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FORWARD LOOKING STATEMENTS

Cautionary Statement Regarding Forward Looking Information and Statements

Certain statements contained in this Annual Information Form (“AIF”) constitute forward-looking
statements. The use of any of the words “anticipate”, “continue”, “estimate”, “expect”, “may”, “will”,
“project”, “should”, “believe” and similar expressions and statements relating to matters that are not
historical facts constitute “forward looking information” within the meaning of applicable Canadian
securities legislation. These statements involve known and unknown risks, uncertainties and other factors
that may cause actual results or events to differ materially from those anticipated. Such forward-looking
statements are based on reasonable assumptions but no assurance can be given that these expectations will
prove to be correct and the forward-looking statements included in this AIF should not be unduly relied

upon. These statements are made only as of the date of this AIF.
In particular, this AIF contains forward-looking statements including, but not limited to, the following:

¢ oil and natural gas production rates;

¢ commodity prices for crude oil or natural gas;

* supply and demand for oil and natural gas;

* the estimated quantity of oil and natural gas reserves, including reserve life;

¢ capital expenditure programs;

¢ future exploration, development and production costs;

* timing of drilling plans;

* planned construction and expansion of facilities;

¢ plans for and results of exploration and development activities;

* expectations regarding the Corporation’s ability to raise capital and to continually add to oil
and natural gas reserves through acquisitions, exploration and development; and

¢ treatment under governmental regulatory regimes and tax laws.

The Corporation’s actual results could differ materially from those anticipated in these forward-looking
statements as a result of the risk factors set forth below and elsewhere in this AIF:

¢ general economic, political, market and business conditions;

¢ risks inherent in oil and natural gas operations;

* uncertainties associated with estimating oil and natural gas reserves;

* competition for capital, acquisitions of reserves, undeveloped lands, drilling equipment and
skilled personnel;

¢ geological, technical, drilling and processing problems;

* incorrect assessments of the value of acquisitions;

* the availability of capital on acceptable terms;

* volatility in market prices for oil and natural gas;

* reliance on key operational and management personnel;

* actions by governmental authorities, including regulatory, environmental and taxation policies;

¢ fluctuations in foreign exchange, interest rates and stock market volatility; and

¢ other risk factors discussed under “Risk Factors” in this AIF.

These factors are not all inclusive. Except as required under applicable securities laws, the Corporation
undertakes no obligation to update or revise any forward-looking statements.



GLOSSARY, ABBREVIATIONS AND CONVERSIONS

Glossary

Certain terms used herein are defined in the “Glossary”. Unless otherwise indicated, references herein to
“$” or “dollars” are expressed in U.S. dollars (US$). References in this AIF to Canadian dollars are
noted as "CDN$".

“ABCA” means the Business Corporations Act (Alberta), together with any amendments thereto and all
regulations promulgated thereof;

“AIF” means this Annual Information Form dated March 25, 2010;

“AMI” or “Area of Mutual Interest” means a geographical area for which parties agree to conduct
activities in a mutual effort with one party typically identified as the operator;

“API” is an arbitrary scale expressing the gravity or density of liquid petroleum products devised jointly by
the American Petroleum Institute and the National Bureau of Standards. The measuring scale is calibrated
in terms of degrees API. Oil with the least specific gravity has the highest API gravity. The formula for
determining API gravity is as follows: degrees API gravity = (141.5/specific gravity at 60 deg. F) — 131.5;

“Block 41 Participating Interest” means the Corporation's 57.14% paying interest and 50% undivided
percentage interest in the rights, duties, interests and obligations under the Block 41 PSA and JOA, as

granted pursuant to the Farm-in Agreement;

“Block 41 PSA” means a Production Sharing Agreement among OGMC, The Yemen Company and MOM,
dated March 2, 1998;

“Btu” means British thermal unit and is defined as the amount of heat required to raise the temperature of
one pound of water by one degree Fahrenheit;

“ARTC” means Alberta Royalty Tax Credit;

“CICA” means the Canadian Institute of Chartered Accountants;

“COGE Handbook” means the Canadian Oil and Gas Evaluation Handbook prepared jointly by the
Society of Petroleum Evaluation Engineers (Calgary Chapter) and the Canadian Institute of Mining,

Metallurgy and Petroleum;

“Commercial Discovery” means a discovery which the Contractors determine is worthy of commercial
development in accordance with an EPSA or PSA;

“Common Shares” means common shares in the capital of Epsilon Energy Ltd.;
“Contractor(s)” means a party or parties to an EPSA or PSA;

“Corporation” or “Epsilon” means Epsilon Energy Ltd., a corporation incorporated pursuant to the ABCA
and, where the context requires, includes its subsidiaries;

“Cost Qil” means the crude oil that is allocated for cost recoveries under an EPSA or PSA;

“Declaration of Commerciality” is the act of approval by the governmental entity for an operator to
develop a Commercial Discovery under the terms of an existing EPSA or PSA;



“Exploration and Production Sharing Agreement” or “EPSA” means the Exploration and Production
Sharing Agreement between the Government of the Sultanate of Oman and Epsilon Energy International
Ltd. dated January 25, 2009 covering Block 55 in the Sultanate of Oman.

“Farm-in Agreement” means the Farm-in Agreement between Epsilon Energy Yemen Ltd. and OGMC
dated September 10, 2007;

“GAAP” means Canadian Generally Accepted Accounting Principles;

“Joint Operating Agreement” or “JOA” means the agreement between the holders of the participating
interests in any PSA, or similar agreement, which governs the relationship between such parties in respect
of the joint conduct of petroleum operations under such PSA;

“Miller and Lents” means Miller and Lents, Ltd. of Houston TX, U.S.A., independent petroleum
consultants;

“Miller Reserve Report” means the technical report on the Corporation's oil and natural gas reserves
prepared by Miller andLents in accordance with NI 51-101 dated March 3, 2010, as of December 31, 2009;

“MOM” means the Ministry of Oil and Minerals, a ministry of the government of Yemen which regulates
the oil and natural gas and mining industries in Yemen,;

“NI 51-101” means National Instrument 51-101 — Standards of Disclosure for Oil and Gas Activities
adopted by the Canadian Securities Administrators;

“Net Present Value” or “NPV” means the present worth of a series of cash flows at a specific discount
rate;

“Northwest Area Study Agreement” means a certain Agreement dated June 12, 2008 between the
Corporation and the Ministry of Mines in Ethiopia. Terms of this agreement include granting the
Corporation the right to evaluate 154,871.53 kilometers (96,232.7 miles) in the northwestern sector of
Ethiopia for potential oil and natural gas exploration for one year. During the term, the Corporation has the
exclusive right negotiate an agreement or agreements to further explore for oil and natural gas on any or all
of the lands covered by the Agreement by obtaining an oil and natural gas concession or concessions from
the Ministry of Mines.

“OGMC” means Oil and Gas Mine Company, a privately owned company incorporated in the Cayman
Islands with an office in Yemen,;

“Over-balanced” refers to the condition during drilling operations whereby the weight of the column of
drilling fluid used to drill the well was greater than the natural formation pressure, which in turn may
severely damage the porosity and permeability surrounding the well bore, resulting in the loss of
production capability;

“Production Sharing Oil” means the crude oil to be shared between the governmental entity and the
Contracting party of the respective EPSA or PSA;

“Petroleum Exploration and Production Authority” or "PEPA" means an authority reporting to MOM
which is responsible for implementing, supervising and monitoring oil exploration and development in
Yemen;

“Profit Oil” refers to that portion of Production Sharing Oil that is not subject to cost recoveries within the
terms of an EPSA pr PSA;

“Production Sharing Agreement” or “PSA” is the agreement between the government of Yemen and an
entity interested in exploring for petroleum whereby the government of Yemen grants exclusive rights to



conduct petroleum exploration, development and production operations within a specific geographical area
within Yemen;

“Recoverable Costs” means all expenditures, including but not limited to, exploration, development,
production, and administrative costs, incurred pursuant to an approved work program and budget per an
EPSA or PSA. Such costs are also recoverable as part of Cost Oil per the terms of the EPSA or PSA;

“Tax Act” means the Income Tax Act (Canada) R.S.C. 1985, c.1, as amended;

“TSX” means the Toronto Stock Exchange; and

“United States,” “U.S.” or “U.S.A.” means the United States of America.

Abbreviations
Crude QOil and Natural Gas Liquids Natural Gas

Bbl........... one barrel Mcf ........... one thousand cubic feet
Bbls.......... Barrels MMcf........ one million cubic feet
Bbls/d...... barrels per day Bef............ one billion cubic feet
Mbbls ...... thousand barrels Tef e, one trillion cubic feet
Mboe ....... Thousand barrels of oil equivalent of MSCEFD .... thousand standard cubic feet per

natural gas on the basis of one barrel of oil day

per six Mcf MMscf ...... million standard cubic feet

of natural gas Mcf/d........ one thousand cubic feet per day
MMBoe... one million barrels of oil equivalent MMcf/d..... one million cubic feet per day
Boe/d....... barrels of oil equivalent per day MMBTU... million British thermal units
Boe.......... Equivalent amount of natural gas expressed

in Bbls
NGL ........ natural gas liquids

Measurements expressed in Boe’s may be misleading, particularly if used in isolation. A Boe conversion
ratio of six Mcf to one Bbl is based on an energy equivalency conversion method primarily applicable at the
burner tip and does not represent a value equivalency at the wellhead.

Conversions

The following table sets forth certain standard conversions from Standard imperial units to the international
system of units (or metric units).

Multiply
To Convert From To By

6.0000
0.0282
35.4940
0.1590
6.2900
0.3050
3.2810
1.6090
0.6210
0.4050
2.4710




CORPORATE STRUCTURE OF EPSILON ENERGY LTD.
Name, Address and Incorporation

Epsilon Energy Ltd. (“Epsilon” or the “Corporation”) was incorporated March 14, 2005, pursuant to the
Business Corporation Act (Alberta).  Epsilon is extra-provincially registered in Ontario pursuant to the
Business Corporation’s Act (Ontario). The Corporation’s head office is located at Suite 9, 150 Jardin
Drive, Concord, Ontario, L4K 3P9, and its registered office is 3rd Floor, 14505 Bannister Rd. SE, Calgary,
AB, T2X 3J3.

Intercorporate Relationships

The Corporation owns all of the issued and outstanding shares of Epsilon Energy USA Inc., a corporation
incorporated pursuant to the laws of the State of Ohio in the United States. Epsilon Energy USA Inc.'s
offices are located in the United States at 3343 State Route 3004, Meshoppen, Pennsylvania 18630.

The Corporation also owns 100% of the issued and outstanding shares of Epsilon Energy International Ltd.,
which was incorporated on August 24, 2007, pursuant to the laws of the country of Barbados. Epsilon
Energy International Ltd.'s office is located at Parker House, Wildey Business Park, Wildey Road, St.
Michael, BB14006, Barbados.

Epsilon Energy International Ltd. owns all of the issued and outstanding shares of Epsilon Energy Ethiopia
Ltd. — a Barbados corporation, which conducts the Corporation’s business in the Federal Democratic
Republic of Ethiopia (“Ethiopia”). Epsilon Energy Ethiopia Ltd.'s office is located at Parker House, Wildey
Business Park, Wildey Road, St. Michael, BB14006, Barbados.

References in this AIF to “Epsilon” or the “Corporation” refer to Epsilon Energy Ltd. and include Epsilon
Energy USA Inc., Epsilon Energy International Ltd., and Epsilon Energy Ethiopia Ltd. in the applicable
context. The relationship of Epsilon and its related companies is set out in the following organizational
chart:

Epsilon Energy Ltd.
(Alberta corporation)
Parent Company and
100% Canadian Operations 100%
United States Operations International Operations
Epsilon Energy USA Inc. Epsilon Energy International
(Ohio corporation) Ltd.
(Barbados corporation)

100%

Epsilon Energy Ethiopia Ltd.
(Barbados corporation)




GENERAL DEVELOPMENT OF THE BUSINESS

Corporate Overview

Epsilon is engaged in the acquisition, exploration, development and production of oil and natural gas
reserves in North America, the Middle East and Africa, where it has leasehold rights to approximately
1,295,000 gross (297,000 net ) leasehold acres and has entered into a study agreement with government of
Ethiopia covering 154,871.53 square kilometers (96,233 square miles or approximately 38,300,000 acres)
in the northwestern sector of the country. The Corporation's strategy involves developing a well-balanced
inventory of oil and natural gas projects, including lower risk oil and natural gas properties within the
United States and Canada coupled with higher potential oil and natural gas properties in Ethiopia. The
Corporation generally employs the strategy of acquiring oil and natural gas leasehold rights near areas of
existing established production, with the goal of converting the acquired leasehold rights into proven oil
and natural gas reserves, followed by production that optimizes cash flow and return on investment.

Three Year History
Overview

Epsilon was incorporated in March 2005. At its inception in 2005, the Corporation initially focused its
efforts on developing low-risk natural gas properties in the Appalachian basin, which management believes
is one of the largest established gas resources in the United States, yet one of the least technologically
advanced basins in terms of the application of drilling, completion and production techniques. Upon
completing its management team in early 2007, the Corporation expanded its focus to include high
potential projects in the Middle East and Africa.

2007
Appalachian Basin

During 2007, the Corporation began large-scale development on its leasehold positions in West Virginia,
including the drilling of 67 gross (35.8 net) wells with a 100% success rate.

During early 2007, the Corporation commenced a lease acquisition program in Pennsylvania over the
Marcellus shale, a prospective unconventional Devonian-aged shale gas formation, with a 100% working
interest. During late 2007 the Corporation drilled LaRue #1, a successful exploratory vertical test well in
its Highway 706 project. To date, the Corporation has acquired approximately 15,000 (gross and net)
leasehold acres in Pennsylvania, including 12,000 (gross and net) leasehold acres on its Highway 706
project.

Through the end of 2007, for Devonian-aged shale gas development, the Corporation accumulated
approximately 36,208 gross (35,817 net) in the Swan Creek and Bootleg projects bordering the Ohio River
in the State of Ohio. In early 2008, the Corporation sold its entire interest in the Swan Creek and Bootleg
for $6,600,000, realizing a net profit of $5,014,000.

Alberta

On August 28, 2006, Epsilon agreed to purchase 1,200,000 common shares (two percent of the then
outstanding shares) of Peace River Oil Inc. (“Peace River Qil”) for CDN$1.0 million. On December 13,
2006, the agreement was modified to provide for the issuance of a CDN$1.0 million convertible debenture
containing a 9% interest rate payable semi-annually, including a twelve month term renewable at the
Corporation’s option and securitization of certain of Peace River Oil’s plant, property and equipment.
Additional terms included granting the Corporation an exclusive right to explore for natural gas on all
unproved acreage currently held or acquired in the future by Peace River Oil. Peace River Oil had
unproved acreage covering approximately 9,000 acres in the Peace River area which had, in management's



opinion, nominal value. In 2007 the Corporation wrote off the entire balance of the convertible debenture
during 2007 after Peace River Oil defaulted and the Corporation elected to not convert the convertible
debenture into 2% of the then outstanding shares of Peace River Oil.

Initial Public Offering

On October 24, 2007, the Corporation completed its Initial Public Offering (“IPO”) by issuing 18.0 million
Common Shares for net proceeds of $68.5 million and is now a publicly traded entity on the Toronto Stock
Exchange (“TSX”) under the symbol “EPS”. Also during 2007, the Corporation raised approximately
$13.2 million by issuing approximately 5.5 million Common Shares through private placements prior to the
IPO and issuing approximately 1.5 million Common Shares with a value of $6.0 million in connection with
its purchase of the Block 41 Participating Interest in Yemen.

Yemen

On September 10, 2007, the Corporation signed a Farm-in Agreement with Oil and Gas Mine Company
(“OGMC”), a privately owned Cayman Islands corporation operating in Yemen, to acquire 57.14% paying
interest and 50% undivided percentage interest in the rights, duties, interests and obligations under the
Block 41 Production Sharing Agreement (the “Block 41 Participating Interest”), located onshore in
Yemen that covers approximately 5,600 square kilometers (1.4 million acres), for total initial consideration
of approximately $30 million. As a result of the transaction, the Corporation became the operator of the
Block 41. See “Description of Business — Republic of Yemen”.

Quebe

On February 7, 2007, the Corporation signed an agreement with Gastem, Inc. (“Gastem”) whereby the
Corporation acquired an elective 25% working interest in approximately 1,184,000 gross (249,000 net)
leasehold acres in the St. Lawrence Lowlands and Gaspe Peninsula areas, in the Province of Quebec with
Gastem acting as operator. The leasehold acreage includes 452,000 gross (66,000 net) leasehold acres in
the St. Lawrence Lowlands covering Utica shale and Trenton-Black River targets and 733,000 (183,000
net) leasehold acres in the Gaspe Peninsula covering Silurian and Devonian targets. In return, Gastem
acquired 25% of the Corporation’s working interest in 24 gross (6.0 net) wells in the Corporation’s Amber
Bank project.

On February 19, 2007, Gastem signed an agreement with Forest Oil Corporation (“Forest Oil”), whereby
Forest Oil agreed to participate in exploration for oil and natural gas on the Yamaska project, which
consists of approximately 112,000 gross (28,000 net to the Corporation) leasehold acres within Gastem’s
acreage holdings in the St. Lawrence Lowlands. Terms of the agreement included Forest Oil having the
right to earn a 60% working interest in the Yamaska acreage by exercising the option to evaluate two test
wells and pay 50% of the completion costs thereof and committing to spend CDN$10.0 million over a
period of eighteen months from the date of the election. Forest Oil made such an election during 2007.

As of the date of this AIF, two exploratory wells had been drilled under the Forest Oil agreement. In an
effort to conserve capital, the Corporation elected to not participate in the drilling of these wells. However,
the Corporation has elected to participate in further future exploration, development and production
opportunities in the Yamaska Project with a 5% working interest (except for the two previous drilled wells
and their direct offsets).

2008

Equity Financing
On August 25, 2008, the Corporation sold 5,600,000 Common Shares at a price of $5.97 (CDN$6.25) per
common share for gross proceeds of $33,442,500 (CDN$35,000,000). Terms included an underwriter’s

over-allotment option of 15%, or 840,000 Common Shares, exercisable within thirty days of the closing
date of the transaction. The over-allotment option was not exercised by the underwriters.
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Common Share BwyBack

Effective October 1, 2008, the Corporation obtained approval of a Notice of Intention to commence a
normal course issuer bid through the facilities of the TSX, permitting the Corporation to repurchase, for
cancellation, up to 2,000,000 of its Common Shares between October 1, 2008 and September 30, 2009. As
of December 31, 2008 and as of the date of this AIF, the Corporation had repurchased 1,000,000 of its
Common Shares through this facility at an average price of $0.68 per Common Share.

Marcellus ShalebPennsylvania and New York

During 2008, the Corporation focused the majority of its North American activity on it Highway 706
project in Pennsylvania and drilled six (four horizontal and two vertical) wells, where it is the operator and
holds a 100% working interest. During the fourth quarter of 2008, the Corporation tested the Larue 1H
(drilled horizontally), which yielded an initial production rate of 3.2 MMcf/d and retested the Larue 1A
(drilled vertically), which yielded an initial production rate of 1.1 MMcf/d. In New York, the Corporation
completed the acquisition of a large acreage block consisting of approximately 10,200 gross (5,100 net)
leasehold acres that is prospective for the Marcellus shale with the view of commencing a drilling program
in late 2009.

Trenton-Black RiverBNew York

During 2008, the Corporation participated in drilling 11 gross (0.21 net) wells targeting the Trenton-Black
River formation, resulting in 1 gross (0.03 net) producing well, 5 gross (0.07 net) exploratory dry holes,
and 5 gross (0.11 net) wells waiting on pipeline at year-end. In addition, the Winter 1A (0.12 net), which
was drilled during 2007, came on line mid-year with an initial gross production rate of approximately 10
MMcf/d. and the Nowlan #1 (.04 net) which was drilled in late 2008, came on line in November 2008 with
an initial gross production rate of approximately 10 MMcf/d. At year end, New York’s net production rate
was approximately 957 Mcf/d.

West Virginia

During the last half of 2008, the Corporation curtailed it drilling program in West Virginia, as compared to
2007, due to its increased focus on the Marcellus shale, where the Corporation expects to receive
substantially higher internal rates of return on its invested capital. During 2008, the Corporation drilled 24
gross (13.01 net) wells with a 100% success rate. At year end, West Virginia’s net production rate was
approximately 1,545 Mcf/d.

Bakken Shaleb Saskatchewan

On August 28, 2008 the Corporation entered into an agreement with a private Canadian company covering
joint oil and natural gas exploration and development activities in a 63,360 gross acre Area of Mutual
Interest (“AMI”) covering the Bakken oil play in southeast Saskatchewan province. Under the terms of the
agreement the Corporation has the ability to earn a 50% interest in approximately 8,960 gross (7,806 net)
acres within the AMI. The private Canadian company will be the operator of the AMI and drilling
operations on the first well are expected to commence during the last half of 2009.

On October 9, 2008, the Corporation acquired additional prospective Bakken oil play interests in
approximately 31,370 gross (13,800 net) acres for a net amount of approximately $439,000 jointly with the
same private Canadian company via a competitive bid at the Saskatchewan crown lease sale.

Yemen
During 2008, the Corporation became the official operator of Block 41 and drilled three exploratory wells,

the Al Waya 2, Kaninah 1 and West Mahrawa 2. The Al Waya 2 was plugged and abandoned after
encountering mechanical issues (multiple losses of circulation and damaged bottom hole assembly) while
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attempting to drill through a faulted and/or fractured zone during side-tracking operations. The side-track
was drilled to a depth of approximately 1,478 meters and did not test the targeted Naifa zone. The initial
well bore in the Al Waya 2 was also abandoned after testing revealed the zones of interest to be wet,
despite having encouraging oil and natural gas shows while drilling. The Kaninah 1 and the West
Mahrawa 2 were both determined to be exploratory dry holes after testing failed to yield commercial
quantities of crude oil.

Federal Democratic Republic of Ethiopia EbhiopiaO)

On June 12, 2008, the Corporation entered into an exclusive Study Agreement, referred to as the Northwest
Area Study Agreement, with the Ministry of Mines and Energy in Ethiopia. The Northwest Area Study
Agreement covers 154,871.53 square kilometers (96,232.7 square miles or approximately 38,300,000
acres) in the northwestern sector of the country, with an initial one year term. Upon completion of the
Northwest Area Study Agreement, the Corporation has an exclusive right to negotiate an agreement or
agreements to further explore for oil and natural gas on any or all of the land covered by the Northwest
Area Study Agreement by obtaining an oil and natural gas concession or concessions from the Ministry.

200
Marcellus ShalebPennsylvana

During 2009, the Corporation continued to focus its North American activity on the Highway 706 project in
Pennsylvania and drilled one horizontal and one vertical well, where it was the operator and held a 100%
working interest. During 2009, the Corporation finished construction of its pipeline and tap site and
installed two compressors with a total capacity of 12-14 MMcf/d. Production from the drilled wells started
during the fourth quarter of 2009 with a combined rate in excess of 10 Mmcf/d.

Marcellus ShaleDNew York

In NY Marcellus Shale, where the Corporation holds approximately 50% interest in the leasehold and is the
operator, it continues to evaluate potential exploration, development and production opportunities in the
Marcellus shale, including but not limited to, participating in competitor wells, developing its existing
leasehold acreage and/or entering in joint ventures with other companies. As such, the Corporation has
commenced the early stages of forming a large Marcellus shale project, including staking well locations,
planning infrastructure and seeking regulatory approvals. Marcellus shale drilling permits utilizing larger
hydro-fractures are currently on hold pending completion of a Supplemental Generic Environmental Impact
Statement by the New York Department of Environmental Conservation. As of the date of this report
Epsilon had prepared the location for and spudded four wells in NY Marcellus Shale.

Trenton-Black RiverBNew York

At December 31, 2009, net production from Trenton-Black River formation was approximately 0.5
Mmcf/d. Due to its current focus on the Marcellus shale in Pennsylvania and New York, the Corporation is
not allocating a significant amount of capital to fund participation in drilling future wells targeting the
Trenton-Black River formation in New York.

West Virginia

On June 16, 2009, the Corporation sold all of its oil and natural gas properties in West Virginia to an
unrelated third party for a net amount of $12,932,000 and recognized a loss of $9,743,000 on the
transaction. Included in the transaction were 36,535 gross (14,717 net) leasehold acres, 112 gross (59.59
net) wells and a 63% interest in the Blue Jacket gathering system. The property sale represented
approximately 55% of the Corporation’s North American proved oil and natural gas reserves at December
31, 2008, and approximately 50% of its daily natural gas production at the time of the sale. The
Corporation has deployed the proceeds of the transaction primarily to further its development activities in
the Marcellus shale in Pennsylvania.
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Bakken Shaleb Saskatchewan

Drilling operations on the first earning well commenced during August 2009 and are expected to cost
approximately CDN$2,400,000. The first well, the Torquay, has been drilled horizontally, fractured and is
currently in test production. The Corporation estimates it will spend a minimum amount of approximately
$5,000,000 on this project. The project lies within the favorable Saskatchewan province royalty area.
During 2009, the Corporation paid $2,214,000 (CDN$2,403,000) for the cost to drill the first of the two
aforementioned earning wells. The second well obligation of $2,400,000 will be partially substituted for a
3D seismic program, which is expected to cost $1,200,000. The remaining balance after the completion of
3D seismic program will be committed to the next well that is expected to be drilled in late 2010.

Middle EastbYemenand Oman

During the year ending December 31, 2009 the Corporation revised its business strategy to focus on oil and
gas exploration and development in North America. In November 2009 the Corporation withdrew from the
Exploration and Production Sharing Agreement (“EPSA”) covering Block 55 in Oman, where it was the
official operator and began to actively market its Yemen properties.

As such, as of December 31, 2009 the Corporation wrote off its assets in Oman. The Corporation also
booked an adjusting entry to write down its Yemen assets to their fair market value of $100,000 and
reclassified in its consolidated financial statements as assets held for sale.

Federal Democratic Republic of Ethiopia (OEthiopiaO)

On May 14, 2009, the Corporation announced that it had signed a Production Sharing Agreement (“PSA”)
with the Ministry of Mines and Energy (the “Ministry”) in Democratic Republic of Ethiopia. The PSA
covers an area of 79,345 square kilometers (30,635 square miles) in northwest Ethiopia. Terms of the PSA
include an initial three-year exploration period that includes a minimum financial commitment of
$3,000,000 to drill one exploratory well and to acquire a minimum of 200 kilometers of 2D seismic. In the
event the Corporation makes a commercial discovery, the initial percentage split of profit oil and/or gas
will be 80% for Epsilon and 20% for the Ministry.

Significant Acquisitions

There were no significant acquisitions in 2009.
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DESCRIPTION OF THE BUSINESS
Leasehold Acreage

As of the date of this AIF, the Corporation’s leasehold inventory was comprised of the following acreage
amounts, rounded to the nearest thousandths:

Leasehold Acres
Gross Net @
United States: ©®
Pennsylvania .......ccccceeeveeieecienieeneene e 11,000 11,000
NEW YOIK..ooiiooeeeiiiiieiie e 30,000 15,000
(0] 11T SR RRORRTRRR 39,000 8,000
TOtal ACTES c.vvvvvieieeeieeeeeeeeeeeeeeeeee e 80,000 34,000
Canada:
Saskatchewan @ ...........ccoooviiiiireeeeeeees 31,000 14,000
QUEDEC .. 1,184,000 249,000
TOtAl e 1,215,000 263,000
Africa:
Ethiopia © ..o - -
Grand total ........ooovvvviiiiiiii e 1,295,000 297,000
Notes:

(1) “Gross” means one-hundred percent of the working interest ownership in each leasehold tract of land.

(2) “Net” means the Corporation’s fractional working interest share in each leasehold tract of land.

(3) Typical leasing terms include an initial lease period of five years with an option for an additional five years.

(4) Excludes 10,420 gross (5,210 net) acres that include yet to be completed earning requirements. See “Description of
Business: North America — Saskatchewan”.

(5) Excludes 38,300,000 gross/net acres covering the Northwest Area Study Agreement where the Corporation has the
exclusive right to negotiate for a concession(s) upon completion of the terms of the Northwest Area Study
Agreement. See “Description of Business — Ethiopia”.

Summary Data by Geographical Operating Segment

As of March 25, 2010, the Corporation held interests in the following geographical areas: the Appalachian
basin in the United States, Quebec & Saskatchewan provinces in Canada, and Ethiopia. Through the end of
2009, the Corporation’s oil and natural gas revenues were derived primarily from the Appalachian basin in
the United States. A summary of reportable segment activity for the years ended December 31, 2009 and
2008, respectively, follows:
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Year Ended
December 31,

Reportable Segments: 2009 2008

United States:

ReVeNUES ...cvvvivieieeiieieeieereeees $ 5,420,610 $ 8,299,549

Operating CoStS.....uevvveerueerveerveeiveenns 1,329,455 1,792,252

Capital expenditures.........c..ccceeueennee. 20,441,085 34,484,428
Canada:

Revenues.......cccoeeveevicnivvnneiieeeeeees 18,241 -

Operating CoStS.....uevvveerueecreerveesveenns 10,878 -

Capital expenditures.............cceeueenee.. 2,711,624 534,638
Yemen:

Revenues.......cccooveveviiiiniiciciceen, - -

Operating CoStS.....uevvveenueerreervencreenns - -

Capital expenditures.............cceeruenne.. 2,785,391 15,125,972
Ethiopia:

Revenues.......cccoveeeniiiiiiiciiicee, - -

Operating CoStS.....uevvveerueecreervenrveenns - -

Capital expenditures.........c..ccceeueennee. 242,924 1,851,114
Other International:

Revenues.......cccooveeeviiiiniiciiiceen, - -

Operating CoStS.....uevveerueerreervensveenns - -

Capital expenditures.............cceeueeneee. 746,604 450,718
Total Reportable Segments:

Revenues 5,438,851 8,299,549

Operating costs 1,340,333 1,792,252

Capital expenditures........cccccereeuueeee. 26,927,628 52,446,870

United States
Appalachian basin- Overview

In the United States, the Corporation is focused on the Appalachian basin, where it is developing its
Marcellus shale acreage in Pennsylvania and New York and has built a production base comprised of
conventional and unconventional natural gas wells in New York from the Trenton-Black River formation.

The Marcellus Shale stretches from southern New York through western Pennsylvania into eastern Ohio
and across West Virginia, where the Corporation has a total of approximately 80,000 gross (34,000 net)
leasehold acres mostly in highly prospective areas within Pennsylvania and New York. Industry
publications continue to be very bullish on the Marcellus Shale, including recently published estimates of
an average of 3.30 Bef of gross natural gas reserves per well, average finding and development costs of
$1.42/Mcfe and average internal rates of return of 86% based on average capital costs of $2,500 per
mineral acre and average drilling costs of $3.75 million per well. Based on operations to date, the
Corporation expects to achieve results within the range of the aforementioned metrics.

Pennsylvania

As of December 31, 2009 the Corporation had approximately 11,500 (gross and net) leasehold acres in
Pennsylvania where the Corporation was the operator, held a 100% working interest and focused on the
Marcellus shale, an unconventional Devonian-aged shale gas zone. The Corporation’s Marcellus shale
acreage appears to be in an over-pressured environment with upper (Purcell) and lower (Onondaga)
limestone frac barriers present. As such, hydraulic frac stimulations are generally very effective in this
geological environment.
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As of December 31, 2009, the Corporation had drilled eight wells (five horizontal and three vertical) on its
Highway 706 project in Susequehanna County, which is located in northeastern Pennsylvania.

On February 3, 2010, a joint venture was formed with Chesapeake which aims to develop the Pennsylvania
Marcellus acreage. Chesapeake is now the operator and will earn a 50% interest in Epsilon’s upstream
Marcellus Shale assets by carrying the first $95 million of Epsilon's 50% share of leasehold, drilling,
completing, equipping and gathering costs attributable to the prospect.

New York

Within New York, the Corporation is focused on exploration and development of the Trenton-Black River
formation (conventional gas) and the Marcellus shale (unconventional gas). The Corporation’s acreage
position covers primarily Schuyler, Steuben, Chemung and Tioga counties, consisting of approximately
30,000 gross (15,000 net) leasehold acres. The Corporation has a 50% working interest in its New York
acreage, with two privately held companies each holding a 25% working interest.

Marcellus Shale

In New York, competitor companies are actively permitting Marcellus shale wells in and around the
Corporation’s leasehold acreage. The Corporation continues to evaluate potential exploration, development
and production opportunities in the Marcellus shale, including but not limited to, participating in
competitor wells, developing its existing leasehold acreage and/or entering in joint ventures with other
companies.

Trenton-Black River

The Corporation is also focused on exploration of the prolific Trenton-Black River formation, a
conventional natural gas reservoir target. The Corporation holds various non-operated working interests
with multiple operators in well units from less than 1%, up to approximately 12%. The Corporation has
leveraged the expertise of local area operators, including utilizing 3D seismic and horizontal drilling
techniques. Production rates from the Trenton-Black River can range from 3.0 MMcf/d to 40.0 MMcf/d on
a gross basis.

Ohio

The Bailey’s Mill project is located in Belmont and Monroe counties and consists of approximately 38,500
gross (8,400 net) leasehold acres, in which the Corporation holds a 25% working interest. The Corporation
is focused on the Marcellus, a shallow unconventional Devonian-aged shale gas zone. The Marcellus
Devonian-aged shale gas zone represents approximately 80 feet of prospective gas bearing shale. Due to its
current focus on the Marcellus shale in Pennsylvania and New York, the Corporation does not anticipate
allocating a significant amount of funds to continue participating in drilling future wells on its Bailey’s Mill
project.

Canada

Saskatchewan

On August 28, 2008 the Corporation entered into an agreement with a private Canadian company covering
joint oil and natural gas exploration and development activities in a 63,360 gross acre AMI covering the
Bakken oil play in southeast Saskatchewan province. Under the terms of the agreement the Corporation has
the ability to earn a 50% interest in approximately 8,960 gross (7,806 net) acres within the AMI. The
private Canadian company is the operator of the AMI.

Quebec

16



The Corporation has an elective participating interest of up to 25% in Gastem, Inc.’s (TSXV: GMR)
holdings in approximately 1,185,000 gross (249,000 net) leasehold acres. The leasehold acreage includes
452,000 gross (66,000 net) leasehold acres in the St. Lawrence Lowlands covering Utica shale, and
Trenton-Black River targets and 733,000 (183,000 net) leasehold acres in the Gaspe Peninsula covering
Silurian and Devonian targets.

Within Gastem Inc.’s St. Lawrence Lowlands leasehold acreage, Forest Oil Corporation recently spent
CDNS$10,000 to earn a 60% interest in what is now referred to as the Yamaska project. The Corporation
elected not to participate on the first two exploratory wells drilled within the Yamaska project, while
electing to participate in future operations with a 5% working interest.

Federal Democratic Republic of Ethiopia (“Ethiopia™)

On June 12, 2008, the Corporation entered into an exclusive Study Agreement, referred to as the Northwest
Area Study Agreement, with the Ministry of Mines and Energy in Ethiopia. The Northwest Area Study
Agreement covered 154,871.53 square kilometers (96,232.7 square miles) in the northwestern sector of the
country for an initial one year term and included an exclusive right to negotiate an agreement or agreements
to further explore for oil and natural gas on any or all of the land covered by the Northwest Area Study
Agreement by obtaining an oil and natural gas concession or concessions from the Ministry of Mines. On
May 14, 2009, the Corporation announced that it had signed a PSA with the Ministry. The PSA covers an
area of 79,345 square kilometers (30,635 square miles) in northwest Ethiopia.

Middle East - Yemen and Oman

During the year ending December 31, 2009 the Corporation revised its business strategy to focus on oil and
gas exploration and development in North America. In November 2009 the Corporation withdrew from the
Exploration and Production Sharing Agreement (“EPSA”) covering Block 55 in Oman, where it was the
official operator and began to actively market its Yemen properties.

As such, as of December 31, 2009 the Corporation wrote off its assets in Oman as detailed below. The
Corporation also booked an adjusting entry to write down its Yemen assets to their fair market value of
$100,000 and reclassified in its consolidated financial statements as assets held for sale.

Natural Gas Production and Revenues

A summary of the Corporation’s net oil and natural gas production, average gas prices and related revenues
for the years ended December 31, 2009 and 2008, respectively, follows:

Years Ended
December 31,
2009 2008
Summary Revenue Data:
Natural Gas:
Net gas production (Mcf) .....ccoeverienieniieniieeienne, 1,080,777 749,167
Realized average natural gas price per MCF........ $5.02 $9.30
Net natural gas reVENUES...........ccveveveereereereereenennn. $ 5,296,000 $ 6,969,000
End of period net production exit rate (Mcf/d) .... 6,357 2,502
Crude oil:
Net oil production (BblS)......cccceeevvevveriienireeienne. 81 11,992
Realized average oil price per Bbl........................ $ 120.64 $ 86.98
Net 0il TEVENUES ..ot $ 10,000 $ 1,043,000
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Employees and Contractors

As of March 25, 2010, the Corporation had 16 full time employees (including executive officers), including
five in Toronto, Canada, eight in Meshoppen, Pennsylvania, two in Houston Texas, one in the United Arab
Emirates). The Corporation also had two part time consultants in Toronto and employs other consultants on
an as needed basis. No employees or consultants of the Corporation are subject to a collective bargaining
agreement or are represented by a union.

RISK FACTORS

Oil and Natural Gas Reserves
Exploration, Development and Production Risks

Oil and natural gas operations involve many risks that even a combination of experience, knowledge and
careful evaluation may not be able to overcome. The long-term commercial success of the Corporation
depends on its ability to find, acquire, develop and commercially produce oil and natural gas reserves.
Without the continual addition of new reserves, any existing reserves that the Corporation may have at any
particular time and the production there from will decline over time as such existing reserves are exploited.
A future increase in the Corporation’s reserves will depend not only on its ability to explore and develop
any properties it may have from time to time, but also on its ability to select and acquire suitable producing
properties or prospects. No assurance can be given that the Corporation will be able to locate and continue
to locate satisfactory properties for acquisition or participation. Moreover, if such acquisitions or
participations are identified, the Corporation may determine that current markets, terms of acquisition and
participation or pricing conditions make such acquisitions or participations uneconomic. There is no
assurance that further commercial quantities of oil and natural gas will be discovered or acquired by the
Corporation.

Future oil and natural 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 and operating costs. In addition, drilling hazards or environmental damage could
greatly increase the cost 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-ins of connected wells resulting from extreme weather conditions, insufficient storage or
transportation capacity or other geological and mechanical conditions. 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.

Oil and natural gas exploration, development and production operations are subject to all the risks and
hazards typically associated with such operations, including hazards such as fire, explosion, blowouts,
cratering, sour gas releases and spills, each of which could result in substantial damage to oil and natural
gas wells, production facilities, other property and the environment or in personal injury. In accordance
with industry practice, the Corporation is not fully insured against all of these risks, nor are all such risks
insurable. Although the Corporation maintains liability insurance in an amount that it considers consistent
with industry practice, the nature of these risks is such that liabilities could exceed policy limits, in which
event the Corporation could incur significant costs that could have a material adverse effect upon its
financial condition. Oil and natural gas production operations are also subject to all the risks typically
associated with such operations, including encountering unexpected formations or pressures, premature
decline of reservoirs and the invasion of water into producing formations. Losses resulting from the
occurrence of any of these risks could have a material adverse effect on future results of operations,
liquidity and financial condition.
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Reserve Estimates

There are numerous uncertainties inherent in estimating quantities of oil, natural gas reserves and cash
flows to be derived thereof, including many factors beyond the Corporation’s control. The reserve and
associated cash flow information set forth herein represents estimates only. In general, estimates of
economically recoverable oil and natural gas reserves and the future net cash flows thereof 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. 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 thereof and prepared by different
engineers, or by the same engineers at different times, may vary. The Corporation’s actual production,
revenues, taxes and development and operating expenditures with respect to its reserves will vary from
estimates thereof and such variations could be material.

In accordance with applicable securities laws, the Miller Reserve Report used both constant and forecast
price and cost estimates in calculating oil and natural gas reserve quantities included within the reports.
Actual future net revenue will be affected by other factors such as 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 or taxation and the impact of inflation on costs. Actual production and
revenues derived thereof will vary from the estimates contained in the Miller Reserve Report, and such
variations could be material. The Miller Reserve Report is based in part on the assumed success of
activities the Corporation intends to undertake in future years. The oil and natural gas reserves and
estimated cash flows to be derived there from contained in the Miller Reserve Report will be reduced to the
extent that such activities do not achieve the level of success assumed in the Miller Reserve Report.

The Miller Reserve Report evaluates prospects and leads in areas where there are no discovered oil or
natural gas reserves. Prospects represent potential oil or natural gas accumulations where sufficient data
and analyses exist to identify and quantify the technical uncertainties, determine reasonable ranges of
geologic chance factors, engineering and petrophysical parameters, in order to estimate prospective
resources in a particular area. Leads represent potential oil or natural gas accumulations that are currently
poorly defined and require more data acquisition and/or evaluation in order to be considered a prospect.
There is no assurance that the prospective resource estimates of Miller and Lentz in the Miller Reserve
Report are a definitive indication of actual oil and natural gas reserves that will ultimately be realized as oil
and natural gas reserves data are based on, among other things, various judgments regarding future events.
Accordingly, actual results will vary and the variations may be material. Significant revisions to oil and
natural gas reserve estimates can arise from changes in prices and reservoir performance. Such revisions
can be either positive or negative. Given the foregoing uncertainties, there is no assurance that the
estimates of recoverable resources in the Miller Reserve Report can be achieved. There can be no
assurance that the prospects and leads contain any oil or natural gas reserves.

Reserve Replacement

The Corporation’s future oil and natural gas reserves, production, and cash flows to be derived there from
are highly dependent on the Corporation successfully acquiring or discovering and developing new
reserves. Without the continual addition of new reserves, any existing reserves the Corporation may have at
any particular time and the production there from will decline over time as such existing reserves are
exploited. A future increase in the Corporation’s reserves will depend not only on the Corporation’s ability
to develop any properties it may have from time to time, but also on its ability to select and acquire suitable
producing properties or prospects. There can be no assurance that the Corporation’s future exploration and
development efforts will result in the discovery and development of additional commercial accumulations
of oil and natural gas.
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Stage of Development and Capital Resources

Stage of Development

An investment in the Corporation is subject to certain risks related to its early stage of development. There
are numerous factors which may affect the success of the Corporation's business which are beyond the
Corporation's control including local, national and international economic and political conditions.
Epsilon's business involves a high degree of risk which a combination of experience, knowledge and
careful evaluation may not overcome. The Corporation's international operations expose Epsilon to risks
such as political, currency exchange and terrorism risks which may or may not manifest themselves
differently for domestic operations. Through the end of 2009, the Corporation did not have any material oil
production; virtually all of its revenues originated primarily from natural gas production in the states of
Pennsylvania, West Virginia and New York. The Corporation has a limited history of operations and has
not generated any material net operating income to date. There can be no assurance that the Corporation's
business will be successful or profitable or that additional commercial quantities of crude oil or natural gas
will be discovered by the Corporation.

Capital Markets

Operations could also be adversely affected by general economic downturns, changes in the political
landscape or limitations on spending. The current economic downturn plus uncertainty will have a negative
impact on the Corporation’s business. The impact at this time is unknown. Set in motion by the global
financial markets collapse, capital markets for the oil and gas sector have suffered a substantial setback
since 2008. Energy demand has fallen in all sectors of the global economy, caused by falling economic
activity. Equity markets in the US and Europe also fell. The lack of credit availability and the seizing of
credit markets had an immediate impact on economic activity in all sectors, at all levels. The overall rate of
decline in economic activity since 2008 has been one of the steepest seen since the 1973-74 recession. Due
to the current state of capital markets, there can be no assurance that the Corporation will be able to access
capital markets to provide funding for future operations that would require additional capital beyond the
Corporation’s current existing available capital on terms acceptable to the Corporation.

Substantial Capital Requirements

The Corporation anticipates making substantial capital expenditures for the acquisition, exploration,
development and production of oil and natural gas reserves in the future. If the Corporation’s revenues or
reserves decline, it may have limited ability to expend the capital necessary to undertake or complete future
drilling programs. There can be no assurance that debt or equity financing or cash generated by operations
will be available or sufficient to meet these requirements or for other corporate purposes or, if debt or
equity financing is available, that it will be on terms acceptable to the Corporation. Moreover, future
activities may require the Corporation to alter its capitalization significantly, including selling a portion or
all of its interest in one or more projects. Additional capital raised through the issuance of Common Shares
or other securities convertible into Common Shares may result in a change of control of the Corporation
and dilution to shareholders. The inability of the Corporation to access sufficient capital for its operations
could have a material adverse effect on the Corporation’s financial condition and/or its results of
operations.

The Corporation’s cash flow from its reserves may not be sufficient to fund its ongoing activities at all
times. From time to time, the Corporation may require additional financing in order to carry out its oil and
natural gas acquisition, exploration and development activities. Failure to obtain such financing on a timely
basis could cause the Corporation to forfeit its interest in certain properties, miss certain acquisition
opportunities and reduce or terminate its operations. If the Corporation’s revenues from its reserves
decrease as a result of lower oil and natural gas prices or otherwise, it will affect the Corporation’s ability
to expend the necessary capital to replace its reserves or to maintain its production. If the Corporation’s
cash flow from operations is not sufficient to satisfy its capital expenditure requirements, there can be no
assurance that additional debt, equity financing or the proceeds from the sale of a portion or all of its

20



interest in one or more projects will be available to meet these requirements or available on terms
acceptable to the Corporation.

Allocation and Use of Available Capital

Due to the volatile nature of the oil and natural gas industry, budgets are regularly reviewed in light of past
results and future opportunities which may become available to the Corporation. In addition, the ability of
the Corporation to carry out operations may depend upon the decisions of other working interest owners in
its properties. Accordingly, while the Corporation anticipates that it will have the ability to spend the funds
available to it as stated in this AIF, there may be circumstances where, for sound business reasons, a
reallocation of funds may be prudent. Some of the Corporation’s potential operations and related assets are
located in countries outside North America, some of which may be considered to be politically and
economically unstable or which could become politically and economically unstable in the future.

Issuance of Debt

From time to time, the Corporation may enter into transactions to acquire assets or the shares of other
corporations. These transactions may be financed partially or wholly with debt, which may increase the
Corporation’s debt levels above industry standards. Depending on future exploration and development
plans, the Corporation may require additional equity and/or debt financing that may not be available or, if
available, may not be available on favorable terms. Neither the Corporation’s articles nor its by-laws limit
the amount of indebtedness that the Corporation may incur. The level of the Corporation’s indebtedness,
from time to time, could impair the Corporation’s ability to obtain additional financing in the future on a
timely basis to take advantage of business opportunities that may arise.

The Corporation’s potential lenders will likely require security over substantially all of the assets of the
Corporation. If the Corporation becomes unable to pay its debt service charges or otherwise commits an
event of default, such as bankruptcy, these lenders may foreclose on or sell the Corporation’s properties.
The proceeds of any such sale would be applied to satisfy amounts owed to the Corporation’s lenders and
other creditors and only the remainder, if any, would be available to the Corporation.

Dilution

The Corporation may make future acquisitions or enter into financing or other transactions involving the
issuance of securities or the sale of a portion or all of an interest in one or more of its projects, all of which
may be dilutive to existing security holders.

Availability of Drilling Equipment and Access

Oil and natural gas exploration and development activities are dependent on the availability of drilling and
related equipment in the particular areas where such activities will be conducted. Demand for such limited
equipment or access restrictions may affect the availability of such equipment to the Corporation and may
delay exploration and development activities. Recent industry conditions have led to periods of extreme
shortages of drilling equipment in certain areas of the United States and Canada. To the extent the
Corporation is not the operator of its oil and natural gas properties, the Corporation will be dependent on
such operators for the timing of activities related to such properties and may be largely unable to direct or
control the activities of the operators.

Delays in Business Operations

In addition to the usual delays in payments by purchasers of oil and natural gas to the Corporation or to the
operators, and the delays by operators in remitting payment to the Corporation, payments between these
parties may be delayed due to restrictions imposed by lenders, accounting delays, delays in the sale or
delivery of products, delays in the connection of wells to a gathering system, adjustment for prior periods,
or recovery by the operator of expenses incurred in the operation of the properties. In addition, the
transition of one operator to another as the result of an operator being bought or sold could cause additional
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operational delays beyond the Corporation’s control. Any of these delays could reduce the amount of cash
flow available for the business of the Corporation in a given period and expose the Corporation to
additional third party credit risks.

Assessments of Value of Acquisitions

Acquisitions of oil and natural gas companies and oil and natural gas assets are typically based on
engineering and economic assessments made by independent engineers and the Corporation’s own
assessments. These assessments will include a series of assumptions regarding such factors as
recoverability and marketability of oil and natural gas, future prices of oil and natural gas and operating
costs, future capital expenditures and royalties and other government levies which will be imposed over the
producing life of the reserves. Many of these factors are subject to change and are beyond the
Corporation’s control. In particular, the prices of, and markets for, oil and natural gas products may change
from those anticipated at the time of making such assessment. In addition, all such assessments involve a
measure of geologic and engineering uncertainty which could result in lower production and reserves than
anticipated. Initial assessments of acquisitions may be based on reports by a firm of independent engineers
that are not the same as the firm that the Corporation uses for its year-end reserve evaluations. Because
each of these firms may have different evaluation methods and approaches, these initial assessments may
differ significantly from the assessments of the firm used by the Corporation. Any such instance may offset
the return on and value of the Common Shares.

Reliance on Operators and Key Personnel

To the extent the Corporation is not the operator of its oil and natural gas properties, the Corporation will
be dependent on such operators for the timing of activities related to such properties and will largely be
unable to direct or control the activities of the operators. In addition, the Corporation’s success will depend
in large measure on certain key personnel. The loss of the services of such key personnel could have a
material adverse affect on the Corporation. The Corporation does not have key person insurance in effect
for management. The contributions of these individuals to the immediate operations of the Corporation are
likely to be of central importance. In addition, the competition for qualified personnel in the oil and natural
gas industry is intense and there can be no assurance that the Corporation will be able to continue to attract
and retain all personnel necessary for the development and operation of its business. Investors must rely
upon the ability, expertise, judgment, discretion, integrity and good faith of the management of the
Corporation.

Certain directors and officers of the Corporation are also directors of other companies and as such may, in
certain circumstances, have a conflict of interest requiring them to abstain from certain decisions. Conflicts,
if any, will be subject to the procedures and remedies of the ABCA. See "Interest of Informed Persons in
Material Transactions".

The Corporation may be subject to growth-related risks including capacity constraints and pressure on its
internal systems and controls. The ability of the Corporation to manage growth effectively will require it to
continue to implement and improve its operational and financial systems and to expend, train and manage
its employee base. The inability of the Corporation to deal with this growth could have a material adverse
impact on its business, operations and prospects.

Expiration of Leases or Licenses

The Corporation’s properties are held in the form of concessions, leases and licenses and working interests
in leases and licenses, collectively referred to as “leasehold interests.” If the Corporation or the holder of
its leasehold interests fails to meet the specific requirement(s) of a particular leasehold interest, the
leasehold interest may terminate or expire. There can be no assurance that any of the obligations required to
maintain each leasehold interest will be met. The termination or expiration of a Corporation’s particular
leasehold interest may have a material adverse effect on the Corporation’s financial condition and/or its
results of operations.
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Title to Properties

Although title reviews will be done according to industry standards prior to the purchase of most oil and
natural gas producing properties or the commencement of drilling wells, such reviews do not guarantee or
certify that an unforeseen defect in the chain of title will not arise to defeat the claim of the Corporation
which could result in a reduction of the revenue received by the Corporation.

Third Party Credit Risk

The Corporation is or may be exposed to third party credit risk through its contractual arrangements with its
current or future joint venture partners, marketers of its petroleum and natural gas production and other
parties. In the event such entities fail to meet their contractual obligations to the Corporation, such failures
could have a material adverse effect on the Corporation and its cash flow from operations.

Insurance

The Corporation’s involvement in the exploration for and development of oil and natural gas properties
may result in the Corporation becoming subject to liability for pollution, blow outs, property damage,
personal injury or other hazards. Although prior to drilling the Corporation plans to obtain insurance in
accordance with industry standards to address certain of these risks, such insurance may not be available,
be price prohibitive, or contain 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 Corporation may elect not to obtain insurance to deal with specific risks due to the high
premiums associated with such insurance or other reasons. The payment of such uninsured liabilities would
reduce the funds available to the Corporation. The occurrence of a significant event that the Corporation is
not fully insured against, or the insolvency of the insurer of such event, could have a material adverse effect
on the Corporation’s financial position and/or its results of operations.

Commodity Prices, Hedging and Marketing
Commodity Prices

The Corporation’s revenues, profitability and future growth and the carrying value of its oil and natural gas
properties are substantially dependent on prevailing prices of oil and natural gas. The Corporation’s ability
to borrow and to obtain additional capital on attractive terms is also substantially dependent upon oil and
natural gas prices. Prices for oil and natural gas are subject to large fluctuations in response to relatively
minor changes in the supply of and demand for oil and natural gas, market uncertainty and a variety of
additional factors beyond the control of the Corporation. These factors include economic conditions in the
United States, Canada, the Middle East and elsewhere in the world, the actions of OPEC, governmental
regulation, political stability in the Middle East and elsewhere, the foreign supply of oil and natural gas, the
price of foreign imports and the availability of alternative fuel sources. Any substantial and extended
decline in the price of oil and natural gas would have an adverse effect on the Corporation’s carrying value
of its proved reserves, borrowing capacity, revenues, profitability and cash flow from operations. There can
be no assurance that recent commodity prices can be sustained over the life of the Corporation’s operations.
There is substantial risk that commodity prices may decline in the future, although it is not possible to
predict the time or extent of such decline.

Volatile oil and natural gas prices make it difficult to estimate the value of producing properties for
acquisition and often cause disruption in the market for oil and natural gas producing properties, as buyers
and sellers have difficulty agreeing on such value. Price volatility also makes it difficult to budget for and
project the return on acquisitions and development and exploitation projects.
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In addition, bank borrowings that maybe available to the Corporation are in part determined by the
Corporation’s borrowing base. A sustained material decline in prices from historical average prices could
reduce the Corporation’s borrowing base, thereby reducing the bank credit available to the Corporation
which could require that a portion, or all, of the Corporation’s bank debt be repaid.

Hedging

From time to time, the Corporation may enter into agreements to receive fixed prices on its oil and natural
gas production to offset the risk of revenue losses if commodity prices decline; however, if commodity
prices increase beyond the levels set in such agreements, the Corporation will not benefit from such
increases.

Markets and Marketing

The marketability and price of oil and natural gas that may be acquired or discovered by the Corporation
will be affected by numerous factors beyond its control. The Corporation’s ability to market its natural gas
may depend upon its ability to acquire space on pipelines that deliver crude oil and natural gas to
commercial markets. The Corporation may also be affected by deliverability uncertainties related to the
proximity of its reserves to pipelines and processing facilities, and related to operational problems with
such pipelines and facilities as well as extensive government regulation relating to price, taxes, royalties,
land tenure, allowable production, the export of oil and natural gas and many other aspects of the oil and
natural gas business. The Corporation has limited experience in marketing oil and natural gas.

Competition

Oil and natural gas exploration is intensely competitive in all its phases and involves a high degree of risk.
The Corporation competes with numerous other participants in the search for, and the acquisition of, oil
and natural gas properties and in the marketing of oil and natural gas, as well as, for the hiring of skilled
industry personnel, contractors and equipment. The Corporation’s competitors include oil and natural gas
companies that have substantially greater financial resources, staff and facilities than those of the
Corporation. The Corporation’s ability to increase reserves in the future will depend not only on its ability
to explore and develop its present properties, but also on its ability to select and acquire suitable producing
properties or prospects for exploratory drilling. Competitive factors in the distribution and marketing of oil
and natural gas include price and methods and reliability of delivery. Competition may also be presented by
alternate fuel sources.

Regulatory

Oil and natural gas operations (exploration, production, pricing, marketing and transportation) are subject
to extensive controls and regulations imposed by various levels of government that may be amended from
time to time. See “Industry Conditions”. The Corporation’s operations may require licenses and permits
from various governmental authorities. There can be no assurance the Corporation will be able to obtain all
necessary licenses and permits that may be required to carry out exploration and development at its
projects. It is not expected that any of these controls or regulations will affect the operations of the
Corporation in a manner materially different than they would affect other oil and natural gas companies of
similar size.

Environmental & Safety

All phases of the oil and natural gas business present environmental risks and hazards and are subject to
environmental regulation pursuant to a variety of federal, provincial and local laws and regulations.
Environmental legislation provides for, among other things, restrictions and prohibitions on spills and
releases or emissions of various substances produced in association with oil and natural gas operations. The
legislation also requires that wells and facility sites be operated, maintained, abandoned and reclaimed to
the satisfaction of applicable regulatory authorities. Compliance with such legislation can require
significant expenditures and a breach may result in the imposition of fines and penalties, some of which
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may be material. Environmental legislation is evolving in a manner expected to result in stricter standards
and enforcement, larger fines and liability and potentially increased capital expenditures and operating
costs. The discharge of oil, natural gas or other pollutants into the air, soil or water may give rise to
liabilities to governments and third parties and may require the Corporation to incur costs to remedy such
discharge. Although the Corporation believes that it is in material compliance with current applicable
environmental regulations, no assurance can be given that environmental laws will not result in a
curtailment of production or a material increase in the costs of production, development or exploration
activities or otherwise adversely affect the Corporation’s financial condition, results of operations or
prospects. See “Industry Conditions — Environmental Regulation”.

The Corporation must also conduct its operations in accordance with various laws and regulations
concerning occupational safety and health. Currently, the Corporation does not foresee expending material
amounts to comply with these occupational safety and health laws and regulations. However, since such
laws and regulations are frequently changed, the Corporation is unable to predict the future effect of these
laws and regulations.

FOREIGN OPERATIONS
International Operations Outside of North America — Middle East and Africa
General

Some of the Corporation’s operations and related assets are located in countries outside North America
(primarily in the Middle East), some of which may be considered to be politically and economically
unstable or which could become politically and economically unstable in the future. Such instability is
outside the Corporation’s control. 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, governmental regulation and the risk
of actions by terrorist or insurgent groups, any of which could aversely affect the economics of exploration
or development projects.

Foreign Subsidiaries

The Corporation conducts part of its operations through its subsidiaries and other companies located
outside of Canada. Therefore, to the extent of these holdings, the Corporation will be dependent on the
cash flows of these subsidiaries to meet its obligations. The ability of its subsidiaries and other companies
to make payments to the Corporation may be constrained by among other things: the level of taxation,
particularly corporate profits and withholding taxes, in the jurisdiction in which it operates; and the
introduction of exchange controls or repatriation restrictions or the availability of hard currency to be
repatriated.

Foreign Operations

Most of the Corporation’s oil and natural gas properties are located in the United States. The Corporation
only has minor operations and assets in Canada and Ethiopia. As such, the Corporation is subject to
political, economic, and other uncertainties, including, but not limited to, expropriation of property without
fair compensation, changes in energy policies or the personnel administering them, nationalization,
currency fluctuations and devaluations, exchange controls, royalty and tax increases and other risks arising
out of foreign governmental sovereignty over areas in which the Corporation’s operations are conducted, as
well as the risks of loss due to civil strife, acts of war, guerilla activities and insurrections. The
Corporation’s operations may also be affected by laws and policies of Canada affecting foreign trade,
taxation and investment. In the event of a dispute arising in connection with the Corporation’s operations
outside of Canada, the Corporation may be subject to exclusive jurisdiction of foreign courts or may not be
successful in subjecting foreign persons to the jurisdictions of the courts of Canada or enforcing Canadian
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judgments in other jurisdictions. The Corporation may also be hindered or prevented from enforcing its
rights with respect to a governmental instrumentality because of the doctrine of sovereign immunity.
Accordingly, the Corporation’s exploration, development and production activities outside of Canada could
be substantially impacted by factors beyond the Corporation’s control, any of which could have a material
impact on the Corporation.

The Corporation’s operations may be adversely affected by changes in governmental policies and
legislation or social instability and other factors which are not within control of the Corporation including,
among other things, a change in crude oil or natural gas pricing policy, the actions of national labour
unions, the risks of war, terrorism, abduction, expropriation, nationalization, renegotiation or nullification
of existing concessions and contracts, changes in taxation policies, economic sanctions and the imposition
of specific drilling obligations and the development and abandonment of oil or natural gas fields.

Federal Democratic Republic of Ethiopia

Ethiopia is located in a region that has, at times, been politically unstable. Regional wars or other form of
instability in Eastern Africa that may or may not directly involve Ethiopia could nevertheless have an
adverse impact on Ethiopia’s ability to engage in international trade.

Beyond the risks inherent in the oil and natural gas industry, the Corporation is subject to additional risks
resulting from doing business in Ethiopia. While the Corporation will attempt to reduce many of these risks
through agreements with the government of Ethiopia and others, no assurance can be given that such risks
have been mitigated. These risks can involve matters arising out of the reliance on the evolving laws and
policies of Ethiopia, the imposition of special taxes or similar charges, oil export or pipeline restrictions,
foreign exchange fluctuations and currency controls, the unenforceability of contractual rights or the taking
of property without fair compensation, restrictions on the use of expatriates in the operations and other
matters. There is some minor civil unrest in parts of the Ethiopia. Laws relating to corporate law, tax law,
customs law and currency and banking legislation are subject to modifications or revision by the
government of Ethiopia. There can be no assurance that political and/or social unrest in Ethiopia will not
negatively affect the Corporation’s current or future operations in Ethiopia.

The oil and natural gas regulatory regime in the Ethiopia is defined almost entirely by contracts with the
government which grants rights to explore, develop and produce hydrocarbon reserves. All contractual
rights with respect to PSAs or study agreements are awarded on the basis of negotiations with the Minister
of Mines and Energy. Each PSA is ratified as a law in Ethiopia by the Ethiopian parliament and by the
president of Ethiopia. There can be no assurance that the contracts entered into with the government of
Ethiopia and/or the Ministry of Mines and Minerals and others are enforceable or binding in accordance
with the Corporation’s understanding of their terms or that if breached, the Corporation would be able to
find a remedy. The Northwest Area Study Agreement outlines an independent third party arbitration
procedure should a dispute arise in the interpretation of the agreement. There can be no assurance that a
decision by an independent arbitrator would be fair or equitable to the Corporation. The Corporation bears
the risk that a change of government could occur and a new government may void the contracts, laws and
regulations that the Corporation is relying on. Regulations with respect to exploration and production
operations do exist, but may be revised at any time. There can be no assurance that any such regulatory
enactments will not have a materially adverse effect on current or future operations Ethiopia.

Laws relating to corporate law, tax law, customs law and currency and banking legislation are subject to
modifications or revision by the government of Ethiopia. Even best efforts to comply with the laws may not
always result in full compliance. Non-compliance may have consequences which are out of proportion to
the severity of the non-compliance. Contracts may be susceptible to conflicting interpretations, revision or
cancellation and legal redress may be uncertain, delayed or unavailable. It is possible that the government
of Ethiopia may make changes to laws, decrees, rules or regulations which may restrict the rights or
benefits accruing to the Corporation or which may increase its financial obligations.
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An Environmental Impact Assessment (EIA) will be required before any land based oil and natural gas
operations take place. Well drilling, road building and seismic operations are all subject to EIA studies.
Much of the area of the Northwest Area Study Agreement is within the Ethiopian Highlands that are
forested and also have coffee plantations. Special efforts will be made to avoid the coffee plantations as
well as other food crop areas. Access to forested areas will be granted with the permission of the forestry
officers after consultation with the Ministry of Mines and Energy. None of the areas within the Northwest
Area Study Agreement are currently known to be especially environmentally sensitive.

INDUSTRY CONDITIONS — COMPETITION AND ENVIRONMENTAL

Government Regulations

The oil and natural gas industry is subject to extensive controls and regulations governing its operations
(including, but not limited to, exploration, development, production, refining, transportation and marketing
activities) imposed by legislation enacted by various levels of governments in the countries that the
Corporations is carrying out business. With respect to pricing and taxation of oil and natural gas, by
agreements among the governments of Canada, Alberta, British Columbia and Saskatchewan, the oil and
natural gas industry is subject to additional controls and regulations, all of which should be considered by
investors in the oil and natural gas industry. It is not expected that any of these controls or regulations will
affect the operations of the Corporation in a manner materially different than they would affect other oil
and natural gas companies of similar size. All current legislation is a matter of public record and the
Corporation is unable to predict what additional legislation or amendments may be enacted.

Pricing and Marketing - Oil and Natural Gas

In the United States and Canada, the price of oil is determined by negotiation between buyers and sellers.
Such price depends in part on oil quality, prices of competing oils, distance to market, the value of refined
products and the supply/demand balance. In Canada, oil exporters are also entitled to enter into export
contracts with terms not exceeding one year in the case of light crude oil and two years in the case of heavy
crude oil provided that an order approving such export has been obtained from the National Energy Board
of Canada (the “NEB”). Any oil export to be made pursuant to a contract of longer duration (to a maximum
of 25 years) requires an exporter to obtain an export license from the NEB and the issuance of such license
requires the approval of the Governor in Council.

In the United States and Canada, the price of natural gas is determined by negotiation between buyers and
sellers. In Canada, exported natural gas is subject to regulation by the NEB and the government of Canada.
Exporters are free to negotiate prices with purchasers, provided that the export contracts must continue to
meet certain other criteria prescribed by the NEB and the government of Canada. Natural gas exports for a
term of less than 2 years or for a term of 2 to 20 years (in quantities of not more than 30,000 cubic meters
per day) must be made pursuant to an NEB order. Any natural gas export to be made pursuant to a contract
of longer duration (to a maximum of 25 years) or a larger quantity requires an exporter to obtain an export
license from the NEB and the issuance of such license requires the approval of the Governor in Council.

The governments of Alberta, British Columbia and Saskatchewan also regulate the volume of natural gas
that may be removed from those provinces for consumption elsewhere based on such factors as reserve

ability, transportation arrangements and market considerations.

In general, oil and natural gas produced in the United States is not exported, rather it is marketed and
consumed from within the country.
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Environmental Regulation
United States

The Corporation's activities are subject to numerous federal and state laws and regulations concerning the
storage, use and discharge of materials into the environment, the remediation of environmental impacts and
other matters relating to environmental protection, all of which may adversely affect the Corporation's
operations and the costs of doing business. State and federal regulatory authorities also have established
rules and regulations requiring permits for drilling, drilling bonds and reports concerning drilling and
producing activities. Such regulations also cover the location of wells, the method of drilling and casing
wells, the surface use and restoration of well locations, the plugging and abandoning of wells, and other
matters. There can be no assurance that future legislation or administrative regulations or interpretations
will not impose stricter requirements that could have an adverse impact on the operating costs of the
Corporation and the oil and natural gas industry in general. The Corporation does not currently believe that
it will be required in the near future to expend material amounts due to environmental laws and regulations.

Canada

The oil and natural gas industry is currently subject to environmental regulations pursuant to a variety of
provincial and federal legislation. Such legislation provides for restrictions and prohibitions on the release
or emission of various substances produced in association with certain oil and natural gas industry
operations. In addition, such legislation requires that well and facility sites be abandoned and reclaimed to
the satisfaction of provincial authorities. Compliance with such legislation can require significant
expenditures and a breach of such requirements may result in suspension or revocation of necessary
licenses and authorizations, civil liability for pollution damage and the imposition of material fines and
penalties.

Environmental legislation in Alberta has been consolidated into the Alberta Environmental Protection and
Enforcement Act (the “APEA”), which came into force on September 1, 1993. The APEA imposes stricter
environmental standards, requires more stringent compliance, reporting and monitoring obligations and
significantly increases penalties. Should the Corporation commence operational activities in Canada, the
Corporation anticipates making a higher level of such expenditures, as a result of the increasingly stringent
laws relating to the protection of the environment and will have to take such steps as required to ensure
compliance with the APEA and similar legislation in other jurisdictions in which it operates. The
Corporation also believes that it is reasonably likely that the trend towards stricter standards in
environmental legislation and regulation will continue.

British Columbia's Environmental Assessment Act became effective June 30, 1995. This legislation rolls
the previous processes for the review of major energy projects into a single environmental assessment
process which contemplates public participation in the environmental review.

The North American Free Trade Agreement

The North American Free Trade Agreement (“NAFTA”) among the governments of Canada, United States
and Mexico became effective on January 1, 1994. NAFTA carries forward most of the material energy
terms that are contained in the Canada United States Free Trade Agreement. Canada continues to remain
free to determine whether exports of energy resources to the United States or Mexico will be allowed,
provided that any export restrictions do not: (i) reduce the proportion of energy resources exported relative
to domestic use (based upon the proportion prevailing in the most recent 36 month period); (ii) impose an
export price higher than the domestic price; or (iii) disrupt normal channels of supply. All three countries
arc prohibited from imposing minimum export or import price requirements.

NAFTA contemplates the reduction of Mexican restrictive trade practices in the energy sector and prohibits
discriminatory border restrictions and export taxes. The agreement also contemplates clearer disciplines on
regulators to ensure fair implementation of any regulatory changes and to minimize disruption of
contractual arrangements, which is important for Canadian natural gas exports.
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Kyoto Protocol

Canada is a signatory to the United Nations Framework Convention on Climate Change and has ratified the
Kyoto Protocol, which established legally binding targets to reduce nationwide emissions of carbon
dioxide, methane, nitrous oxide and other so-called “greenhouse gases”. The United States has not ratified
the Kyoto Protocol, whereas Canada has ratified the Kyoto Protocol. If in the future, the Corporation
commences Canadian exploratory, development or production operations, the Corporation’s related
operational activities may result in emitting greenhouse gases that would be subject to legislation regulating
emissions of greenhouse gases. The government of Canada has put forward a Climate Change Plan for
Canada which suggests further legislation will set greenhouse gases emission reduction requirements for
various industrial activities, including oil and natural gas exploration, development and production. Future
federal legislation, together with provincial emission reduction requirements such as those proposed in
Alberta’s Climate Change and Emissions Management Act (partially in force), may require the reduction of
emissions or emissions intensity produced by the Corporation’s operations and facilities. The direct or
indirect costs of these regulations may adversely affect the business of the Corporation. The government of
Canada has renewed its promise that the cost to industry of compliance will not exceed $15 per ton of
carbon dioxide equivalent and it has also committed that post-2012 emission reduction targets will not
make Canadian oil and natural gas production uncompetitive, and that industry will be consulted on the
technical feasibility and economic impacts of targets for the period post-2012.

Ethiopia

Globally, the oil and natural gas industry is subject to environmental regulation pursuant to local, provincial
and federal legislation in each of the countries with oil and natural gas operations. In emerging nations,
such as Ethiopia, where environmental regulations and legislation are evolving, many oil and natural gas
exploration and production companies operate in accordance with standards prevailing in established oil
and natural gas producing jurisdictions, such as Canada and the United States. Since Ethiopia is
predominately arid desert area, the environmental impact associated with exploration and production
activity is significantly less than is typical for production located in more temperate or tropical
environments. The Corporation is committed to conducting its operations in Ethiopia in accordance with
environmental standards used by other major international oil and natural gas exploration and production
companies. Generally, such standards meet or exceed those imposed by legislation and regulations in
Ethiopia. In most countries, environmental legislation includes restrictions and prohibitions on releases or
emissions of various substances produced in association with certain oil and natural gas industry
operations. Such legislation can affect the location and operation of wells and facilities and the extent to
which exploration and development is permitted. In addition, typical legislation requires that well and
facilities sites are abandoned and reclaimed to the satisfaction of regulatory authorities. A breach of such
legislation may result in the imposition of fines or issuance of clean-up orders. In many jurisdictions, new
legislation, environmental standards and compliance for releases, site restoration and reporting are
becoming stricter and more onerous. Also, the range of enforcement actions available and the severity of
penalties have also been significantly increased.

Canadian Provincial Royalties and Incentives

In addition to federal regulation, each province has legislation and regulations which govern land tenure,
royalties, production rates, environmental protection and other matters. The royalty regime is a significant
factor in the profitability of crude oil, natural gas liquids, sulphur and natural gas production. Royalties
payable on production from lands other than Crown lands are determined by negotiations between the
mineral owner and the lessee, although production from such lands is subject to certain provincial taxes and
royalties. Crown royalties are determined by governmental regulation and are generally calculated as a
percentage of the value of the gross production. The rate of royalties payable generally depends in part on
prescribed reference prices, well productivity, geographical location, field discovery date and the type or
quality of the petroleum product produced.
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From time to time the governments of the western Canadian provinces create incentive programs for
exploration and development. Such programs often provide for royalty rate reductions, royalty holidays and
tax credits, and are generally introduced when commodity prices are low. The programs are designed to
encourage exploration and development activity by improving earnings and cash flow within the industry.
These programs, when in existence, reduce the amount of Crown royalties payable by the Corporation to
the provincial governments.

Canadian Land Tenure

Crude oil and natural gas is owned predominantly by the respective provincial governments. Provincial
governments grant rights to explore for and produce oil and natural gas pursuant to leases, licenses and
permits for varying terms, usually from two to five years, and on conditions set forth in provincial
legislation, including requirements to perform specific work or make payments. Oil and natural gas located
in such provinces can also be privately owned and rights to explore for and produce such oil and natural gas
are granted by lease on such terms and conditions as may be negotiated.

DIVIDEND RECORD AND POLICY

Since its inception, the Corporation has not paid any dividends on its outstanding share capital and has no
future plans to do so. The Corporation expects to reinvest future profits back into the Corporation in order
to stimulate further business growth.

DESCRIPTION OF CAPITAL STRUCTURE

Common Shares

The holders of Common Shares are entitled to dividends if, as and when declared by the board of directors,
to one vote per share at meetings of the holders of Common Shares, and upon liquidation, to receive such
assets of the Corporation as are distributable to the holders of the Common Shares. The issued and
outstanding Common Shares of the Corporation are fully paid and non-assessable.

Preferred Shares

The preferred shares may be issued in one or more series, and the directors of the Corporation are
authorized to fix the number of shares in each series, and to determine the designation, rights, privileges,
restrictions and conditions attached to the shares of each series. The preferred shares are entitled to a
priority over the Common Shares with respect to the payment of dividends and the distribution of assets
upon the liquidation of the Corporation. No preferred shares have been issued as of the date of this AIF.
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MARKET FOR SECURITIES

Trading Price and Volume

The Corporation’s Common Shares are currently listed on the TSX under the symbol “EPS”. The
following table sets forth the price range for and trading volume of the Common Shares on a monthly basis

for 2009:
CDNS$ Average Daily

Month High Low Trading Volume
January .......cccceeeenee, $ 0.80 $ 0.61 105,350
February ......ccccocu... $ 0.90 $ 0.65 72,690
March.......ccccovevennne, $ 0.60 $ 040 368,500
April ..o, $ 0.96 $ 0.57 270,045
May .coovevveieieieie, $ 1.34 $ 0.82 179,565
June ..o, $ 1.40 $ 0.80 228,014
July .o, $ 1.35 § 1.05 221,423
August......cceevevennne, $ 1.64 § 1.15 403,660
September ................. $ 1.49 § 1.22 282,619
October.......cccccuevneee. $ 220 $ 1.39 415,029
November.................. $ 223 $ 1.77 118,438
December.................. $ 3.04 $ 2.10 324,571

DIRECTORS AND OFFICERS

Backgrounds and Shareholdings of Directors and Officers

The following table describes the names and the municipalities of residence of the directors and officers of
the Corporation, their positions and offices with the Corporation, their principal occupation and their
shareholdings in the Corporation. The following information relating to the directors and officers is based
on information received by the Corporation from said persons.

All of the directors of the Corporation have been appointed to hold office until the next annual general
meeting of shareholders or until their successors are duly elected or appointed, unless their office is earlier

vacated.

Number and

Percentage
of Common
Name, Municipality Principal Occupation Shares
of Residence Position and Term During the Past Five Years Owned
Zoran Arandjelovic Executive Chairman Executive Chairman of Epsilon 3,169,361
Maple, ON, Canada since July 2005 and Energy Ltd. since July 2005. (6.3%)
Director since President of Zoran Real Estate
March 2005 Ltd., a private real estate

company, in Concord, Ontario
since 1982 and President of
Capital Z Corporation, a private
investment company since 1986.
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Number and

Percentage
of Common
Name, Municipality Principal Occupation Shares
of Residence Position and Term During the Past Five Years Owned
Greg Halvatzis Director since President of Rockefeller Hughes 103,000
Kingwood, Texas, January 2010 Corporation; Senior VP (<1%)
USA Exploration/Land at TransTexas
Gas Corporation, Exploration
Manager — Houston at National
Energy / SandRidge Energy, from
2001 to 2009.
Nick Orlando"*¥ Director since June President and CFO of Martinrea 210,000
Vaughan, ON, Canada 2009 International Inc. (TSX: MRE), an (<1%)
automobile parts supplier, since
2001; Executive Vice President of
Finance for Cosma International
Inc., a subsidiary of Magna
International Inc., an automobile
part supplier, from 1995 to 2001.
Kurt Portmann %% Director since May Chairman of Orbis Equity 2,400,000
Sarnen, Switzerland 2005 Partners Limited (formerly (4.7%)
Sectram Limited), London,

institutional introducing broker
and EQ'Y S.A., Geneva an
independent wealth management
firm, since July 1995, President of
Portmann Finances S.A., an
independent private equity firm,
since 1987.

Raymond Savoie % Director since July President and CEO of Ditem
Outremont, QC. 2007 Explorations Inc. (TSX: DIT.V) a
Canada junior Canadian mining company,
since August 2002. President and
CEO of Gastem Inc., (TSX:
GMR.V), a junior Canadian oil
and natural gas company, since
January 2004.
Notes:
(1) Member of the Audit Committee.
2) Member of the Compensation Committee.
3) Member of the Nominating and Corporate Governance Committee.

nil

None of the directors or officers of the Corporation have entered into non-competition or non-disclosure
agreements with the Corporation.

As of March 25, 2010 the directors and officers of the Corporation owned, directly or indirectly, or
exercised control or direction over 6,097,361 Common Shares, or 12% of the issued and outstanding

Common Shares.
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Committees of the Board of Directors

The Corporation’s board of directors (the “Board”) has established three committees. The committees are
the Audit Committee, the Compensation Committee and the Nominating and Corporate Governance
Committee. Each committee has been constituted with independent directors.

Audit Committee

The Audit Committee consists of Mr. Orlando (Chairman), Mr. Savoie and Mr. Portmann. All members of
the Audit Committee are independent and financially literate (as determined by NI 52-110). A summary of
each of the Audit Committee member’s background is as follows:

* Mr. Orlando is a Chartered Accountant. He is currently the President and CFO of Martinrea
International Inc, a Tier 1 automotive supplier company listed on TSX.

* Mr. Savoie is currently the President of two TSX Venture Exchange companies; Gastem Inc.
and Ditem Explorations and the CEO of Tawsho Mining, another TSX Venture Exchange
company. He is also the former Minister of Revenue and Minister of Mines in Quebec.

* Mr. Portmann is a European fund manager with over 45 years of experience in international
financial markets. He is also a member of the Swiss Financial Analysts Association and the
Swiss Association of Financial Managers.

The Audit Committee Mandate was approved by the Board on August 6, 2006. The Audit Committee
meets at least on a quarterly basis to review and approve the Corporation’s financial statements prior to
being publicly filed.

The Audit Committee reviews the Corporation's interim unaudited consolidated financial statements and
annual audited consolidated financial statements and certain corporate disclosure documents including the
AIF, MD&A and annual and interim earnings press releases before they are approved by the Board. The
Audit Committee reviews and makes a recommendation to the Board in respect of the appointment and
compensation of the external auditors and it monitors accounting, financial reporting, control and audit
functions. The Audit Committee meets to discuss and review the audit plans of external auditors and is
directly responsible for overseeing the work of the external auditors with respect to preparing or issuing the
auditors’ report or the performance of other audit, review or attest services, including the resolution of
disagreements between management and the external auditors regarding financial reporting. The Audit
Committee questions the external auditors independently of management and reviews a written statement
of its independence based on the criteria found in the recommendations of the Canadian Institute of
Chartered Accountants. The Audit Committee must be satisfied that adequate procedures are in place for
the review of the Corporation's public disclosure of financial information extracted or derived from its
financial statements and it periodically assesses the adequacy of those procedures. The Audit Committee
must approve or pre-approve, as applicable, any non-audit services to be provided to the Corporation by the
external auditors. In addition, it reviews and reports to the Board on the Corporation's risk management
policies and procedures and reviews the internal control procedures to determine their effectiveness and to
ensure compliance with the Corporation's policies and avoidance of conflicts of interest. The Audit
Committee has established procedures for dealing with complaints or confidential submissions which come
to its attention with respect to accounting, internal accounting controls or auditing matters. To date,
neither the Board nor the Audit Committee has formally assessed any individual director with respect to
their effectiveness and contribution to the Corporation in their capacity as a Director. Instead, members of
the Board have relied on informal conversations among themselves to adequately cover such matters.

A copy of the Audit Committee Charter is included in the Corporation’s Amended and Restated Annual
Information Form dated May 6, 2008, a copy of which is available at www.sedar.com.
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Compensation Committee
The Compensation Committee is comprised of Kurt Portmann (Committee Chairman), Raymond Savoie
and Nick Orlando, all of whom are independent directors of the Corporation. The Compensation

Committee mandate was approved by the Board on December 10, 2009.

The Compensation Committee’s mandate is to:

1. Assist and advise the Board regarding its responsibility for oversight of Epsilon’s compensation
policy; while all determinations on officer compensation will be subject to review and approval
by the Board.

2. Study and evaluate appropriate compensation mechanisms and criteria;

3. Develop and establish appropriate compensation policies and practices for the Board and senior
management of Epsilon, including Epsilon’s stock option plan;

4. Evaluate senior management; and

5. Serve in an advisory capacity on organizational and personnel matters to the Board.

Nominating and Corporate Governance Committee

The Nominating and Corporate Governance Committee is comprised of Kurt Portmann (Committee
Chairman), Raymond Savoie and Nick Orlando, all of whom are independent directors of the Corporation.
The Nominating and Corporate Governance Committee mandate was approved by the Board on December
10, 2009.

The Nominating and Corporate Governance Committee’s mandate is to:

1. Assist the Board by identifying individuals qualified to serve on the Board and its committees;

2 Recommend to the Board, the Director nominees for the next annual meeting;

3. Recommend to the Board, members and chairpersons for each committee;

4 Develop and recommend to the Board and review from time to time, a set of corporate

governance principles and monitor compliance with such principles; and
5. Serve in an advisory capacity on matters of governance structure and the conduct of the Board.

These responsibilities include reporting and making recommendations to the Board for their consideration
and approval. Corporate governance also relates to the activities of the Board, the members of which are
elected by and are accountable to the shareholders, and takes into account the role of the individual
members of management who are appointed by the Board and who are charged with the day to day
management of the Corporation. The Board is committed to sound corporate governance practices, which
are both in the interest of its shareholders and contribute to effective and efficient decision making.

Corporate Cease Trade Orders or Bankruptcies

Except as noted in the following paragraph, none of the directors, officers or promoters of the Corporation
or a shareholder holding a sufficient number of securities of the Corporation to affect materially the control
of the Corporation is, or within the ten years prior to the date of this AIF has been, a director, officer,
insider or promoter of any other issuer that, while acting in that capacity:

(a) was the subject of a cease trade or similar order or an order that denied the issuer access to any
statutory exemptions under applicable securities legislation for a period of more than 30 consecutive
days; or

(b) became bankrupt, made a proposal under any legislation relating to bankruptcy or insolvency or was

subject to or instituted any proceedings, arrangement, or compromise with creditors or had a receiver,
receiver manager or trustee appointed to hold the assets of that person.
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Mr. Arandjelovic was a director of Mobile Knowledge Inc. (“Mobile Knowledge”) when, on February 3,
2003, the TSX suspended Mobile Knowledge from trading for failure to meet the continued listing
requirements of the TSX. On March 7, 2003, the Ontario Securities Commission (“OSC”) made a
temporary order that trading in Mobile Knowledge shall cease for a period of 15 days because audited
annual statements for year ended Dec. 31, 2002, and interim statements for the three-month period ended
March 31, 2003, had not been filed with the OSC. On March 15, 2003, the cease trading order was
continued. Mr. Arandjelovic resigned as a director of Mobile Knowledge in March 2003. On August 15,
2003, the Alberta Securities Commission issued an interim cease trade order effective for 15 days for
failure to file certain required financial information. On August 29, 2003, the order was continued. The
TSX delisted Mobile Knowledge on February 3, 2004. Mr. Arandjelovic was also a director of Mobile
Knowledge at the time a receiver was appointed (January 31, 2003). The receiver was appointed by a
creditor of the company under the terms of a convertible debenture.

Penalties and Sanctions

No director, officer or a shareholder of the Corporation holding sufficient securities of the issuer to affect
materially the control of the Corporation has: (i) been subject to any penalties or sanctions imposed by a
court relating to Canadian securities legislation or by a Canadian securities regulatory authority or has
entered into a settlement agreement with a Canadian securities regulatory authority; or (ii) been subject to
any other penalties or sanctions imposed by a court or regulatory body that would be likely to be considered
important to a reasonable investor making an investment decision.

Personal Bankruptcies

No director, officer or shareholder of the Corporation holding sufficient securities to affect materially the
control of the Corporation, or a personal holding company of any such persons has, within 10 years before
the date of the AIF become bankrupt, made a proposal under any legislation relating to bankruptcy or
insolvency, or been subject to or instituted any proceedings, arrangement or compromise with creditors, or
had a receiver, receiver manager or trustee appointed to hold the assets of the director or officer.

Conflicts of Interest

There are potential conflicts of interest of which the directors, officers, insiders and promoters of the
Corporation will be subject in connection with the operations of the Corporation. Some of the directors,
officers, insiders and promoters have been and will continue to be engaged in the exploration for, and the
acquisition, development and production of, oil and natural gas reserves on their own behalf and on behalf
of others, and situations may arise where some or all of the directors, officers, insiders and promoters will
be in direct competition with the Corporation. Conflicts, if any, will be subject to the procedures and
remedies under the ABCA and the by-laws of the Corporation. Directors are required to act in good faith
with honesty and a view to the best interests of the Corporation. Certain directors of the Corporation have
other employment or other businesses. See “Interest of Informed Persons in Material Transactions”.

Promoters

Zoran Arandjelovic (Executive Chairman, President and CEO) and Kurt Portmann (Director) may be
considered to be the promoters of the Corporation in that they took the initiative in founding and organizing
the business of the Corporation. As of December 31, 2009, Zoran Arandjelovic had an employment
contract covering an annual salary of $350,000, reflecting his capacity as the Corporation’s Executive
Chairman, President and CEO. Also see “Directors and Officers — Backgrounds and Shareholdings of
Directors and Officers” and “Interest of Management and Others in Material Transactions — Related Party
Transactions”™.
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LEGAL PROCEEDINGS AND REGULATORY ACTIONS

To the knowledge of management, the Corporation is not a party to, nor are any of the Corporation's
properties subject to, any material legal proceedings or regulatory actions.

INTEREST OF MANAGEMENT AND OTHERS IN MATERIAL
TRANSACTIONS

No director, executive officer, or person or company that beneficially owns or controls or directs, directly
or indirectly, more than 10% of any class or series of the Corporation’s outstanding voting securities or any
associate or affiliate of the foregoing has, or has had, any material interest in any transaction prior to the
date of this AIF or any proposed transaction that has materially affected or will materially affect the
Corporation or any of its affiliates, except as disclosed in this AIF.

The Corporation reports its related party transactions on an exchange amount basis. A summary of such
transactions follows:

Related Party Transactions
Executive Chairman

The Corporation utilizes administrative services provided by 706147 Ontario, Inc., a company owned by
the Executive Chairman’s spouse. In addition, the Corporation utilizes consultation services provided by
Capital Z Corporation, a company owned by the Executive Chairman and the Corporation shares office
space with Capital Z Corporation at no charge. Related party transactions with the Corporation’s Executive
Chairman were conducted in Canadian dollars and the exchange rate differences were immaterial. A
summary of related party transactions between the Corporation and its Executive Chairman follows:

Years Ended
December 31,

2009 2008
706147 Ontario, INC.....c.covecenreeneiniiiiiececene $§ 48,618 $ 60,592
Capital Z Corporation.............ccccceveveeverrevererennnnn. $ 2,181 $ -
Accounts Payable and Accounts Receivable........ $ - $ -

Director and former President and Chidixecutive Officer

Austin Exploration LLC, a company owned by a Director who was also the former President and CEO of
the Corporation, was also a participant in the Corporation’s Empire project. Western Land Services Inc., a
company owned by the same person, provides oil and natural gas lease brokerage services to the
Corporation in accordance with a Project Services Agreement between Western Land Services and the
Corporation. Under terms of the Project Services Agreement, Western Land Services agreed to provide
services to the Corporation at its lowest corporate rates less 10%. Substantially all of the service amounts
provided by Western Land Services are capitalized with oil and natural gas properties. Related party
transactions with the Director and former President and CEO were conducted in US dollars. A summary of
related party transactions between the Corporation and its Director who was also the former President and
CEO follows.
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Years Ended
December 31,

2009 2008

Austin Exploration LLC:

Accounts receivable.........c.coooviiiviiiiiiiiiee $ 36,819 $ 109,652

JOINt VENTUIE COSES ..vvvriiiiiiiiiieieeeee e $ 408,873 $ 2,654,594

Joint Venture reVENUES .........ccovveevveveeieneeeeeneeeennes $ 563,835 $ 902,291

Accounts payable..........ccoeeveriieiinieieeieeeeenne. $ - $ 75,115
Western Land Services:

Lease brokerage Services.........oevevveeveereerveereennn. $ 440,092 $ 1,902,049

Accounts payable...........coceeeevieiinieieeieeeenne. $ 86,320 $ 138,819

REGISTRAR AND TRANSFER AGENT

The registrar and transfer agent for the Common Shares is Computershare Trust Company of Canada at its
principal offices in Calgary, Alberta and Toronto, Ontario.

MATERIAL CONTRACTS

Except for contracts entered into in the ordinary course of business, the only material contracts required to
be filed under section 12.2 of National Instrument 51-102 “Continuous Disclosure Obligations” as at the
date of this Annual Information Form, are the following:

1. Farmout Agreement between Epsilon and Chesapeake Energy Corporation (“Chesapeake”) dated
February 3, 2010, whereby Chesapeake will earn a 50% interest in the Corporation’s upstream
Marcellus Shale assets over time by carrying the first $95 million of the Corporation's 50% share
of leasehold, drilling, completing, equipping and gathering costs attributable to the prospect.

2. Share Purchase and Sale Agreement between Epsilon and Nablus Petroleum Inc. (“Nablus™), dated
February 2, 2010, whereby the Corporation sold Epsilon Yemen for US$100,000 pending
government of Yemen approval. The agreement calls for the Corporation to receive 20% of
proceeds from any subsequent sale of all or any part of the included 57.14% working interest in
Block 41 or, in the event that commerciality is declared, 25% of the cost recovery pool monies
received from the government of Yemen, in either case, the total amount not to exceed
US$5,000,000.

3. Participation Agreement between Epsilon and Gastem Inc., dated February 7, 2007 covering
Gastem’s participation is the Corporation’s West Virginia drilling program by paying the next
$1,050,000 to earn a 25% of the Corporation’s interest various wells in return for an elective 25%
interest in certain acreage holdings controlled by Gastem in the Province of Quebec.

4. Participation and Exploration Agreement among WLS, SWO and Epsilon dated August 8, 2005
covering the creation of an AMI for the state of New York, with the Corporation as operator and
the Corporation acquiring a 50% working interest in all then owned properties in exchange for the
Corporation incurring the next $4.0 million of expenditures incurred in the AMI.

5. Northwest Area Study Agreement between Ministry of Mines and Energy and Epsilon Energy
International Ltd. dated June 12, 2008 covering an agreement whereby the Corporation has the
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exclusive right to negotiate an agreement to further explore any or all lands subject to the
agreement for a period of one year, with no limitation as to the amount the Corporation would be
required to spend for such activities.

6. Participation Agreement between Epsilon Energy Ltd. and Spartan Exploration Ltd. dated August
28, 2008 covering the Corporation’s right to earn an interest in acreage controlled by Spartan
Exploration by drilling two horizontal wells at a cost of approximately $5.0 million.

7. Consulting Agreement between 706147 Ontario, Inc. and Epsilon Energy Ltd. dated September
27,2009 covering administrative services provided to the Corporation by 706147 Ontario, Inc., a
corporation owned by Gioia Arandjelovic, the spouse of the Corporation’s Executive Chairman.

8.  Memorandum of Understanding with OGMC dated July 28, 2007 covering the acquisition of a
57.14% paying interest and a 50% undivided percentage interest in Block 41 by the Corporation
for approximately $30 million.

9. Farm-in Agreement covering Block 41 in Yemen dated September 10, 2007 covering the
definitive agreement of the acquisition of a 57.14% paying interest and a 50% undivided
percentage from OGMC for approximately $30 million.

10. Exploration and Production Sharing Agreement between the Government of the Sultanate of
Oman and Epsilon Energy International Ltd. dated January 25, 2009 covering Block 55.

Electronic copies of these material contracts are available under Epsilon's profile on System for Electronic
Document Analysis and Retrieval (SEDAR) at www.sedar.com.

INTERESTS OF EXPERTS

Certain legal matters relating to this AIF will be passed upon by McLeod & Company LLP on behalf of the
Corporation.

As at the date of this AIF, Miller and Lents, and the employees thereof responsible for the preparation of
the Miller Reserve Report, did not own any of the Common Shares of the Corporation.

Except as disclosed in this AIF, none of Miller and Lents, or any director, officer, employee or partner
thereof received or will receive a direct or indirect interest in the property of the Corporation or of any
associate or affiliate of the Corporation. As at the date of this AIF, the aforementioned companies and
partnerships, and all directors, officers, employees and partners thereof, beneficially own, directly or
indirectly, less than 1% of the securities of the Corporation and its associates and affiliates. No other
director, officer, partner or employee of any of the aforementioned companies and partnerships is currently
expected to be elected, appointed or employed as a director, officer or employee of the Corporation or of
any associates or affiliates of the Corporation. Deloitte and Touche is the auditor of the Corporation and is
independent within the meaning of the rules of Professional Conduct of the Institute of Chartered
Accountants of Alberta.

ADDITIONAL INFORMATION

Additional information relating to the Corporation may also be found on SEDAR at www.sedar.com.
Additional information, including that related to the directors’ and officers’ remuneration and indebtedness,

principal holders of the Corporation’s Common Shares, options to purchase the Corporation’s Common
Shares, and interests of insiders in material transactions, where applicable, will be contained in the
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Corporation’s information circular prepared for the annual general meeting of the shareholders to be held
on May 12, 2010. Additional financial information is provided in the Corporation’s comparative financial
statements for the years ended December 31, 2009 and 2008, respectively, which can be found in the
Corporation’s 2009 Annual Report to Shareholders.

Copies of the information circular, the financial statements, including any interim financial statements, and

additional copies of this AIF may by obtained from the Corporation at its head office at 150 Jardin Drive,
Suite 9, Concord, ON L4K 3P9, telephone (905) 738-7877 or facsimile (905) 669-8220.
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