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DEFINITIONS
Unless the context indicates otherwise, the follmatierms shall have the meanings set out below wked in this
Annual Information Form. Certain other terms anfiraliations used herein, but not defined hereia,d&fined in
NI 51-101 or the COGE Handbook and, unless theesomitherwise requires, shall have the same mesatiagein
as in NI 51-101 or the COGE Handbook.

“2007 Bid’ means the normal course issuer bid announceddpata in June 2007 through the facilities of the
TSXV to acquire for cancellation up to 871,129 Coonnshares;

“2008 Bid’ means the normal course issuer bid announcedapata in June 2008 through the facilities of the
TSXV to acquire for cancellation up to 864,329 Coonnshares;

“771129 means 771129 Alberta Ltd., a corporation orgashizender the ABCA and Zapata's wholly-owned
subsidiary;

“744997 means 744997 Alberta Ltd., a corporation orgashiseder the ABCA and a predecessor to Zapata by
amalgamation;

“ABCA" means théBusiness Corporations AdR.S.A. 2000, c. B-9, as amended;
“AlF " means this Annual Information Form;
“Board of Directors” or “Board” means the board of directors of the Corporation;

“Breaker” means Breaker Energy Ltd., a publicly tradedamitl natural gas company acquired by NAL Oil & Gas
Trust in December 2009;

“COGE Handbook’ means the Canadian Oil and Gas Evaluation Harklipwepared jointly by the Society of
Petroleum Evaluation Engineers (Calgary chaptet)tha Canadian Institute of Mining, Metallurgy &tRéeum;

“Common Share8 means the common shares of the Corporation;

“Corporation” or “Zapata” means Zapata Energy Corporation, a corporationganated under the ABCA,

“FT Units” means units issued pursuant to a private placentest took place in conjunction with the
Recapitalization, with each unit consisting of ddemmon Share issued on a “flow-through” basis icoetance
with the Tax Act an@ne Performance Warrant;

“NAFTA"” means the the North American Free Trade Agreement

“NI 51-101" means National Instrument 51-101 - Standardsis€IDsure for Oil and Gas Activities;

“Partnership” means Zapata Limited Partnership, an Albertattchipartnership;

“Performance Warrant” means a Cmmon Share purchase warrant entitling the holdgouwhase one Common
Share at a price of $5.17 for a period of five ge@sued pursuant to the private placement tlokt piéace in conjunction
with the Recapitalization;

“Preferred Shares means the preferred shares of the Corporation;

“Recapitalization” means the change of officers and directors arel ghivate placement of the Corporation



conducted pursuant to the Recapitalization Agre¢men

“Recapitalization Agreement means the reorganization and investment agreened March 24, 2010 among
the Corporation and P. Daniel O'Neil, Maxwell LB&niel C. Brown and Paul Colborne;

“Sproule’ means Sproule Assaociates Limited, independerdruil gas reservoir engineers;
“Sproule Report’ means the independent engineering report datedhvizsc 2010 and effective December 31,
2009 prepared by Sproule evaluating the oil, NGO aatural gas reserves attributable to the pragsei the

Corporation;

“Tax Act” means thdncome Tax ActCanada), R.S.C. 1985, c.|"(Supp.), as amended, including the regulations
promulgated thereunder;

“Transitional Program” means the optional five-year transitional royafiyogram announced by the Alberta
Government on November 19, 2008 and November 238;20

“TSXV” means the TSX Venture Exchange; and

“Units” means units issued pursuant to a private placethahtook place in conjunction with the Recajution,
with each unit consisting of one Common Share@redPerformance Warrant.



ABBREVIATIONS AND CONVERSION

In this Annual Information Form, the abbreviatis®s forth below have the following meanings:

Oil and Natural Gas Liquids Natural Gas

bbl Barrel Mcf thousand cubic feet

bbls Barrels MMcf million cubic feet

Mbbls thousand barrels Mcf/d thousand cubic feetay

MMbbls million barrels MMcf/d million cubic feet pelay

Mstb 1,000 stock tank barrels MMBtu million Britidthermal Units

bbl/d barrels per day Bcf billion cubic feet

NGLs natural gas liquids GJ gigajoule

stb standard tank barrels

Other

AECO a natural gas storage facility located afiSidf, Alberta

API American Petroleum Institute

°API an indication of the specific gravity of ceucbil measured on the API gravity scale. Liquid
petroleum with a specified gravity of 28° API ogheér is generally referred to as light crude oil

BOE barrel of oil equivalent on the basis of 1 B@E5 Mcf of natural gas. BOEs may be misleading,
particularly if used in isolation. A BOE conversiaatio of 1 BOE for 6 Mcf is based on an energy
equivalency conversion method primarily applicadiehe burner tip and does not represent a value
equivalency at the wellhead

BOE/d barrel of oil equivalent per day

m3 cubic metres

MBOE 1,000 barrels of oil equivalent

$000s thousands of dollars

M$ thousands of dollars

MM$ millions of dollars

WTI West Texas Intermediate, the reference priie n U.S. dollars at Cushing, Oklahoma for crude

oil of standard grade



SPECIAL NOTE REGARDING FORWARD LOOKING STATEMENTS

Certain statements contained in this Annual InfaiomaForm constitute forward-looking statementse Tise of any
of the words “anticipate”, “continue”, “estimate®xpect”, “may”, “will", “project”, “should”, “believe” and similar
expressions are intended to identify forward-logkstatements. These statements involve known akdown
risks, uncertainties and other factors that mageactual results or events to differ materialyyfrthose anticipated
in such forward-looking statements. The Corporatielieves the expectations reflected in those daavlooking
statements are reasonable, but no assurance cgiverethat these expectations will prove to be extirSuch
forward-looking statements included in this Annlrdiormation Form should not be unduly relied updiese
statements speak only as of the date of this Animfiamation Form.

In particular, this Annual Information Form may tain forward-looking statements pertaining to tbiofving:

» the performance characteristics of the Corporatiothand natural gas properties;

« oil and natural gas production levels;

< the size of the oil and natural gas reserves;

» projections of market prices and costs;

« supply and demand for oil and natural gas;

» expectations regarding the ability to raise cagmital to continually add to reserves through adtois and
development;

« treatment under governmental regulatory regimestax laws; and

» capital expenditure programs;

With respect to forward looking statements contdiitethis Annual Information Form, the Corporatibas made
assumptions regarding:

« oil and natural gas production levels;

e commodity prices;

 availability of labour and drilling equipment;

* timing and amount of capital expenditures;

« general economic and financial market conditi@ms)

« government regulation in the areas of taxatioyalty rates and environmental protection;

The actual results could differ materially from skecanticipated in these forward-looking statemasta result of the
risk factors set forth below and elsewhere in #risual Information Form:

« volatility in market prices for oil and naturalgga

« liabilities inherent in oil and natural gas opé&nas;

e uncertainties associated with estimating oil aatliral gas reserves;

» competition for, among other things, capital, asigjons of reserves, undeveloped lands and skijkxdonnel;

» incorrect assessments of the value of acquisiamiasexploration and development programs;

» geological, technical, drilling and processinglpeons;

« changes in legislation, including changes in taxsl and incentive programs relating to the oil gasl industry;
and

 the other factors discussed under “Risk Factors”.

Statements relating to “reserves” or “resourceg’ @gemed to be forward-looking statements, as ith@jve the
implied assessment, based on certain estimatesssuinptions, that the resources and reserves loesaan be
profitably produced in the future.



Readers are cautioned that the foregoing listsacfofs are not exhaustive. The forward-looking estesnts
contained in this Annual Information Form are esghg qualified by this cautionary statement. Thepdaation
does not undertake any obligation to publicly updatrevise any forward-looking statements othantas required

under applicable securities laws.



ZAPATA ENERGY CORPORATION

General

The Corporation is a Calgary, Alberta-based, putimpany whose Common Shares are listed on the T8Xr
the symbol “ZCO”. The Corporation was incorporatedJanuary 26, 1998 under the ABCA as “Zapata t@lapi
Inc.” and completed its initial public offering 4§000,000 Common Shares on August 21, 1998 unéeAltberta
Stock Exchange's junior capital pool program. ©@nel18, 1999, the Corporation acquired all of gsied and
outstanding shares of 744997, a private corporatierthe Corporation's major transaction undeberta Stock
Exchange's junior capital pool program and amalgedwaith 744997 on that date under the name “Zapatxgy

Corporation”.

Further Canadian assets were acquired in 2002dimgu7 71129, which is now Zapata's wholly-owned sdlary.
Certain producing assets of Zapata and 771129 aside in the Partnership, an Alberta limited padghip. Zapata

and 771129 own 100 percent of the Partnership.

Zapata Energy Corporation

Alberta Corporation, Amalgamated June 18, 1999

| | 97% |

| g

| Zapata Limited Partnership

100%
' Alberta Limited Partnership, Registered August 8, 2004

|

771129 Alberta Ltd.

Alberta Corporation, Incorporated January 7, 1998, General Partner

The Corporation's head office is located at Su@i@, 35 - 4th Avenue S.W., Calgary, Alberta, T2P83#d the
Corporation’s registered office is located at Sa2€0, 425 — 1 Street S.W., Calgary, Alberta, T2P 3L8.

DEVELOPMENT OF THE BUSINESS

General

Zapata is an independent Alberta oil and gas coynpénich acquires interests in petroleum and natgaal rights,
and explores for, develops, produces and market®l@em and natural gas reserves in Alberta andisBri
Columbia. The Corporation's strategy for growtthésed on certain guiding principles including pluesuit of oil
and liquids rich gas prospects in the Western Gana8edimentary Basin, generation of prospectsriatly,

managing debt levels and assembling and maintalangg land interests in diversified core areas mathtaining

operatorship of such areas.



2007

During 2007, the Corporation drilled 11 (5.1 neBli@ resulting in seven (2.5 net) natural gas welle (one net)
oil well and one (one net) abandonment. The Catpmr achieved average annual production of 2,98 cbin
2007. Total proved plus probable reserves at DeeerBb, 2007 totalled 8.7 MMboe (gross using forepaices
before royalties) consisting of 52 percent natgesd and 48 percent crude oil and NGL.

During 2007, Zapata purchased and cancelled 26 C2d@mon Shares pursuant to the 2007 Bid at an gegndce
of $2.11 per Common Share.

2008

In 2008, Zapata drilled or participated in drilliag (17.9 net) wells resulting in 15 (7.4 net) gadls, ten (8.5 net)
oil wells and two net abandoned wells.

The largest increase in reserves related to theerSdrea where successful drilling and waterfloesutts led to
extensions and increased recovery factors. Regsimd new reserves (discoveries) added 1,282.7% Ntbohe
company’s reserves. Production reduced the Caiipoisreserves by 1,042.5 Mboe. Other minor fexcteduced
reserves by 79.8 mboe. The Corporation increasedei result of the above was an increase of 16de of
proved and probable reserves at December 31, 2008.

During 2008, the Corporation acquired and cancelléatal of 619,900 Common Shares pursuant to @& Bid at
an average cost of $2.96 per Common Share.

2009 to March 2010

Between December 2009 and January 2010, Zapatalemohpa private placement of an aggregate total of
1,344,399 units and 757,000 Common Shares issua “fiow-through” basis in accordance with the TAst.
Each unit consisted of one Common Share and onen@onShare purchase warrant (with each whole warrant
exercisable into one Common Share at a price @0der Common Share until December 23, 2010).

In 2009, Zapata drilled or participated in drillidg (13.6 net) wells resulting in four (0.6 netsgeells, 11 (11 net)
oil wells, one (one net) standing well and one (oe® abandoned well. In 2009, Zapata purchasddcancelled
36,000 Common Shares pursuant to the 2008 Bid avarage cost of $1.83 per Common Share.

The Recapitalization

On March 24, 2010, the Corporation entered intoRkeapitalization Agreement. The Recapitalizat\gneement
provided for the transactions described underttbading.

On April 13, 2010, the then existing directors afficers of the Corporation resigned and were megdaby the
current directors and officers of the Corporatiofhe Corporation concurrently completed a non-bredeprivate
placement pursuant to which it issued 1,787,500 @omShares at a price of $4.40 per Common Sha&84,817
units (the “Units”) at a price of $4.40 per Unitda681,819 flow-through units (the “FT Units”) apace of $4.40

per FT Unit, for total proceeds of approximately? L million. Each Unit consists of one Common $hamdone
Common Share purchase warrant (“Performance Wdyrantitling the holder to purchase one Common 8fzra price

of $5.17 for a period of five years, subject totaier conditions. Each FT Unit consists of one Common Share issued
on a “flow-through” basis in accordance with the<Pact andone Performance Warrant.

All of the Common Shares, Units and FT Units isspatsuant to the non-brokered private placemensuapgect to
a contractual escrow arrangement under which ong-tii the securities are released from escrow sacmonths
following the date of issuance.



Following the Recapitalization

On May 5, 2010, the Corporation completed a boudglat- short form prospectus offering of 6,945,000nGmn

Shares at a price of $7.20 per Common Share faisgrggregate proceeds of $50,004,000. Pursutg tifering,

the underwriters were granted an over-allotmenbapb purchase up to an additional 1,042,000 Com8imares to
cover over-allotments, if any, at a price of $7p& Common Share for additional gross proceedppfoximately
$7,502,400. The over-allotment option is exercisablwhole or in part for a period of 30 days faling closing of
the offering.

DESCRIPTION OF THE BUSINESS
Corporate Strategy

The Corporation's business plan is to build arand liquids rich gas company that acquires, expkaitd explores
for production and reserves in western Canadaactomplish this, the Corporation intends to plagh Ipriority on
positioning the Corporation in significant oil resoe plays to provide a definable, high rate otimetdrilling
inventory, where it can utilize its proven expederwith enhanced oil recovery and drilling horizdmnulti-frac
wells.

The Corporation intends to maintain a balance bamwexploitation and development drilling for oihdagas
reserves, asset and corporate acquisition opptésitihat meet the Corporation's business parasatet resource
play exploration. To achieve sustainable and @bl growth, management of the Corporation beliewves
controlling the timing and costs of its projectsesver possible. Accordingly, the Corporation seelksecome the
operator of its properties to the greatest extessiple. Further, to minimize competition withia geographic areas
of interest, the Corporation strives to maximizeitorking interest ownership in its properties vehezasonably
possible.

In reviewing potential drilling or acquisition opgionities, the Corporation gives consideration te following
criteria:

@ risk capital to secure or evaluate the oppdstun
(b) the potential return on the project, if sucbass
(c) the likelihood of success; and

(d) risked return versus cost of capital.

In general, the Corporation pursues a portfoliorapgh in developing a large number of opportunitiéth a
balance of risk profiles in an attempt to genesaigtainable high levels of growth. It should b&eddhat the Board
of Directors may, in its discretion, approve assetorporate acquisitions or investments that docoaform to the
guidelines discussed above based upon the Boaméderation of the qualitative aspects of the ettiproperties,
including risk profile, technical upside, reserife hnd asset quality.

In addition, the new management team of the Cotjporaas described below unddbdifectors and Officers is
currently assessing the assets and operation® @@ ahporation, including its existing land basejliies, reserves,
prospects and personnel. The Corporation is inptteeess of further evaluating its existing resgnwrilling
prospects and capital expenditure program, amoner agtems, with a view towards setting its capitatiget and
corporate strategy for 2010. Such review has corsetbbut has not been completed as of the datefh@temnew
management team at Zapata may determine that assuosjpassessments, decisions or strategies addyyted
Zapata’s prior management are no longer applicabppropriate and will not be continued, endoimetbliowed.
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In such event, Zapata may reassess the plans iimportance assigned to certain assets or prospedtannounce a
realignment of historical corporate priorities. Bueassessment and realignment may result in chkangbe value
attributed to such assets or prospects, or poligntize disposition of such assets or prospectschvindividually or
in the aggregate may be material.

Presentation of Oil and Natural Gas Reserves Datana Other Information

Zapata’'s Statement of Oil and Gas Reserves Datddmet Oil and Gas Information for the year endetd&nber
31, 2009, dated March 25, 2010 including the ReporReserves Data by Sproule Associates Limitegr¢/de”)

in Form 51-101F2 and the Report of Management aingcfors of the Corporation in Form 51-101F3 ateaths
Exhibits “A” and “B” thereto, respectively, (the pSoule Report”), is hereby incorporated by refeeeimcand forms
part of this Annual Information Form. The SproulepRrt is available through the internet on Zapa&EDAR

profile at www.sedar.com.

Competition

The oil and natural gas industry is competitivealhits phases. The Corporation competes with noosother
participants in the search for, and the acquisit§roil and natural gas properties and in the mtng of oil and
natural gas. The Corporation's competitors incied®urce companies which have greater financialuress, staff
and facilities than those of the Corporation. Cofitige factors in the distribution and marketingaf and natural
gas include price and methods and reliability divéey. The Corporation believes that its competitposition is
equivalent to that of other oil and gas issuersiroflar size and at a similar stage of development.

Seasonal Factors

The exploration for and development of oil and raltlgas reserves is dependent on access to area® wh
production is to be conducted. Seasonal weathétiars, including freeze-up and break-up, affeciess in certain
circumstances.

Environmental Regulation

The oil and natural gas industry is currently sabfe environmental regulations pursuant to a waieé provincial
and federal legislation. Compliance with such liegisn can require significant expenditures or lesuoperational
restrictions. Breach of such requirements may teBulsuspension or revocation of necessary liceraws
authorizations, civil liability for pollution damagand the imposition of material fines and pensyltal of which
might have a significant negative impact on earsiagd overall competitiveness. See below undeh#zalings
“Industry Conditions - Environmental Regulation"dafRisk Factors — Environmental Concerns”.

The Corporation is obligated to abandon, retire axlaim wells and wellsites in compliance with Eqgble
environmental laws and regulations. As of Decen8ier2009, the Corporation has recorded an assetment
obligation of $5,388,480. The Corporation antitgsathat the expenditures necessary to satisfadbet retirement
obligation will be incurred over a period of 50 y&awith the majority of the expenditures beinguimed from years
2 to 50. Other than asset retirement obligatiorss @wlinary course operational expenditures necggeagnsure
environmental compliance, the Corporation is noar@wof any environmental protection requirement thidl
impact its capital expenditures, earnings or coitipetposition in a manner disproportionate to tbhits peers in
its area of operations.

Personnel

As at December 31, 2009, the Corporation had 2dames, 4 consultants and 31 contract operators.
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SHARE CAPITAL

The Corporation is authorized to issue an unlimiteotnber of Common Shares and an unlimited number of
Preferred Shares issuable in series. As at M&080, there were 30,794,181 Common Shares and aeferfed
Shares issued and outstanding.

Common Shares

The holders of Common Shares are entitled to: i@ wote for each Common Share held at all meetofgs
shareholders of the Corporation other than meetifigise holders of any class or series of shareingeas a class
or series; (ii) receive any dividends declaredhey€orporation on the Common Shares; and (iii)esthip the rights
of shares ranking prior to the Common Shares, deive the remaining property of the Corporationd@solution,
after the payment of all liabilities.

Preferred Shares

The Preferred Shares may be issued in one or raessThe Board of Directors is authorized totfig number of
shares in each series and to determine the deisignaghts, privileges, restrictions and condigagttached to the
shares of each series. The Preferred Shares atlecetd a priority over the Common Shares withpexg to the
payment of dividends and the distribution of asaetsn the liquidation, dissolution or winding-upZspata.

DIVIDEND POLICY

The Corporation has not declared or paid any diddeon the Common Shares since its incorporatioy.d®cision
to pay dividends on the Common Shares will be niadéhe Board of Directors on the basis of the Coapon's
earnings, financial requirements and other conuiitiexisting at such future time.

ESCROWED SECURITIES

The following securities of the Corporation are jegbto contractual escrow restrictions pursuantht terms of
escrow agreements dated April 13, 2010 betweerCtrporation, the holders of the securities and @lgnTrust
Company as escrow agent. These securities weredigsursuant to the Recapitalization and will Heaged as to
one-third on each of October 13, 2010, April 1312@nd October 13, 2011. See “Development of th&rgss —
The Recapitalization”.

Number of Securities

Class of Securities Escrowed Percentage of Class
Common Shares 3,863,636 13%
Performance Warrants 2,076,136 100%

MARKET FOR SECURITIES

The Common Shares are listed for trading on theM 8Xder the trading symbol “ZCO”. The followingola sets
forth the price range and trading volume of the @mm Shares for the periods indicated.

Price Range ($)
Period High Low Trading Volume

2009
January 1.81 1.50 46,500
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February
March

April
May
June
July

August
September
October
November
December

2.00 1.58 78,400
1.99 1.50 83,700
1.84 1.35 219,000
1.84 1.37 170,500

1.98 1.62 102,000
2.45 1.74 145,700
2.43 2.09 52,700

2.54 2.30 105,000
3.33 2.33 241,800

3.00 2.60 129,000

3.48 2.81 409,200

DIRECTORS AND OFFICERS

In conjunction with the completion of the non-brodé@ private placement on April 13, 2010, the tha&isting

directors and officers of the Corporation were aeptl by the current directors and officers of tioepGration. The
name, municipality of residence, principal occupatior the prior five years and position with ther@oration of
each of the directors and officers of the Corporatire as follows:

Name and Residence

Position

P. Daniel O'Nelf’
Calgary, Alberta

Paul Colborn®
Calgary, Alberta

Robert Leac? @
Calgary, Alberta

Peter Bannisté&r ©
Calgary, Alberta

Keith Macdonalf ©
Calgary, Alberta

James Pasielh
Calgary, Alberta

Director and

Principal Occupation During Previous Five Years

President and Chief Executive Officer of the Cogpion. Prior

President and Chief thereto, President and Chief Executive Officer ofdker Energy Ltd.

Executive Officer

Chairman of the

Board of Directors

Director

Director

Director

Director

(“Breaker”), a publicly traded oil and natural gesmpany, from its
formation in September 2004 until its acquisition VAL Oil & Gas
Trust in December 2009.

President of StarValley Oil & Gas Ltd., a privaté and natural gas
company, since October 2006. Prior thereto, Peasicand Chief

Executive Officer of StarPoint Energy Trust, a peligltraded oil and

natural gas income trust, until its merger to fo@anetic Resources
Trust in January 2006.

President and Chief Executive Officer of Customckrisales Ltd., a
private  company operating Kenworth truck dealershign
Saskatchewan and Manitoba, and President of Irttenad Fitness
Holdings, an operating arm of a private equity fioperating 25 health
clubs in Alberta.

President of Destiny Energy Inc, a prhatowned oil and gas
company. Prior thereto, Vice-President Exploratidrivission Oil &
Gas Inc. until its acquisition by Crescent Poinegyy Trust in January
2006. Prior thereto, Vice-President ExplorationStarPoint Energy
Inc. and President of Impact Energy Inc.

President of Bamako Investment Managemkttt.,, a financial
consulting and investment holding company.

Partner of the national law firm Heenan Blaikie L&iRce 2001.
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Maxwell Lof
Calgary, Alberta

Dan Brown

Calgary, Alberta

Margaret Elekes
Calgary, Alberta

Malcolm Adams
Calgary, Alberta

Chief Financial
Officer

Chief Operating
Officer

Vice-President,
Land

Vice-President,
Corporate
Development

Chief Financial Officer of the Corporation. Pridhereto, Chief
Financial Officer of Breaker from its formation 8eptember 2004 until
its acquisition by NAL Oil & Gas Trust in Decemi909.

Chief Operating Officer of the Corporation. Pritvereto, Chief
Operating Officer of Breaker from August 2009 uiitsl acquisition by
NAL Oil & Gas Trust in December 2009. Previous Boeaker,
Business Unit Team Lead at a major North Americaadpction
company.

Vice-President, Land of the Corporation. Priorréhe, Consulting
Landman for Breaker from its formation in SeptemB6604 until its
acquisition by NAL Oil & Gas Trust in December 2088d Consulting
Landman with Legacy Oil + Gas Inc. from Decembe@2@ March
2010.

Vice-President, Corporate Development of the Caton. Vice-
President of ARC Financial Corp. from October 28®April 2010.

Kevin Angus Vice President, Vice President, Exploration of the Corporation. €Exee Vice-

Calgary, Alberta Exploration President and Director of Pegasus Oil and Gasfiom June 2006 to
August 2009. Prior thereto, Vice-President, Explora at Mustang
Resources Inc. from June 2003 to July 2005 andidemtsof KD
Angus & Associates Ltd. from 1997 to 2003.

Notes:

1) Member of the audit committee.

2 Member of the compensation committee.

3) Member of the reserves committee and environmesatith and safety committee.

As a group, the directors and executive officershaef Corporation beneficially own, control or diredirectly or
indirectly, 1,861,816 Common Shares, represenfipgaximately 6.05% of the outstanding Common Shares

Corporate Cease Trade Orders

To the knowledge of management of the Corporationdirector or executive officer of the Corporatisnor within
the 10 years before the date of this AlIF, has baetirector, chief executive officer or chief firgal officer of any
other issuer that:

a) was the subject of a cease trade or similar ordeanoorder that denied the other issuer accessto a
exemptions under Canadian securities legislatian l&sted for a period of more than 30 consecutwes
that was issued while the director or executivéceffwas acting in the capacity as director, chiedcutive
officer or chief financial officer; or

b) was subject to a cease trade or similar order oorder that denied the relevant issuer access yo an
exemption under securities legislation that lagteda period of more than 30 consecutive days Wed
issued after the director or executive officer eda® be a director, chief executive officer oretHinancial
officer and which resulted from an event that opedirwhile the person was acting in the capacity as
director, chief executive officer or chief finanicidficer.
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Bankruptcies

To the knowledge of management of the Corporationdirector or executive officer, or any sharehokigding a
sufficient number of securities of the Corporattonaffect materially the control of the Corporati@r a personal
holding company of any such person:

a) is, at the date of this AlF or has been within 18eyears before the date of this AlF, a directoexecutive
officer of any company that, while that person \aating in that capacity or within a year of thatgom
ceasing to act in that capacity, became bankrupgijema proposal under any legislation relating to
bankruptcy or insolvency or was subject to or tnsid any proceedings, arrangement or compromige wi
creditors or had a receiver, receiver managenstde appointed to hold its assets; or

b) has, within the 10 years before the date of this, Aecome bankrupt, made a proposal under anyd#gis
relating to bankruptcy or insolvency, or was subjec or instituted any proceedings, arrangement or
compromise with creditors, or had a receiver, reremanager or trustee appointed to hold the as$éte
director, officer or shareholder.

Penalties or Sanctions

To the knowledge of management of the Corporationdirector or executive officer, or any sharehokigding a
sufficient number of securities of the Corporatioraffect materially the control of the Corporatitias:

a) been subject to any penalties or sanctions impbgedcourt relating to Canadian securities legmtadr by
a Canadian securities regulatory authority or hatgred into a settlement agreement with the Canadia
securities regulatory authority; or

b) been subject to any other penalties or sanctiopesed by a court or regulatory body that wouldlyikee
considered important to a reasonable investor ikimgaan investment decision.

Conflicts of Interest

The directors and officers of the Corporation mastipipate in activities and investments in theamitl gas industry
outside the scope of their engagement or employmertirectors or officers of the Corporation. Aseault, the

directors and officers may become subject to cctsflof interest. The ABCA provides that, in the mvéhat a

director has an interest in a contract or propasedract or agreement, the director shall dischisénterest in such
contract or agreement and shall refrain from votingany matter in respect of such contract or agee¢ unless
otherwise provided under the ABCA. To the extemt ttonflicts of interest arise, such conflicts vii# resolved in
accordance with the provisions of the ABCA, thetteri mandate of the Board of Directors and the @@tfon's

corporate governance policies.

As at the date hereof, the Corporation is not awéimy existing or potential material conflictsinferest between
the Corporation and a director or officer of thefwation.

INDUSTRY CONDITIONS

The oil and natural gas industry is subject to msitee controls and regulations governing its openat (including
land tenure, exploration, development, producti@fining, transportation and marketing) imposedIdwislation
enacted by various levels of government and wispeet to pricing and taxation of oil and naturad g agreements
among the governments of Canada, Alberta and Brifislumbia, all of which should be carefully coresied by
investors in the oil and gas industry. It is nopested that any of these controls or regulatiorlk affect the
operations of the Corporation in a manner matgriditferent than they would affect other oil andsgasuers of
similar size. All current legislation is a mattef public record and the Corporation is unable tedft what
additional legislation or amendments may be enac@utlined below are some of the principal aspeifts
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legislation, regulations and agreements governhmy dil and gas industry in the jurisdictions in @hithe
Corporation currently operates.

Pricing and Marketing — Oil

In Canada, producers of oil negotiate sales castrdicectly with oil purchasers, with the resulatithe market
determines the price of oil. Such price dependgairt on oil type and quality, price of competingl&) distance to
market, the value of refined products, supply/destinbalance and other contractual terms. Oil exporaee also
entitled to enter into export contracts and expdrprovided that, for contracts that do not exceeé year in the
case of light crude oil and two years in the casbkeavy crude oil, an export order is obtained frilva National
Energy Board prior to the export. Any export purgua a contract of longer duration (to a maximuih2® years)
must be made pursuant to an National Energy Bogydrelicense and Governor in Council approval.

Pipeline Capacity

Although pipeline expansions are ongoing, the laickrm pipeline capacity continues to affect thikand natural
gas industry and limit the ability to produce andmarket production. In addition, the pro-rationiofigcapacity on
the inter provincial pipeline systems also contmteeaffect the ability to export oil and naturakg

The North American Free Trade Agreement

On January 1, 1994, the NAFTA among the governmehBanada, the U.S. and Mexico became effectine T
NAFTA carries forward most of the material energgnms contained in the Canada U.S. Free Trade Agmaerm
the context of energy resources, Canada continuesrtain free to determine whether exports of gneggources to
the U.S. or Mexico will be allowed, provided thatyaexport restrictions are justified under certaiovisions of the
General Agreement on Tariffs and Trade, and furpitevided that any export restrictions do not:r&jiuce the
proportion of energy resources exported relativiagototal supply of the energy resource (based tip® proportion
prevailing in the most recent 36 month period osliich other representative period as the partigsagiee), (ii)
impose an export price higher than the domestaemubject to an exception with respect to certaasures which
only restrict the volume of exports, and (iii) dipt normal channels of supply. All three countrdes prohibited
from imposing minimum or maximum export or imporige requirements, provided, in the case of expdde
requirements, prohibition in any circumstances lmicl any other form of quantitative restrictionpiohibited, and
in the case of import price requirements, such ireqents do not apply with respect to enforcemeit o
countervailing and anti dumping orders and undeértek

The NAFTA contemplates the reduction of Mexicantrieive trade practices in the energy sector arahipits
discriminatory border restrictions and export taxdse NAFTA also contemplates clearer disciplinegegulators
to ensure fair implementation of any regulatorynges and to minimize disruption of contractual mgements and
avoid undue interference with pricing, marketingl atistribution arrangements, which is important @anadian
natural gas exports.

Provincial Royalties and Incentives
General

In addition to federal regulation, each province kegislation and regulations that govern land tentoyalties,

production rates, environmental protection and rotinatters. The royalty regime is a significant éacin the

profitability of crude oil, natural gas, naturalsgiquids and sulphur production. Royalties payadieproduction
from lands other than Crown lands are determinechégyotiations between the mineral owner and theekes
although production from such lands is also subjectertain provincial taxes and royalties. Operati not on
Crown lands and subject to the provisions of speeifreements are also usually subject to royalteggotiated
between the mineral owner and the lessee. Thesdtiesyare not eligible for incentive programs sgwed by
various governments as discussed below. Crown tieyadre determined by governmental regulation ared
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generally calculated as a percentage of the valubeogross production. The rate of royalties psyajenerally
depends in part on prescribed reference price$ praductivity, geographical location, field dise@y date, method
of recovery and the type or quality of the petrateproduct produced. Other royalties and royaltg-likterests are
from time to time carved out of the working intdreg/ner's interest through non-public transactidiese are often
referred to as overriding royalties, gross ovengdioyalties, net profits interests or net cariigdrests.

From time to time the governments of the westerna@an provinces have established incentive progriom
exploration and development. Such programs oft@vige for royalty rate reductions, royalty holidaged tax

credits for the purpose of encouraging oil and rahtgas exploration or enhanced recovery projddte. programs
are designed to encourage exploration and developawtivity by improving earnings and cash flow hiit the

industry. Royalty holidays and reductions wouldueslthe amount of Crown royalties paid by oil aad groducers
to the provincial governments and would increase rikt income and funds from operations of such ymexs.

However, the trend in recent years has been foriqeial governments to allow such incentive progsaim expire
without renewal, and consequently few such incenpirograms are currently operative.

Alberta

In Alberta, the Crown royalty rates on conventiongland natural gas fluctuate, depending on whevekh was
drilled, well depth, well production volume and thece of oil and natural gas. On October 25, 20 Alberta
Government introduced a new royalty regime whichabee effective on January 1, 2009 and is applictbksl
existing conventional oil and natural gas wellsAlberta. The new royalty regime assesses the cgipé royalty
rate on a well by well basis using a sliding seafech takes into account the price of oil and/aiuna gas and the
well’s production volumes.

Under the new Alberta royalty regime, the royakgerved to the Alberta Crown on conventional oddoiction

ranges from zero percent (0%) to fifty percent (5@#d is capped at fifty percent once the priceasiventional oil

reaches Cdn $120 per barrel. The royalty applecabhatural gas production under the new royaiyme ranges
from five percent (5%) to fifty percent (50%) arsdcapped at 50% once the price of natural gas esactin $16.59
per gigajoule. The new royalty regime has retaittezl Natural Gas Deep Drilling Program and the D&dp
Exploration Program. The new royalty regime alsts soyalties for natural gas liquids at forty meric(40%) for

pentanes and thirty percent (30%) for butanes aopgme.

On November 19, 2008 and November 24, 2008, therfdbiGovernment announced details of an optionehfear
transitional royalty program (“Transitional Program The Transitional Program applies to converdioail and
natural gas wells drilled to measured depths betwk000 to 3,500 meters between November 19, 20@8 a
January 1, 2014. For each well, the producer cakena one time election to produce the well untier t
Transitional Program or the new royalty regime. dkslanuary 1, 2014 all production subject to thengitional
Program will revert to the new royalty regime. TXatural Gas Deep Drilling and Deep Oil Exploratjpmograms
are not available to wells producing under the Siteonal Program.

For conventional oil produced under the Transitidragram, the royalty reserved to the Alberta Grasvwariable,
depending on the pool’s vintage (when the pool éiasovered), oil density, well production volumagdahe price
of oil. The royalty is capped at thirty-five pente(35%), which maximum is reached at an oil pride
approximately Cdn $30 per barrel, depending onrdtetors such as production rates.

For natural gas produced under the Transitionayfaro, the royalty reserved to the Alberta Crownesadepending
on the vintage, production volume and the inflatoijusted price of gas less adjustments for theafqzrocessing
the Crown’s share of the gas. The royalty willwaetween fifteen percent (15%) to thirty-five pemt (35%),
which maximum is reached at a natural gas pricappiroximately Cdn $3.70 per gigajoule, dependingptirer
factors such as production rates.

On March 3, 2009 the Government of Alberta annodrare additional incentive program in respect ofamitl gas
wells drilled on Alberta Crown lands. This progranovides that, in respect of any wells drilledviostn April 1st,
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2009 and April 1, 2011, the operator will receieg & drilling credit equal $200 of royalty per neettrilled on
conventional oil and natural gas wells and (b) aimam royalty rate of 5% on such wells until thesfito occur of
twelve calendar months, 50,000 barrels of oil pobidm or 500 million cubic feet (MMcf) of gas proction.

British Columbia

Oil produced from Crown leases in British Columbia subject to a Crown royalty which varies fromozgercent
(0%) to forty percent (40%). B.C. Crown royaltyam depend on the volume produced monthly, theageof the
oil (whether it was produced from a pool discovebbetbre or after October 31, 1975), whether thésaflonsidered
third tier or produced from a well shut-in for &akt 36 months immediately preceding January 11,18®ets
locational requirements, and which resumed prodoabn or after such date and the viscosity of midpced. Oil
produced from the discovery of pools discoveredraftine 30, 1974 may be exempt from the paymeatrofalty
for the first 36 months of production up to a certaonthly production threshold and thereaftenikject to royalty
payments. Subject to the minimum royalties desdribehe following sentence, the royalty payablenatural gas is
determined by a sliding scale based on a refernerice, which is the greater of the amount obtaimgthe producer
and a prescribed minimum price. Natural gas produneassociation with oil has a minimum royalty eight
percent (8%) while the royalty in respect of othatural gas may not be less than nine percent (Btural gas
wells drilled after May 1998 have a maximum royalgte of twenty-seven percent (27%). Natural gafiswe
producing less than a specified daily volume ofgay be eligible for a reduction in the applicatdgalty rate.

Land Tenure

Crude oil and natural gas located in the westerna@ian provinces is owned predominantly by the eetge
provincial governments. Provincial governments graghts to explore for and produce oil and natgas pursuant
to leases, licenses and permits for varying peras$ on conditions set forth in provincial legigat including
requirements to perform specific work or make payseOil and natural gas located in such provirgagsalso be
privately owned and rights to explore for and prEguch oil and natural gas are granted by leasicm terms
and conditions as may be negotiated.

Environmental Regulation

The oil and natural gas industry is subject to emrnental regulation pursuant to local, provin@ad federal
legislation. Environmental legislation provides foestrictions and prohibitions on releases or epmss and
regulation on the storage and transportation abuarsubstances produced or utilized in associatitm certain oil
and gas industry operations and can affect theitocand operation of wells and facilities and &éxent to which
exploration and development is permitted. In additiegislation requires that well and facilitiétes be abandoned
and reclaimed to the satisfaction of provincialhauities. As well, applicable environmental lawsyrimpose
remediation obligations with respect to propertgigeated as a contaminated site upon certain reggerpersons,
which include persons responsible for the substaacsing the contamination, persons who causedetbase of
the substance and any past or present owner, tenatiter person in possession of the site. Comgdiavith such
legislation can require significant expendituresl @anbreach of such legislation may result in thepsasion or
revocation of necessary licenses and authorizatwwit liability for pollution damage, the impo#in of fines and
penalties or the issuance of clean up orders.

Environmental legislation in the Province of Allzeis governed by thEnvironmental Protection and Enhancement
Act (Alberta) and the)il and Gas Conservation A¢Alberta). British Columbia’€nvironmental Assessment Act
became effective June 30, 1995. This legislatidis the previous processes for the review of majwrgy projects
into a single environmental assessment processpwlilic participation in the environmental revievogess.
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In addition to existing environmental legislatiampumber of federal and provincial governments rawsounced
intentions to regulate greenhouse gases and otheoliutants. These governments are currently kigpieg the
regulatory and policy frameworks to deliver on themnouncements. In most cases there are few tattaetails
regarding the implementation and coordination esthplans to regulate emissions. Additionallys iaunticipated
that other federal and provincial announcementsragdlatory frameworks to address emissions wititiome to
emerge. As these federal and regional programsirader development, the Corporation is unable &dlipt the
total impact of the potential regulations uporbitsiness.

The operations of the Corporation are, and willttwre to be, affected in varying degrees by lawd mgulations
regarding environmental protection. The Corporati@rcommitted to meeting its responsibilities tmtpct the
environment and the Corporation will be taking set¢ps as required to ensure compliance with theemental
legislation and regulations in the jurisdictionswhich it operates. The Corporation believes thia reasonably
likely that the trend towards stricter standardsemvironmental legislation and regulation will dooe and
anticipates making increased expenditures of bothpital and an expense nature as a result ofnitredsingly
stringent laws relating to the protection of therimmment. However, it is not currently possibéequantify any
such increased expenditures and it is not antieip#ttat The Corporation's competitive position Wil adversely
affected by current or future environmental lawd eggulations governing its oil and natural gasrapens.

RISK FACTORS
Operational Risks

Oil and natural gas exploration operations are emilio all the risks and hazards typically assediatith such
operations, including hazards such as fire, expigddlowouts, cratering and oil spills, each of ethcould result in
substantial damage to oil and natural gas wellsdywing facilities, other property and the envir@mtior in
personal injury. In accordance with industry preetithe Corporation is not fully insured againsioéithese risks,
nor are all such risks insurable. Although the ©cation maintains liability insurance in an amouwvttich it
considers adequate, the nature of these riskschs that liabilities could exceed policy limits, which event the
Corporation could incur significant costs that ecbbhve a materially adverse effect upon its finain@bndition. Oil
and natural gas production operations are alsoesultp all the risks typically associated with suagerations,
including premature decline of reservoirs and thasion of water into producing formations.

Oil and natural gas exploration and developmeriviies are dependent on the availability of dnigjiand related
equipment in the particular areas where such #esvivill be conducted. Demand for such limited ipqnent or
access restrictions may affect the availabilityso€h equipment to the Corporation and may delajoeaqion and
development activities.

To the extent the Corporation will not be the opmraf its oil and natural gas properties, it vii dependent on
such operators for the timing of activities relatecduch properties and will be largely unableiteat or control the
activities of the operators. Payments from prodncgenerally flow through the operator and thera risk of delay
and additional expense in receiving such reventigisei operator becomes insolvent. Although the Gation
intends to operate the majority of its propertthsye is no guarantee that it will remain operafauch properties or
that the Corporation will operate other properiiesay acquire in the future.

In addition, the success of the Corporation willllxgjely dependent upon the performance of its igpament and
key employees. The Corporation does not have apynea insurance policies and, therefore, thereriskathat the
death or departure of any member of managementyokey employee could have a material adverse tafie¢he
company.

The Corporation's ability to market oil and natugak from its wells also depends upon numerousr dtoeors
beyond its control, including, among other thintpe availability of natural gas processing andagjercapacity, the
availability of pipeline capacity, the price offald services and the effects of inclement weatBecause of these
factors, the Corporation may be unable to marketesor all of the oil and natural gas it producedcopbtain
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favourable prices for the oil and natural gas ddurces.
Reserve Estimates

There are numerous uncertainties inherent in etfatyguantities of reserves and the net presenieval future net
revenue to be derived therefrom, including manytoi@c beyond the control of the Corporation. Theemness

information contained in the Sproule Report andfegh herein, including information respecting thet present
value of future net revenue from reserves, reptesan estimate only. This estimate is based onbeurof

assumptions relating to factors such as initialdpobion rates, production decline rates, ultimageovery of

reserves, timing and amount of capital expendituregketability of production, future prices of aihd natural gas,
operating costs and royalties and other governrteanés that may be imposed over the producing difehe

reserves. These assumptions were based on prioeafts in use at the date the Sproule Report vegsuiad and
many of these assumptions are subject to changea@nfleyond the control of the Corporatititimately, the

actual reserves attributable to the Corporationperties will vary from the estimates containedthie Sproule
Report and those variations may be material arettfiie market price of the Common Shares

Reserve Replacement

The Corporation's future oil and natural gas reseand production and the cash flows to be detivexefrom are
highly dependent on successfully acquiring or discmg new reserves. Without the continual additidmew
reserves, any existing reserves the Corporation maag at any particular time and the productiomettiem will
decline over time as such existing reserves artoibg@. A future increase in reserves will deperd only on the
Corporation's ability to develop any propertiesnly have from time to time, but also on its abitibyselect and
acquire suitable producing properties or prospettere can be no assurance that the Corporatiomsef
exploration and development efforts will result tine discovery and development of additional comiakrc
accumulations of oil and natural gas.

Industry Regulation and Competition

There is strong competition relating to all asp&dtthe oil and natural gas industry. The Corporatiill actively
compete for capital, skilled personnel, undeveldped, reserve acquisitions, access to drilling,rggrvice rigs and
other equipment, access to processing facilitieb @ipeline and refining capacity, and in all otlaspects of its
operations with a substantial number of other amgdions, many of which may have greater techracal financial
resources than the Corporation. Some of those ations not only explore for, develop and prodedeand
natural gas but also carry on refining operatiams market petroleum and other products on a worittbwasis and
as such have greater and more diverse resourcghioln to draw. The Corporation's ability to incseaeserves and
production in the future will depend not only os &bility to develop its present properties, bgbain its ability to
select and acquire suitable producing propertiggaspects for exploratory drilling.

The marketability of oil and natural gas acquireddiscovered will be affected by numerous factoegdmnd the
control of the Corporation. These factors includeervoir characteristics, market fluctuations, pheximity and
capacity of oil and natural gas pipelines and psicg) equipment and government regulation. Oil matdiral gas
operations (exploration, production, pricing, mairkg transportation and royalty rates) are subjecextensive
controls and regulations imposed by various lewdlggovernment, including those described above uitide
heading "Industry Conditions", which may be amenttedh time to time. The Corporation's oil and natuyas
operations may also be subject to compliance witterfal, provincial and local laws and regulatioostlling the
discharge of materials into the environment or wtfse relating to the protection of the environme@hanges to
the regulation of the oil and gas industry in jdigsions in which the Corporation operates may asklg impact the
Corporation's ability to economically develop eixigtreserves and add new reserves.

Volatility of Oil and Gas Prices and Markets
The Corporation's financial performance and coaditire substantially dependent on the prevailingeprof oil and
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natural gas which are unstable and subject touhiin. Fluctuations in oil or natural gas pricesild have an
adverse effect on the Corporation's operations farahcial condition and the value and amount ofréserves.
Prices for crude oil fluctuate in response to glaogply of and demand for oil, market performaand uncertainty
and a variety of other factors which are outsidedbntrol of the Corporation including, but notitied, to the world
economy and the Organization of the Petroleum BikmpiCountries' ability to adjust supply to worlérdand,
government regulation, political stability and theailability of alternative fuel sources. Natugds prices are
influenced primarily by factors within North Amesgcincluding North American supply and demand, eatin

performance, weather conditions and availabilityf pricing of alternative fuel sources.

Decreases in oil and natural gas prices typicaylt in a reduction of the Corporation's net pmidum revenue and
may change the economics of producing from soméswehich could result in a reduction in the voluofethe
Corporation's reserves. Any further substantialides in the prices of crude oil or natural gasldalso result in
delay or cancellation of existing or future driliindevelopment or construction programs or theadorent of
production. All of these factors could result imaterial decrease in the Corporation's net praclucevenue, cash
flows and profitability causing a reduction in @ and gas acquisition and development activitiesddition, bank
borrowings available to the Corporation will in phe determined by the Corporation's borrowing bAssustained
material decline in prices from historical averagiees could further reduce such borrowing basaefiore reducing
the bank credit available and could require thadiion of its bank debt be repaid.

The Corporation may enter into agreements to redied prices on its oil and natural gas produrctio offset the
risk of revenue losses if commodity prices declimeywever, if commodity prices increase beyond twels set in
such agreements, the Corporation will not benagdinfsuch increases.

Variations in Foreign Exchange Rates and Interest Rtes

The Corporation's expenses will be denominated dnadian dollars, while the price of oil and natugak will
generally be denominated in U.S. dollars or imphdig the Canadian dollar to U.S. dollar exchange. rAs the
exchange rate for the Canadian dollar versus tie tlbllar increases, the Corporation will generedigeive fewer
Canadian dollars for its production. If the valddglee Canadian dollar against the U.S. dollar iases, the financial
results of the Corporation may be negatively affdciThe Corporation's management may initiate icenadges to
mitigate these risks. Future fluctuations in then&han/United States foreign exchange rate maydtrpa future
value of the Corporation's reserves as determigaddependent evaluators. In addition, variationinterest rates
could result in a significant change in the amoilngt Corporation will pay to service debt, potefhtiadversely
affecting the value of the Common Shares.

Price Volatility of Publicly Traded Securities

In recent years, the securities markets in Canadattee United States have experienced a high tefvptice and
volume volatility, and the market price of secwstiof many companies, particularly those considecedbe
development stage companies, have experiencedfluittaations in price which have not necessarilgrbeelated
to the operating performance, underlying asseteghlr prospects of such companies. There can lasswance
that continual fluctuations in price will not occut is likely that the market price for the Comm8hares will be
subject to market trends generally, notwithstandiregfinancial and operational performance of tloepGration.

Substantial Capital Requirements; Liquidity

The Corporation may have to make substantial dapif@enditures for the acquisition, explorationyelepment and
production of oil and natural gas reserves in titare. If revenues or reserves decline, the Cotjporanay have
limited ability to expend the capital necessaryutmertake or complete future drilling programs. fehean be no
assurance that debt or equity financing or caskergéed by operations will be available or suffitimmmeet these
requirements or for other corporate purposes odelit or equity financing is available, that it Wde on terms
acceptable to the company. Moreover, future amwitmay require the Corporation to alter its cdigi#ion

significantly. The inability of the company to assesufficient capital for its operations could havwaaterial adverse
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effect on its financial condition, results of op@as or prospects.
Issuance of Debt

From time to time the Corporation may enter inemsactions to acquire assets or shares of othgoredions. These
transactions may be financed partially or whollyotigh debt, which may increase debt levels abodesiny

standards. The Corporation's articles and by-lasvaat limit the amount of indebtedness it may indure level of

the Corporation's indebtedness from time to timddcémpair its ability to obtain additional finamgj in the future
on a timely basis to take advantage of busineseroqities that may arise.

Environmental Concerns

The oil and natural gas industry is subject to emrnental regulation pursuant to local, provin@ad federal
legislation. Such legislation may be changed todsaphigher standards and potentially more costligations on
the Corporation. Compliance with environmentalidiegion can require significant expenditures, udihg

expenditures for clean up costs and damages ar@ih@f contaminated properties and failure to clgnwaith

environmental legislation may result in the impiositof fines and penalties. Although it is not ecigel that the
costs of complying with environmental legislatioill lwave a material adverse effect on the Corporgsifinancial
condition or results of operations, no assurance lwa made that the costs of complying with envirental
legislation in the future will not have such areeff

In 1994, the United Nations' Framework ConventionGlimate Change came into force and three yetaslizd to

the Kyoto Protocol which requires participating obies, upon ratification, to reduce their emissiai carbon
dioxide and other greenhouse gases. Canada ratifeedyoto Protocol in late 2002, and the Canade&deral

government and various Canadian provincial govemsnare currently evaluating other proposals agisligtive

measures that would achieve similar objectives. &él@r, until a detailed implementation plan is depel, it is

difficult to determine what, if any, impact futuemvironmental laws and regulations may have orCiigoration's
environmental liabilities, on prices for oil andtmaal gas or on other general economic factors lwhiay affect the
Corporation's financial position and results. slpobssible that the Corporation could face increageerating costs
in order to comply with emissions legislation.

Abandonment and Reclamation Costs

The Corporation will be responsible for compliangigh terms and conditions of environmental and taiguy
approvals and all laws and regulations regardirendbnment and reclamation in respect of its praggerivhich
abandonment and reclamation costs may be substatiseach of such legislation or regulations mesult in the
imposition of fines and penalties, including anesrtbr cessation of operations at the site untis&ectory remedies
are made.

Possible Failure to Realize Anticipated Benefits dfuture Acquisitions

The Corporation may complete acquisitions to stitegrg its position in the oil and natural gas induand to create
the opportunity to realize certain benefits inchgli among other things, potential cost savings.iéghg the
benefits of any future acquisitions depends, int,pan successfully consolidating functions and dra¢ing
operations, procedures and personnel in a timedyediicient manner, as well as the Corporationiftglto realize
the anticipated growth opportunities and syner§i@s combining the acquired businesses and opesatidth its
own. The integration of acquired businesses reguine dedication of substantial management effone and
resources which may divert management's focus awburces from other strategic opportunities andnfro
operational matters during this process. The iatémr process may result in the loss of key em@syand the
disruption of ongoing business, customer and engglaglationships that may adversely affect the Qmaitpn's
ability to achieve the anticipated benefits of thaad future acquisitions.
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Delay in Cash Receipts and Credit Worthiness of Couarparties

In addition to the usual delays in payment by pasehs of oil and natural gas to the operatorsefQbrporation's
properties, and by the operator to the Corporati@yments between any of such parties may alselayatl by
restrictions imposed by lenders, delays in the saldelivery of products, delays in the connectifrwells to a
gathering system, blowouts or other accidents,vexgoby the operator of expenses incurred in theratfon of the
Corporation's properties or the establishment l®y dperator of reserves for such expenses. Iniaddithe
insolvency or financial impairment of any countetpawing money to the Corporation, including inttypartners
and marketing agents, could prevent the Corpordtamn collecting such debts.

On July 22, 2008, SemGroup LP filed for reorganmaaunder Chapter 11 of the U.S. Bankruptcy Codetam of
SemGroup LP's Canadian subsidiaries, SemCanadae GCodporation and SemCAMS ULC filed for creditor
protection under theCompanies' Creditors Arrangement Aict Canada. The Corporation sold crude oil to
SemCanada Crude Corporation and natural gas tota \which sold natural gas to SemCAMS ULC, and has
financial exposure to these two entities totallapgproximately $4.0 million at December 31, 20091H#s time, the
Corporation is unable to ascertain the amount ofeJand July 2008 revenues that will be recoverabkehas
recorded a provision in the financial statemenisaktp approximately 96% of the amount owed at Ddwer 31,
2009. The $3.84 million provision is based on ftin@lfcourt order but is subject to change basefinah payments
yet to be received.

Dilution

Common Shares, including rights, warrants, speeaatants, subscription receipts and other secaritiepurchase,
to convert into or to exchange into Common Shares) be created, issued, sold and delivered on ugls and
conditions and at such times as the Board mayrmater In addition, the Corporation may issue addal Common
Shares from time to time pursuant to the Corponatistock option plan. The issuance of these Cam8iwares
would result in dilution to holders of Common Stsare

Net Asset Value

The Corporation's net asset value will vary depagpdipon a number of factors beyond the control haf t
Corporation's management, including oil and natges prices. The trading price of the Common Shiaredso
determined by a number of factors which are beyiwedcontrol of management and such trading pricg bea
greater than or less than the net asset valuedEdnporation.

Reliance on Management

Shareholders will be dependent on the managemenheofCorporation in respect of the administratiord a
management of all matters relating to the Corponagind its properties and operations. Investorsavhamot willing
to rely on the management of the Corporation shoatdnvest in Common Shares.

Permits and Licenses

The operations of the Corporation may require Besnand permits from various governmental autkesrifi here
can be no assurance that the Corporation will He &b obtain all necessary licenses and permits ritey be
required to carry out exploration and developmeiitsarojects.

Title to Properties

Although title reviews will be done according talirstry standards prior to the purchase of mostrail natural gas
producing properties or the commencement of dgliells as determined appropriate by managemect, raviews

do not guarantee or certify that an unforeseenctiéfethe chain of title will not arise to defeatckaim of the
Corporation which could result in a reduction of tievenue received by the Corporation.
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Aboriginal Claims

Aboriginal peoples have claimed aboriginal titledaights to resources and various properties inemesCanada.
Such claims, in relation to any of the Corporatioldnds, if successful, could have an adverse tetfacits
operations.

Corporate Matters

To date, the Corporation has not paid any dividemdis outstanding Common Shares. Certain of trexirs and
officers of the Corporation are also directors affiters of other oil and gas companies involveaatural resource
exploration and development, and conflicts of ies¢may arise between their duties as officersdimetttors of the
Corporation, as the case may be, and as officerslimactors of such other companies.

Failure to Maintain Listing of the Common Shares

The Common Shares are currently listed for tradinghe facilities of the TSXV. The failure of the@oration to
meet the applicable listing or other requiremerftdhe TSXV in the future may result in the Commoha&s
ceasing to be listed for trading on the TSXV, whisbuld have a material adverse affect on the valuéhe
Common Shares. There can be no assurance thabthe@h Shares will continue to be listed for tradimgthe
TSXV.

Structure of the Corporation

From time to time, the Corporation may take stepsrganize its affairs in a manner that minimizeses and other
expenses payable with respect to the operatioheofCorporation and its subsidiaries. If the marinaxhich the
Corporation structures its affairs is successfaligllenged by a taxation or other authority, thepBaation and the
holders of Common Shares may be adversely affected.

Changes in Legislation

It is possible that the Canadian federal and pm&rgovernment or regulatory authorities could ateto change
the Canadian federal income tax laws, royalty reginenvironmental laws or other laws applicableitand gas
companies and that any such changes could magesidllersely affect the Corporation, its sharehalderd the
market value of the Common Shares.

LEGAL PROCEEDINGS AND REGULATORY ACTIONS

There are no legal proceedings involving claimsdamages for which the potential exposure is nioae 1L0% of
the Corporation's current assets to which the Catjom is or was a party or in respect of which ahits properties
are or were subject during the year ended Dece®ibeR009, nor are there any such proceedings krtovthe
Corporation to be contemplated.

During the year ended December 31, 2009 there (i)en® penalties or sanctions imposed against thigpaation
by a court relating to securities legislation orebgecurities regulatory authority; (i) no oth@nglties or sanctions
imposed by a court or regulatory body against tbegpGration that it believes would likely be consitk important
to a reasonable investor in making an investmenisib®; and (iii) no settlement agreements enténéal by the
Corporation with a court relating to securitiesiséagion or with a securities regulatory authority.

INTEREST OF MANAGEMENT AND OTHERS IN MATERIAL TRANS ACTIONS

In connection with the Recapitalization, on Apri,12010 the current directors and officers of trarp@ration
purchased 20,452 Common Shares at a price of $eACommon Share, 1,099,413 Units at a price ofGbper
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Unit and 661,951 FT Units at a price of $4.40 pd@r Bnit. Each Unit consists of one Common Share and
Performance Warrant whileaeh FT Unit consists of one Common Share issued ¢fiow-through” basis in
accordance with the Tax Act ande Performance Warrant.

James Pasieka, a director of the Corporation, partner of Heenan Blaikie LLP, which law firm remsidegal
services to the Corporation.

Except as disclosed above or as may be disclosewvieére in this AIF, none of the directors, exaeutfficers or
principal shareholders of the Corporation, and sspeiate or affiliate of any of them, has or had day material
interest in any transaction or any proposed traisaevhich has materially affected or is reasonabtpected to
materially affect Zapata or any of its affiliates.

AUDITOR, TRANSFER AGENT AND REGISTRAR

The auditor of the Corporation is KPMG LLP who he®n the auditor since May 5, 2010.

The transfer agent and registrar for the CommonreShas Olympia Trust Company at its principal adfcin
Calgary, Alberta and Toronto, Ontario.

INTEREST OF EXPERTS

The Sproule Report and certain reserves estimatesioed in filings made by the Corporation undetidhal

Instrument 51-102 — Continuous Disclosure Requirgmduring the year ended December 31, 2009 wepapsd

by Sproule. As at the date of this Annual InforiwatForm, the directors, officers, employees andsattants of
Sproule who participated in the preparation of 8moule Report or such reserves estimates or whe wea

position to directly influence the preparation atanme of the preparation of the Sproule Repodumh reserves
estimates, as a group, owned, directly or indiyetdks than 1% of the outstanding Common Shares.

Certain audit reports contained in filings madethoy Corporation under National Instrument 51-102cnatinuous
Disclosure Requirements during the year ended DieeeBil, 2009 were prepared by Collins Barrow CaldaP.
KPMG LLP were appointed auditors of the Corporatmm May 5, 2010. KPMG LLP are independent of the
Corporation pursuant to the rules of professiooaldeict of the Institute of Chartered Accountantg\itferta. The
previous auditors of the Corporation, Collins BarGalgary LLP, were independent of the Corporapamsuant to
the rules of professional conduct of the InstitoteChartered Accountants of Alberta for the perthding which
they were the auditors of the Corporation.

ADDITIONAL INFORMATION

Additional information concerning the Corporatioraynbe found under the Corporation's profile on SED#t
www.sedar.com. Additional information, including@nmation concerning directors' and officers' reenation and
indebtedness, principal holders of the Corporai@ecurities and securities authorized for issuamcker equity
compensation plans, will be contained in the infation circular of Zapata for the annual general apdcial
meeting of the holders of Common Shares schedoleduhe 25, 2010. Additional financial informatiisrprovided
in the Corporation's comparative financial statetsi@md management's discussion and analysis foretireended
December 31, 2009.
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