Discovered GIIP
Undiscovered GIIP
Total

Resources Within Montney Formation at Farrell Creek

Company Company
Contingent Prospective
Resources (bcf) Resources (bcf)
Discovered Undiscovered
Low estimate Low estimate
Best estimate Best estimate
High estimate High estimate

Source: Canadian Spirit Resources, Byron Capital Markets

P Valuation: Using our original estimate of a total company resource of 2,760 tcf and a
conservative recovery factor of 15%, we arrive at our estimate of recoverable
resources of 414 bcf. As mentioned above, these compare to Sproule’s estimates of a
gross company GIIP resource of 2,322 tcf, an implied recovery factor of 18% and
recoverable resources of 408 bcf. Applying a value of $0.50 per mcf to our estimate
of recoverable resources of 414 bcf leads us to a value of $207 million, or $2.65 per
share. If we include CSRI’s current total net sections of 34.4, our estimates of total
company resource and recoverable resources rise to 3,440 bcf and 516 bcf,
respectively. Our valuation then rises to $258 million, or $3.31 per share.

P Conclusion and Recommendation: The resource assessment estimates prepared by
Sproule confirm the parameters that management has been using for its internal
estimates and are also in line with our own estimates of CSRI’s recoverable resources
at Farrell Creek. These numbers could prove to be conservative, however, given that
Sproule’s porosity cut-off of 6% appears to exclude CSRI’s Lower Montney
production. We maintain our SPECULATIVE BUY recommendation and $3.25 target
price.

Guy Gordon ® 647.426.1672 ® guy@byroncapitalmarkets.com Page |2



/

BYRON

CAPITAL MARKETS LTD. Canadian Spirit Resources Inc.

IMPORTANT DISCLOSURES
Analyst's Certification

All of the views expressed in this report accurately reflect the personal views of the responsible analyst(s) about any and all of the
subject securities or issuers. No part of the compensation of the responsible analyst(s) named herein is, or will be, directly or indirectly,
related to the specific recommendations or views expressed by the responsible analyst(s) in this report. The particulars contained herein
were obtained from sources which we believe to be reliable but are not guaranteed by us and may be incomplete.

Byron Capital Markets Ltd. (“Byron”) is a Member of IIROC and CIPF. Byron compensates its research analysts from a variety of sources.
The research department is a cost centre and is funded by the business activities of Byron including institutional equity sales and trading,
retail sales and investment banking. Since the revenues from these businesses vary, the funds for research compensation vary. No one
business line has greater influence than any other for research analyst compensation.

Dissemination of Research

Byron endeavours to make all reasonable efforts to provide research simultaneously to all eligible clients. Byron equity research is
distributed electronically via email and is posted on our proprietary website to ensure eligible clients receive coverage initiations and
ratings changes, targets and opinions in a timely manner. Additional distribution may be done by the sales personnel via email, fax or

regular mail. Clients may also receive our research via a third party.

Company Specific Disclosures:

1 This company has compensated Byron for investment banking services in the preceding 12 months. If those services were
managing or co-managing an initial or secondary offering of securities for this company, the issuance of this report is, at minimum, 40
calendar days from the closing of an initial offering, or 10 calendar days from the closing of a secondary offering.

2 The research analyst(s) and/or associates who prepared our original research report have not viewed the material operations
of this company.

Investment Rating Criteria

STRONG BUY The security represents extremely compelling value and is expected to appreciate significantly from the
current price over the next 12-18 month time horizon.

BUY The security represents attractive value and is expected to appreciate significantly from the current
price over the next 12-18 month time horizon.

SPECULATIVE BUY The security is considered a BUY but in the analyst’s opinion possesses certain operational and/or
financial risks that may be higher than average.

HOLD The security represents fair value and no material appreciation is expected over the next 12-18 month
time horizon.

SELL The security represents poor value and is expected to depreciate over the next 12-18 month time
horizon.

Other Disclosures

This report has been approved by Byron for distribution in Canada for the use of Byron’s clients. Clients wishing to effect transactions in
any security discussed should do so through a qualified Byron salesperson, registered in their jurisdiction.

Informational Reports

From time to time, Byron will issue reports that are for information purposes only, and will not include investment ratings. These reports
will be clearly labeled as appropriate.
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