CANADIAN PHOENIX RESOURCES CORP.

Interim Financial Statements
For the three and nine months ended September 30, 2010 and 2009

Unaudited



CANADIAN PHOENIX RESOURCES CORP.

Balance Sheets
(unaudited)

September 30, 2010 December 31, 2009
$ $
Assets
Current assets
Cash and cash equivalents (note 4) 65,650,481 459,207
Accounts and other receivables 1,982,290 4,467,988
Prepaid expenses and deposits 78,816 203,576
67,711,587 5,130,771
Cash held in trust - 234,751
Property and equipment (note 5) 2,610,620 61,224,188
Equity investment (note 6) - 32,875,493
70,322,207 99,465,203
Liabilities
Current liabilities
Bank loan (note 7) - 9,979,259
Loan payable (note 7) - 2,100,000
Accounts payable and accrued liabilities 559,384 6,277,269
559,384 18,356,528
Asset retirement obligation (note 8) 1,011,894 4,850,525
Future income tax liability (note 9) - 3,363,475
1,571,278 26,570,528
Non-controlling interest (note 10) - 18,229,659
Shareholders’ Equity
Share capital (note 11a,11b) 121,044,028 119,397,580
Warrants (note 11d) 30,691,352 31,054,963
Contributed surplus (note 11c) 6,859,422 4,922,715
Deficit (89,843,873) (100,710,242)
68,750,929 54,665,106
70,322,207 99,465,203

Commitments & Contingencies (note 12)

See accompanying notes to the interim financial statements



CANADIAN PHOENIX RESOURCES CORP.

Statements of Operations, Comprehensive Income (Loss) and Deficit

(unaudited)

Three months Three months Nine months Nine months
ended ended ended ended
September 30, September 30, September 30, September 30,
2010 2009 2010 2009
$ $ $ $
Revenue
Oil and natural gas 86,817 4,939,124 8,366,462 12,621,734
Royalties (12,432) (1,202,525) (2,078,132) (2,899,362)
74,385 3,736,599 6,288,150 9,722,372
Expenses
Operating costs 98,292 1,680,749 3,481,739 4,642,405
Depletion, depreciation and accretion (note 5) 103,552 3,089,414 4,435,772 12,456,439
Impairment of property and equipment (note 5) - - 5,000,000 7,663,921
Stock based compensation (note 11c, 11e) 1,592,294 299,803 3,087,452 1,571,047
General and administrative 367,453 1,182,523 6,257,051 4,582,445
Bad debts expense - - 39,000 -
Financing fees - 890,799 - 890,799
Interest expense 34 390,160 270,616 480,839
Impairment of goodwill - - - 213,939
2,161,625 7,533,448 22,571,630 32,501,834
Net loss before other items (2,087,240) (3,796,849) (16,283,480) (22,779,462)
Other items
Interest income 124,495 - 131,258 -
Other income (expense) (38,818) 15,693 83,841 309,044
Net loss — equity investment (note 6) - (2,330,200) (1,026,088) (8,110,652)
Gain on disposal of equity investment (Note 6) - - 12,841,983 -
Gain on disposal of subsidiary (Note 3) - - 13,161,409 -
Net loss — non-controlling interest (note 10) - 708,129 456,709 2,731,104
Net income (loss) before taxes (2,001,563) (5,403,227) 9,365,632 (27,849,966)
Current income tax expense - - - (44,908)
Future income tax recovery (Note 9) - 827,161 1,500,737 3,026,342
Net income (loss) and comprehensive income (loss)
for the period (2,001,563) (4,576,066) 10,866,369 (24,868,532)
Deficit, beginning of period (87,842,310) (90,550,601) (100,710,242) (70,258,135)
Deficit, end of period (89,843,873) (95,126,667) (89,843,873) (95,126,667)
Net income (loss) per share
Basic (note 11f) (0.04) (0.10) 0.23 (0.55)
Diluted (note 11f) (0.04) (0.10) 0.23 (0.55)

See accompanying notes to the interim financial statements



CANADIAN PHOENIX RESOURCES CORP.

Statements of Cash Flows
(unaudited)

Three months Three months Nine months Nine months
ended ended ended ended
September 30, September 30, September 30, September 30,
2010 2009 2010 2009
$ $ $ $
Cash provided by (used in)
Operating activities
Net income (loss) for the period (2,001,563) (4,576,066) 10,866,369 (24,868,532)
Items not affecting cash
Non-controlling interest - (708,129) (456,709) (2,731,104)
Depletion, depreciation & accretion 103,552 3,089,414 4,435,772 12,456,439
Impairment of property and equipment - - 5,000,000 7,663,921
Net loss - equity investment - 2,330,200 1,026,088 8,110,652
Equity settled stock based compensation 1,573,094 299,803 1,895,696 1,571,047
Bad debts expense - - 39,000 -
Financing costs/payables settled with shares - 800,000 - 800,000
Gain on sale of subsidiary - - (13,161,409) -
Gain on sale of equity investment - - (12,841,983) -
Interest accretion on borrowings - - - 70,000
Impairment of goodwill - - - 213,939
Future tax recovery — (827,161) (1,500,737) (3,026,342)
(324,917) 408,061 (4,697,913) 260,020
Change in non-cash working capital (958,220) (5,141,812) (1,350,115) (9,037,110)
(1,283,137) (4,733,751) (6,048,028) (8,777,090)
Financing activities
Increase/(decrease) in bank loan - (84,996) (9,979,259) 3,077,007
Increase/(decrease) in loan payable - 6,400,000 (2,100,000) 6,400,000
- 6,315,004 (12,079,259) 9,477,007

Investing activities
Acquisition of petroleum and natural gas assets (13,716) (270,078) (580,264) (8,306,221)

Disposal of petroleum and natural gas assets 20,748,791 750,000
Disposal of subsidiary (net of cash disposed of $5,628,342
and transaction costs) - - 19,069,284 -
Disposal of equity investment, net of costs - - 44,691,364 -
Movement in restricted cash/cash held in trust - (257,943) - 1,525,934
Change in non-cash working capital 13,716 (1,318,850) (610,614) (4,864,063)
- (1,846,871) 83,318,561 (10,894,350)
Increase/(decrease) in Cash (1,283,137) (265,618) 65,191,274 (10,194,433)
Cash, beginning of period 66,933,618 473,855 459,207 10,402,670
Cash, end of period 65,650,481 208,237 65,650,481 208,237
Supplemental Cashflow Information
Taxes paid - - - -
Interest paid - 465,320 222,018 515,553

See accompanying notes to the interim financial statements



CANADIAN PHOENIX RESOURCES CORP.

Notes to Interim Financial Statements

For the three and nine months ended September 30, 2010 and 2009
Unaudited

1.

2.

BASIS OF PREPARATION

Canadian Phoenix Resources Corp. (the “Corporation”) is engaged in the exploration, development
and production of oil and natural gas in Western Canada. The interim financial statements as at and
for the three and nine months ending September 30, 2010 are comprised of the Corporation and its
controlled entities. The Corporation disposed of its subsidiary Serrano Energy Ltd (“Serrano”) on
May 26, 2010 and therefore the revenues and expenses of Serrano are included in the Statement of
Operations to that date only. Refer to Note 3 for details of the Serrano disposition. The
Corporation also disposed of its significant equity investment in Teine Energy Ltd (formerly
Marble Point Energy Ltd, “Marble Point™) on June 25, 2010 — refer to Note 6 for details.

The financial statements of the Corporation are stated in Canadian dollars and have been prepared
in accordance with Canadian generally accepted accounting principles (“GAAP”). The interim
financial statements have been prepared on the same basis as the annual consolidated financial
statements for the year ended December 31, 2009. These interim financial statements do not
contain all the note disclosure required for annual financial statements and therefore should be read
in conjunction with the December 31, 2009 annual audited consolidated financial statements. A
copy of those financial statements is available on SEDAR (www.sedar.com).

The preparation of financial statements in conformity with GAAP requires management to make
estimates and assumptions that affect the reported amounts of revenues and expenses, assets and
liabilities, and disclosure of contingent assets and liabilities. Key sources of judgment and
estimation uncertainty relate to the amounts recorded for depletion and depreciation of property and
equipment, the provision for asset retirement obligations, and the amounts used for the impairment
test calculations. These amounts are based on estimates of reserves, future commodity prices,
royalties, operating costs, development costs, abandonment costs, and the fair value of unproven
properties, all of which are inherently uncertain.

CHANGE IN ACCOUNTING POLICIES

Future Changes in Accounting Standards

a) In January 2009, the CICA issued Section 1582, Business Combinations, which replaces former
guidance on business combinations. Section 1582 establishes principles and requirements of the
acquisition method for business combinations and related disclosures. This statement applies
prospectively to business combinations for which the acquisition date is on or after the beginning
of the first annual reporting period beginning on or after January 2011 with earlier application
permitted. Management is currently assessing the potential impact of the adoption of this section
on the results of operations, financial position and disclosures.

b) In January 2009, the CICA issued Sections 1601, Consolidated Financial Statements, and 1602,
Non-controlling Interests, which replaces existing guidance. Section 1601 establishes standards
for the preparation of consolidated financial statements. Section 1602 provides guidance on
accounting for a non-controlling interest in a subsidiary in consolidated financial statements
subsequent to a business combination. These standards are effective on or after the beginning of
the first annual reporting period beginning on or after January 2011 with earlier application
permitted. Management is currently assessing the impact of the adoption of these sections on the
results of operations and/or financial position.

c) IFRS Adoption


http://www.sedar.com/�

CANADIAN PHOENIX RESOURCES CORP.

Notes to Interim Financial Statements

For the three and nine months ended September 30, 2010 and 2009
Unaudited

In February 2008, the Canadian Accounting Standards Board confirmed that all Canadian publicly
accountable enterprises will be required to adopt International Financial Reporting Standards
(IFRS) for interim and annual reporting purposes for fiscal years beginning on or after January 1,
2011. The first reporting period under IFRS will be the three months ended March 31, 2011.
Management is currently finalizing its assessment of the impact of the convergence of Canadian
GAAP with IFRS on the Corporation’s results of operations, financial position and financial
statement disclosures.

3. DISPOSAL OF SUBSIDIARY

On May 26, 2010, the shareholders of the Corporation and the shareholders of Serrano approved the sale
of all of Serrano’s shares to an intermediate oil and gas producer. The disposition of the Corporation’s
10,981,000 shares in Serrano yielded gross proceeds of $24.8 million, of which $2.1 million were
immediately used to repay the Corporation’s mezzanine loan. Michael Atkinson, a director of the
Corporation, acts as a consultant to the mezzanine lender and provided strategic advice for the loan
transaction. Mr. Atkinson had also participated in funding (as to $95,000) the loan.

The deconsolidation of Serrano was effected by derecognizing the May 26, 2010 carrying value of
Serrano’s assets, liabilities and the non-controlling interest from the consolidated balance sheet, and the
difference between the net carrying values and the $24.7 million net cash proceeds was recognized as a
gain in the Statement of Operations, as follows:

Gross proceeds $24,773,136
Less transaction costs $75,509
Less net asset carrying value $29,676,395
Less non-controlling interest carrying value ($18,140,177)
Gain on disposal of Serrano $13,161,409

4. CASH AND CASH EQUIVALENTS

The Corporation’s cash holdings consists of $25.7 million in an interest earning (0.85% annual)
chequing account, and $40 million in a guaranteed income certificate (“GIC”) account with another
financial institution (earning 1.05% annual). The GIC account can be redeemed at any time without
penalty and is therefore classified as cash equivalent.



CANADIAN PHOENIX RESOURCES CORP.

Notes to Interim Financial Statements
For the three and nine months ended September 30, 2010 and 2009

Unaudited

5. PROPERTY AND EQUIPMENT

Sept 30, 2010 December 31, 2009

Cost Accumulated Net Book Cost Accumulated  Net Book|

depletion/depreciation Value depletion/depreciation Value

Petroleum and Natural Gas 47,519,648 45,041,392 2,478,256 120,648,253 59,639,926 61,008,327
properties and equipment

Office Furniture/equipment/ 383,288 250,924 132,364 481,862 266,001 215,861
leasehold improvements

Total P&E 47,902,936 45,292,316 2,610,620 121,130,115 59,905,927 61,224,188

During the second quarter, the Corporation deconsolidated its interest in Serrano (refer Note 3). In
the first quarter of 2010, Serrano closed the sale of its 20% working interest in the Blackrod SAGD
oil sands project for net proceeds of just under $21 million. Proceeds were recorded as a reduction
in the cost of property and equipment.

An impairment charge of $5 million was recorded at June 30, 2010 (2009: $7.6 million) as the
carrying value of the Corporation’s property and equipment exceeded the future discounted
cashflows associated with proved and probable reserves. No further impairment was required at
September 30, 2010.

6. EQUITY INVESTMENT - MARBLE POINT ENERGY LTD

On April 27, 2010 the Corporation entered into a voting agreement with Marble Point (now Teine
Energy Ltd) and a third party pursuant to which the Corporation agreed to vote its shares held in Marble
Point in favor of an amalgamation between Marble Point and the third party, subject to receipt of
requisite shareholder and regulatory approval. The Corporation’s shareholders approved the transaction
at a special meeting of shareholders held on May 26, 2010, while the shareholders of Marble Point
approved the transaction (under slightly modified terms, none of which impacted the cash consideration
available to the Corporation) on June 25, 2010.

Total proceeds on the sale of the Corporation’s 90 million shares in Marble Point were $45 million or
$44.7 million after transaction costs. A gain on sale of $12.8 million was recorded, being the excess of
net proceeds over the carrying value of the equity investment in Marble Point as at June 25, 2010 of
$31.9 million.



CANADIAN PHOENIX RESOURCES CORP.
Notes to Interim Financial Statements

For the three and nine months ended September 30, 2010 and 2009

Unaudited

Prior to the disposition, the Corporation’s investment in Marble Point contributed a loss of $1.0

million in 2010 as summarized below.

Three Three Nine Nine
months months months months
ended ended ended ended
September September  September  September
30, 2010 30, 2009 30, 2010 30, 2009
Revenue $ $ $ $
Oil and gas - 4,434,458 12,482,034 16,958,184
Royalties - (746,100)  (1,265,453) (2,092,704)
Realized/unrealized gains — commodity derivatives - 585,677 3,150,171 1,402,155
- 4,274,035 14,366,752 16,267,635
Expenses

Operating costs - 1,713,804 3,322,856 4,470,033
Transportation - 306,908 619,053 994,966
Depletion, depreciation and accretion - 3,944,221 8,618,578 13,497,027
General and administrative - 939,627 1,730,734 3,300,127
Stock-based compensation - 259,530 387,623 2,229,439
Interest charges - 564,816 1,183,280 1,349,438
Interest accretion — financing costs - 11,903 18,533 21,491
Other expense (income) - 44,969 (233,226) (981,719)
- 7,785,778 (15,647,431) 24,880,802
Net loss before taxes - (3,511,743)  (1,280,679) (8,613,167)
Tax recovery - - - -
Net loss after taxes —  (3,511,743)  (1,280,679) (8,613,167)
Proportional share of loss at 58.1% (2009:56.5%b) - (1,983,1550 (744,494) (4,864,671)

Consolidation adjustment — increased
depreciation/depletion ~  (347,045)  (281,594) (3,245981)
Total equity loss — Marble Point investment —  (2,330,200)  (1,026,088) (8,110,652)

7. BANK LOAN & LOAN PAYABLE

The bank loan that existed at December 31, 2009 related to Serrano and was repaid on March 31,

2010.

As outlined in Note 3, the Corporation repaid its $2.1 million loan payable to a private, arm’s
length mezzanine lender following the closing of the Serrano transaction.

8. ASSET RETIREMENT OBLIGATION

Asset retirement obligations were estimated by management based on the Corporation’s working
interest in its wells, estimated costs to remediate, reclaim and abandon the wells and the estimated
timing of the costs to be incurred. The net present value of the Corporation’s estimated asset



CANADIAN PHOENIX RESOURCES CORP.

Notes to Interim Financial Statements

For the three and nine months ended September 30, 2010 and 2009
Unaudited

retirement obligation was $1.0 million at September 30, 2010 (December 31, 2009 - $4.9 million).
Undiscounted cash flows required to settle the obligation over the estimated reserve life of the
underlying assets (adjusted for inflation), is estimated at $1.1 million (December 31, 2009 - $6.3
million).

Remediation costs are expected to be incurred over the next 2 to 6 years. A credit-adjusted risk-free
rate of 7.5% and an inflation rate of 2% were used to calculate the net present value of the
Corporation’s asset retirement obligation.

The following table provides a reconciliation of the carrying amount of the obligation associated
with the retirement of oil and gas properties:

September 30, December 31,
2010 2009

Asset retirement obligation, beginning of the
period $4,850,525 $4,551,669
Liabilities disposed (3,589,398) (158,135)
Liabilities incurred - 73,432
Changes to estimates (410,580) 26,912
Accretion expense 161,347 356,647
Asset retirement obligation, end of period $1,011,894 $4,850,525

9. INCOME TAX

The tax recovery of $1.5 million for the nine months ended September 30, 2010 relates to the
operating loss incurred by Serrano prior to disposition. The realization of future tax benefits on
losses incurred in the Corporation is not considered more likely than not and therefore has not been

recognized.

10. NON CONTROLLING INTEREST (“NCI”)

The following details the movement in the non-controlling interest in Serrano to the point of its

disposal on May 26, 2010:

September 30, December 31,
2010 2009

Balance - beginning of the period $ 18,229,659 $26,777,183
NCI share of Serrano loss for the period (456,709) (3,725,723)
NCI share of Serrano transactions impacting share capital during the
period (recognition of future tax liability on flow-through shares) - (872,083)
Increase in NCI in relation to Serrano stock-based compensation 322,602 1,742,091
Decrease in NCI due to Serrano share cancellation - (7,806,346)
Increase in NCI due to Serrano shares issued to settle accounts
payable - 1,280,758
Increase in NCI due to Serrano shares issued to private lender - 720,668
Increase in NCI due to Serrano shares issued to directors/consultants 44,625 113,111
Derecognition of NCI on sale of investment in Serrano (18,140,177)
Balance, end of the period $ - $ 18,229,659




CANADIAN PHOENIX RESOURCES CORP.

Notes to Interim Financial Statements

For the three and nine months ended September 30, 2010 and 2009
Unaudited

11. SHAREHOLDERS’ EQUITY
a) Authorized

Unlimited number of common voting shares of no par value
Unlimited number of preferred shares of no par value

b) Issued and outstanding
# Shares $ Value
Balance - December 31, 2008 1,131,893,771 118,977,580
Share consolidation 25 for 1 November 2009 (1,086,618,020) —
Shares issued — financing fees 976,744 420,000
Balance - December 31, 2009 46,252,495 119,397,580
Shares returned to Treasury (175) —
Shares issued on warrant exercise — Sept 30, 2010 1,317,159 1,646,448
Balance - September 30, 2010 47,569,479 121,044,028
C) Options
Below is a summary of the options issued under the Corporation’s stock option plan as at September
30, 2010:
Weighted average
Number exercise price ($)
Outstanding — December 31, 2008* 247,440 4.25
Expired (2,000) 17.00
Forfeited (123,040) 4.20
Outstanding — December 31, 2009* 122,400 3.13
Expired (97,600) 3.13
Granted — August 27, 2010 " 2,310,000 1.28
Outstanding — September 30, 2010 2,334,800 1.30

*Options have been decreased by a factor of 25 following the Corporation’s 25 for 1 share consolidation
in November 2009. The exercise price has correspondingly been adjusted upward by a factor of 25.

on August 27, 2010 options were issued to directors in conjunction with the cancellation of the
Stock Appreciation Rights Plan (refer Note 11e). Options have a 5 year term, vested immediately,
and an exercise price of $1.28, being the Corporation’s stock price on August 27, 2010. The fair
value of the options, as determined utilizing the Black-Scholes model, was $1,573,094 which has
been included as stock-based compensation in the Statement of Operations, with an associated
increase in contributed surplus.

Significant assumptions made in the August 27, 2010 fair value calculation included a share-price



CANADIAN PHOENIX RESOURCES CORP.
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For the three and nine months ended September 30, 2010 and 2009
Unaudited
volatility factor of 60%, a risk-free rate of 2.75%, and a dividend yield of zero.

The following table summarizes information about stock options outstanding at September 30, 2010:

Weighted Weighted

average average

Outstanding remaining Weighted exercise price

Exercise September contractual average Number —exercisable

price 30, 2010 life in years exercise price vested and options
exercisable

$3.13 24,800 24 $3.13 24,800 $3.13

$1.28 2,310,000 4.9 $1.28 2,310,000 $1.28

d) Warrants

The following table is a summary of the Corporation’s outstanding warrants as at September 30, 2010.
Each warrant entitles the holder to purchase one common share in the Corporation at the relevant
exercise price.

Weighted

Weighted Average
Average Value per Total
Date Warrants*  Exercise Price* Warrant* $ Value
Outstanding — Dec 31, 2008 30,424,602 $4.48 $1.05 32,087,679
Expired (2,254,867) $2.90 ($0.63)  (1,416,295)
Modifications — — — 383,579
Outstanding — Dec 31, 2009 28,169,735 $1.25 $1.10 31,054,963
Exercised — Sept 30, 2010 (1,317,159) $1.25 $0.28 (363,611)
Outstanding — Sept 30, 2010 26,852,576 $1.26 $1.14 30,691,352

*Warrants have been decreased by a factor of 25 following the Corporation’s 25 for 1 share consolidation
in November 2009. The exercise price and value has correspondingly been adjusted upward by a factor of 25.

The following table is a summary of information about warrants outstanding at September 30, 2010:

Weighted
average
remaining
Outstanding September contractual Exercise Number
30, 2010 life in years price exercisable
8,904,712 0.5 $1.25* 8,904,712
17,365,023 1.0 $1.25* 17,365,023
582,841 1.0 $2.50 582,841
26,852,576 0.8 $1.26 26,852,576

*exercise price adjusts to $2.50 on January 12, 2011



CANADIAN PHOENIX RESOURCES CORP.

Notes to Interim Financial Statements

For the three and nine months ended September 30, 2010 and 2009
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(f)

(e) Stock Appreciation Rights (“SARS”)

During the year ended December 31, 2009, the Corporation granted 66 million SARs at a strike price of
$0.03 per SAR (post share consolidation: 2,640,000 SARs, exercise price $0.75). During 2009, 80,000
(post share consolidation) rights expired unexercised, and in the nine months ended September 30, 2010
200,000 (post share consolidation) rights expired unexercised.

On March 30, 2010, 220,000 SARs were exercised, and on June 30, 2010 a further 220,000 SARs were
exercised.

On August 27, 2010, the SARs Plan was terminated by the Corporation’s Board of Directors. Under the
SARs Plan, termination of the Plan results in the immediate exercise of all outstanding unexercised
rights. The payout of the 1.92 million outstanding SARs to holders in September 2010 was $1 million.
The total amount paid out under the SARs Plan in 2010 of $1.2 million is included in the Statement of
Operations as stock-based compensation.

Per share amounts

As described in Note 11(b) above, effective November 16, 2009 the Corporation consolidated its
outstanding share capital on a 25:1 basis. The weighted average number of outstanding shares for 2009
has been adjusted to assume the consolidation occurred at the beginning of that year, for the purposes of
all comparative per share disclosures.

For the three and nine months ended September 30, 2010 the weighted average number of shares
outstanding was 46.3 million (2009 — 45.3 million), yielding a basic net loss per share of $0.04 for the
three months and a basic net income per share of $0.23 for the nine months (2009: loss of $0.10 and $0.55
per share respectively).

Diluted earnings per share is the same as basic earnings per share for the three months ended September
30, 2010 (and for both the three and nine months ended September 30, 2009) as the exercise of warrants
and options would have an anti-dilutive effect on the net loss reported.

Diluted earnings per share for the nine months ended September 30, 2010 assumes the exercise of options
and warrants as if issued at the later of the date of grant or the beginning of the year. This calculation
takes into account only the options and warrants that are considered in-the-money over the nine months
ended September 30, 2010. Based on the Corporation’s average share price over the nine months ended
September 30, 2010, no options or warrants were considered to be dilutive and therefore the weighted
average number of dilutive shares outstanding is the same as the weighted average number of shares
outstanding.

12. COMMITMENTS & CONTINGENCIES

a) The Corporation’s operating lease for office space expired August 31, 2010 and is currently
being renewed on a month-month basis at a cost of approximately $4,000 per month.

The Corporation has no other capital or operating commitments.
b) Indemnifications

From time to time, the Corporation may be involved in litigation or have claims sought against
it in the normal course of business operations. The Corporation is not currently aware of any
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13.

14.

claims or actions that would materially affect the reported financial position or results from
operations.

Under the terms of certain agreements and the by-laws of the Corporation, the Corporation
indemnifies individuals who have acted at the request of the Corporation to be a director
and/or officer to the extent permitted by law, against any and all damages, liabilities, costs,
charges or expenses suffered by or incurred by the individuals as a result of their service.

RELATED PARTY TRANSACTIONS

Refer to Note 3 regarding the repayment of the Corporation’s mezzanine loan during 2010.

FINANCIAL INSTRUMENTS

The Corporation’s financial instruments consist of cash/cash equivalents, accounts and other
receivables, accounts payable and accrued liabilities. All financial assets (except for cash/cash
equivalents which are classified as held for trading) are classified as either loans or receivables and are
accounted for on an amortized cost basis. All financial liabilities are classified as other liabilities. There
are no financial assets on the balance sheet that have been designated as available-for-sale. There have
been no changes to the aforementioned classifications during the three and nine months ended
September 30, 2010.

The nature of these instruments and its operations expose the Corporation to market risk, credit risk and
liquidity risks. The Corporation manages its exposure to these risks by operating in a manner that
minimizes this exposure. While management monitors and administers these risks, the Board of
Directors of the Corporation has the overall responsibility for the establishment and oversight of the
Corporation’s risk management framework.

Market risk

Market risks are those risks that are outside of the control of the Corporation, the key ones being
unfavorable movements in commaodity prices, interest rates, and foreign exchange rates. The objective of
the Corporation is to mitigate exposure to these risks, while maximizing returns.

(a) Commodity price risk

Due to the volatility of commodity prices, the Corporation is exposed to adverse consequences such as
declining revenue and asset recoverability risks in the event of declining oil and gas prices. The
Corporation manages commodity price risk by updating and monitoring forecast cash flows and
profitability and making appropriate actions as needed. To date, the Corporation has not used hedging
strategies to counter commodity price risk, such as forward oil and natural gas sale contracts to lock in
prices with respect to future deliveries. The Corporation may consider utilizing these types of derivative
contracts in the future to protect its revenue cash flow.

(b) Interest Rate risk

As described in Note 4, at September 30, 2010 the Corporation’s exposure to movements in interest
rates was limited to an interest-earning (floating rate) bank account and an interest-earning (floating
rate) GIC account. The Corporation had no interest rate swaps or financial contracts to manage interest
rate risk in place at September 30, 2010, nor were any utilized during the year.
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For the three and nine months ended September 30, 2010, an increase/(decrease) in bank interest rates of
one percent would have resulted in an increase/(decrease) of approximately $100,000 on net earnings,
assuming all other variables are constant. Movements in interest rates are monitored.

(c) Foreign exchange risk

Although the Corporation’s product revenues are denominated in Canadian dollars, the underlying
market prices are affected by the exchange rate between the Canadian and the United States dollar. The
Corporation does not make any significant foreign currency denominated payments. Foreign exchange
rates movements are monitored. As at September 30, 2010 the Corporation had no contracts in place to
manage foreign exchange risk and no such contracts were utilized during the year.

Credit Risk

Credit risk is the risk of default on payment by counterparties to financial assets held by the Corporation.
Virtually all of the Corporation’s accounts receivables are concentrated with a limited number of
customers and joint venture partners in the oil and gas industry. Management considers this
concentration of credit risk to be acceptable, as customers are major industry participants, and
receivables from partners are protected by effective industry standard legal remedies. The Corporation
requires cash calls from its partners on major field projects in advance of commencement.

Gross accounts receivable at September 30, 2010 were $2.3 million, from trade customers and joint
venture partners. Receivables related to the sale of production are normally collected on the 25" day of
the month following delivery. As at September 30, 2010, an impairment allowance of $0.3 million is
carried. No other receivables are considered impaired. At September 30, 2010, the Corporation had
$0.4 million in receivables outstanding for greater than 90 days, and with the exception of the $0.3
million balance noted above, no collection issues with the remaining balances are expected.

At September 30, 2010, the Corporation had an amount of $0.2 million due from a joint venture partner
which was past due but not considered impaired. This receivable was collected in October 2010.

The maximum exposure to credit risk is therefore represented by the carrying amounts of accounts
receivable and cash on the balance sheet.

The Corporation is potentially exposed to a risk with respect to cash amounts held in individual banking
institutions for balances that are in excess of nominal guaranteed amounts. Cash balances at September
30, 2010 were held with two banking institutions in Canada. The Corporation periodically monitors
published and available credit information of all its banking institutions. Management considers this
source of credit risk as acceptable given the current strength in the Canadian banking system.

Liquidity risk

Liquidity risk is the risk that the Corporation is not able to meet its financial obligations as they come
due. As the oil and gas industry is very capital intensive, the majority of the Corporation’s spending and
hence liquidity risk is related to funding its capital programs. The Corporation’s goal is to prudently
make capital expenditures while maintaining a strong credit reputation amongst its suppliers.

From time to time the Corporation enters into agreements which require expenditure commitments, such
as the raising of flow-through equity capital and farm-in agreements with joint venture partners in the oil
and gas industry.
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Unaudited

15.

The Corporation has established a standard of ensuring that it has enough available resources to meet its
ongoing financial expenditure requirements. The Corporation also manages its available resources to
ensure it can sustain a downturn in the oil and gas industry in which revenue streams contract and
external financing may not be readily available. At September 30, 2010, the Corporation’s cash
holdings were significantly in excess of its financial liabilities.

Fair Values of Financial Assets and Liabilities

The fair values of the Corporation’s financial instruments that are included in the balance sheet
approximate their carrying amount due to the short-term maturity of those instruments.

CAPITAL MANAGEMENT

The Corporation's objectives when managing capital is to safeguard its ability to continue as a going
concern, so that it can continue to provide returns for shareholders and benefits for other stakeholders.
The Corporation defines capital as shareholders equity, working capital and credit facilities when
available. The Board of Directors does not establish quantitative return on capital criteria for
management; but rather promotes year over year sustainable profitable growth.

The Corporation manages the capital structure primarily through monitoring current and forecast
working capital levels. This is coupled with ongoing assessments of the risk-reward profile of its
exploration and development projects and economic indices including oil and natural gas prices.
Cashflow and working capital forecasts are presented to and reviewed by the Board of Directors on a
monthly basis.

There have been no changes in the Corporation’s capital management strategies and processes from the
previous year.

The Corporation has no externally imposed capital requirements.
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CANADIAN PHOENIX RESOURCES CORP.
MANAGEMENT'SDISCUSSION AND ANALY SIS

For the three and nine months ended September 30, 2010 and 2009
DATE

The following discussion and analysis is dated November 26, 2010.

OVERALL PRESENTATION

This Management’s Discussion and Analysis (“MD&A”) regarding Canadian Phoenix Resources
Corp. (“the Corporation” or “Canadian Phoenix”) reflects information known to management as
at November 26, 2010. This MD&A provides a discussion of the financial performance of the
Corporation thus far in 2010, an overview of the Corporation’s financial position, an outlook for
the remainder of 2010 and is intended to supplement our unaudited interim financial statements
for the three and nine months ended September 30, 2010 and 2009.

The MD&A should be read in conjunction with the unaudited interim financial statements and the
accompanying notes therein for the three and nine months ended September 30, 2010 and 2009.
The results reported are in accordance with accounting principles generally accepted in Canada
(‘GAAP?), and are presented in Canadian dollars unless otherwise stated. The information in this
MD&A was approved by the Corporation's Board of Directors on November 26, 2010.

Forward-looking statements

Forward-looking statements are based on current expectations that involve a number of risks and
uncertainties. These risks and uncertainties, many of which are beyond the control of the
Corporation, include the impact of general economic conditions and specific industry conditions,
volatility of commodity prices, currency fluctuations, imprecision of reserve estimates,
environmental risks, competition from other producers, stock market volatility and ability to
access sufficient capital from internal and external sources. The Corporation’s actual results,
performance or achievements could differ materially from those expressed in, or implied by,
these forward-looking statements, and accordingly, no assurance can be given that any events
anticipated by the forward-looking statements will transpire or occur, or if any of them do, what
benefits the Corporation can derive there from.

BOE Presentation

Per barrel of oil equivalent (“BOE”) amounts have been calculated using a conversion rate of six
thousand cubic feet of natural gas to one barrel of oil (“6:1”). The 6:1 conversion ratio is based on
an energy equivalency conversion method primarily applicable at the burner tip and does not
represent a value equivalency at the wellhead. BOE disclosure may be misleading, particularly if
used in isolation.

Non-GAAP Measurements

The terms “funds from operations”, “funds from operations per share”, “netbacks” and “netbacks
per BOE” do not have any standardized meaning prescribed by GAAP and therefore might not be
comparable with similarly described measures for other companies. The term “funds from
operations” is used by the Corporation to analyze operating performance and liquidity. Netbacks
equal total revenue less royalties and operating costs calculated on a commodity and BOE basis.
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Total BOE is calculated by multiplying the daily production by the number of days in the year or
the quarter, as relevant.

BUSINESS OBJECTIVESAND STRATEGY

The Corporation has a strategy of being a consolidator of undervalued oil and gas assets in the
Western Canadian Sedimentary Basin while also being involved in the exploration and
development of oil and natural gas properties in certain high potential multi-zone areas in
Western Canada. The Corporation strives to maintain a risk balance between exploration,
development and exploitation projects combined with strategic acquisition opportunities that meet
its business parameters.

In seeking to maximize value for its shareholders, the Corporation constituted a Special
Committee of independent directors in mid 2009 to investigate and evaluate strategic alternatives
available to the Corporation, including opportunities to divest certain of its oil and gas assets.
During the second quarter of 2010, two significant divestments occurred:

e On May 26, 2010, the shareholders of the Corporation and the shareholders of the
Corporation’s subsidiary Serrano Energy Ltd (“Serrano™) approved the sale of all of
Serrano’s shares to an intermediate oil and gas producer. The disposition of the
Corporation’s 10,981,000 shares in Serrano yielded gross proceeds of $24.8 million,
of which $2.1 million were immediately used to repay the Corporation’s mezzanine
loan.

e On April 27, 2010 the Corporation entered into a voting agreement with its 58%
owned investee Marble Point Energy Ltd (“Marble Point”, now Teine Energy Ltd)
and a third party, pursuant to which the Corporation agreed to vote its shares held in
Marble Point in favor of an amalgamation between Marble Point and the third party,
subject to receipt of requisite shareholder and regulatory approval.

The Corporation’s shareholders approved the transaction at a special meeting of
shareholders held on May 26, 2010, while the shareholders of Marble Point approved
the transaction (under slightly modified terms, none of which impacted the cash
consideration available to the Corporation) on June 25, 2010. Gross proceeds on the
sale of the Corporation’s 90 million shares in Marble Point were $45 million.

With the closing of these transactions, the Corporation now has significant cash holdings
(approximately $67 million at the date of this report) to go along with approximately $62 million
of tax pools, and is positioned for a significant re-investment into the oil and gas sector when the
right opportunity arises.

Mr David A. Tuer, a director of the Corporation since August 2008, resigned from the Board on
August 27, 2010. Mr. Tuer’s resignation from the Board of Canadian Phoenix followed on from
the conclusion of the Marble Point sale transaction.
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EXECUTIVE OVERVIEW

The third quarter of 2010 saw oil prices remain at levels consistent with the past quarter at around
US$76/bbl (WTI), and continued depressed natural gas prices which averaged $3.55 (AECO
spot). While oil prices are expected to remain in the $75-$90 range for the remainder of the year,
natural gas prices are likely to remain at the current low levels for some time due primarily to
excess supply in the North American market. With the disposal of the Corporation’s investments
in Serrano and Marble Point, movements in oil and natural gas prices are more relevant to the
Corporation’s re-investment strategies and opportunities than their impact on the Corporation’s
financial performance.

Financial Performance — three and nine months ended September 30, 2010

Note - the results of Serrano are included to the disposition date of May 26, 2010, and the equity
results of Marble Point are included to the disposition date of June 25, 2010.

For the three and nine months ended September 30, 2010 the Corporation recorded a loss after tax
of $2.0 million and income after tax of $10.9 million respectively. The third quarter loss includes
a non-cash stock-based compensation charge of $1.6 million, and otherwise reflects general and
administrative costs in excess of net operating revenue.

Heavily impacting the year-to-date results were the accounting gains recorded on the dispositions
of Serrano ($13.2 million) and Marble Point ($12.8 million). These are discussed below in more
detail. Excluding these gains, and also excluding a $5 million impairment charge on property and
equipment, a loss of $10.1 million was realized year-to-date.

Netbacks from oil and gas sales were around break-even for the third quarter and $2.8 million for
nine months ended September 30, 2010. After cash-settled general and administrative costs of
$0.4 million and $7.5 million, funds from operations were negative at $0.3 million and $4.7
million for the respective three and nine month periods.

The gain on disposition of Serrano of $13.2 million reflects the difference between the May 26,
2010 carrying value of Serrano’s assets, liabilities and the non-controlling interest in the consolidated
balance sheet, and the $24.7 million net cash proceeds received. For tax purposes, a capital gain of
$4.1 million was realized, being the difference between the tax cost of the Corporation’s investment in
Serrano of $20.8 million, and the net proceeds received. The discrepancy between the tax and
accounting outcomes is due primarily to an $8.6 million lower tax cost than accounting (due to a tax
election made in 2008 to transfer the Freemont property to Serrano at its tax cost in order to defer a
capital gain), as well as Serrano’s losses since acquisition and the write-off in 2008 of goodwill
relating to the Serrano purchase (the latter two items only affect the accounting carrying values).

The gain on disposition of Marble Point of $12.8 million represents the excess of net cash proceeds of
$44.7 million over the carrying value of the equity investment in Marble Point as at June 25, 2010 of
$31.9 million. For tax purposes, a capital loss of $23.6 million was recorded — again, the large
discrepancy between the tax and accounting outcomes represents the Corporation’s equity share of
Marble Point’s losses since acquisition, and an impairment charge of $19 million in 2008.

The $5 million impairment charge recorded in the second quarter of 2010 was in relation to the
Corporation’s property and equipment, as the carrying value exceeded the future cash flows associated
with proved and probable reserves discounted at 10 percent.
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Financial Position

At September 30, 2010, the Corporation had cash holdings of $65.7 million, net assets of $68.7
million, and no debt. As noted previously, the significant increase in cash on hand is due to the
dispositions of Serrano and Marble Point.

KEY FINANCIAL HIGHLIGHTS

For thethree months ended For the nine months ended
($000's except as indicated) September 30 September 30
2010 2009 2010 2009

Total P& NG Production (boe) 2,458 85,663 140,249 262,049
Avg P& NG Production (boe/d) 27 931 514 960
Avg realized price - ($/boe) 35.39 57.66 59.65 48.16
P& NG revenue 87 4,939 8,366 12,621
Netbacks (23) 2,056 2,806 5,080
Netbacks - $/boe (9.36) 24.72 20.00 19.57
M PE I nvestment loss - (2,330) (1,026) (8,110)
Income (L oss) for the period (2,002) (4,576) 10,866 (24,869)

Per share- basic & diluted ($0.04) (%0.10) $0.23 ($0.55)
Funds from Operations (325) 408 (4,698) 260
Capital Expenditure 14 270 580 8,306
Cash on hand 65,650 208 65,650 208
Working Capital (Deficiency) 67,153 (11,395) 67,153 (11,395)
Total assets 70,322 103,511 70,322 103,511
Total long-term debt - - - -
Commitments - 1,600 - 1,600
Weighted Average Number of Shares 46,252,320 45,275,760 46,252,320 45,275,760
Outstanding - Basic & Diluted*
Number of Shares Outstanding* 47,937,079 45,275,760 47,937,079 45,275,760
Number of Shares Outstanding - Diluted* 76,756,855 73,567,880 76,756,855 73,567,880

*all figures have been adjusted to reflect the 25 for 1 share consolidation effective Nov 16, 2009

The disposition of Serrano on May 26, 2010 is evident in the lower quarterly and year-to-date
production volumes compared to 2009. There has also been lower production in Corporation —
refer Operational Highlights below. Higher realized prices year-to-date in 2010 is reflected in
the higher year-to-date netbacks per boe.

As noted previously, non-cash stock-based compensation charges of $1.6 million significantly
impacted the third quarter result. The dispositions of Serrano and Marble Point are the primary
reason for the profitable year-to-date result, and also surplus of working capital and cash at
September 30, 2010.
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The Corporation has 2,334,800 options outstanding with a weighted-average exercise price of
$1.30 per share and the majority expiring in August 2015. The Corporation has 26.5 million
warrants outstanding, of which 0.6 million have an exercise price of $2.50, and the remainder an
exercise price of $1.25 (which adjusts to $2.50 in January 2011). All warrants expire in 2011.

OPERATIONAL HIGHLIGHTS

Petroleum and Natural Gas Revenue

($000's) 3MonthsEnded 3 MonthsEnded 9MonthsEnded 9 MonthsEnded
Sept 30, 2010 Sept 30, 2009 Sept 30, 2010 Sept 30, 2009
Revenue
Heavy Oil - 4,781 8,123 11,834
Light Oil 45 97 100 450
Natural Gas 42 61 143 337
Total 87 4,939 8,366 12,621
Production volumes 2,458 85,663 140,249 262,049
BOE/day 27 931 514 960
Average Realized Selling price -oil/bbl $79.79 $57.66 $61.02 $48.16
Average Realized Selling-nat. gas price/mcf $3.69 $3.01 $4.33 $4.22

For the three months ended September 30, 2010, petroleum and natural gas revenue of $0.1
million reflected volumes of 2,458 boe and an average realized selling price of $35.39 per boe
($79.79/bbl oil and $3.69/mcf gas as shown above). Volumes in the Corporation were up slightly
on the first and second quarters (which were around 2200 boe), but down from the same period in
2009, due primarily to the Corporation’s primary producing well (Campbell area) remaining shut
in since December 2009 due to a pipeline blockage problem. Efforts are underway at present to
rectify the pipeline problem and the well is expected to resume production in December 2010.

Average realized selling prices for the Corporation’s light oil reflects WTI benchmark pricing.
However, as the majority (approximately 80%) of the Corporation’s production is natural gas,
average prices/boe across all production has been heavily impacted by low gas prices.

For the nine months ended September 30, 2010, petroleum and natural gas revenue of $8.4
million reflected volumes of 140,249 boe and an average realized selling price of $59.65 per boe
($61.02/bbl oil and $4.33/mcf gas). The majority of this production reflects Serrano’s heavy oil
operations (133,440 bbls) until the May 26, 2010 disposal. Year-to-date realized prices were
higher than in 2009, as oil prices were very low in the first part of 2009 due to the global financial
crisis that began in the latter half of 2008.

Royalties
($000's) 3MonthsEnded 3 MonthsEnded 9MonthsEnded 9 MonthsEnded
Sept 30, 2010 Sept 30, 2009 Sept 30, 2010 Sept 30, 2009
Royalties (12) (1,202) (2,078) (2,899)
Royalties ($/boe) (4.88) (14.03) (14.82) (11.06)

Royalties per boe have decreased significantly in the third quarter of 2010 as compared to the
same period in 2009. The decrease is primarily due to lower royalties payable on the
Corporation’s production (as compared to Serrano), and includes the receipt of a capital cost
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rebate in April 2010. The main reason for higher royalties per boe for the nine months ended
September 30, 2010 compared to the prior year is higher average realized prices.

Operating Costs

($000's) 3MonthsEnded 3MonthsEnded 9MonthsEnded 9 MonthsEnded
Sept 30, 2010 Sept 30, 2009 Sept 30, 2010 Sept 30, 2009
Operating costs (98) (1,680) (3,482) (4,642)
Operating costs($/boe) (39.87) (19.61) (24.83) (17.71)

Operating costs per boe in the third quarter of 2010 were significantly higher than in the prior
year reflecting the impact of fixed costs on lower production volumes.

Operating costs year-to-date relate largely to Serrano’s heavy oil operations to the point of
disposal, and consist primarily of propane, contract operator fees, trucking charges, and
maintenance costs. These costs per boe were higher than in 2009, reflecting remedial work
conducted on various wells.

General and Administrative Expenses

($000's) 3MonthsEnded 3MonthsEnded 9MonthsEnded 9 MonthsEnded
Sept 30, 2010 Sept 30, 2009 Sept 30, 2010 Sept 30, 2009
General and administrative (367) (1,182) (6,257) (4,582)
Stock based compensation (1,592) (299) (3,087) (1,571)
Total G& A ($/boe) (796.99) (17.29) (66.62) (23.48)

General and administrative costs consist primarily of labor costs (internal and external
consultants), directors’ fees, and professional services.

G&A costs in the third quarter of 2010 represent Corporation’s staffing and overhead costs, and
have declined from prior quarters due to reductions in staffing numbers and a more favorable
office lease. Year-to-date G&A costs includes approximately $3.7 million of transaction costs in
Serrano (severance, option buy-out, and legal fees), as well as Serrano’s regular G&A charges to
the point of disposition.

Stock-based compensation for the current quarter of $1.6 million relates primarily to the issuance
of 2,310,000 options to directors on August 27, 2010 in conjunction with the wind-up of the
Stock Appreciation Rights Plan. The fair value of the options, as determined utilizing the Black-
Scholes model, was $1,573,094 which was expensed immediately as the options vested
immediately. The options have a five-year term and an exercise price of $1.28, which was the
closing price of the Corporation’s shares on the TSX Venture Exchange on the date of issue.

Year-to-date stock-based compensation expense includes $1 million of cash paid out to holders of
SARs on the wind-up of the Plan noted above, as well as $0.2 million from exercises of SARs
earlier in 2010. The pay-out on the termination of the Plan had been largely accrued at June 30,
2010, and therefore did not significantly impact the third quarter results. Year-to-date stock-
based compensation also includes $0.3m related to options vesting in Serrano, prior to the May
26, 2010 disposition.
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Impairment & Depletion, Depreciation and Accr etion

($000's) 3MonthsEnded 3MonthsEnded 9MonthsEnded 9 MonthsEnded
Sept 30, 2010 Sept 30, 2009 Sept 30, 2010 Sept 30, 2009
Impairment - PP&E - - (5,000) (7,664)
Depletion, depreciation and accretion (104) (3,089) (4,436) (12,456)
DDA/boe (42.31) (36.06) (31.63) (47.53)

In the second quarter of 2010, an impairment charge of $5 million was recorded in relation to the
Corporation’s property and equipment. Previously, the impairment test was done on a
consolidated basis (including Serrano and the Corporation’s 58.1% interest in Marble Point), and
without the benefit of production and reserves from those entities, a write-down in the carrying
value of the Corporation’s assets was required.

Depletion, depreciation and accretion charges for the third quarter relate to the Corporation’s $2.6
million of property and equipment. The year-to-date expense of $4.4 million includes $4 million
from Serrano to the point of disposition.

Interest and Financing Expense

($000's) 3MonthsEnded 3MonthsEnded 9MonthsEnded 9 MonthsEnded
Sept 30, 2010 Sept 30, 2009 Sept 30, 2010 Sept 30, 2009
Financing costs - (891) - (891)
Interest expense - (390) (271) (481)
Total interest/financing - (1,281) (271) (1,372)

Interest expense during 2010 relates to the Corporation’s $2.1 million mezzanine loan (to the
repayment date of May 26, 2010), as well as interest charges on some payables and bank line of
credit in Serrano.

Other Items

($000's) 3MonthsEnded 3MonthsEnded 9MonthsEnded 9 MonthsEnded
Sept 30, 2010 Sept 30, 2009 Sept 30, 2010 Sept 30, 2009

MPE equity investment loss - (2,330) (1,026) (8,110)

Impairment of goodwill - - (213)

Impairment of receivables - - (39) -

Gain on disposition of MPE - - 12,842

Gain on disposition of Serrano - 13,161

Interest income 111 - 131 -

Other income/(expense) (39) 16 84 309

72 (2,314) 25,153 (8,014)

The Corporation’s 58.1% share of Marble Point’s loss after tax for 6 months to June 25, 2010,
including consolidation adjustments to depletion and depreciation, was $1.0 million compared to
a loss of $8.1 million in 2009.

Interest income of $0.1 million in the third quarter of 2010 relates to the Corporation’s cash
holdings, which earns approximately 1% in two interest-bearing accounts held in separate
financial institutions.
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As noted previously, the Corporation’s sale of investments in Marble Point and Serrano resulted
in gains on disposition of $12.8 million and $13.2 million respectively.

Income Taxes
($000's) 3MonthsEnded 3MonthsEnded 9MonthsEnded 9 MonthsEnded
Sept 30, 2010 Sept 30, 2009 Sept 30, 2010 Sept 30, 2009
Income Taxes
Current income tax recovery (expense) - - (44)
Future income tax recovery - 827 1,501 3,026
827 1,501 2,982

The recovery of future income taxes relates to the operating loss in Serrano up the point of
disposal, as no tax benefit has been recorded on the loss in the Corporation, consistent with prior
periods.

The Corporation’s tax pools at September 30, 2010 totaled $60.7 million, as follows:

$
Canadian oil and gas property expense 4,031,863
Canadian development expense 752,413
Canadian exploration expense 6,669,416
Undepreciated capital cost 3,712,690
Non-capital losses 25,076,870
Capital losses 19,838,213
Share Issue costs 2,048,453

As noted previously, a capital gain of $4.1 million and a capital loss of $23.6 million were
realized on the respective sales of Serrano and Marble Point.

Non-controlling I nterest

($000's) 3MonthsEnded 3 MonthsEnded 9MonthsEnded 9 MonthsEnded
Sept 30, 2010 Sept 30, 2009 Sept 30, 2010 Sept 30, 2009
Non-controlling I nter est - (708) (457) (2,731)

The 46% non-controlling interest in Serrano’s $1 million after-tax loss for the 5 months ended
May 26, 2010 was $0.4m.

CAPITAL EXPENDITURES
Capital expenditures for the third quarter of 2010 were $14k, and $0.6 million year-to-date.

Capital expenditure will be relatively low in the near future, until such time as a significant asset
or corporate transaction is undertaken.
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QUARTERLY HIGHLIGHTS

2010 2009 2008

SELECTED QUARTERLY Q3 Q2 Q1 Q4 Q3 Q2 Q1 Q4
HIGHLIGHTS (unaudited) 2010 2010 2010 2009 2009 2009 2009 2008
($000's)

P&NG net revenue 75 2,053 4,161 5,793 3,736 3,175 2,811 2,607
Production expense 98 1,277 2,106 2,170 1,681 1,349 1,612 1,882
DDA/impairment 104 6,316 3,016 3,294 3,089 11,279 5,752 30,714
G&A net other income 1,887 5,232 2,062 2,022 1,466 2,236 2,356 2,420
Financing fees/interest - 98 173 1,361 1,281 86 5 3,981
Equity investment loss/impairment - 1,543 517 2,144 2,330 836 4,944 21,812
Income tax recovery - 956 544 81 827 593 1,561 5,046
Net (Income) Loss for the period 2,002 (16,389) 3,521 5,583 4,576 11,083 9,209 52,768
Net (income) loss per share $0.04] ($0.35) $0.08 $0.66 $0.00 $0.01 $0.01 $0.05
Working Capital/(Deficiency) 67,153 65,844 7,350 (13,226) (11,395) (11,533) (13,192) (5,870)

The sale of the Corporation’s investments in Serrano and Marble Point in the second quarter of
2010 resulted in gains on disposition totaling $26.0 million and net cash proceeds of $69.4
million, which is the reason for the profitable result and strong working capital position at
September 30, 2010.

LIQUIDITY & SOURCESOF CAPITAL

The Corporation’s working capital consists of cash/cash equivalents and receivables, net of
accounts payable. As at September 30, 2010 there was a surplus in working capital of $67.1
million, including cash of $65.7 million. In addition, total tax pools available to the Corporation
are approximately $62 million.

The Board will continue to seek conventional and alternative methods of financing as part of
future asset or corporate transactions within the oil and gas industry.

Share Capital

At the annual general and special meeting of shareholders held on November 12, 2009, the
shareholders approved the consolidation of shares on the basis of 25 old shares for one new share.
The share consolidation took effect November 16, 2009, and shares began trading on the TSX
Venture Exchange under the symbol of “CXP”.

On August 27, 2010, 2,310,000 options were issued to directors in conjunction with the
cancellation of the Stock Appreciation Rights Plan. Options have a 5 year term, vested
immediately, and an exercise price of $1.28, being the Corporation’s stock price on August 27,
2010. The fair value of the options, as determined utilizing the Black-Scholes model, was
$1,573,094 ($0.68/option) which was accounted for as stock-based compensation.

On September 30, 2010, 1,317,159 warrants were exercised at a price of $1.25 yielding cash
proceeds of $1.6 million and resulted in the issuance of 1,317,159 shares.

At September 30, 2010, the Corporation had 47,569,479 common shares outstanding, 2,334,800
stock options outstanding and 26,852,576 warrants outstanding. At the date of this report, the
Corporation had 47,937,079 common shares outstanding, 2,334,800 stock options outstanding
and 26,484,976 warrants outstanding.
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Contractual Obligations and Contingencies

In the course of its business, the Corporation enters into various contractual obligations, including
the following:

purchase of services;

royalty agreements;

processing agreements;

right of way agreements;

lease obligations for accommodation, office equipment; and
business acquisition and Corporate Governance agreements.

The Corporation’s operating lease for office space expired August 31, 2010 and is currently being
renewed on a month-month basis at a cost of approximately $4,000 per month.

The Corporation has no other capital or operating commitments.

RELATED PARTY TRANSACTIONS

As disclosed in Note 3 to the interim financial statements, the Corporation repaid its $2.1 million
loan facility from an arm's length mezzanine lender on May 26, 2010. Michael Atkinson, a
director of the Corporation, acts as a consultant to the mezzanine lender and provided strategic
advice for this lending transaction. Mr. Atkinson had also participated in funding (as to $95,000)
the loan.

There were no other related party transactions of significance.
OFF BALANCE SHEET ARRANGEMENTS

Disclosure is required regarding all off-balance sheet arrangements such as transactions,
agreements or contractual arrangements with unconsolidated entities, structured finance entities,
special purpose entities or variable interest entities that are reasonably likely to materially affect
the liquidity of or the availability of, or requirements for, capital resources. The Corporation had
no such off-balance sheet arrangements as at September 30, 2010.

BUSINESSRISKS & RISK MANAGEMENT

The Corporation is engaged in the exploration, development and production of crude oil and
natural gas. The oil and gas business is inherently risky and there is no assurance that
hydrocarbon reserves will be discovered and economically produced. The Corporation is
exposed to a number of business risks, some of which are beyond its control, as are all companies
in the oil and natural gas exploration and production industry. These risks can be categorized as
operational, regulatory, liquidity, credit, and market.

Operational risks include finding, developing and/or acquiring oil and natural gas reserves on an
economical basis (including acquiring land rights or gaining access to land rights); managing
reservoir production performance; managing production processes and costs; marketing
effectively; hiring and retaining skilled employees; and accessing contract services on a cost-
effective basis. The Corporation manages these risks by employing highly qualified staff and



Page 11 of 14

focusing on oil and gas projects where employees have expertise. In addition, the Corporation
outsources certain activities to be able to lever industry expertise, such as the marketing and
certain engineering and land functions.

The Corporation’s growth strategy requires the acquisition of oil and natural gas operations and
associated capital-raising, which can be difficult especially given the relatively smaller size of the
Corporation. The Corporation’s strategy in this regard is to utilize existing relationships with its
customers and suppliers, and create opportunities through relationships held by its directors and
officers. The Corporation’s intent is to use prudent levels of debt and equity to fund capital
programs and acquisition projects.

Regulatory risksto which the Corporation is subject are principally environmental in nature. The
Corporation hires third-party consultants to monitor environmental regulations, and develop and
manage programs to help the Corporation comply with current environmental legislation. The
Corporation has also put in place a corporate safety program and a site-specific emergency
response program to help manage these risks.

Increased public and political concern regarding climate change issues will likely result in
increased regulation regarding emissions standards. Given that the Corporation produces
hydrocarbons, such regulation could cause the Corporation to alter its growth strategy and
operating practices, and also result in additional costs and taxes associated with climate change
regulation. Climate change matters and their potential impact on the Corporation are monitored
by management.

Liquidity risk is the risk that the Corporation may not be able to meet its financial obligations as
they come due. This risk is managed by closely monitoring its financial position and forecasting
future cashflows on at least a monthly basis, such that an additional need for capital can be
identified as soon as possible. As the oil and gas industry is very capital intensive, the majority of
the Corporation’s spending is related to capital expenditure programs. The objective of the
Corporation is to prudently spend its capital while maintaining its credit reputation amongst its
suppliers. The Corporation attempts to maintain aged payables of less than 90 days.

At September 30, 2010, accounts payable and accrued liabilities were $0.6 million of which $0.04
million was greater than 90 days. Cash on hand significantly exceeds the Corporation’s financial
obligations.

Credit risk is primarily associated with the collectability of accounts receivable from customers,
joint venture partners and oil and natural gas marketers. These parties and related receivables are
subject to normal industry credit risks. Receivables from customers and joint venture partners are
generally collected within two to three months. Collection risk occurs with venture partners as
disagreements occasionally arise and may increase the potential for non-collection. At September
30, 2010, the Corporation’s accounts receivable was $2.3 million of which $0.4 million was over
90 days. With the exception of a $0.3 million allowance in relation to receivables from joint
venture partners, there is no indication that amounts are non-collectible.

Receivables related to oil and gas marketers are normally collected on the 25th day of the month
following production. To mitigate the risk of default on these receivables, the Corporation
predominately deals with large marketers who have strong credit ratings and solid reputations.
Historically, there have been no issues in collecting from oil and gas marketers.
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Market risks include unfavourable movements in commodity prices, the Canadian/US dollar
exchange rate and interest rates, all of which are beyond the Corporation’s control. Management
monitors movements in prices and rates. Currently the Corporation does not use any financial
instruments such as forward sale contracts or interest rate swaps to mitigate these risks.
Management will consider using these financial instruments depending on the operating
environment.

INTERNATIONAL FINANCIAL REPORTING STANDARDS

In February 2008, the Canadian Accounting Standards Board confirmed that all Canadian
publicly accountable enterprises will be required to adopt International Financial Reporting
Standards (IFRS) for interim and annual reporting purposes for fiscal years beginning on or after
January 1, 2011. The first reporting period under IFRS will be the three months ended March 31,
2011.

While the first year of reporting under IFRS is 2011, comparative financial statements for each
interim period in 2010 as well as 2010 in its entirety will be required, implying that Canadian
reporting issuers will need to prepare an IFRS-compliant balance sheet dated January 1, 2010.

Management has performed an assessment of the impact of the convergence of Canadian GAAP
with IFRS on the January 1, 2010 balance sheet. The IFRS assessment process has been lead by
the Chief Financial Officer, who has five years experience reporting under IFRS, and oversight
from the Audit Committee. Three transition adjustments of significance have been identified, as
follows:

e impairment of property and equipment of approximately $5 million. This will be taken
to retained earnings/deficit at January 1, 2010. Note that this impairment charge
effectively replicates the $5 million impairment charge recorded at June 30, 2010 under
GAAP.

e Reduction of $0.4 million in the carrying value of the Corporation’s $2.1 million note
payable (mezzanine debt) to reflect note issuance costs within the amortized cost of the
note. These costs had previously been expensed in 2009 under GAAP, and therefore
results in a credit to retained earnings/deficit at January 1, 2010. The financing costs will
be reflected as a component (increase) in interest expense over the period January 2010
to May 25, 2010 when the note was repaid.

e Increase of approximately $0.8 million in the asset retirement/site decommissioning
provision, reflecting a reduction in the discount rate applied. A risk-free rate of 3% will
be used to discount the expected future cashflows under IFRS, whereas a rate of 7.5%
was used under GAAP.

Regarding the accounting for property and equipment at the transition date, the Corporation made
use of the optional exemption available under IFRS 1 First Time Adoption of International
Financial Reporting Sandardsto reflect property and equipment at its carrying amount at
January 1, 2010 (“deemed cost’). In performing the required impairment assessment at the
transition date, the Corporation separated its property and equipment into ‘exploration and
evaluation’ and ‘development and production’ assets — all was in the latter class. Development
and production assets were further segregated into cash generating units (‘CGUs); a CGU is
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defined under IFRS as ‘the smallest identifiable group of assets that generates cash inflows that
are largely independent of the cash inflows from other assets or groups of asset”. The
Corporation has defined its CGUs as group of wells in the same geographical area sharing
common infrastructure and the same marketing function.

The Corporation has also utilized the optional exemptions under IFRS 1 regarding Business
Combinations and Share-Based Payments, and no adjustments regarding these items were
therefore required.

Management will report the impact of conversion to IFRS on its January 1, 2010 balance sheet as
part of its March 31, 2011 interim financial reporting.

DISCLOSURE CONTROLSAND PROCEDURES

On November 23, 2007, the ASC and the securities commissions in the other jurisdictions in
which the Corporation is registered exempted Venture Issuers from certifying disclosure controls
and procedures as well as Internal Controls over Financial Reporting. As the Corporation is a
Venture Issuer, it is now required to file “basic certificates”, which it has done for the three
months ended September 30, 2010.

ADDITIONAL INFORMATION

Further information on the Corporation can be found on SEDAR’s website at www.sedar.com
and Corporation’s website at www.canadian-phoenix.com



http://www.sedar.com/�
http://www.extreme-energycorp.com/�

Page 14 of 14

CORPORATE DIRECTORY

DIRECTORS & OFFICERS LEGAL ADVISORS:

Michad Atkinson
President & CEO
Director

Harry Knutson
Chairman & Director

Daryl Clark
Director

Bryce Rhodes
Director

Tim Moran
Chief Financial Officer
& Corporate Secretary

MAILING ADDRESS:
3300, 205 — 5" Avenue SW
Calgary, AB T2P 2V7

CORPORATE ADDRESS:
3300, 205 — 5" Avenue SW
Calgary, AB T2P 2V7

CORPORATE WEB SITE:

www.canadian-phoenix.com

Davis LLP
Calgary, Alberta

Borden Ladner Gervais LLP
Calgary, Alberta

AUDITORS:
Deloitte & Touche LLP
Calgary, Alberta

RESERVE ENGINEERS:
GLJ Petroleum Consultants
Calgary, Alberta

BANKER:

National Bank of Canada

Calgary, Alberta

REGISTRAR & TRANSFER AGENT:
Computershare Trust Company of Canada
Calgary, Alberta

STOCK EXCHANGE LISTING:
TSX Venture Exchange: Symbol “CXP”

SHARES OUTSTANDING (COMMON):
47,937,079

SHARES OUTSTANDING (COMMON):
(Fully diluted if all stock options and warrants

are exercised as of the date of this report)

76,756,855



	2010Q3
	2010Q3-MDA
	DATE
	OVERALL PRESENTATION
	BUSINESS OBJECTIVES AND STRATEGY
	Royalties
	Royalties per boe have decreased significantly in the third quarter of 2010 as compared to the same period in 2009. The decrease is primarily due to lower royalties payable on the Corporation’s production (as compared to Serrano), and includes the rec...
	Operating Costs
	Operating costs per boe in the third quarter of 2010 were significantly higher than in the prior year reflecting the impact of fixed costs on lower production volumes.
	Operating costs year-to-date relate largely to Serrano’s heavy oil operations to the point of disposal, and consist primarily of propane, contract operator fees, trucking charges, and maintenance costs.  These costs per boe were higher than in 2009, r...
	General and Administrative Expenses
	General and administrative costs consist primarily of labor costs (internal and external consultants), directors’ fees, and professional services.
	G&A costs in the third quarter of 2010 represent Corporation’s staffing and overhead costs, and have declined from prior quarters due to reductions in staffing numbers and a more favorable office lease. Year-to-date G&A costs includes approximately $3...
	Stock-based compensation for the current quarter of $1.6 million relates primarily to the issuance of 2,310,000 options to directors on August 27, 2010 in conjunction with the wind-up of the Stock Appreciation Rights Plan.  The fair value of the optio...
	Year-to-date stock-based compensation expense includes $1 million of cash paid out to holders of SARs on the wind-up of the Plan noted above, as well as $0.2 million from exercises of SARs earlier in 2010.  The pay-out on the termination of the Plan h...
	Impairment & Depletion, Depreciation and Accretion
	In the second quarter of 2010, an impairment charge of $5 million was recorded in relation to the Corporation’s property and equipment.  Previously, the impairment test was done on a consolidated basis (including Serrano and the Corporation’s 58.1% in...
	Depletion, depreciation and accretion charges for the third quarter relate to the Corporation’s $2.6 million of property and equipment.  The year-to-date expense of $4.4 million includes $4 million from Serrano to the point of disposition.
	Interest and Financing Expense
	Interest expense during 2010 relates to the Corporation’s $2.1 million mezzanine loan (to the repayment date of May 26, 2010), as well as interest charges on some payables and bank line of credit in Serrano.
	Other Items
	The Corporation’s 58.1% share of Marble Point’s loss after tax for 6 months to June 25, 2010, including consolidation adjustments to depletion and depreciation, was $1.0 million compared to a loss of $8.1 million in 2009.
	Interest income of $0.1 million in the third quarter of 2010 relates to the Corporation’s cash holdings, which earns approximately 1% in two interest-bearing accounts held in separate financial institutions.
	As noted previously, the Corporation’s sale of investments in Marble Point and Serrano resulted in gains on disposition of $12.8 million and $13.2 million respectively.
	Income Taxes
	The recovery of future income taxes relates to the operating loss in Serrano up the point of disposal, as no tax benefit has been recorded on the loss in the Corporation, consistent with prior periods.
	The Corporation’s tax pools at September 30, 2010 totaled $60.7 million, as follows:
	As noted previously, a capital gain of $4.1 million and a capital loss of $23.6 million were realized on the respective sales of Serrano and Marble Point.
	Non-controlling Interest
	The 46% non-controlling interest in Serrano’s $1 million after-tax loss for the 5 months ended May 26, 2010 was $0.4m.
	Capital expenditures for the third quarter of 2010 were $14k, and $0.6 million year-to-date. Capital expenditure will be relatively low in the near future, until such time as a significant asset or corporate transaction is undertaken.
	LIQUIDITY & SOURCES OF CAPITAL
	ADDITIONAL INFORMATION
	Further information on the Corporation can be found on SEDAR’s website at Uwww.sedar.comU and Corporation’s website at Uwww.canadian-phoenix.comU


