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EPSILON ENERGY LTD.

Interim Unaudited Consolidated Balance Sheets
(Unaudited; All amounts stated in US$)

June 30, December 31,
2010 2009
ASSETS
Current assets:
Cash and cash equivalents $ 15,522,564 $ 15,288,547
Accounts receivable 2,832,727 1,488,429
Assets held for sale (Note 12) 100,000 100,000
Other current assets 52,826 62,382
Total current assets 18,508,117 16,939,358
Property and equipment:
Net property and equipment (Note 3) 62,866,747 66,691,074
Other assets:
Restricted cash (Note 4) 932,940 732,240
Other deferred charges and miscellaneous assets 10,754 18,504
Total other assets 943,694 750,744
Total assets $ 82,318,558 $ 84,381,176
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:
Accounts payable and accrued liabilities $ 1,925,802 $ 3,460,740
Total current liabilities 1,925,802 3,460,740
Other liabilities:
Asset retirement obligations 166,904 214,393
Total other liabilities 166,904 214,393
Total liabilities 2,092,706 3,675,133
Commitments and contingencies (Note 6)
Shareholders' equity:
Share capital (Note 5) 136,055,330 138,272,250
Contributed surplus (Note 5) 6,666,003 6,098,296
Deficit (55,746,924) (56,787,577)
Accumulated other comprehensive loss (6,748,557) (6,876,926)
Total shareholders' equity 80,225,852 80,706,043
Total liabilities and shareholders’ equity $ 82,318,558 $ 84,381,176

Approved on behalf of the Board of Directors

(signed) Nick Orlando (signed) Raymond Savoie

The accompanying notes are an integral part of these interim consolidated financial statements



Rewvenues:
Oil & gas revenues
Other revenues
Total revenues

Operating costs and expenses:
Project operating costs
Impairment of unproved properties

Amortization, depletion and accretion

General and administrative

Total operating costs and expenses

Operating income (loss)

Other income (expense):
Other income (expense)
Gain (loss) on sale of assets

Net income (loss) before income taxes

Income taxes:
Income taxrecovery

Net income (loss)
Deficit, beginning of period

Deficit, end of period

Net income (loss) per share, basic

Net income (loss) per share, diluted
Weighted average number of shares
outstanding, basic

Weighted average number of shares
outstanding, diluted

EPSILON ENERGY LTD.

Interim Unaudited Consolidated Statements of Operations and Deficit
(Unaudited; all amounts stated in US$)

Three Months Ended June 30,

Six Months Ended June 30,

2010 2009 2010 2009
$ 3869425 $ 671,117 $ 7,865,549 $ 2306550
- 61,164 - 133,248
3,869,425 732,281 7,865,549 2,439,798
440,595 385,145 867,372 852,393

- 2,172,276 - 2,172,276
1,356,211 611,483 2,933,100 1,308,194
1,104,835 1,166,189 3,064,875 2,472,382
2,901,641 4,335,093 6,865,347 6,805,245
967,784 (3,602,812) 1,000,202 (4,365,447)
22,59 (113,960) 40,451 (186,262)

- (9,728,486) - (9,728,486)

22,59 (9,842,446) 40,451 (9,914,748)
990,380 (13,445,258) 1,040,653 (14,280,195)

- 2,600,000 - 2,600,000

990,380 (10,845,258) 1,040,653 (11,680,195)
(56,737,304) (37,393,895) (56,787,577) (36,558,958)
$(55,746,924) $ (48,239,153) $  (55746,924) $ (48,239,153)
$ 002 % (0.02) $ 0.02 $ (0.23)
$ 002 $ 0.22) $ 0.02 $ (0.23)
49,840,185 50,315,323 50,186,169 50,315,323
51,175,431 50,315,323 51,521,415 50,315,323

The accompanying notes are an integral part of these interim consolidated financial statements



Cash flows from operating activities:
Net income (loss) for the period
Items not involving cash:
Amortization, depletion and accretion
Stock-based compensation
Impairment of unproved properties
Loss on sale of assets
Future income tax recovery
Changes in non-cash balances related to operations (Note 10)
Net cash provided by (used in) operating activities

Cash flows from inwvesting activities:
Additions to oil and natural gas properties
Cash received on farmout with joint venture partner
Additions to other property and equipment
Proceeds fromassets sold
Changes in restricted cash
Changes in other assets
Net cash provided by investing activities

Cash flows from financing activities:
Sale of common stock and issuance costs
Common share buy-back
Proceeds fromthe issuance of warrants
Changes in loan facilities
Change in long-termdebt
Net cash provided by financing activities

Effect of currency rates on cash and cash equivalents

Increase (decrease) in cash and cash equivalents

Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period

Cash and cash equivalents consist of:

Cash

Interest bearing short-term deposits
Total cash and cash equivalents

Supplementary cash flow information

Interest received
Interest paid

EPSILON ENERGY LTD.

Interim Unaudited Consolidated Statements of Cash Flows
(Unaudited; all amounts stated in US$)

Three Months Ended June 30,

Six Months Ended June 30,

2010 2009 2010 2009
990,380 $ (10845258)  $ 1,040653 $ (11,680,195)
1,356,211 611,483 2,933,100 1,308,194
286,317 127,223 502,951 495,021
- 2,172,276 - 2,172,276
- 9,728,486 - 9,728,486
- (2,600,000) - (2,600,000)
(977,503) 2847345 (1,354,632) (3,655,455)
1,655,405 2,041,555 3,122,072 (4,231,673)
(4,269,131) (10890,715)  (5692,018) (19,190,378)
- - 5,000,000 -
- (37,754) - (42,878)
- 12,946,450 - 12,946,450
(245,890) 23,415,150 (200,700) 32,097,458
- (28,460) - (21,257)
(4515,021) 25,404,671 (892,718) 25,789,395
17,085 - 317,085
(2,469,250) - (2,469,250) -
- - - (280)
- (16,354,570) - (10,549,634)
(2,023) 7,187 (5,558) 4,164
(2,454,188) (16347383  (2,157,723) (10,545,750)
(179,873) 2,182,794 162,386 1,205,541
(5,493,677) 13,281,637 234,017 12,237,513
21,016,241 7189318 15288547 8,233,442
15522564 $ 20470955  $15522564 $ 20,470,955
15,522,564 20470955 15522401 20,470,955
- - 163 -
15522564 $ 20470955  $15522564 $ 20470955
17,423 - 36,809
475 - 4,320

The accompanying notes are an integral part of these interim consolidated financial statements



and Accumulated Other Comprehensive Loss
(Unaudited; all amounts stated in US$)

Comprehensive income (loss):
Net income (loss)
Other comprehensive income (loss):
Currency translation adjustments

Comprehensive income (loss)

Accumulated other comprehensiwe loss:

Balance, beginning of period
Currency translation adjustments

Accumulated other comprehensive loss

EPSILON ENERGY LTD.
Interim Unaudited Consolidated Statements of Comprehensive Income (Lo0ss)

Three Months Ended June 30,

Six Months Ended June 30,

2010 2009 2010 2009
$ 990380  $  (10,845.258) 1,040,653 $  (11,680,195)
(304,869) 2,182,794 128,369 1,225541
$ 685511  $  (8,662464) 1,169,022 $  (10454,654)
$  (6443688) $ (10,764,289 (6,876,926) (9,807,036)
(304,869) 2,182,794 128,369 1,225541
$  (6748557) $  (8581495) (6,748,557) $ (8581495

The accompanying notes are an integral part of these interim consolidated financial statements



Epsilon Energy Ltd.

Notes to the Unaudited Interim Consolidated Financial Statements
For the six months ended June 30, 2010

1. Description of Business
Epsilon Energy Ltd. (the “Corporation”) was incorporated under the laws of the Province of Alberta on March 14,
2005. On October 24, 2007, the Corporation became a publicly traded entity on the Toronto Stock Exchange under
the trading symbol “EPS”. The Corporation is engaged in the acquisition, exploration, development and production
of natural gas and oil reserves. Such activities are concentrated in the following geographic areas:

e  Marcellus Shale (“Pennsylvania” and “New York™) and Trenton-Black River in the United States;

e Bakken Shale (“Saskatchewan”) and Utica Shale (“Quebec”) Canada; and

e the Federal Democratic Republic of Ethiopia (“Ethiopia™).

2. Significant accounting policies

The Corporation’s unaudited interim consolidated financial statements for the period ended June 30, 2010 and 2009
include the accounts of the Corporation and its wholly owned subsidiaries Epsilon Energy USA, Inc. and Epsilon
Energy International Ltd. and its wholly owned subsidiaries. All material intercompany transactions have been
eliminated.

The unaudited interim consolidated financial statements have been prepared by management in US dollars and in
accordance with Canadian generally accepted accounting policies and follow the same accounting policies as the
most recent annual audited financial statements. The interim consolidated financial statement note disclosures do not
include all of those required by Canadian generally accepted accounting principles (“GAAP”) applicable for annual
consolidated financial statements. Accordingly, these interim consolidated financial statements should be read in
conjunction with the Corporation’s audited consolidated financial statements for the years ended December 31, 2009
and 2008. In the opinion of management, all adjustments, consisting only of normal recurring adjustments,
considered necessary for a fair presentation have been included. Operating results for the period ended June 30,
2010 are not indicative of the results that may be expected for the year ended December 31, 2010.

Future Accounting Changes

(@) International Financial Reporting Standards (“IFRS”)

In February 2008, the Accounting Standards Board (“AcSB”) confirmed that January 1, 2011 is the changeover date
for publicly-listed companies to use IFRS, replacing Canada’s own GAAP. The date is for the interim and annual
financial statements relating to fiscal years beginning on January 1, 2011. The adoption date of January 1, 2011 will
require the restatement, for comparative purposes, of amounts reported by the Corporation for its year ended
December 31, 2010, and of the opening balance sheet as at January 1, 2010. Management is currently assessing the
impact of adoption of IFRS.



Epsilon Energy Ltd.

Notes to the Unaudited Interim Consolidated Financial Statements
For the six months ended June 30, 2010

3. Property and Equipment
The following table summarizes the Corporation’s oil and natural gas property and other equipment as at June 30,
2010 and December 31, 2009:

Accumulated

Depletion,
Depreciation and
Gross Cost Impairment Net Book Value
As at June 30, 2010:
Oil and natural gas properties
United States $ 65,009,276 $ (9,143,181) $ 55,866,095
Canada 4,697,491 (454,263) $ 4,243,228
Yemen 50,413,721 (50,413,721) $ -
Ethiopia 2,273,841 0 $ 2,273,841
Oman 929,127 (929,127) $ -
Other 285,320 (21,276) $ 264,044

Total oil and natural gas properties ~ $ 123,608,776 $ (60,961,568) $ 62,647,208

Other property and equipment 583,052 (363,513) $ 219,539

Total property and equipment $ 124,191,828 $ (61,325,081) $ 62,866,747

Accumulated

Depletion,
Depreciation and
Gross Cost Impairment Net Book Value

As at December 31, 2009:
Oil and natural gas properties

United States $ 67,483,813 $ (6,746,650) $ 60,737,163

Canada 3,312,075 (1,390) 3,310,685

Yemen 50,413,720 (50,413,720) -

Ethiopia 2,094,037 - 2,094,037

Oman 929,127 (929,127) -

Other property 268,196 (21,276) 246,920
Total oil and natural gas properties $ 124,500,968 $ (58,112,163) $ 66,388,805

Other property and equipment 583,591 (281,322) 302,269
Total property and equipment $ 125,084,559 $ (58,393,485) $ 66,691,074

Costs excluded from the depletion calculation include $14,274,190 (2009: $7,369,526) in the United States and
$2,394,840 (2009: $1,009,423) in Canada. Capitalized costs in Ethiopia are in the pre-production stage and have not
been depleted and recoverability is dependent upon achieving commercial production and profitability.



Epsilon Energy Ltd.
Notes to the Unaudited Interim Consolidated Financial Statements
For the six months ended June 30, 2010

3. Property and Equipment (continued)

Farmout Agreement with Joint Venture Partner

During the first quarter of 2010, $5,000,000 was received as a cash payment from a joint venture partner pursuant to
a farmout agreement whereby the joint venture partner will earn a 50% interest in the Marcellus Shale property by
paying a further $95,000,000 over time and by carrying the first $95,000,000 of Epsilon’s 50% share of costs
attributable to the property. No gain or loss on the transaction was recorded as the depletion rate did not change by
greater than 20%.

On April 1, 2010, the Company was advised by joint venture partner that there were title defects with respect to
some of the Company’s leases totaling $19.7 million. This amount was reduced to $10.8 million as of July 30, 2010.
The Company continues to work on curing the remaining balance.

Capitalized General and Administrative Costs (“G&A”)

Capitalized G&A costs consist of wages, travel and other G&A costs directly associated with specific capital
projects. Capitalized G&A costs for each country cost center for the three and six months ended June 30, 2010 and
2009 were as follows:

Three Months Ended June 30, Six Months Ended June 30,
2010 2009 2010 2009
Capitalized general and administrative costs:
United States $ 183,766 $ 165449 $ 291,408 290,901
Canada 15,927 - 17,296 2,373
Yemen - 26,077 - 53,319
Oman - 117,404 - 242,915
Ethiopia 10,594 65,276 14,142 74,795
Other 6,000 16,714 17,117 28,202
Total capitalized general and administrative
costs $ 216,287 $ 390,920 $ 339,963 $ 692,505
4. Restricted Cash
At June 30, At December 31,
2010 2009
Restricted Cash:
Northwestern Bank - letter of credit $ - $ 65,000
Amegy Bank — letter of credits 265,000 -
TD Bank - Yemen letter of credit 449,708 378,233
TD Bank - Ethiopia letter of credit and other 218,232 289,007
Total restrictedcash $ 932,940 $ 732,240




Epsilon Energy Ltd.

Notes to the Unaudited Interim Consolidated Financial Statements
For the six months ended June 30, 2010

5. Shareholders’ Equity

(a) Authorized shares

The Corporation is authorized to issue an unlimited number of Common Shares with no par value and an unlimited
number of Preferred Shares with no par value.

(b) Issued

The following table summarizes the components of share capital for the six months ended June 30, 2010 and the
year ended December 31, 2009:

Number of

Shares Issued Amount
Balance at December 31, 2008 50,315,323 $ 138,259,259
Issuance costs for Bought Deal - (280)
Beercise of stock options 10,675 13,271
Balance at December 31, 2009 50,325,998 138,272,250
Bxercise of stock options 300,000 497,582
Balance at March 31,2010 50,625,998 $ 138,769,832
Buy back of shares (1,000,000) (2,741,078)
Bxercise of stock options 21,349 26,576
Balance at June 30,2010 49,647,347 $ 136,055,330

Buy Back of Common Shares

On April 20, 2010, the Corporation signed an agreement with a former director and officer to purchase 1,000,000 or
approximately 2% of the 50,625,998 common shares that were then issued and outstanding for $2.5 million CDN or
$2.50 CDN per share. The shares purchased by Epsilon were cancelled.

(c) Stock Options
The following table summarizes stock option activity for the six months ended June 30, 2010 and the year ended
December 31, 2009:

As at As at
June 30,2010 December 31, 2009
Weighted Weighted
Number Awerage Number Awerage
of Exercise of Exercise
Options Price Options Price

Stock Options Outstanding:

Balance at beginning of period 3017727 $ 2.35 3317449 § 2.60
Granted 500,000 $ 2.93 360,000 $ 241
Bxercised (321,349) $ 0.99 (10675) % 0.85
Forfeited (257,316) $ 2.88 (649,047) % 372

Balance at end of period 2939062 $ 253 3017727 $ 2.35

Exercisable at period-end 1644562 3% 1.94 2117127 % 1.81




Epsilon Energy Ltd.
Notes to the Unaudited Interim Consolidated Financial Statements
For the six months ended June 30, 2010

5. Shareholders’ Equity (continued)

(c) Stock Options (continued)

The following table summarizes information about stock options outstanding at June 30, 2010 and December 31,
2009:

Weighted Awerage

Number of Number of Black-Scholes Remaining
Exercise Options Options Option Pricing Contractual Life (in
Price Outstanding Exercisable Model Valuation years)
As at June 30, 2010:
$ 0.85 219,246 219,246 $ 98,847 3.70
$ 1.00 556,000 556,000 360,186 5.63
$ 134 100,000 - 43,374 242
$ 1.45 70,000 - 55,146 9.37
$ 197 50,000 25,000 44,255 2.56
$ 2.00 340,000 340,000 337,829 1.59
$ 2.50 227,316 223,716 785,248 7.23
$ 2.66 100,000 27,886 4.75
$ 2.93 150,000 - 51,676 3.59
$ 3.04 250,000 - 141,511 9.82
$ 4.00 771,500 257,600 1,343,960 8.04
$ 5.60 50,000 10,000 155,824 8.38
$ 6.10 55,000 13,000 224,022 8.20
Total 2,939,062 1,644,562 $ 3,669,764 6.02
Weighted Awverage
Number of Number of Black-Scholes Remaining
Exercise Options Options Option Pricing Contractual Life (in
Price Outstanding Exercisable Model Valuation years)
As at December 31, 2009:
$ 0.85 240,595 240,595 $ 108,339 3.95
$ 1.00 856,000 856,000 557,768 5.88
$ 134 100,000 - 17,350 2.67
$ 145 80,000 - 28,647 9.61
$ 197 50,000 25,000 30,978 281
$ 2.00 340,000 340,000 335,403 1.84
$ 2.50 413,632 410,032 784,540 7.48
$ 4.00 825,000 223,000 1,474,514 8.34
$ 5.60 50,000 10,000 126,924 8.63
$ 6.10 62,500 12,500 340,177 8.45
Total 3,017,727 2,117,127 $ 3,804,640 6.20

10



Epsilon Energy Ltd.
Notes to the Unaudited Interim Consolidated Financial Statements
For the six months ended June 30, 2010

5. Shareholders’ Equity (continued)

(c) Stock Options (continued)

The fair value of options granted during the period ended June 30, 2010 was $4.76 per option calculated using a
risk-free rate of 4.3%, dividend yield of 0%, volatility factor of 84%, and expected life of 3 years. The value of the
options was recorded as stock based compensation expense, with an offsetting amount to contributed surplus based
on the vesting terms.

Subsequent to June 30, 2010, 75,000 options were granted to a senior officer of the company. The options are
exercisable at $2.42 per option, have a 3-year term and shall vest 331/3% per annum, beginning one year from the
date of grant.

Also subsequent to June 30, 2010, 21,349 stock options with an exercise price of $0.85 and a fair market value of
$9,491, 75,000 options with an exercise price of $1.00 and a fair market value of $49,396 were exercised and 94,270
options were forfeited.

(d) Contributed Surplus
The following table summarizes contributed surplus for the six months ended June 30, 2010 and the year ended
December 31, 2009:

Six Months Year Enced
Ended June 30, December 31,
2010 2009

Contributed surplus:
Balance, beginning of period $ 6,098,296 $ 5,401,361
Stock options exercised and forfeited (240,834) -
Share repurchase 271,828
Stock options amortized and granted 536,713 696,935

Balance, end of period $ 6,666,003 $ 6,098,296

6. Commitments and Contingencies

Saskatchewan - Bakken Shale Drilling Commitment

The Corporation entered into an agreement with an unrelated privately held Canadian company on August 28, 2008,
whereby the Corporation agreed to pay 100% of the costs to drill a minimum of two horizontal wells in the Bakken
shale in order to earn a 50% working interest in acreage controlled by the unrelated private company. During the
first quarter of 2010, the Corporation paid $100,369 (2009: $2,213,680) for the cost to drill and complete 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 $1,300,000. 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.

New York — Trenton-Black River Well Units

During 2006, the Department of Environmental Conservation (“DEC”) classified the Corporation’s interest in
several wells drilled prior to a statute change as an integrated non-participating owner. As a result, the Corporation
was charged a non-consent penalty (300% of 100% of the total drilling and completion costs) on its pro-rata share of
costs to drill and complete various wells by Talisman Energy Inc. (formerly Fortuna Energy Inc.), the operator. The
Corporation believes its interest in the subject wells should have been classified as an integrated participating owner
upon payment of its pro-rata share of costs, effectively negating the non-consent penalty the operator could charge
prior to disbursing the Corporation’s pro-rata share of profits. The Corporation formally appealed the DEC’s ruling,
and, if successful, will require the non-consent penalty withheld by the operator to be disbursed to the Corporation.
As a result, there is no anticipated effect on the Corporation’s established working interest. As a non-operator, the
Corporation is not liable to make any non-consent payments.

11



Epsilon Energy Ltd.
Notes to the Unaudited Interim Consolidated Financial Statements
For the six months ended June 30, 2010

6. Commitments and Contingencies (continued)
New York — Trenton-Black River Well Units (continued)

Due to this contingency, there were no amounts initially recorded on the Corporation’s consolidated financial
statements prior to payout. In the case where payout has occurred, the Corporation recorded its share of costs and
revenues on a prospective basis beginning with the month that each well had been determined to have achieved
payout. As at June 30, 2010, the Corporation was classified as an integrated non-participating owner in 7 gross
(0.10 net) wells, including 3 gross (0.06 net) for which the non-consent penalty had been paid out. In 2009 the
Corporation had received a favorable decision on its F. Andrews well appeal from the NY DEC commissioner. The
decision was not appealed by Talisman Energy Inc. (formerly Fortuna Energy Inc). and the Corporation is currently
awaiting final settlement numbers. This decision will result in reimbursement of the non-consent penalty charged to
the Corporation for that well. There has been no decision issued for the remaining wells that the Corporation has
appealed.

Ethiopia

On May 14, 2009, the Corporation announced that it had signed a Production Sharing Agreement (“PSA”) with the
Ministry of Mines and Energy in Democratic Republic of 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 the Corporation and 20% for the Ministry.
Through June 30, 2010, the Corporation had incurred $2,273,841 under the terms of this agreement mainly for a
high resolution airborne gravity and magnetic survey.

The Corporation’s future commitments are summarized in the following table:

Payments Due by Period

Less than 1-3 4 Years and After
Total 1 Year Years
Future Commitments:
Accounts payable and accrued liabilities $ 1,925,802 $ 1,920,148 $ 5,654 $
Operating leases 266,576 76,165 152,329 38,082
Purchase obligations (1) 1,622,140 1,622,140 $ - $
Other long-termobligations (2) 4,195,800 1,195,800 3,000,000 $
Total future commitments $ 8,010,318 $ 4,814,253 $ 3,157,983 $ 38,082
Notes:

(1) Saskatchewan - Bakken Shale Drilling Commitment.
(2) Estimated remaining costs pertaining to the Production Sharing Agreement in Ethiopia and additional Bakken wells.

12



Epsilon Energy Ltd.
Notes to the Unaudited Interim Consolidated Financial Statements
For the six months ended June 30, 2010

6. Commitments and Contingencies (continued)

Litigation

The Company is involved in litigation and claims arising in the normal course of operations. Management is of the
opinion that any pending litigation is without merit and would not have a material adverse impact on the Company’s
financial position or results of operations.

7. Financial Instruments

Risk Management

The Corporation has the following risks related to financial assets and liabilities:
o Liquidity Risk

Commodity Price Risk

Interest Rate Risk

Foreign Currency Risk

Credit Risk

O O O O

There have been no significant changes to objectives, policies or risks that the Corporation is subject to since
December 31, 2009.

8. Related Party Transactions
The Corporation reports its related party transactions on an exchange amount basis in equivalent US dollars. A
summary of such transactions follows:

Executive Chairman

The Corporation utilizes administrative services provided by 706147 Ontario, Inc., a company owned by the
Executive Chairman’s spouse. 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. The Executive Chairman is the Chairman and CEO of Rockefeller Hughes, a company that rents office
space from the Corporation. The following G&A transactions arose in the normal course of business and have been
accounted for at the exchange amount being the amount agreed to by the related parties, which approximates the
arms length equivalent value:

Six months Year ended
June 30, December 31,
2010 2009
706147 Ontario, Inc. $ 20,672 $ 48,618
Capital Z Corporation $ 37,194 $ 2,181
Rockefeller Hughes $ (8,000) $ -

The following balances are included in accounts payable and advances payable and are unsecured, non-interest
bearing and due on demand:

13



Epsilon Energy Ltd.
Notes to the Unaudited Interim Consolidated Financial Statements
For the six months ended June 30, 2010

8. Related Party Transactions (continued)

Six Months Ended Year Ended
June 30, December 31,
2010 2009
706147 Ontario, Inc. $ 3,601 $ 3,597
Capital Z Corporation 1,703 1,546

Rockefeller Hughes - -

Director

On February 7, 2007, the Corporation obtained a 25% undivided participating interest in Gastem Inc.’s undeveloped
oil and natural gas interests covering approximately 1,184,000 acres (249,000 net) in the St. Lawrence Lowlands
and in the Gaspe Peninsula of Quebec. Under terms of the agreement, the Corporation may elect to participate on a
well-by-well basis with a 25% working interest in any current or future oil and natural gas property Gastem Inc. may
acquire in Quebec. In return, the Corporation granted Gastem Inc. the right to participate for 25% of the
Corporation’s interest in certain future wells to be drilled in the Corporation’s Amber Bank project in West Virginia
by spending up to $1.05 million. The Corporation’s carrying value of the portion of its Amber Bank project’s
leasehold attributable to Gastem Inc.’s participation was nominal. The agreement was consummated with the
expectation that Raymond Savoie, Gastem Inc.’s President, would become a director of the Corporation. Mr. Savoie
became a director of the Corporation on July 16, 2007. On June 16, 2009, the Corporation, along with Gastem Inc.,
sold all of its oil and natural gas property interests in West Virginia to an unrelated third party for a gross amount of
$14,000,000 ($779,802 net to Gastem Inc.). Related party transactions with Gastem Inc. were conducted in US
dollars. A summary of Gastem’s joint venture share of related party transactions between the Corporation and
Gastem Inc. follows:

Six months Year ended
June 30, December 31,
2010 2009
Gastem Inc.
Joint venture costs $ 76,037 $ 341,164
Joint venture revenues - 111,502
Accounts payable 93,452 296,678
Proceeds fromsale of assets - 779,802

These transactions arose in the normal course of business and have been accounted for at the exchange amount
being the amount agreed to by the related parties, which approximates the arms length equivalent. The balances are
unsecured, non-interest bearing and due on demand.

Former Director and former President and CEO

Austin Exploration LLC, a company owned by a former Director (resigned January 2010) who is also the former
President and CEO of the Corporation, is a participant in the Corporation’s Empire project. Western Land Services
Inc., a company owned by the same person, used to provide oil and natural gas lease brokerage services to the
Corporation in accordance with a Project Services Agreement between Western Land Services and the Corporation.
The agreement with Western Land Services was terminated during second quarter of 2010.
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Epsilon Energy Ltd.

Notes to the Unaudited Interim Consolidated Financial Statements
For the six months ended June 30, 2010

8. Related Party Transactions (continued)

Six months Year ended
June 30, December 31,
2010 2009

Austin Exploration LLC:

Accounts receivable $ - $ 36,819

Joint venture costs - $ 408,873

Joint venture revenues - $ 563,835
Western Land Services:

Lease brokerage services $ - $ 440,092

Accounts payable - $ 86,320

9. Reportable Geographical Segments
As at June 30, 2010, the Corporation’s operations by geographical area included the United States, Canada, Yemen,
and Ethiopia. See Note 3 “Property and Equipment”. Summarized reportable geographical segment data follows:
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Epsilon Energy Ltd.

Notes to the Unaudited Interim Consolidated Financial Statements
For the six months ended June 30, 2010

9. Reportable Geographical Segments (continued)

Three Months Ended Six Months Ended

June 30, June 30,
2010 2009 2010 2009
Reportable Segments:
United States:
Revenues $ 3,864,482 $ 732,281 $ 7,847,743 $ 2,439,798
Operating costs 437,424 385,145 865,828 852,393
Capital expenditures 1,169,882 7,163,074 2,520,646 14,222,509
Canada:
Revenues 4,943 17,806 -
Operating costs 3171 1,544 -
Capital expenditures 1,289,814 40,217 1,390,232 49,971
Yemen:
Revenues - -
Operating costs - - -
Capital expenditures - 299,659 - 2,172,276
Ethiopia:
Revenues - - -
Operating costs - - -
Capital expenditures 176,067 643,855 179,803 229,561
Other International:
Revenues - - -
Operating costs - - -
Capital expenditures 5,818 127,834 17,124 2,737,116
Total Reportable
Segments
Rewenues $ 3,869,425 $ 732,281 $ 7,865,549 $ 2,439,798
Operating costs $ 440,595 $ 385,145 $ 867,372 $ 852,393
Capital expenditures $ 2,641,581 $ 8,274,639 $ 4,107,805 $19,411,433
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Epsilon Energy Ltd.
Notes to the Unaudited Interim Consolidated Financial Statements

For the six months ended June 30, 2010

10. Changes in Non-Cash Balances Related to Cash Flows
Changes in non-cash balances were comprised of the following:

Three Months Ended Six Months Ended
June 30, June 30,
2010 2009 2010 2009

Changes in non-cash balances:

Accounts receivable, net (841,980) 2,593,005 (1,344,298) 2,233,171
Other current assets 92,596 (54,227) 17,307 (2,355)
Accounts payable and accrued liabilities (228,119) 308,567 (27,641) (5,886,271)
Total changes to non-cash balances (977,503) 2,847,345 (1,354,632) (3,655,455)

Non-cash changes relating to the Additions to Oil and Natural Gas Properties component of cash used in investing
activities for the three and six months ended June 30, 2010 and 2009, respectively, were comprised of the following:

Three Months Ended Six Months Ended
June 30, June 30,
2010 2009 2010 2009

Additions to Oil and Natural Gas Properties

Change in gross property for the period 2,641,963 (14,378,800) 4,107,806 (3,199,555)

Non-cash changes:

Asset retirement obligations - 149,486 48,180 134,371

Cost of assets sold - 22,674,937 22,674,937

Accrued liabilities 1,502,554 2,445,093 1,502,554 (419,375)

Additions to other properties (382) (538)

Currency translation effect 124,996 34,016

Total cash additions to oil and natural gas properties 4,269,131 10,890,716 5,692,018 19,190,378

The Corporation did not have any material non-cash changes pertaining to its financing activities for the presented
periods.
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Epsilon Energy Ltd.

Notes to the Unaudited Interim Consolidated Financial Statements

For the six months ended June 30, 2010

11. Capital Disclosures

As at June 30, 2010, the Corporation defines its capital as follows:
e Cash and cash equivalents
e Restricted cash
e Shareholders’ equity

The amounts included in the Corporation’s capital are as follows:

June 30,
2010
Capital:
Cash and cash equivalents $ 15,522,564
Restricted cash $ 932,940
Shareholders' equity $ 80,225,852

The Corporation’s strategy is designed and formulated to maintain a flexible capital structure to allow the
Corporation the ability to respond to changes in economic conditions, additional capital requirements, and the risk
characteristics of the underlying assets of the Corporation. The Corporation considers the cash flows from the
underlying assets and future capital needs when assessing the need for additional capital, if any. Depending on
future liquidity requirements, the Corporation may invest its excess cash in short or long-term financial instruments.

12. Subsequent Event

By agreement dated January 2, 2010, the Corporation agreed to sell all of the issued and outstanding shares in
Epsilon Energy Yemen Ltd. (“Epsilon Yemen”). This agreement was amended on July 14, 2010 and further
amended on July 15, 2010; the total amended purchase price is $656,000 of which $100,000 was received on August

3, 2010.
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December 31,
2009

$ 15,288,547

$ 732,240

$ 80,706,043



