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This management’s discussion and analysis provides an analysis of our firgh@sibn which will enable the
reader to evaluate important variations in our financial situation fue three month period ended September 30,
2012 as compared to the three month period ended September 30, 2011. Thisumperents our condensed
financial statements for the three month period ended September 30, 2012 andbehiealdiin conjunction with our
financial statements and the accompanying notes. Our financial statearengsrepared in accordance with
International Financial Reporting Standards (“IFRS”) and all monetary valuedudexd in this report are in
Canadian dollars, unless it is indicated otherwise. Our financiaksiahts and the management's discussion and
analysis are intended to provide a reasonable base for the investealt@aee our financial situation.

Additional information regarding the Company is available BDAR atwww.sedar.com
Forward-Looking Statements

The matters discussed in this MD&A include certaimwird-looking statements. Forward-looking statements
include, without limitation, any statement that may predorecast, indicate or imply future results, perfanoeor
achievements. Forward-looking statements may be identifigithout limitation, by the use of such words as
“anticipates”, “estimates”, “expects”, “intends”, “plslh “predicts”, “projects”, “believes”, or words or @ses of
similar meaning. In addition, any statement that maynade concerning future performance, strategies or prespect
and possible future corporate action, is also a forw@oking statement. Forward-looking statements are based o
current expectations and projections about future general ecqonpatitical and relevant market factors, such as
interest rates, foreign exchange rates, equity and tamtets, and the general business environment, in each case
assuming no changes to applicable tax or other laws or governegemation. Expectations and projections about
future events are inherently subject to, among other thingks and uncertainties, some of which may be
unforeseeable. Accordingly, assumptions concerning future ecoaachimther factors may prove to be incorrect at a
future date. Forward-looking statements are not guasme future performance, and actual events could differ
materially from those expressed or implied in any fodalapking statements made by the Corporation. Any number
of important factors could contribute to these digressiomduding, but not limited to, general economic, political
and market factors in North America and internatignatiterest and foreign exchange rates, global equitycapital
markets, business competition, technological change, changes immew relations, unexpected judicial or
regulatory proceedings and catastrophic events. We shasthe above mentioned list of important factors is not
exhaustive. We encourage you to consider these and othmnsfaatefully before making any investment decisions
and we urge you to avoid placing undue reliance on forwaokifg statements. The Corporation disclaims any
intention or obligation to update or revise these forwaolling statements as a result of new information, future
events or otherwise, except as required under applicabletssclaws.



Forward-looking statements are included throughout this lRepoparticular, this Report contains forward-looking
statements pertaining to the following:

the quantity and quality of reserves or resources;

the performance characteristics of the Company’s oil asdgogoperties;

oil and natural gas production levels;

capital expenditure programs and the timing and method ofciimgithereof;

future development and exploration activities and the tinfiegebf;

future land expiries;

estimated future contractual obligations and the amaxpeated to be incurred under our farm-in
commitments;

realization of the anticipated benefits of acquisitiand dispositions;

future liquidity and financial capacity;

projections of market prices and costs;

supply and demand for oil and natural gas;

expectations regarding the Company’'s ability to raise daaitd to continually add to reserves
through acquisitions and development;

expectations relating to the award of exploration perbyitgovernmental authorities; and

treatment under government regulatory and taxation regimes.

With respect to forward-looking statements containe@iisiReport certain assumptions have been made including:

oil and natural gas production levels;

commodity prices;

future currency and interest rates;

future operating costs;

the Company’s ability to generate sufficient cash flow fiamerations and to access existing credit
facilities and capital markets to meet its future attiigns;

availability of labour and drilling equipment;

general economic and financial market conditions; and

government regulation in the areas of taxation, royalty eatdsenvironmental protection.

The Company’s actual results could differ materially ftbiwse anticipated in these forward-looking statements as a
result of the risk factors set forth below:

volatility in market prices for oil and natural gas;

liabilities and risks inherent in oil and natural gasrapens;

uncertainties associated with estimating oil and gasrves;

competition for, among other things, capital, acquisitidneserves, undeveloped lands and skilled
personnel;

incorrect assessments of the value of acquisitions;

imprecision in estimating capital expenditures and operatipgnses;

availability of sufficient financial resources to fulettCompany’s capital expenditures;

the possibility that government policies or laws, including ¢hodated to the environment, may
change or governmental approvals may be delayed or withheld;

stock market volatility and market valuation;

potential delays or changes with respect to exploration dawklopment projects or capital
expenditures;

geological, technical, drilling and processing problems;

fluctuations in foreign exchange or interest rates arekst@arket volatility;



. general economic and business conditions;

. changes in income tax laws or changes in tax laws aedtime programs relating to the oil and gas
industry;

. failure to obtain industry partner and other third partyseots and approvals, as and when required,

. failure to realize the anticipated benefits of acquisg; and

. the other factors identified in other documents incorgdraerein by reference.

These factors should not be considered exhaustive. Staterakating to “reserves” or “resources” are deemectto b
forward-looking statements, as they involve the impliegsssent, based on certain estimates and assumptidns, tha
the resources and reserves described can be profitablycpwth the future. The forward-looking statements
contained in this Report are expressly qualified bydaigionary statemenfThe Company does not undertake any
obligation to publicly update or revise any forward-lookitegeaments except as required by securities laws.

NON-IFRS MEASURES

The Corporation’s management uses and reports certaimmgamt prescribed by International Financial Reporting
Standards (referred to as “non-IFRS measures”) irva&iation of operating and financial performance. Qpeya
netback, which is calculated as average unit salesspase royalties and operating expenses, and corpurthiiack,
which further deducts administrative and interest expeepegsent net cash margin calculations for every barrel of
oil equivalent sold. Net debt, which is current asses turrent and other financial liabilities (e.g. nuagable), is

used to assess efficiency and financial strength. alpgrnetback, corporate netback and net debt do not have any
standardized meanings prescribed by IFRS and therefayenot be comparable with the calculation of a similar
measure for other companies. The Corporation uses thes® asran indicator of financial performance because
such terms are often utilized by investors to evaluat®j producers in the oil and natural gas sector

OVERALL PERFORMANCE AND RESULTS OF OPERATIONS

Arctic Hunter Energy Inc. is a Canadian Oil & Garase exploration and development Company that is involved in
the acquisition, exploration and development of oil andpgagerties in Western Canada and in North Amerithe
Company maintains a strong statement of financial positimhhas a qualified management team in field exptorati
drilling and has the necessary manpower required to geitsloatural resource and production properties.

In fiscal year 2011, the Company farmed into 3 exploratorjsweiich are now our Landrose C-11, C-12 and C-14
wells. These heavy oil wells are located in the Lloydneinstrea of Western Saskatchewan. Each well has-a non
operating partner and an operating partner who maintairddie activities. Arctic Hunter's ownership ranges
between 25% and 50% of these production wells. All productmm the wells is from the McLaren formation and
over the past year has averaged 32 barrels per day ofodetpon.

In fiscal year 2012, the Company entered into a sub-parimipagreement with Alberta Star Development Corp., a
company with common directors, to participate in the drilldighe A-6 well in Landrose, Saskatchewan. Arctic
Hunter’s ownership is 25% of this production well.

On September 4, 2012, the Company announced that it had &plpReny Lee P.L. Eng. to the Board of Directors.

Mr.Lee has thirty years of oil and gas experience, nexsntly as President & CEO of a private junior enengy
petroleum Company. Mr. Lee has held senior positions in eaptmit production and operations engineering for
natural gas and both conventional and heavy oil with a nuofomajor and junior oil and gas companies. These
companies include Tundra Oil and Gas, Compton Petroleunthdtiar Energy, Devon Energy Corp., Amoco Canada
Petroleum Company Ltd, Dome Petroleum Ltd. and Hudsoa @il & Gas Company Ltd. Mr. Lee is also a
Professional Licensed Engineer with APEGGA.



RESULTS OF OPERATIONS — THREE MONTH PERIOD ENDED SEPTEMBER 30, 2012

The Company’s net comprehensive loss for the three montbdpenided September 30, 2012 was $5,633 or $0.00
per share compared to a net comprehensive loss of $14,26600r 0. share for the three month period ended
September 30, 2011. The significant changes during the thraé penod ended September 30, 2012 compared to
the three month period ended September 30, 2011 are as follows:

Petroleum revenue during the three month period ended Sept&®, 2012 was $140,556, a decrease of $50,064
compared to $190,620 during the three month period ended Septdthb2011. After deducting royalties of
$17,125, production and transportation costs of $26,756 and dep&td depreciation of $29,358, net petroleum
production revenue of $67,317 was recorded as compared to $60,5%y tHerthree month period ended September
30, 2011.

Consulting fees decreased $20,068 to $15,000 during the three moathgpeled September 30, 2012 from $35,068
during the three month period ended September 30, 2011. Thenctstsprior three month period were higher due
to the acquisition of the oil and gas assets.

Director fees increased $4,000 to $10,000 during the three mperitd ended September 30, 2012 from $6,000
during the three month period ended September 30, 2011 as areetordivas appointed.

Filing fees decreased $2,643 to $1,317 during the three mombld paided September 30, 2012 from $3,960 during
the three month period ended September 30, 2011. The caktspnior three month period were higher due to the
acquisition of the oil and gas assets and the listing om$xeVenture exchange.

Promotion costs were $6,030 which included $3,000 for an investoeaess program during the three month period
ended September 30, 2012.

Rent increased $3,406 to $8,352 during the three month period Segezmber 30, 2012 from $4,946 during the
three month period ended September 30, 2011as a result iofraptasecondary office in Calgary.

At September 30, 2012, Arctic Hunter held assetsrdedoat $639,251 including $296,644 in cash, $1,683%epaid
expense, $100,443 in receivables from its oil and gasations, $8,000 in assets held for sale and $23h48bperty,
plant and equipment.



SUMMARY OF QUARTERLY RESULTS

The following selected financial information is derivedm the unaudited interim financial statements of the
Company. The figures have been prepared in accordaticé~RiS.
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FINANCIAL AND OPERATING SUMMARY
TABLE A - OPERATIONS BY QUARTER (to September 2012)

All production is
conventional heavy oil

o Q4 Q3 Q2 Q1 Q4 Q3 Q2
Production and per share 2013 2012 2012 2012 2012 2011 2011 2011
Production - total barrels 2,330 2,885 2,803 2,919 3,182 3,469 4,379 10,521
Production - bbls/ day 25 32 31 32 35 38 49 114
Heavy oil revenue 140,556 168,600 184,797 217,209 190,620 243,349 247,882 615,583
Royalties (17,125) (48,349) (41,275) (58,156) (44,478) (55,726) (64,096)(230,908)
Production & transportation (26,756) (40,388) (35,885) (35,288) 4423, (33,046) (75,719) (59,576)
Operating net back 96,675 79,863 107,637 123,765 112,700 154,577 108,067 325,099
General and administrative (72,950) (106,247) (265,716) (74,280) (74,843(141,807) (109,905) (56,186)
Corporate net back 23,725 (26,384) (158,079) 49,485 37,857 12,770 (1,838) 268,913
Depletion & depreciation (29,358) (125,456) (45,930) (51,602) (52,123 (122,068) (53,643) (127,515)
Other (expenses ) revenue - - - - - - - -
Income (loss) for the
period (5,633) (151,840) (204,009) (2,117) (14,266) (109,298) (55,481) 141,398
Basic and diluted income
(loss) per share (0.00) (0.00) (0.01) (0.00) (0.00) (0.01) 0.00 0.01
Royalties as % of
petroleum revenue 12 29 22 27 23 23 26 38
Per bbl analysis Per bbl Per bbl Per bbl Per bbl Pebbl Per bbl Per bbl Per bbl
Heavy oil revenue 60.32 58.44 65.92 74.41 59.91 70.15 56.61 58.51
Royalties (7.35) (16.76) (14.73) (19.92) (13.98) (16.06) (14.64) 9521
Production and
transportation (11.48) (14.00) (12.80) (12.09) (10.51) (9.53) (17.29 (5.66)
Operating net back 41.49 27.68 38.39 42.40 35.42 44.56 24.68 30.90
General and administrative (31.31) (36.83) (94.80) (25.45) (23.52) (40.88) (25.10) (5.34)
Depletion & depreciation (12.60) (43.49) (16.39) (17.68) (D6.38  (35.19) (12.25) (12.12)
Other revenue - - - - - - - -
Income (loss) for the period (2.42) (52.64) (72.80) (0.73) (4.48) (31.51) (12.67) 13.44
Funds (invested in)
petroleum properties (4,930) - (52,944) (92,482) (1,711) (215,752) (7,078) (243,605)




FINANCIAL AND OPERATING SUMMARY
TABLE C — BALANCE SHEET

Q1 Q4 Q3 Q2 Q1 Q4 Q3 Q2

2013 2012 2012 2012 2012 2011 2011 2011
Net cash 296,644 320,267 388,592 389,521 426,652 429,097 376,387 421,408
Total assets 639,251 639,239 990,444 842,867 833,892 924,257 868,541 932,977
Total liabilities 104,218 99,269 297,768 125,160 114,068 190,167 126,811 250,766
Shareholders’ equity 535,033 539,970 692,676 717,707 719,824 734,090 741,730 682,211
SHARES
Basic outstanding 14,985,000 14,985,000  14,985000  14,985000 14,985,000  14,985D9685,000 13,920,000
Weighted average 14,985,000  14,985000  14,985000  14,985000  14,985000  13,718B5825500 12,746,413

The above figures have been prepared in accordance wigh IFR

OPERATING RESULTS FOR THE THREE MONTH PERIOD ENDED SEPTEMBER 30, 2012

* Production volumes and revenues (refer to Financial and Ggrating Summary)

The C-12 oil and gas well located in the Lloydminster afeaestern Saskatchewan was drilled in July, 2010.
The well started to produce in August, 2010 and the $377,115aabtll and equip was recovered by the
Company in April 2011. The Company’s working interest is now 50P%e average production for the well

over the quarter ended September 30, 2012 was approximately 36(b8Ibtis/d net) for the Company’s 50%
interest.

On October 21, 2010, the Company announced it had completedaaed pn production its second well in the
Lloydminster area of western Saskatchewan, C-11. The Caespad% cost of the well was $172,450 to drill

and equip. The Company did not receive any production fromwidlisduring the quarter ended September 30,
2012.

The $172,450 cost associated to drill and equip the C-11 asell$81,622 remaining on its payout. After
payout, the Company’s future working interest will convert to 25%.

On October 27, 2010, the Company announced it had completedased jpin production its third well in the
Lloydminster area of western Saskatchewan, C-14. The stetted to produce in October, 2010 and the
Company’s 50% cost to drill and equip of $211,472 was recoverethdoyCompany in March 2011. The
Company’s working interest is now 25%. The average produftdraine well over the quarter ended September
30, 2012 was approximately 16 bbls/d (4 bbls/d net) for the Comp25¥isinterest.

On January 31, 2012, the Company announced it had complet@thaad on production its fourth well in the
Lloydminster area of western Saskatchewan, A-6. The stalited to produce in February, 2012 and the
Company’s 25% cost to drill and equip was $96,139. The Companyléngdnterest is 25%. The average
production for the well from February to September, 2012 wpsoapnately 14 bbls/d (3.5 bbls/d net) for the
Company’s 25% interest.

The average realized price per bbl for the fourth quameled September 30, 2012 was $60.32 per bbl as
compared to $58.44 per bbl in the previous quarter. The reaiz¥dge corporate prices per bbl during the



guarter was higher due to increased demand resulting heerhigalized crude oil pricing. The current price per
bbl is relatively the same.

* Oil Pricing (refer to Financial and Operating Summary)

All of the Company’s crude oil consists of heavy oil producefiaskatchewan that is marketed base on refiner’s
posted prices for Western Canadian Select heavy oil, tadjfsr the quality (primarily density) of the crude oil
on a well by well basis. The majority of the Company’svigezl ranges in density from approximately 13.6 API
to 15.9 API. The refiner's posted prices are influencedheyUS$WTI reference price, transportation costs,
US$/C$ exchange rates and the supply/demand situation of partoudke oil quality streams during the nine
month period. The prices realized by the Company on heawales$ are net of treating fees, blending costs,
required for its heavy grades of oil to meet pipelineastr specification, and pipeline tariffs.

The price differential between heavy and light crude o# wafavorable again in Q1 2013 averaging $21.72 per
bbl. compared to $22.86 per bbl. in Q4 2012. For July, August andrSiegt, the heavy oil differential averaged
26.9%, 26.7% and 17.3%, respectively. The weaker pricing enveranfar heavy oil in September (which
continued into October) was driven by a combinatioraofdrs, including reduced demand due to both scheduled
and unscheduled refinery maintenance, increase suppiyudé oil from North Dakota Bakken and Western
Canada, and increasing inventory levels at Cushingiviarece of the Seaway pipeline reversal.

The Company realized an average oil price of $60.32 per bbl in (B &)tompared to $58.44 per bbl in Q4
2012.

* Royalties (refer to Financial and Operating Summary)

Q1 2013 overall royalty burden averaged 12% which was lower than2@4 2012. The Company incurs a
mix of crown, freehold and overriding royalties. The Volurmed mix of oil wells producing in a quarter impact
the overall average burden

* Production and transportation costs (refer to Financial andOperating Summary)

Winter operating costs are higher than other seasarertai costs (e.g. snowplowing) are incurred only in cold
weather. A significant portion of production costs arkedi and therefore production expense per bbl varies
significantly with volume. Major repairs in a quartesalsignificantly increase costs per bbl given the small
production volumes of the Company. Heavy oil production cests tb be higher than light oil production costs.
Transportation costs are low and comprise only the truckioteah oil short distances to the sales terminal.

* General and administrative (refer to Financial and Operaing Summary)

As production just started as a result of the drillinghaf oil and gas wells, costs per bbl will be reduced as
general and administrative costs tend to be fixed.

» Depletion and accretion (refer to Financial and OperatingSummary)
Depletion expense is a function of volume produced asdngputed on a “units of production” basis.

The 4 wells included in Property, Plant and Equipmeeitides $48,926 in asset retirement costs and these costs
were subjected to depletion. This property included 21,60Bbigtof proven and probable reserves which is the
volume base on which depletion is computed. These numbepsetirinary and as production is stabilized, the
engineering reserve report will be updated in accordartbamdustry standards.



Probable reserves for the property may include future lowatidJnder IFRS the Company chose this larger
production basis for the computation of depletion. As probabkrves are determined based on a probability of
recovery of 50% or more, this broader depletion base unde® ddRerates a more realistic estimate of real
depletion.

OUTLOOK

The Company focuses on the production of conventional heavy otljrimuibn the core competency of its people,
further acquisitions, exploration and development in the Llogsi@ar area (Lloydminster is a border city 250 km east
of Edmonton, Alberta and 275 km west of Saskatoon, Sdskatr). The Company continues to implement careful
control of development and field production costs.

During the three month period ended September 30, 2012, productioeasked slightly. Total production was
averaging approximately 25 bbls per day with an average @irl580.32 per bbl as compared to 32 bbls per day with
an average price of $58.44 per bbl in the previous quarter.

Future production and revenue should remain stable overxhseweral months.

In July of 2012 the Company submitted a formal applicationtidiGpen Door Bid” for the lonnina Contract area, a
4,187 sg. km block located onshore in north western Greeite Joint Venture Partner KO Enterprises of
Vancouver, BC. This is considered a highly prospective regidareéce, which is on trend with a number of large
hydrocarbon discoveries and producing fields, and is consideotohgmlly similar to other producing areas in the
region. The application for exploration is currently undetieng and is being evaluated by the Hellenic Republic
Ministry of Environment Energy and Climate Change. The Compaoyrrently awaiting the conclusion and results
of the review and is excited about the possibility to netgotiad sign a formal license agreement with the Ministr

The Company continues to review a number of domesticraachational opportunities and continues to be highly
selective while maintaining strict and responsible growith its domestic drilling and exploration strategies fo
2013.

LIQUIDITY AND CAPITAL RESOURCES

Future development of Arctic Hunter’s oil and gasperty interests will depend on the Company’s cash ftom its
existing wells, obtain loans and its ability to obtadditional financing through the sale of its se@sior to enter into
acceptable agreements with third parties for joimtwe development of properties. There is no aseseardrat such
financing and joint venture development opportunitiéslve available when required by or under terms favioler&o
the Company.

At September 30, 2012, the Company had $354,380 in wockiptial which should be sufficient to cover expected
administrative expenses for twelve months.

Otherwise, Arctic Hunter does not currently have a smeqfan regarding how it will obtain future funding;
however, management anticipates that additional fundingaiitie from its current producing wells or in the form of
equity financing from the sale of the Company's shares. ddmpany may also seek loans, although no such
arrangement has been made. It may also receive prdtesdshe exercise of outstanding share purchase warrants
and stock options.



MANAGEMENT AND RELATED PARTY TRANSACTIONS

Arctic Hunter's Board of Directors consists of Timuptand, Robert Hall, Ted Burylo, David Finn and Ray L.
Coupland acts as President and Chief Executive OfficeMan@ordon Steblin acts as Chief Financial Officer.

On April 1, 2006, the Company entered into a managementnagnéevnith a director of the Company. The
management agreement was for an initial term of one yigaavwmonthly remuneration of $3,500, commencing April
1, 2006 and continuing thereafter from month to month wetihinated. Effective December 1, 2010, the Company
increased the monthly remuneration to $6,500 per month. Meamesagdees of $19,500 (2011 - $19,500) have been
recorded for the three month period ended September 30, 2012.

Effective December 1, 2010, the Company agreed to pay $1,500 pén toothe Chief Financial Officer for
accounting services. Professional fees of $4,500 (2011 - $4308)been recorded for the three month period
ended September 30, 2012.

Effective December 1, 2010, the Company agreed to pay $2,500 pén toothe Vice-President of Corporate
Development. Consulting fees of $7,500 (2011 - $7,500) have beerded for the three month period ended
September 30, 2012.

Effective April 1, 2012, the Company agreed to pay $2,000 per ntorattDirector. Director fees of $6,000 (2011 -
$6,000) have been recorded for the three month period &eedmber 30, 2012.

Effective August 1, 2012, the Company agreed to pay $2,000 per toctbirector. Director fees of $4,000 (2011 -
$Nil have been recorded for the three month period eneeté@ber 30, 2012.

The Company had no share-based payment transactions svikbyitmanagement personnel for the three months
ended September 30, 2012 and 2011.

Related party transactions have been recorded atekeiange amounts, which are the amounts agreed to by the
related parties.

SHARE DATA

As of the date of this management discussion, Arctic Hinaterl4,985,000 common shares without par value issued
and outstanding. In addition, the Company has the potesiiigjation to issue the following additional common
shares:

a) up to 3,000,000 common shares upon the exercise of sharageuwearrants at a price of $0.25 per share
until October 5, 2014,

b) up to 755,000 common shares upon the exercise of incentiveogtiiaks. These options are exercisable at
$0.25 per share until June 25, 2013,

C) up to 1,000,000 common shares upon the exercise of sharagrumgarrants at a price of $0.30 per share
until May 14, 2013,

d) up to 500,000 common shares upon the exercise of share pusciieesats at a price of $0.35 per share until
December 23, 2012,



e) up to 150,000 common shares upon the exercise of incentikeogititans. These options are exercisable at
$0.20 per share until January 7, 2013,

f) up to 300,000 common shares upon the exercise of share puneragets at a price of $0.35 per share until
May 30, 2013,
0) up to 525,000 common shares upon the exercise of incentikeogtiians. These options are exercisable at

$0.10 per share until January 9, 2015.
INVESTOR RELATIONS

The Company paid a consulting firm $3,000 to conduct investation awareness and social media programs during
the three month period ended September 30, 2012. All in-houséoinkaations activity is currently being provided
by Rob Hall, Vice-President of Corporate DevelopmenttierCompany.

MANAGEMENT'S RESPONSABILITY FOR FINANCIAL INFORMATI  ON

The Company's financial statements and the other finamé@imation included in this management report are the
responsibility of the Company's management, and have beernexhamd approved by the Board of Directors. The
financial statements were prepared by management imdacwe with International Financial Reporting Stadda
and include certain amounts based on management’s lesates using careful judgment. The selection of
accounting principles and methods is management's refdiapsi Management recognizes its responsibility for
conducting the Company’s affairs in a manner to comply withreéyairements of applicable laws and established
financial standards and principles, and for maintgjrproper standards of conduct in its activities. Therdad
Directors supervises the financial statements and ditemcial information through its audit committee, whish
comprised of a majority of non-management directorsis Ebmmittee’s role is to examine the financial statement
and recommend that the Board of Directors approve tteeexamine the internal control and information protection
systems and all other matters relating to the Compaagtounting and finances. In order to do so, the audit
committee meets annually with the external auditors, witivithout the Company’s management, to review their
respective audit plans and discuss the results of theiriexaom. This committee is responsible for recommending
the appointment of the external auditors or the renewthleaf engagement.

OFF BALANCE SHEET ARRANGEMENT

The Company has not engaged in any off-balance sheegamants such as obligations under guarantee contracts, a
retained or contingent interest in assets transfawedn unconsolidated entity, any obligation under dekieati
instruments (except as disclosed) or any obligationuadeaterial variable interest in an unconsolidatedyetitit
provides financing, liquidity, market risk or credit riskpport to the Company or engages in leasing or hedging
services with the Company.

INDUSTRY CONDITIONS AND RISKS

The business of exploration, development and acquisitien ahd gas reserves involves a number of business risks
inherent in the oil and gas industry which may impact Toeporation’s results and several of which are beyond
control of the Corporation. These business risks are apambtfinancial or regulatory in nature. The Corporation
does not use derivative instruments as a means to maslage r

The Company has limited financial resources, no souraperating cash flows and no assurances that sufficien
funding, including adequate financing, will be available to c@héurther exploration and development of its projects



or to fulfill its obligations under the terms of any aptior joint venture agreements. If the Company’s generative
exploration programs are successful, additional funds wilrémjuired for development of one or more projects.
Failure to obtain additional financing could result in tiday or indefinite postponement of further exploration and
development or the possible loss of the Company’s properties.

CRITICAL ACCOUNTING ESTIMATES

The preparation of the Company’s financial statementsinex) management to make estimates and assumptions
regarding future events. These estimates and assumpffiectstiae reported amounts of certain assets abdities,
and disclosure of contingent liabilities.

Significant areas requiring the use of management estimatksle the determination of impairment of assets,
decommissioning liabilities, and variables used in detengishare-based payments. These estimates are based on
management’s best judgment. Factors that could affes¢ g&imates include risks inherent in mineral exploration
and development, changes in reclamation requirementsgebain government policy and changes in foreign
exchange rates.

Management has assessed the carrying value of its asgedoes not believe the remaining assets have sudfieyed
impairment.

The Company has certain asset retirement obligatior@faacssioning liabilities related to its oil and naturakg
properties, details of which are discussed in Note heffinancial statements for the three month period ended
September 30, 2012.

Management has made significant assumptions and estimadietermining the fair market value of share-based
payments granted to employees and non-employees and theav@ibeted to various warrants issued. These
estimates have an effect on the share-based paymentsexpeagnized and the reserve accounts and share capital
balances. Management has made estimates of the Igmak options and warrants, the expected volatility and
expected dividend yields that could materially affectftiemarket value of these types of securities. Thienases

were chosen after reviewing the historical life of the @any’'s options and analyzing share price history to
determine volatility.

FINANCIAL INSTRUMENTS AND OTHER INSTRUMENTS

The Company classifies all financial instruments abkeeitfinancial assets or liabilities through profit asd
(“FVTPL"), available-for-sale, loans and receivablesother financial liabilities. Loans and receivablesl ather
financial liabilities are measured at amortized co&tailable-for-sale instruments are measured atvawe with
unrealized gains and losses recognized in accumuldtest oomprehensive income. Instruments classified as
FVTPL are measured at fair value with unrealized gantslosses recognized in profit or loss.

The Company has designated its cash as FVTPL, whickasured at fair value. Accounts receivables are fitabsi
as loans and receivables, which are measured at asdbciist. Accounts payable are classified as othandial
liabilities which are measured at amortized cost.

Fair value - The fair value of cash and cash eqgenta| accounts receivable and accounts payable approxithate
carrying value due to the short-term nature of thesaéial instruments.

Exchange risk - The Company operates solely in Canadéhangfore is subject to minimal foreign currency risk
arising from changes in exchange rates with other currencies



Interest rate risk - The Company is exposed to inteagstrisk on its short-term investments, but this risktes only
to investments held to fund future activities and does fiettahe Company’s current operating activities.

Credit risk - The Company places its temporary investmamds with government and bank debt securities and is
subject to minimal credit risk with regard to tempgreavestments.

The Company does not have any risk associated with “otsuments”; that is, instruments that may be setiied
the delivery of non-financial assets.

Definitions

“Developed Non-Producing” reserves are those reservesithat have not been on production, or have
previously been on production, but are shut in, and the fagéswmption of production is unknown.

“Developed Producing” reserves are those reservesrthakpected to be recovered from completion intervals
open at the time of the estimate. These reserves enayrbently producing or, if shut in, they must have
previously been on production, and the date of resumptiorodtiption must be known with reasonable certainty.

“Gross Reserves” are working interest (operating oromerating) shares before deducting royalties and without
including any royalty interests.

“Net Reserves” are working interest (operating or nparating) shares after deduction of royalty obligations
plus royalty interests in reserves.

“Probable” reserves are those additional reserves thégssreertain to be recovered than proved reserves. It is
equally likely that the actual remaining quantities recedevill be greater or less than the sum of the estidha
proved plus probable reserves.

“Proved” reserves are those reserves that can be estimiéh a high degree of certainty to be recoverabls. It
likely that the actual remaining quantities recovered exitteed the estimated proved reserves.

“Undeveloped” reserves are those reserves expected todwered from known accumulations where a
significant expenditure (e.g., when compared to the cosillofigla well) is required to render them capable of
production. They must fully meet the requirements of therves classification (proved, probable, possible) to
which they are assigned.

ABBREVIATIONS

Oil and Natural Gas Liquit Natural Ga

Bbl barre Mmcf million cubic fee

Mbbls thousand barre MMBtu million British Thermal Unit
MSTB thousands of Stock Tank Bart

boe barrel of oil equivalent of natu gas and crude oil on the basis of 1 Bbl of crud

for 6 Mcf of natural gas (this conversion factor is amsidy accepted norm and is not
based on either energy content or current prices)



