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Report for the period ended September 30, 2011

MANAGEMENT’S DISCUSSION AND ANALYSIS

The following Management’s Discussion and Analysis (“MD&A”) of Quetzal Energy Ltd., (“Quetzal” or the
“Company”), is dated November 28, 2011, and should be read in conjunction with the unaudited condensed
financial statements for the three and nine months ended September 30, 2011 (the “reporting periods”) as
compared to the three and nine months ended September 30, 2010 (the “comparable prior periods”), and the
related notes.

As of January 1, 2011, Quetzal adopted International Financial Reporting Standards (“IFRS”), and the following
disclosures, as well as the associated unaudited consolidated interim financial statements have been prepared in
accordance with IFRS. The Company’s effective transition date is January 1, 2010, to accommodate 2010 IFRS
comparative figures.

The IFRS accounting policies set forth in Note 4 of the unaudited condensed financial statements for the period
ended March 31, 2011 have been applied in preparing the financial statements for the reporting periods and the
comparable prior periods. Note 18 to the condensed financial statements for the reporting periods contains a
detailed description of the Corporation’s adoption of IFRS, including a reconciliation of the financial statements
previously prepared under Canadian GAAP to those under IFRS. The most significant impacts of the adoption of
IFRS, together with details of IFRS 1 First-time Adoption of IFRS exemptions taken, are described in the
“Adoption to International Financial Reporting Standards (IFRS)” section of this MD&A.

This MD&A provides management’s view of the financial condition of the company and the results of its
operations for the reporting periods indicated. All amounts are in US dollars unless otherwise stated. Dollar
amounts preceded by $C are in Canadian dollars.

This MD&A was approved by the Board of Directors on November 29, 2011.

Additional information related to Quetzal is available on the Canadian Securities Administrators’ website at
www.sedar.com “SEDAR”.

DESCRIPTION OF BUSINESS

Quetzal Energy Ltd. (formerly Southampton Ventures Inc.), (the “Company” or “QEL"), was incorporated under
the laws of the Province of Ontario on October 15, 2004 and its shares are traded on the TSX Venture Exchange
(“TSXV”) under the symbol “QEI”.

QEL'’s principal business activities are the acquisition, exploration and development of petroleum and natural gas
interests in Central and South America. To date, through its subsidiary Quetzal Energy (Bahamas) Ltd. (formerly
PetrolLatina Corporation), the Company has acquired an 80%-97% interest in two petroleum exploration and
development licenses, A7-2005 and 6-93 (the “Licenses”), comprising approximately 402,717 acres in
Guatemala. Through its registered branch office in Colombia, Quetzal Energy Ltd. Sucursal Colombia, the
Company has acquired interests ranging from 14% to 35% in four oil and gas exploration blocks in the Llanos
basin of Colombia.


http://www.sedar.com/

SUMMARY OF QUARTERLY RESULTS

For the three

months ended Dec 3(1), Mar 3“}), Jun 3(% Sept 3:8, Dec 3(.3), Mar 3(3), Jun 3(0b; Sept 5;8,
or as at: 2009 2010 2010 2010 2010 2011 2011 2011
Revenue 1,870 1,909 15,843 16,633 13,311 8,166 65,189 59,497
Net loss (1,538,516) (2,276,050) (2,384,223) (274,611) (2,906,128) (2,276,050) (4,144,115) (3,333,359)
Net loss per

share (basic

and diluted) (0.0112) (0.025) (0.010) (0.001) (0.009) (0.004) (0.007) (0.006)
Total assets 29,864,295 33,564,651 43,388,283 41,229,300 43,338,283 69,172,822 67,483,214 62,900,409
Total

shareholder’s

equity 24,612,839 33,129,487 34,587,991 33,812,920 34,587,991 65,894,873 63,788,808 57,123,241

(a)
(b)

As originally reported, in accordance with Canadian GAAP
In accordance with IFRS

OUTSTANDING SHARE DATA
September 30,2011 November 28, 2011

Common shares 600,764,492 600,764,492
Warrants 262,069,515 35,200,000
Incentive stock options 30,540,000 10,465,000

HIGHLIGHTS DURING THE PERIOD ENDED SEPTEMBER 30, 2011
Change in management

During the third quarter the following changes to the Company’s management and the Board of Directors
occurred.

. OnJuly 7, 2011, Andrew DeFrancesco ("Andy") was appointed to the Board of Directors and on August 5,
2011 he assumed the role of Executive Chairman of the Board. Mr. DeFrancesco is Chairman and CEO of
Delavaco Capital Inc., a private equity and merchant banking group with a primary focus on natural
resources. He is also Founder, Chairman and CEO of Colcan Energy, Executive Chairman of Tolima Gold
Corporation, a Colombian gold company, Co-Founder and Former Chairman & CEO of Colombian oil
companies APO Energy and P1 Energy which combined in 2010 in a merger valued at approximately $445
million. Mr. DeFrancesco was also Founder and Executive Chairman of Delavaco Energy, a Colombian oil
company which was sold to Alange Energy in 2009 for $100 million.

. On August 5, 2011 Ron MacMicken was appointed as interim President and Chief Executive Officer,
following the resignation of Robert Szczuczko, the former CEO. Mr. MacMicken was also appointed as a
director of the Corporation. Mr. MacMicken is Chief Operating Officer of Delavaco Capital Inc., a private
equity and merchant banking group with a primary focus on natural resources. Ron is currently a director of
ColCan Energy Corp., a private oil and gas exploration company operating in Colombia, and a director of
Tolima Gold, a junior Colombian gold exploration company and director of Sintana Energy (TSXV:SNN), a
public junior oil and gas company with operations in South America. Mr. MacMicken is also currently
serving as interim President & Chief Executive Officer of 3P International Energy Corp. (TSXV:DOH), a junior
oil and gas exploration company with operations in Ukraine. Previously, Mr. MacMicken was a Managing
Director of Investment Banking at Canaccord Genuity Corp. and Director, Investment Banking at Cormark
Securities Inc. with a focus on international oil and gas. In addition, he has 13 years of capital markets and
advisory experience in Toronto, London and Calgary with BMO Nesbitt Burns, Credit Suisse First Boston and
National Bank Financial covering various sectors and financial products.

° On July 7, 2011 John Martin was appointed CFO. John is the founding and senior partner of Evans Martin
LLP, a midsize firm of Chartered Accountants. Mr. Martin has many years experience in finance, merger and
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acquisition activities, including assisting clients in establishing and integrating operations in the U.S., Europe
and for the past two years, primarily in the oil and gas industries in Colombia. Through his role as CFO of
APO Energy Inc. and other Colombian assignments, Mr. Martin has developed extensive banking, legal and
accounting contacts in Colombia.

The new management team is evaluating the Company’s operations and assets in order to assess its
opportunities and build a strategy for the future of the Company. In particular the team will focus on the
development of its Colombia resource properties and an overall plan for the Guatemala properties.

Production
Guatemala

Production from the Atzam-2 well in Guatemala has increased from an average of 6.6 barrels of crude oil per day
to 40 barrels of crude oil per day following a successful workover and acidization of the well. The crude oil sales
are made to local users that are able to burn the oil for commercial purposes with minimal settling and
processing. The selling price is, therefore, in excess of the WTI benchmark price and can sometime exceed the
WTI by $20 per barrel.

Colombia

Production from the Canaguay-1 well in the Canaguaro block of Colombia commenced during the first quarter
2011 and attained daily production of 420 to 500 barrels of oil per day.

Subsequent to the third quarter the Company and its partners shut in the Canaguay-1 well to service it by
conducting a clean out of the well, replacing the ESP, and placing a new ESP at a deeper depth in the well, closer
to the producing zone. The Company also ran cased-hole logs to confirm quality of the cement bond and to
evaluate hydrocarbon saturation in the Mirador sands. The cement bond was confirmed to be good and one
sand immediately above the producing horizon was indicated to have high hydrocarbon saturation. This interval
had been tested previously but not extensively. The total cost of the work-over was US$915,403 of which
Quetzal paid 25%. During the period from the completion of the workover to the date of this MD&A, the well
produced an average of 956 barrels of crude oil per day.

Pricing

The Company is exposed to the volatility in commodity price markets for all of its production volumes and
changes in foreign exchange rate between the Canadian and US dollar for certain general and administrative
expenses. The above table outlines the changes in the various benchmark commodity prices and economic
parameters which affect the prices received for the Company’s production.

After relatively flat prices for the majority of 2010, prices began to increase in the fourth quarter of 2010 with
increases throughout 2011. Oil prices ended the Quarter slightly higher than where they started with volatility
experienced during the Quarter. WTI ranged from a low of US$82.92 per barrel in August to a high of US$98.23
per barrel in July 2011. Due to strong economic growth in both developed and more importantly emerging
markets, oil demand has increased providing price support for oil prices. In addition, turmoil in the Middle East
and North Africa has further increased oil prices. Quetzal expects prices to remain volatile through 2011. At this
time, Quetzal does not hedge any of its production.

Horden Lake Mineral Properties

Prior to becoming an oil and gas exploration company, Quetzal, operating as Southampton Ventures Inc.
invested in mineral properties. During 2008, the Company’s then management ceased the acquisition of and
exploration of mining properties and wrote-off its capital investment.

On May 12, 2011, Quetzal announced that it had entered into a binding Letter Agreement with El Condor
Minerals Inc. (TSX VENTURE: LCO) ("El Condor"), to sell Quetzal's 95% interest in its non-core Horden Lake
property, a copper-nickel property with precious metal credits located in the Province of Quebec, approximately
200 kilometres north of Mattagami, Quebec.
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Under the original proposal provided in the terms of the Letter Agreement, El Condor was to purchase Quetzal's
95% interest in the Horden Lake property for a purchase price of $C5 million, comprised of $C3 million in cash
including a $C100,000 non-refundable deposit that was paid on May 24, 2011, and $C2 million in common shares
of El Condor, priced at $C0.20 per share. Subsequently, because of the weakening of the raw commodities
market and the decline in securities prices for junior exploration companies, and in order to finalize the deal,
Quetzal renegotiated the selling price.

The revised selling price for the mineral properties will be SC4 million, comprised of $C2 million in cash including
the non-refundable deposit, and $2 million in common shares of El Condor, priced at $C0.12 per share. Quetzal
expects to complete the sale during the fourth quarter of 2011.

Spin-out of the Guatemala assets

On May 16, 2011 Quetzal proposed a plan to distribute its Guatemalan oil and gas interests, held through a
wholly-owned subsidiary, to its shareholders, subject to, among other things, TSX Venture Exchange, court,
shareholder and other regulatory approvals. The plan would have resulted in the creation of a new, publicly
traded company, RealPetrol Ltd. ("RealPetrol"), which would indirectly hold the Guatemalan assets. On July 19,
2011 the Company decided not to proceed with the spin-out due to a lack of shareholder support.

Quetzal management is reviewing strategic alternatives for the Guatemala assets.
OIL AND GAS EXPLORATION AND DEVELOPMENT OPERATIONS

Colombia

Los Llanos - Canaguaro Block

As was described above, a workover completed of the Canaguay - 1 well was completed on October 29™ with
the result that the production of crude oil, which had fluctuated between 375 barrels to 500 barrels a day,
averaged 956 barrels per day until the date of this MD&A.

Oil revenues and operating costs do not appear on Quetzal’s Statement of Comprehensive Loss as by September
30, 2011 the Company had not determined that the operations from the cash generating units, as that term is
defined under IFRS, were commercially viable. These revenues and costs have been included in the capital costs
for exploration and evaluation assets.

Quetzal has a 25% working interest in the Canaguaro Block and is acting as operator of the well.
Los Llanos Block - 27

A 220 square km 3D seismic survey of Block 27 was completed in Q1 2011 and then followed that up with an
additional 54 square km survey during Q2 2011. Merge, analysis and interpretation of this seismic has been
completed during Q2 and Q3 and management has identified four drillable prospects on the block.

On August 10, 2011, Quetzal received its blanket environmental permit paving the way to proceed with the
drilling of its first well on Block 27. Construction of the location began on August 29, 2011, and the Company
spudded its first well with a rig contracted from Saxon Energy Services on October 21, 2011. The target depth is
10,850 feet. Prospective targets include the oil bearing intervals in the Mirador and Une Formations, with the
Carbonera formation representing a secondary target.

While drilling the 12-1/4” intermediate section at 4,470 feet, a number of mechanical issues were experienced
with the top-drive of the Saxon-owned drilling rig being used to drill the well. As a result of difficult drilling
conditions in combination with drilling equipment failure the Company has abandoned the lower portion of the
well from 4,470 ft to 2,100 ft, and has elected to re-commence drilling operations immediately below surface
casing. Additional costs of $2.9 million have been incurred in several unsuccessful attempts to recover
directional drilling equipment and for abandonment of the lower portion of the well bore. The Company’s
previous gross budget for the well was US$10.0m and has now been adjusted to US$12.9m. Drilling operations
recommenced on November 20, 2011 and as of the date of this MD&A the new deviated wellbore has
progressed to over 8,800 ft of depth with no further issues.
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Quetzal pays 50% of cost and has a 45.275% revenue interest in this block before payout, and a 34.25% private
participating interest following payout.

Los Llanos Block - 21

A 95 square kilometre 3D seismic program has been completed on Block 21, and management is near
completion of its analysis and interpretation.

On August 3, 2011, Quetzal filed for its environmental permit on Block 21 and is awaiting approval. Under
contractual commitments to the ANH, and by the terms of its farm-in agreement, Quetzal and their partner,
Brownstone Energy Inc., must drill two wells by September 12, 2012. Assuming environmental approval is
received in a timely fashion, the Company expects to commence well site construction in Q1 2012, and drill two
wells in Q2 2012. Projected well depths at Block 21 are 8,000 feet.

Quetzal pays 50% of cost and has a 45.50% revenue interest in this block before payout, and a 35% private
participating interest following payout.

Los Llanos Block - 36

The acquisition of 109 square kilometres of 3D seismic on Block 36 has been completed and analysis and
interpretation continues. Drilling of one well is required by February 2012 and the Operator, Montecz continues
to evaluate options to meet activity requirements of the ANH. Quetzal pays 20% of cost and has an 18.2% private
participating interest in this block before payout, with a 14% % private participating interest following payout.

Guatemala

A work-over was conducted on Atzam #2 and the well is producing approximately 40 barrels of 32 degree API oil
and 420 barrels of water per day. The oil is trucked to Guatemala City and sold to end users who blend the oil
with refined products and use the blend to fire furnaces or power diesel engines. The Company has recently sold
oil at prices in excess of WTI plus 20 dollars per barrel. The water is transported by pipeline and injected into the
Atzam #1 water disposal well at minimum cost.

Capital Expenditures

The following is the breakdown of capital expenditures for the nine months ended September 30, 2011:

Impact of change in Additions, net of
Balance foreign capitalized oil Balance
December 31, 2010 currency exchange rates revenues September 30, 2011
Guatemala (i) 16,530,050 (10,142) 1,332,230 17,852,138
Colombia (ii) 15,033,097 - 6,501,791 21,534,888
31,563,147 (10,142) 7,834,021 39,387,026

General and Administrative expenses (“G&A”)

It is the Company’s policy to capitalize revenues, operating costs and certain general and administrative costs on
its exploration blocks until the blocks have attained commercial viability. G&A costs for the second quarter of
2011 were $1,859,104, an increase of $463,119 over the same period in 2010.

Three months ended Nine months ended
September 30, June 30, 2011 September 30, September 30, September 30,

General and Administrative 2011 ! 2010 2011 2010
Personnel costs™ 1,380,506 645,293 382,887 2,958,726 1,222,106
Professional and consulting fees 550,683 606,309 453,745 919,122 888,581
Travel and promotion @ 155,521 206,132 133,747 385,706 632,732
Office 632,710 401,370 89,012 1,710,954 351,829

2,719,420 1,859,104 1,059,391 5,974,508 3,095,248
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In general, the increase in G&A costs for the three and nine months ended September 30, 2011 over the same
periods in 2010 result from the expansion of the Company’s operations into Colombia, and the opening of the
head office in Calgary. The Colombian properties were acquired in November 2009 and January 2010 and the
local office in Bogota, which was opened in December 2009, was staffed up and incurred ancillary costs in the
first nine months of 2010. Similarly, the Calgary office was opened in the first quarter of 2010, and employees
and staff hired during the year. A more informative comparison is that of the third quarter 2011 costs with the
second quarter 2011 costs.

The most significant one-time costs of the third quarter were professional fees incurred in relation to the
proposed spin-out of the Guatemala assets and the severance payment made to the former CEO which together
accounted for $1,233,0000 of the increase.

(a) The personnel costs increased during the three and nine month periods ended September 30, 2011 and
September 30, 2010 reflect the opening and staffing up of the Calgary and Bogota offices. Personnel costs
increased because of a severance payment made to the former CEO offset by other reductions to staff costs.

(b) Professional and consulting fees remain high during the third quarter because of additional costs related to
the proposed spin-out of the Guatemala property.

(c) Travel and promotion costs were less than in Q2, which have been inflated by travel costs associated with
meeting concerning the proposed spin-out.

(d) The increase to the office costs included an increase for a premises lease in Colombia from expanding the size
of the office in Bogota and a one-time “onerous contract” change under IFRS, the recognition of non-recoverable
sales taxes in Colombia, from a renewal of the Colombia letter of guarantee, and the EDC indemnification fees.

LIQUIDITY AND CAPITAL RESOURCES
Working Capital

The Company had working capital of $14,458,468 at September 30, 2011 (September 30, 2010 — deficit of
$388,651). The improvement stems from the issuance of 276,000,000 common shares on January 27, 2011 for
proceeds of $31,721,862, net of related costs. As of the date of this MD&A, the Company had approximately
$15.9 million of unrestricted cash on hand and working capital of $15.5 million.

Restricted funds are comprised of:

September 30, 2011 December 31, 2010
Funds held in trust for joint venture
disbursements 655,484 1,219,753
Funds held in trust for disposition of Horden Lake
mineral property (Note 21a) 95,400 -
Restricted cash, current 750,884 1,219,753
GICs held as security for the Company’s Letters of
Guarantee and corporate credit cards 582,701 2,250,793
1,333,585 3,470,546

The funds held in trust for joint venture disbursements are deposited with the Company’s bank in Bogota and
may only be used for joint venture activities.

The Company’s Letters of Guarantee were pledged to the ANH, an agency of the Colombian government to
support work commitments undertaken when the Company acquired interests in four exploration blocks. The
letters of guarantee secure Quetzal’s interest and exploration in Colombia Llanos exploration Blocks 21, 27, and
36, and are provided to ensure that the Company fulfills its commitments under the exploration blocks. These
letters of guarantee are secured by $554,000 of guaranteed investment certificates held by the Company’s bank,
and by $4,866,000 in guarantees provided by the Export Development Corporation (“EDC”), an agency of the
Federal Government of Canada. In September 2011, the ANH cancelled a Letter of Guarantee in the amount of
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$1.73 million that had been secured by a guaranteed investment certificate. These funds are no longer
restricted.

Cash Call Advances

The Company may from time to time remit funds to a joint venture operator in anticipation of incurring its share
of capital and operating expenses from the joint venture. When the joint venture incurs the cost, the cash call
advances will be charged to exploration and evaluation assets or operating expenses.

Requirement of Additional Equity Financing

The Company relies primarily on equity financings for all funds raised to date for its operations. On January 27,
2011, the Company completed a brokered financing pursuant to a short-form prospectus in which it issued
276,000,000 common shares at $C0.125 per share for proceeds of $31,519,173, net of related costs of
$3,184,377. As is noted above, in September 2011 a Letter of Guarantee provided to the Colombian ANH, which
had been secured by a GIC, was cancelled. These funds are no longer restricted and have been added to the
Company’s cash balances. The sale of the Horden Lake mineral properties is expected to close during December
2011 which will add $C2 million to the cash on hand. Management believes that these cash reserves, together
with revenue from crude oil sales, will enable the Company to meet its financial commitments and planned
capital investment program for 2011 and 2012.

The Company has incurred losses in the current and prior periods, with a net loss for the nine month period
ended September 30, 2011 of $9,753,526 (2010 - $3,860,326), total comprehensive loss of $10,584,023 (2010 -
$8,465,468 and has an accumulated deficit of $26,955,045 (2010 - $13,730,919) and has working capital of
$14,458,468 (2010 — a working capital deficit of $388,651). The Company’s continued existence is dependent
upon continuing to raise additional financing, achieving its development plans and obtaining and maintaining
profitable operations. Critical to the Company’s future operations are the commercialization of existing
petroleum and natural gas reserves and the addition of new petroleum and natural gas reserves.

Off-Balance-Sheet Arrangements

The Company has no off-balance-sheet arrangements other than the Letter of Credit guarantees provided by the
EDC.

Transactions with Related Parties

The Company did not enter into any related party transactions during the three month period ended September
30, 2011.

CRITICAL ACCOUNTING ESTIMATES

The preparation of financial statements in accordance with IFRS requires Management to make judgments,
assumptions and estimates that affect the financial results of the Company. Management reviews its estimates
regularly but new information and changed circumstances may result in actual results or changes to estimate
amounts that differ materially from current estimates. The Company believes the following are the most critical
accounting estimates in preparing its financial statements.

ADOPTION OF INTERNATIONAL FINANCIAL REPORTING STANDARDS (IFRS)

The Company has prepared its September 30, 2011 condensed consolidated Interim Financial Statements in
accordance with IFRS 1, First-time Adoption of International Financial Reporting Standards and with 1AS-34,
Interim Financial Reporting, as issued by the IASB. Previously, the Company prepared its financial statements in
accordance with Canadian GAAP.

The Company’s IFRS accounting policies are provided in Note 4 of the condensed consolidated Interim Financial
Statements. In addition, Note 21 to the Interim Financial Statements presents reconciliations between the
Company’s 2010 Canadian GAAP results and the 2010 IFRS results.

The following discussion explains the significant differences between Quetzal’s previous GAAP accounting
policies and those applied by the Company under IFRS.
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Accounting Policy Changes

IFRS policies have been retrospectively and consistently applied except where specific IFRS 1 optional and
mandatory exemptions permitted an alternative treatment upon transition to IFRS for first-time adopters.

The most significant changes to the Company’s accounting policies relate to the accounting for Property and
Equipment (“PP&E”). Under Canadian GAAP, Quetzal followed the Canadian Institute of Chartered Accountants
(“CICA”) guideline on full cost accounting in which all costs directly associated with the acquisition of, the
exploration for, and the development of oil assets were capitalized. Costs accumulated were depleted using the
unit-of-production method based on proved reserves determined using estimated future prices and costs. Upon
transition to IFRS, the Company was required to adopt new accounting policies for PP&E, including exploration
and evaluation costs and development costs.

Under IFRS, exploration and evaluation costs are those expenditures for an area where technical feasibility and
commercial viability has not yet been determined. Development costs include those expenditures for areas
where technical feasibility and commercial viability has been determined. Quetzal adopted the IFRS 1 exemption
whereby the Company deemed its January 1, 2010 IFRS PP&E costs to be equal to Canadian GAAP historical
PP&E net book value. Accordingly, exploration and evaluation costs were deemed equal to the unproved
properties balance and the development costs were deemed equal to the PP&E full cost pool. Under IFRS,
exploration and evaluation costs are presented as exploration and evaluation assets and development costs are
presented within property and equipment on the Statement of Financial Position.

Exploration and Evaluation

Exploration and evaluation assets at January 1, 2010 were deemed to be Snil, representing the unproved
properties balance under Canadian GAAP (“CGAAP” or “Previous GAAP”). The adoption of IFRS resulted in a
reclassification of $36.0 million from property and equipment to exploration and evaluation assets on Quetzal’s
Balance Sheet as at December 31, 2010.

Under Previous GAAP, exploration and evaluation costs (“E & E”) were capitalized as petroleum and natural gas
properties in accordance with the CICA’s full cost accounting guidelines. Under IFRS, Quetzal capitalizes these
costs initially as exploration and evaluation assets. Once technical feasibility and commercial viability of the area
has been determined, the capitalized costs are transferred from exploration and evaluation assets to production
and development assets. Under IFRS, unrecoverable exploration and evaluation costs associated with an area
and costs incurred prior to obtaining the legal rights to explore are expensed. This IFRS policy had no effect on
Quetzal’s accounts as all of its resource properties are classified as E&E.

Depreciation, Depletion and Amortization

Development costs at January 1, 2010 were deemed to be representing the full cost pool balance under Previous
GAAP. Consistent with Previous GAAP, these costs are capitalized as property and equipment under IFRS. Under
Previous GAAP, development costs were depleted using the unit-of production method based on estimated
proved reserves and calculated for the full cost pool. Under IFRS, development costs are depleted using the unit-
of-production method based on estimated proved plus probable reserves and calculated at the established area
level.

Impairments

Under Previous GAAP, impairment was recognized if the carrying amount exceeded the undiscounted cash flows
from proved reserves. Impairment was measured as the amount by which the carrying value exceeded the sum
of the fair value of the proved and probable reserves and the costs of unproved properties. Impairments
recognized under Previous GAAP were not reversed. Under IFRS, impairment is recognized if the carrying value
exceeds the recoverable amount for a cash-generating unit. Operations are aggregated into cash-generating
units based on their ability to generate largely independent cash flows. If the carrying value of the cash-
generating unit exceeds the recoverable amount, the cash-generating unit is written down with an impairment
recognized in income.
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Impairments recognized under IFRS are reversed when there has been a subsequent increase in the recoverable
amount. Impairment reversals are recognized in income and the carrying amount of the cash-generating unit is
increased to its revised recoverable amount as if no impairment had been recognized for the prior periods.

Share-based payments

Under Canadian GAAP, Quetzal accounted for certain share-based compensation plans using the Black Scholes
option pricing model, whereby the compensation costs were amortized over the vesting period of the fair value
of stock options on a straight line basis.

For the share-based compensation plan, IFRS requires the liability for share-based payments be fair valued using
an option pricing model, such as the Black-Scholes model. Options are vested using the graded method, whereby
each tranche granted is considered a separate grant. As well, a forfeiture rate is estimated on the grant date and
is adjusted to reflect the actual number of options that vest. Accordingly, upon transition to IFRS, the Company
recorded a fair value adjustment of $30,700 as at January 1, 2010 to decrease the stock-based compensation
liability with a corresponding charge to deficit. Quetzal elected to use the IFRS 1 exemption whereby the
liabilities for share-based payments that had vested or settled prior to January 1, 2010 were not required to be
retrospectively restated.

Foreign Currency

As permitted by IFRS 1, the Company elected to apply the exemption to set the cumulative foreign currency
translation adjustment to zero upon transition to IFRS. Accordingly, $2.06 million was recognized as an
adjustment to retained earnings on January 1, 2010.

Deferred Income Tax

The determination of the Company’s income and other tax assets or liabilities requires interpretation of complex
laws and regulations often involving multiple jurisdictions. All tax filings are subject to audit and potential
reassessment after the lapse of considerable time. Accordingly, the actual income tax expense may differ
significantly from that estimated and recorded.

Other Exemptions
Other significant IFRS 1 exemptions taken by Quetzal at January 1, 2010 include the following:

Business combinations and joint ventures entered into prior to January 1, 2010 were not retrospectively restated
under IFRS.

RECENT ACCOUNTING PRONOUNCEMENTS ISSUED BUT NOT YET ADOPTED

All accounting standards effective for periods beginning on or after January 1, 2011 have been adopted as part of
the transition to IFRS. The following new IFRS pronouncements have been issued but are not effective and may
have an impact on the Company:

IFRS 9 - Financial Instruments

As of January 1, 2013, Quetzal will be required to adopt IFRS 9, Financial Instruments, which is the result of the
first phase of the IASB’s project to replace IAS 39, Financial Instruments: Recognition and Measurement.

The new standard replaces the current multiple classification and measurement models for financial assets and
liabilities with a single model that has only two classification categories: amortized cost and fair value. The
adoption of this standard should not have a material impact on Quetzal’s Consolidated Financial Statements.

In May 2011, the IASB issued the following standards which have not yet been adopted by the Company: IFRS 10,
Consolidated Financial Statements (IFRS 10), IFRS 11, Joint Arrangements (IFRS 11), IFRS 12, Disclosure of
Interests in Other Entities (IFRS 12), IAS 27, Separate Financial Statements (IAS 27), IFRS 13, Fair Value
Measurement (IFRS 13) and amended IAS 28, Investments in Associates and Joint Ventures (IAS 28). Each of the
new standards is effective for annual periods beginning on or after January 1, 2013 with early adoption
permitted. The Company has not yet begun the process of assessing the impact that the new and amended
standards will have on its financial statements or whether to early adopt any of the new requirements.
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The following is a brief summary of the new standards:
IFRS 10 - Consolidated Financial Statements

IFRS 10 requires an entity to consolidate an investee when it is exposed, or has rights, to variable returns from its
involvement with the investee and has the ability to affect those returns through its power over the investee.
Under existing IFRS, consolidation is required when an entity has the power to govern the financial and
operating policies of an entity so as to obtain benefits from its activities. IFRS 10 replaces SIC-12 Consolidation-
Special Purpose Entities and parts of IAS 27 Consolidated and Separate Financial Statements.

IFRS 11 - Joint Arrangements

IFRS 11 requires a venturer to classify its interest in a joint arrangement as a joint venture or joint operation.
Joint ventures will be accounted for using the equity method of accounting whereas for a joint operation the
venturer will recognize its share of the assets, liabilities, revenue and expenses of the joint operation. Under
existing IFRS, entities have the choice to proportionately consolidate or equity account for interests in joint
ventures. IFRS 11 supersedes IAS 31, Interests in Joint Ventures, and SIC-13, Jointly Controlled Entities-Non-
monetary Contributions by Venturers.

IFRS 12 - Disclosure of Interests in Other Entities

IFRS 12 establishes disclosure requirements for interests in other entities, such as joint arrangements, associates,
special purpose vehicles and off-balance-sheet vehicles. The standard carries forward existing disclosures and
also introduces significant additional disclosure requirements that address the nature of, and risks associated
with, an entity’s interests in other entities.

IFRS 13 - Fair Value Measurement

IFRS 13 is a comprehensive standard for fair value measurement and disclosure requirements for use across all
IFRS standards. The new standard clarifies that fair value is the price that would be received to sell an asset, or
paid to transfer a liability in an orderly transaction between market participants, at the measurement date.

It also establishes disclosures about fair value measurement. Under existing IFRS, guidance on measuring and
disclosing fair value is dispersed among the specific standards requiring fair value measurements and in many
cases does not reflect a clear measurement basis or consistent disclosures.

Amendments to Other Standards

In addition, there have been amendments to existing standards, including IAS 27, Separate Financial Statements
(IAS 27), and IAS 28, Investments in Associates and Joint Ventures (IAS 28). IAS 27 addresses accounting for
subsidiaries, jointly controlled entities and associates in non-consolidated financial statements. IAS 28 has been
amended to include joint ventures in its scope and to address the changes in IFRS 10 - 13.

BUSINESS RISK ASSESSMENT

There are a number of inherent business risks associated with oil and gas operations and development. Many of
these risks are beyond the control of management. The following outlines some of the principal risks and their
potential impact to the Company.

Political Risk

Quetzal operates in Colombia and Guatemala, which has different political, economic and social systems than in
North America and which subject the Company to a number of risks not within the control of the Company.
Exploration or development activities in such countries may require protracted negotiations with host
governments, national oil companies and third parties and are frequently subject to economic and political
considerations such as taxation, nationalization, expropriation, inflation, currency fluctuations, increased
regulation and approval requirements, corruption and the risk of actions by terrorist or insurgent groups,
changes in laws and policies governing operations of foreign-based companies, economic and legal sanctions and
other uncertainties arising from foreign governments, any of which could adversely affect the economics of
exploration or development projects.
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Financial Resources

The Company’s cash flow from operations may not be sufficient to fund its ongoing activities and implement its
business plans. From time to time the Company may enter into transactions to acquire assets or the shares of
other companies. Depending on the future exploration and development plans, the Company may require
additional financing, which may not be available or, if available, may not be available on favourable terms.

Failure to obtain such financing on a timely basis could cause the Company to forfeit its interest in certain
properties, miss certain acquisition opportunities and reduce or terminate operations. If the revenues from the
Company’s reserves decrease as a result of lower oil prices or otherwise, it will impact its ability to expend the
necessary capital so as to replace its reserves or to maintain its production. If cash flow from operations are not
sufficient to satisfy capital expenditure requirements, there can be no assurance that additional debt, equity, or
asset dispositions will be available to meet these requirements or available on acceptable terms. In addition,
cash flow is influenced by factors which the Company cannot control, such as commodity prices, exchange rates,
interest rates and changes to existing government regulations and tax and royalty policies.

Exploration, Development and Production

The long-term success of Quetzal will depend on its ability to find, acquire, develop and commercially produce oil
and natural gas reserves. These risks are mitigated by Quetzal through the use of skilled staff, focusing
exploration efforts in areas in which the Company has existing knowledge and expertise or access to such
expertise, using up-to-date technology to enhance methods, and controlling costs to maximize returns.

Despite these efforts, oil and natural gas exploration involves a high degree of risk, which even a combination of
experience, knowledge, and careful evaluation may not be able to overcome. There is no assurance that Quetzal
will be able to locate satisfactory properties for acquisition or participation or that the Company’s expenditures
on future exploration will result in new discoveries of oil or natural gas in commercial quantities.

It is difficult to accurately project the costs of implementing an exploratory drilling program due to the inherent
uncertainties of drilling in unknown formations, the costs associated with encountering various drilling
conditions such as over-pressured zones, tools lost in the hole and changes in drilling plans and locations as a
result of prior exploratory wells or additional seismic data and interpretations thereof.

Future oil and gas exploration may involve unprofitable efforts, not only from dry wells, but from wells that are
productive but do not produce sufficient net revenues to return a profit after drilling, operating and other costs.

Completion of a well does not assure a profit on the investment or recovery of drilling, completion,
infrastructure and operating costs. In addition, drilling hazards and/or environmental damage could greatly
increase the costs of operations and various field operating conditions may adversely affect the production from
successful wells. These conditions include delays in obtaining governmental approvals or consents, shut-in of
wells resulting from extreme weather conditions or natural disasters, insufficient transportation capacity or
other geological and mechanical conditions. As well, approved activities may be subject to limited access
windows or deadlines which may cause delays or additional costs. While diligent well supervision and effective
maintenance operations can contribute to maximizing production rates over time, production delays and
declines from normal field operating conditions cannot be eliminated and can be expected to adversely affect
revenue and cash flow levels to varying degrees.

The nature of oil and gas operations exposes Quetzal to risks normally incident to the operation and
development of oil and natural gas properties, including encountering unexpected formations or pressures,
blow-outs, and fires, all of which could result in personal injuries, loss of life and damage to the property of the
Company and others. The Company has both safety and environmental policies in place to protect its operators
and employees, as well as to meet the regulatory requirements in those areas where it operates. In addition, the
Company has liability insurance policies in place, in such amounts as it considers adequate. The Company will not
be fully insured against all of these risks, nor are all such risks insurable.

Oil and Natural Gas Prices
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The price of oil and natural gas will fluctuate based on factors beyond the Company’s control. These factors
include demand for oil and natural gas, market fluctuations, the stability of regional state-owned monopolies to
control gas prices, the proximity and capacity of oil and natural gas pipelines and processing equipment and
government regulations, including regulations relating to environmental protection, royalties, allowable
production, pricing, importing and exporting of oil and natural gas.

Fluctuations in price will have a positive or negative effect on the revenue to be received by the Company.
Reserve Estimates

There are numerous uncertainties inherent in estimating quantities of oil, natural gas and natural gas liquids,
reserves and cash flows to be derived there from, including many factors beyond the Company’s control. In
general, estimates of economically recoverable oil and natural gas reserves and the future net cash flows there
from are based upon a number of variable factors and assumptions, such as historical production from the
properties, production rates, ultimate reserve recovery, timing and amount of capital expenditures,
marketability of oil and natural gas, royalty rates, the assumed effects of regulation by governmental agencies
and future operating costs, all of which may vary from actual results. All such estimates are to some degree
speculative, and classifications of reserves are only attempts to define the degree of speculation involved.

For those reasons, estimates of the economically recoverable oil and natural gas reserves attributable to any
particular group of properties, classification of such reserves based on risk of recovery and estimates of future
net revenues expected there from prepared by different engineers, or by the same engineers at different times,
may vary. The Company’s actual production, revenues and development and operating expenditures with
respect to its reserves will vary from estimates thereof and such variations could be material.

Estimates of reserves that may be developed and produced in the future are often based upon volumetric
calculations and upon analogy to similar types of reserves rather than actual production history. Estimates based
on these methods are generally less reliable than those based on actual production history. Subsequent
evaluation of the same reserves based upon production history and production practices will result in variations
in the estimated reserves and such variations could be material.

The Company’s actual future net cash flows as estimated by independent reserve engineers will be affected by
many factors which include, but are not limited to: actual production levels; supply and demand for oil and
natural gas; curtailments or increases in consumption by oil and natural gas purchasers; changes in
governmental regulation; taxation changes and the impact of inflation on costs.

Actual production and cash flows derived there from will vary from the estimates contained in the applicable
engineering reports. The reserve reports are based in part on the assumed success of activities the Company
intends to undertake in future years. The reserves and estimated cash flows to be derived there from contained
in the engineering reports will be reduced to the extent that such activities do not achieve the level of success
assumed in the calculations.

Reliance on Operators and Key Employees

To the extent the Company is not the operator of its oil and natural gas properties, the Company will be
dependent on such operators for the timing of activities related to such properties and is largely unable to direct
or control the activities of the operators. In addition, the success of the Company will be largely dependent upon
the performance of its management and key employees. The Company has no key-man insurance policies, and
therefore there is a risk that the death or departure of any member of management or any key employee could
have a material adverse effect on the Company.

Government Regulations

The Company may be subject to various laws, regulations, regulatory actions and court decisions that can have
negative effects on the Company. Changes in the regulatory environment imposed upon Quetzal could adversely
affect the ability of the Company to attain its corporate objectives. The current exploration, development and
production activities of the Company require certain permits and licenses from governmental agencies and such
operations are, and will be, governed by laws and regulations governing exploration, development and
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production, labour laws, waste disposal, land use, safety and other matters. There can be no assurance that all
licenses and permits that the Company may require to carry out exploration and development of its projects will
be obtainable on reasonable terms or on a timely basis, or that such laws and regulations would not have an
adverse effect on any project that the Company may undertake.

Environmental Factors

All phases of the Company’s operations are subject to environmental regulation in Colombia and Guatemala.
Environmental legislation is evolving in a manner which requires stricter standards and enforcement, increased
fines, and penalties for non-compliance, more stringent environmental assessments of proposed projects and a
heightened degree of responsibility for companies and their officers, directors and employees.

Insurance

The Company’s involvement in the exploration for and development of oil and natural gas properties may result
in the Company or its subsidiaries, as the case may be, becoming subject to liability for pollution, blow-outs,
property damage, personal injury or other hazards. Prior to drilling, the Company or the operator will obtain
insurance in accordance with industry standards to address certain of these risks. However, such insurance has
limitations on liability that may not be sufficient to cover the full extent of such liabilities. In addition, such risks
may not in all circumstances be insurable or, in certain circumstances, the Company or its subsidiaries, as the
case may be, may elect not to obtain insurance to deal with specific risks due to the high premiums associated
with such insurance or other reasons. The occurrence of a significant event that the Company may not be fully
insured against, or the insolvency of the insurer of such event, could have a material adverse effect on the
Company’s financial position.

Regulatory Matters

The Company’s operations will be subject to a variety of federal and provincial or state laws and regulations,
including income tax laws and laws and regulations relating to the protection of the environment. The
Company’s operations may require licenses from various governmental authorities and there can be no
assurance that the Company will be able to obtain all necessary licenses and permits that may be required to
carry out planned exploration and development projects.

Operating Hazards and Risks

Exploration for natural resources involves many risks, which even a combination of experience, knowledge and
careful evaluation may not be able to overcome. Operations in which the Company has a direct or indirect
interest will be subject to all the hazards and risks normally incidental to exploration, development and
production of resources, any of which could result in work stoppages, damages to persons or property and
possible environmental damage.

Although the Company has obtained liability insurance in an amount it considers adequate, the nature of these
risks is such that liabilities might exceed policy limits, the liabilities and hazards might not be insurable, or the
Company might not elect to insure itself against such liabilities due to high premium costs or other reasons, in
which event the Company could incur significant costs that could have a material adverse effect upon its
financial condition.

Repatriation of Earnings

Currently there are no restrictions on the repatriation from Colombia and Guatemala of earnings to foreign
entities. However, there can be no assurance those restrictions on repatriation of earnings from Colombia and
Guatemala will not be imposed in the future.

Disruptions in Production

Other factors affecting the production and sale of oil and gas that could result in decreases in profitability
include:

(i) Expiration or termination of permits or licenses, or sales price redeterminations or suspension
of deliveries;
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(ii) Future litigation;

(iii) The timing and amount of insurance recoveries;
(iv) Work stoppages or other labour difficulties; and/or,
(v) Changes in the market and general economic conditions, equipment replacement or repair,

fires, civil unrest or other unexpected geological conditions that can have a significant impact
on operating results.

Foreign Investments

All of the Company’s oil investments are located outside of Canada. These investments are subject to the risks
associated with foreign investment including tax increases, royalty increases, renegotiation of contracts,
currency exchange fluctuations and political uncertainty. The jurisdiction in which the Company operates, South
and Central America, has a well established fiscal regime and there are some improved fiscal terms to encourage
investments. Quetzal will be paid in U.S. dollars on its oil and gas sales. As operations are primarily carried out in
U.S. dollars, the main exposure to currency exchange fluctuations is the conversion from the entity’s functional
currency to the reporting currency of U.S. dollars.

Competition

The Company operates in the highly competitive areas of oil and gas exploration, development and acquisition
with a substantial number of other companies, including U.S. based and foreign companies doing business in
South and Central America. The Company faces intense competition from independent, technology-driven
companies as well as from both major and other independent oil and gas companies in seeking oil and gas
exploration licences and production licences in South and Central America; and acquiring desirable producing
properties or new leases for future exploration.

The Company believes it has significant in-country relationships within the business community and government
authorities needed to obtain cooperation to execute projects.

DISCLOSURE CONTROLS AND PROCEDURES

As the Company is classified as a Venture Issuer under applicable Canadian securities legislation, it is required to
file basic Chief Executive Officer and Chief Financial Officer Certificates, which it has done for the quarter ended
September 30, 2011. The Company makes no assessment relating to establishment and maintenance of
disclosure controls and procedures and internal controls over financial reporting as defined under Multilateral
Instrument 52-109 as at September 30, 2011.

BUSINESS ENVIRONMENT AND RISKS

Quetzal is exposed to a variety of risks including, but not limited to operational, financial, competitive, political
and environmental risks.

Quetzal is focused on international oil and natural gas activities, currently with interests in Colombia and
Guatemala. As such, the Company is subject to political risks such as price controls, renegotiation of land tenure
agreements, nationalization, different legal systems, complex regulatory regimes, insurgency and foreign
language risks.

The Company focuses its foreign operations in countries where Management has prior experience and/or
engages local in-country staff as soon as possible. The Company engages local legal, accounting and tax
professionals. The Company may also, from time to time, arrange for insurance to mitigate specific risks. The
Company adopts prudent and industry-recommended field operating procedures in all of its operations, as well
as maintaining a Health, Safety and Environment program.

As a participant in the oil and natural gas industry, Quetzal is exposed to operational risks such as unsuccessful
exploration and exploitation activities, the inability to find new reserves that are commercially and economically
feasible, premature declines of reservoirs, blow-outs and other operating hazards and lack of infrastructure to
access markets. The Company works to mitigate these risks by employing highly skilled personnel and utilizing
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available technology. The Company also maintains a corporate insurance program consistent with industry
practices to protect against insurable losses.

The Company is exposed to normal financial risks inherent within the oil and natural gas industry, including
commodity price risk, exchange rate risk, interest rate risk and credit risk. From time to time, the Company may
have to raise additional financing to finance business development activities, however, depending on market
conditions at the time there can be no assurance that the Company will be able to arrange debt or equity
financing on satisfactory terms.

The Company continuously monitors opportunities to use financial instruments to manage exposure to
fluctuations in commodity prices, foreign currency rates and interest rates. Quetzal operates all of its principal
properties and, therefore, has control over the timing, direction and costs related to exploration and
development opportunities.

The oil and natural gas industry is intensely competitive, with Quetzal competing against companies that may
have larger technical and financial resources. There is competition for new exploration and development
properties, for drilling and other specialized technical equipment and for experienced key human resources. To
the extent possible, Quetzal seeks to enter into joint venture arrangements with large and/or experienced
industry players in each country to improve its access to resources.

Since inception the Company has incurred losses from operations and negative cash flows from operating
activities. The ability of the Company to carry out its business plan beyond exploration is largely dependent on
the continued support of its stakeholders, the discovery of commercially recoverable hydrocarbons and
obtaining financing to develop reserves.

ADVISORIES
Advisory on Forward-Looking Statements

Certain information in this report, including the letter to shareholders, contains “forward-looking statements”.
Forward-looking statements are frequently characterized by words such as “plan”, “expect”, “project”, “intend”,
“believe”, “anticipate”, “estimate”, “forecast” or other similar words, or statements that certain events or
conditions “may” or “will” occur. Forward-looking statements are not based on historical facts but rather on the
expectations of management of the Company (“Management”) regarding the Company’s future growth, results
of operations, production, future capital and other expenditures (including the amount, nature and sources of
funding thereof), competitive advantages, plans for and results of drilling activity, environmental matters,
business prospects and opportunities. Such forward-looking statements reflect Management’s current beliefs
and assumptions and are based on information currently available to Management. Forward-looking statements
involve significant known and unknown risks and uncertainties.

A number of factors could cause actual results to differ materially from the results discussed in the forward-
looking statements including the risks associated with negotiating with foreign governments as well as country
risk associated with conducting international activities, competition, the ability to generate revenue and exploit
operating margins, capital resources, the use of certain technologies and materials, annual impairment tests,
labour relations, insurance, damage from weather and other disasters, operating and maintenance risks and
environmental risks, new information regarding reserves, changes in demand for and volatility of commodity
prices of oil and natural gas, legislative, regulatory and political changes and other factors, many of which are
beyond the control of the Company. The risks outlined should not be construed as exhaustive. Although the
forward-looking statements contained in this document are based upon assumptions which Management
believes to be reasonable, the Company cannot assure users of this MD&A that actual results will be consistent
with these forward-looking statements. These forward-looking statements are made as of the date hereof, and
the Company assumes no obligation to update or revise them to reflect new events or circumstances, except as
required by law.

Management has included the above summary of assumptions and risks to forward-looking information
provided in this MD&A in order to provide shareholders with a more complete perspective on the Company’s
current and future operations and such information may not be appropriate for other purposes. The Company’s
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actual performance may differ materially from those expressed in, or implied by, these forward-looking
statements. In particular, forward-looking statements included in this MD&A include, but are not limited to, the
ability of the Company to finance the Company’s exploration commitments and the timing and estimated cost of
those exploration commitments.
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