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Noti ce of No Auditor Revi ew

NORDIC O L AND GAS LTD.
NOTI CE OF NO AUDI TOR REVI EW OF | NTERI M FI NANCI AL  STATEMENTS

Under National Instrunment 51-102, Part 4, subsection 4.3(3)(a), if an auditor
has not perfornmed a review of the interimfinancial statements, they nust

be acconpani ed by a notice indicating that the financial statenents have not
been revi ewed by an auditor

The acconpanyi ng unaudited interimconsolidated financial statements of the
Conpany have been prepared by nmanagenent and approved by the Audit Committee
and Board of Directors of the Conpany.

The Conpany's independent auditors have not performed a review of these

consol idated financial statenents in accordance with the established standards
by the Canadian Institute of Chartered Accountants for a review of interim
financial statements by the entity's auditors



Nordic G| and Gas Ltd.
Bal ance Sheet
As at Septenber 30, 2010

(Unaudi t ed)
ASSETS Sept. 30, Decenber 31,

2010 2009

Rest at ed
(note 2)
Current Assets
Cash - 162, 216
Short-Term | nvestnents (note 3) 254,670 242,332
Accounts Receivable (note 9) 405, 422 684, 121
Deposits 190, 529 100, 093
850, 621 1,188, 762

Capital Assets
Property and Equi pment (note 4) 11, 011, 938 16, 168, 787
Total Assets m m
LI ABI LI TI ES AND SHAREHOLDERS' EQUI TY
Current Liabilities
Bank i ndebt edness 87,677 -
Accounts Payabl e (note 9) 1, 987, 356 4,834,870

2,075,033 4,834, 870
Long-Term Liabilities
Converti bl e Debentures (note 6) 290, 734 231,734
Asset Retirement Obligation (note 5) 770, 401 1, 064, 855
Future Tax Liability 1, 485, 904 1,771, 652
Total Liabilities 4,622,072 7,903, 111
Shar ehol ders' Equity
Equity Instruments (note 7) 11, 009, 943 11, 226, 700
Equity portion of convertible debenture (note 7) 204, 270 204, 270
Contributed Surplus (note 8) 2,956, 263 2, 805, 301
Deficit (6,929, 989) - 4,781, 833
Total Sharehol ders' Equity 7, 240, 487 9, 454, 438
Total Liabilities & Equity m m
Nature of operations and going concern (note 1)
Conmi t nents (note 10)
Conti gencies (note 11)
Subsequent events (note 16)
Approved by the Directors:

Di rector Director




Nordic G| and Gas Ltd.
Statenent of Operations and Loss
For the period ended Septenber 30, 2010

(Unaudi t ed)
Three nonths ended Ni ne nonths ended
Sept. 30, Sept. 30,
2010 2009 2010 2009
Rest at ed Rest at ed Rest at ed Rest at ed
(note 2) (note 2) (note 2) (note 2)
Revenues
Q| and natural gas sales 182, 225 383, 463 520, 110 1, 000, 258
Royal ty expense (22, 344) (14, 950) (43, 426) (68, 164)
159, 881 368, 513 476, 684 932, 094
Expenses
Depl etion, anortization and accretion 128, 067 125, 409 452,783 339, 449
Operating costs 149, 296 363, 313 508, 158 919, 350
General and adninistrative 197, 453 137,992 807, 775 525, 332
St ock based conpensation - 85, 337 69, 739 133, 389
474, 815 712,051 1,838, 455 1,917,520
Loss before the foll ow ng (314, 934) (343, 538) (1,361, 771) (985, 426)
Interest and financing charges (19, 288) (34) (46, 844) (32, 424)
Interest incone 490 2,418 3,630 12, 845
Loss on sale of properties (1,580, 690) - (1, 580, 690) -
Gai n(l oss) on marketabl e securities 10, 645 - 10, 645 -
(1,588, 843) 2,384 (1, 613, 259) (19, 579)
Loss before incone taxes (1,903, 777) (341, 154) (2,975, 030) (1, 005, 005)
Future income tax (recovery) (489, 862) (64, 043) (826, 874) (426, 015)
Net |oss for the period (1, 413, 915) (277,111) (2,148, 156) (578, 990)
Deficit, beginning - 5,516,074 - 3,853,494 - 4,781,833 3,551, 615
Deficit, ending - 6,929,989 - 4,130,605 - 6,929,989 4,130, 605
Basic and dil uted
| oss per share for the period $ (0.020) $ (0.005) $ (0.031) $ (0.010)



Nordic Ol and Gas Ltd.

St at ement of Cash Fl ow

For the period ended Septenber 30, 2010
(Unaudi t ed)

Cash Flow from
Qperating Activities

Net Loss for the period

Adj ustments for

Depl etion, anortization and accretion

St ock Based Conpensation
Interest incone
Future inconme tax recovery

Changes in depletion base, asset

retirement obligation, and property and

equi pment resulting fromsales
Loss on disposal of Lloym nster
Gain on nmarketable securities
Changes in non-cash working capital

Total cash from (used in) operations

Investing Activities

Property and equi pment acqui sitions
Proceeds from sale of assets and royalty
Tot al

Fi nanci ng Activities

Shares issued

Repaynent of convertibl e debentures
Tot al

I ncrease (Decrease) in cash and
equi val ents, during the year

Cash, beginning

Bank i ndebt edness, ending

Three nonths ended

Ni ne nonths ended

Sept. 30, Sept. 30,
2010 2009 2010 2009
Rest at ed Rest at ed Rest at ed Rest at ed
(note 2) (note 2) (note 2) (note 2)
- 1,413,915 277,111 2,148, 156 787, 403
128, 067 137, 536 452,783 371, 213
- 85, 337 69, 739 133, 389
490 - 3, 630
- 489, 862 64, 043 826, 874 426, 015
- 69, 330 5, 065, 223
1, 580, 690 1, 580, 690
(10, 645) (10, 645)
313,570 743, 744 2,671,589 2,343,579
39, 064 132, 393 1,066, 489 1,634,763
- 457,542 859, 478 743,901 1,723,935
- 1,089, 497
- 457,542 859, 478 345, 596 1,723,935
- 912, 289 471, 000 912, 289
(131, 427) - (370, 175)
- 780, 862 471, 000 542,114
- 418, 477 53,777 249, 893 452,942
330, 800 560, 877 162, 216 161, 712
(87,677) 614, 654 (87,677) 614, 654




NOTES TO THE FI NANCI AL STATEMENTS

1. NATURE OF OPERATI ONS AND GO NG CONCERN

Nordic G| and Gas Ltd. ("the Conpany") is a Canadi an based oil and gas expl oration and
devel opnent Conpany i ncorporated under the |aws of Manitoba whose oil and gas properties
are located in the provinces of Al berta, Saskatchewan and Manitoba.

These financial Statenents have been prepared on a going concern basis that contenpl ates
real ization of assets and the satisfaction of liabilities and conmtnents in the normal
course of business. At Septenber 30, 2010 the Conpany had a year to date operating | oss
income taxes of $2,975,030 and a working capital deficit of $1,224,412. The Conpany's
ability to continue as a going concern is dependant upon the Conpany achieving and maint
profitable results, receiving support formits lenders and attracting sufficient resourc
to explore and develop oil and natural gas properties. There is no certainty that nanage
will be able to resolve these matters. These financial statements do not reflect the

adj ustments that woul d be made necessary if the going concern assunption is not appropri
and these adjustments may be material.

The interimconsolidated financial statements have been prepared by managenent

in accordance with Canadi an general ly accepted accounting principles (“GAAP"). The inter
financial statenents reflect the operations of the Conpany. The interimfinancial
statements have been prepared on a consistent basis with the Decenber 31, 2009 audited
financial statements. These financial statements do not include all the information and
di scl osures required by Canadi an generally accepted accounting principles for annual fin
statements and should be read in conjunction with the Decenber 31, 2009 audited
financial statements and notes thereto.



2. RESTATEMENT OF PREVI QUS RESULTS

Due to the correction of errors that were discovered relating to the treatnent of
the royalty and property sale of the Lloydm nster assets, accruals, financial
instrunents and equity based transactions in the previously filed @ financial
statenments, the followi ng financial statement itens have changed fromthe
previously filed @@ 2010 financial statenents:

Initial Rest at ed

St at enment Item ampunt amunt Di fference
Bal ance sheet Current assets 1, 040, 502 850, 621 189, 881

Capital assets 12, 486, 624 11,011, 938 1, 474, 686

Current liabilities 2,186,568 2,075,033 111, 535

Long-term liabiliti 1, 246, 096 2,547,039 (1, 300, 943)

Equity 10, 094, 462 7, 240, 487 2,853,975
St at ement of operations and | oss (3 nonths)

Expenses 458, 269 474,815 (16, 546)

Loss before taxes (404, 262) (1,903, 777) 1,499, 515

Net | oss (276, 060) (1,413, 915) 1,137, 855

Net | oss per share (0.004) (0. 020) (0.016)
Statement of operations and | oss (year to date)

Expenses 1,537,976 1, 838, 455 (300, 479)

Loss before taxes (1,213,817) (2,975, 030) 1,761,213

Net | oss (928, 267) (2,148, 156) 1,219, 889

Net | oss per share (0.013) (0.031) (0.018)
Statement of cash flows (3 nonths)

Qperating activitie 234, 885 39, 064 195, 821

Investing activitie (822, 053) - 457,542 (364,511)

Financing activitie 442,916 - 442,916
Statement of cash flows (year to date)

Operating activitie (3,493,104) - 1, 066, 489 (2,426, 615)

Investing activitie 2,622,082 345, 596 2,276, 486

Financing activitie 442,916 471, 000 (28, 084)
2009 Statement of operations and | oss (year to date)

Net | oss (787, 403) (578, 990) (208, 413)

Net | oss per share (0.014) (0.010) 0. 004
2009 Statenent of cash flows (3 nonths)

Qperating activitie 260, 479 132, 393 128, 086
2009 Statenent of cash flows (year to date)

Qperating activitie (699, 663) 1,634,763 (2, 334, 426)

Cash, begi nni ng 2,496, 137 161, 712 2,334,425

Certain financial statement classifications and presentati on were al so anmended to confor
with the annual audited financial statenents.

3. SHORT - TERM | NVESTMENTS



30/ 09/ 2010 31/ 12/ 2009
Rest at ed

(note 2)
Short terminvestnents 254,670 242,332

Short-terminvestnments are conprised of nmarketable securities of $40,240 (2009 - $26, 095
guaranteed investment certificates with a principal anount of $209, 985 (2009 - $209, 985)
chartered bank with effective interest rates of 1.85% (2009 — 1.85% naturing June 9, 20
Interest is received on maturity.

The Conpany has pl edged short terminvestments with its bank as collateral for a
$200, 000 overdraft facility. This facility is payable on demand and bears interest at th
bank’s overdraft borrow ng rate of bank prinme plus 0.5%



4. PROPERTY AND EQUI PMENT

Accunul at ed

Depl etion & Net Book
Sept ember 30, 2010 Cost Anortization Val ue
Rest at ed Rest at ed Rest at ed
Q| and Gas Property and Equi pment 13,492, 221 3,675, 756 9, 816, 465
Coal Gasification Leases 49, 555 - 49, 555
Conput ers and Equi prent 25, 906 15, 976 9, 929
Conpressor and Metering Stations 1, 135, 989 - 1, 135, 989
14,703, 670 3,691, 732 11, 011, 938
Accunul at ed
Depl etion & Net Book
Decenber 31, 2009 Cost Anortization Val ue
G| and Gas Property and Equi pnent 18, 322, 346 3, 340, 943 14,981, 403
Coal Gasification Leases 49, 555 - 49, 555
Conput ers and Equi prent 43, 637 20, 196 23,441
Conpressor and Metering Stations 1, 114, 388 - 1,114, 388
19, 529, 926 3,361, 139 16, 168, 787

Depl eti on of petroleum and natural gas properties is determned using the unit of produc
met hod based upon proved reserves. No adnministrative expenses have been capitalized to

property and equi pnent. As at quarter end, costs amounting to $5, 402,608 (2009 - $5, 298,
that were incurred on unproven properties have been excluded fromcosts subject to deple

The Conpany applied the ceiling test to its capitalized assets at Decenber 31, 2009, and
previ ous year ends, determining that there was no i npairnent of costs requiring a wite-

In May 2010, the Conpany sold a royalty interest on certain of its LlIoydm nster properti
The royalty holders will receive an aggregate of 3% of future oil revenues. The gross ca
proceeds of $600, 000 were recorded as a reduction of Ol and Gas Property and Equi pnent.

I'n August 2010, the Conpany sold a two thirds interest in certain of its Lloydm nster
properties for $2,933, 333.

The sal e proceeds consisted of cash of $489,497 with the bal ance of consideration being
purchaser's assunption of certain of the Conpany's accounts payable.

As the sale represented a greater than 20% change in the depletion rate, the relative ne
book val ue of the assets sold and retained was cal cul ated based upon estimated future re
and the Ol and Gas Property and Equi prent were reduced accordingly; resulting in a net
$1, 580, 690. Upon cl osing the purchaser becanme the operator of the properties and the Com
entered into agreenments regarding its future operating cost obligations of the propertie



5. ASSET RETI REMENT OBLI GATI ON
The following table presents the continuity of the beginning and endi ng obligation
associated with the retirenent of oil and gas properties.

30- Sep- 10 31- Dec- 09
Rest at ed

Asset Retirement Obligation, beginning of year 1, 064, 855 524,539
Liabilities Incurred - 520, 749
Liability Decrease (on Sale) - 349, 473

Accretion Expense 55,019 41, 097
Revisions in estimated cash flows - - 21,530
Asset Retirement Obligation, end of year 770, 401 1, 064, 855

The undi scounted anmount of cash flows, required over the estimated reserve life of the
underlying assets, to settle the obligation, adjusted for inflation, is estimted at

$1, 051, 495. The obligation was cal cul ated using a credit-adjusted risk free discount rat
8% and an inflation rate of 2% It is expected that this obligation will be funded from
general Conpany resources at the time the costs are incurred with the mpjority of costs
expected to occur between 2010 and 2024.

I'n August 2010, the Conpany sold a two thirds interest in its' Lloydm nster properties.
asset retirement obligation was adjusted based on the new projected liability.

6. CONVERTI BLE DEBENTURES

On Novenber 6, 2009, the Conpany issued convertible debentures in the amount of $497, 000
maturing on Novenber 6, 2012 and bearing interest at an annual rate of 10% payable
annual ly on the yearly anniversary of the initial date of closing. The debenture is
collateralized by all the present and future property and assets of the Conpany. The
debentures are convertible, at the option of the holder at any time, into Cass A conmon
shares of the Conpany at a conversion price of $0.15. After one year, the debentures
are redeemabl e at the option of the Conpany at an anmpbunt equal to 105% of the face val ue
of the debenture, plus any accrued interest to that point. The maxi mum aggregate princip
anmobunt of convertible debentures authorized under the Conpany’s Trust Indenture is $3,00

The debenture is a financial instrument that contains both a liability and equity conpon
The liability conponent and the equity conponent were presented separately, as determ ne
initial recognition. The equity conponent reflects the equity value of the conversion op
enbedded in the convertible debentures. The conversion option was val ued using the Bl ack
Schol es pricing nodel with the follow ng assunptions: exercise price of $.15; expected
volatility of 1.22; risk free rate of 1.3% and life of 3 years. The difference between t
proceeds of the issued convertible debentures and the fair value of the equity conponent
assigned to the liability.



6. CONVERTI BLE DEBENTURES (conti nued)

Total proceeds of convertible debenture

Val ue of equity conponent

Fi nancing costs of liability conponent

497, 000
230, 547
45,714

Val ue of liability conponent

220, 739

For the year to date Septenber 30, 2010 the total

accretion expense related to the |iabi

conmponent of the convertible debenture was $46,000 and anortization of deferred debentur

amobunted to $13, 000.

30/ 09/ 2010

31/ 12/ 2009

Rest at ed
Bal ance, begi nning of year 231,734 354, 500
Repaynent of principal (354, 500)
I ssuance of convertible debenture 220, 739
Accretion expense 46, 000 9,273
Anortization of deferred costs 13, 000 1,722
290, 734 231,734

Bal ance, end of year




7. EQU TY | NSTRUVENTS
(a) Authorized
The authorized share capital of the Conpany is as foll ows:

an unlimted nunber of Cl ass A conmon shares
an unlimted nunber of convertible preferred shares

(b) Issued
The issued share capital is as follows:

Ni ne Mont hs Ended Twel ve Mont hs Ended
Sept ember 30 2010 Decenmber 31 2009
Rest at ed
Shar es Anmount Shares Anpunt

Common shar es
Bal ance, begi nning of year 65, 391, 626 9,101, 999 48, 140, 126 9, 277, 763
| ssued as flowthrough units 2,525, 000 209, 201 17, 251, 500 1, 524, 587
I ssued as non flow though units 1, 825, 000 177,937
Share issue costs net of tax - 49, 332 - 191, 658
Tax effect of flowthrough shares (558, 219) (1,508, 693)
Bal ance, end of year 69, 741, 626 8, 881, 586 65, 391, 626 9,101, 999
Warrant s Warrants Amount Warrant s Amount
Bal ance, begi nning of year 15, 661, 917 2,124,701 15, 097, 863 2, 368, 247
| ssued as flowthrough units 1, 262, 500 42,799 8, 625, 750 404, 226
| ssued as non flowthrough units 912, 500 41, 063 - -
| ssued as agent warrants 30, 000 1,017 895, 480 43, 952
Warrants expired - 10, 798, 617 - 81,223 - 8,957,176 - 691, 724
Bal ance, end of year 7,068, 300 2,128, 357 15, 661, 917 2,124,701
Total equity instrunments 11, 009, 943 11, 226, 700

I'n accordance with the terms of the offerings and certain provisions of the Income Tax
Act (Canada), the Conpany will renounce for income tax purposes, exploration expenditure
of $1,928,813 to subscribers of the flow through common shares in the current year priva
pl acement, for which the Conpany will had to of incurred eligible expenditures by Decenb
2010.
The fair value of the warrants was estinmated using the Bl ack-Schol es option-prici
nmodel with the followi ng assunptions.



7. EQUITY | NSTRUMENTS (conti nued)

9)

(d)

Peri od ended 30/09/2010 31/12/2009
Rest at ed

Risk free interest rate 1.22-1.26% | .51%- .69%

Expected life 1.5-2 2

Expected volatility 101% 95% - 101%

Expect ed di vi dend 0% 0%

Private placenents

On February 4, 2010, the Conpany issued on a private placenment basis, 1,825,000 t
of the Conpany at $.12 per share for gross proceeds of $219, 000. Each unit consi st
one Class A non flowthrough conmon share and one-hal f share purchase warrant. Ee
share purchase warrant entitles the holder to purchase on regular C ass A conmpn
share of the Conpany at $.14. The purchase warrants expire on February 3, 2012.

On March 15, 2010, the Conpany issued on a private placenent basis, 2,525,000 uni
of the Conpany at $.10 per share for gross proceeds of $252,000. Each unit consis
on Cass A flowthrough conmmon share and one-hal f share purchase warrant. Each wh
share purchase warrant entitles the holder to purchase on regular C ass A conmpn
share of the Conpany at $.11. The purchase warrants expire in Septenber 2011.

St ock Options

The Conpany has a Stock Option Plan for the issuance of Cass A comon shares to
enpl oyees, officers, directors and other key personnel based on the approval of t
Board of Directors and regulatory authorities. The total nunber of authorized cor
shares allocated to and made available to such participants under the plan shall

exceed 10% of the issued and outstanding Cl ass A conmon shares at the tinme of the
granting of the option. Options vest at the determination of the Board of Directc
at the tinme of granting and expire after five years. The Conpany’s stock option f
allows themto grant options with an exercise price not |ess than the Discounted
Market Price on the date of grant as defined by the TSX Venture Exchange Inc.

As at Septenber 30, 2010 the Conpany has the follow ng stock options outstanding:

Option Wi ght ed
Number of Price Range Aver age
options per share exercise price
Opti ons outstanding, Dec. 31, 2009 5, 626, 400 $0. 10-0. 60 $0.31
Granted 1, 425, 000 $0. 10 $0. 10
Opti ons expired - 403, 900 $0. 10- 0. 45 $0. 22
Opti ons exercised -
Options outstanding, Septenber 30, 2010 6, 647, 500 $0. 10- 0. 60 $0. 27

Options granted during the year vested i mediately.



7. EQU TY I NSTRUMENTS (conti nued)
The foll owing table sunmmarizes the stock options outstanding at Septenber 30, 201

Wei ghted Aver age

Wei ghed Aver age Exercise Price

Options Option Exerci se Renai ni ng Opti ons of Options
Qut st andi ng Price Price Life Exerci sabl e Exerci sabl e
280, 000 0. 40 0. 40 0. 40 280, 000 0. 40
85, 000 0.25 0.25 1.20 85, 000 0.25
1, 525, 000 0. 60 0. 60 2.25 1, 525, 000 0. 60
657, 500 0.32 0.32 2.32 657, 500 0.32
1, 035, 000 0.20 0.20 2.98 1, 035, 000 0.20
1, 055, 000 0.10 0.10 3.47 1, 055, 000 0.10
585, 000 0.125 0.125 4.07 585, 000 0.125
1, 425, 000 0.10 0.10 4.42 1, 425, 000 0.10
6, 647, 500 0.27 6, 647, 500 0.27

As at Decenber 31, 2009 the Conpany has the followi ng stock options outstanding:

Option Wei ght ed
Number of Price Range Aver age
options per share exercise price
Options outstanding, Dec 31, 2008 3,922,500 $0. 20- 0. 60 $0. 41
Granted 1, 863, 900 $0. 10- 0. 13 $0. 11
Options expired - 160, 000 $0. 10- 0. 40 $0. 34
Options outstanding, Decenber 31, 2009 5, 626, 400 $0. 10-0. 60 $0.31

Options granted during the year vested immediately.



7. EQUITY | NSTRUMENTS (conti nued)

(e)

(f)

The foll owing table summarizes the stock options outstanding at Decenber 31, 200¢
Wei ghted Aver age

Wei ghed Average Wi ghted Average Exercise Price

Options Option Excursive Rengi ni ng Opti ons of Options
Qut st andi ng Price Price Life Exerci sabl e Exerci sabl e
180, 000 0. 45 0. 45 0.08 180, 000 0. 45
280, 000 0. 40 0. 40 1.06 280, 000 0. 40
115, 000 0.25 0.25 1.95 115, 000 0.25
1, 495, 000 0. 60 0. 60 3.00 1, 495, 000 0. 60
657, 500 0.32 0.32 3.07 657, 500 0.32
1, 035, 000 0.20 0.20 3.64 1, 035, 000 0.20
1,078,900 0.20 0.10 4.24 1,078, 900 0.10
785, 000 0.20 0.13 4.73 785, 000 0.13
5, 626, 400 0.31 0.31 - 5, 626, 400 0.31

During the year, under the fair-val ue-based nmethod, $69, 739 (2009 - $115,245) in
conpensati on expense was recorded in the statement of operations and deficit and
credited to contributed surplus for options granted to directors, officers, enplc
and consul tants.

The fair value of share options used to cal cul ate conpensati on expense has been
estimated using the Bl ack-Schol es option pricing nodel with the follow ng assunpt

Peri od Ended 30/ 09/ 2010 31/ 12/ 2009
Risk Free interest rate 2.07% 1.8%- 2.6%
Expected life (years) 5 5
Expected volatility 100% 95% - 101%
Expected dividend yield 0% 0%

Di vi dends

Under the ternms of the convertible debenture agreement (Note 6) the Conpany will
make any capital distributions with respect to any shares, or redeem any ot her
debentures of the Conpany at any tinme that the Conpany is in arrears in payment c
any principal or interest on the debentures. At Septenber 30, 2010 the Conpany we
in arrears regarding the payment of interest on the convertible debentures.

Per share anounts

Per share cal cul ations are based on the weighted average nunber of C ass A conmor
shares outstanding during the quarter of 69,741,626 (2009 — 51, 157, 248) and
68,494, 403 for the year to date (2009 - 56,243,071). For 2010 and

2009, diluted | oss per share is consistent with basic |oss per share as the effec
of the debenture conversions and option exercises are anti-dilutive.



7. EQUITY | NSTRUMENTS (conti nued)

(g) Escrow Shares

As of the quarter end there were no conmobn shares held in escrow

(h) Equity portion of convertible debenture

Bal ance, begi nning of year 204, 270
Amount repai d during the period -
Bal ance, end 204, 270

8. CONTRI BUTED SURPLUS

Sept. 30 2010

Dec. 31 2009

Rest at ed
Bal ance, begi nning of year 2, 805, 301 1,978, 390
St ock based conpensation 69, 739 115, 245
Expiration of conversion option of convertible debt - 19, 942
Warrants expired, recorded 81, 223 691, 724
Bal ance, end of quarter/year 2,956, 263 2, 805, 301




9. RELATED PARTY TRANSACTI ONS
Except as disclosed el sewhere in these financial statenents, the Conpany had the follow
rel ated party transactions:

The Conpany has a joint operating agreenment with Desoto Resources Linmited whereby it has
85% interest in certain assets including crown | eases, gas line, oil and gas | eases, and
certain property and equi pnent. The costs for the three wells drilled under the joint
operating agreenment will be incurred 100% by the Conpany. As at Sept. 30, 2010, the thre
wel |'s representing a cost of $1,449,721 (2009 - $1,449,721) had been drilled. The Conpan
directors and officers have an interest in Desoto Resources Linited.

The Conpany has a joint operating agreenment with Western Warner Ols Ltd. whereby it has
80% interest in certain assets including crown | eases, gas lines, oil and gas |eases, an
certain property and equi pnent. The costs for the first five wells drilled in the joint
operating agreenent were to be incurred 100% by the Conpany. As at Sept. 30, 2010 all
five wells had been drilled. The Conpany, directors and officers have an interest in Wes
Warner G ls Ltd.

As described above, substantially all of the Conpany's activities are undertaken jointly
rel ated parties by joint operating agreenent.

The Conpany has a services agreenent wi th Nordic Managenent Ltd. for various consulting
services. Nordic Managenent Ltd. receives $13,333 per nonth for management services,

and $7,500 per nonth for investor relations and corporate secretary services. The
contract expires Novenber 14, 2012. Certain of the Conpany’s directors and officers cont
Nor di ¢ Managenent Ltd. These transactions are in the normal course of operations and
are neasured at the exchange ampbunt (the ampunt of consideration established and agreed
to by the related parties).

The Conpany has an office rental agreenent with a Conpany controlled by an officer of th
Conpany for $550/nmonth. To date costs of $4,950 have been incurred.

I'n Septenmber 2010, the Conpany provided field equipment with a book val ue of $9, 600
to a director as a portion of their annual conpensation.

I'n July 2010 the Conpany acquired the lands and royalty rights known as the
" Arrowwod Property" from Wstern Warner O ls Ltd. for $80, 000.

Al related party transacti ons were at the exchange anpunt, which is the amunt of
consi deration agreed upon between the two parties.

At the end of the quarter, the ambunts due from (to) related parties are as foll ows:



9. RELATED PARTY TRANSACTI ONS (conti nued)
Sept. 30 2010 Dec 31 2009

Rest at ed
Anpunts included in accounts receivable 427,198 196, 491
Amounts included in accounts payable and accrued liabilities 36, 298 28, 358

The bal ances included in accounts receivabl e and accounts payable and accrued liabilitie
non-interest bearing, payable on demand and have arisen fromthe sales of product and
provi sion of services referred to above.

10. COWM TMENTS
In addition to conmitnments disclosed el sewhere in these financial statenents, the Conpan
the followi ng conmitnents:

(a) Pursuant to the flowthrough Cass A conmmon shares issued, the Conpany is
committed to spending $1, 928,313 on qualified expenditures by December 31, 2010.
the financial statement date the Conpany had spent $657, 315.

(b) In the normal course of operations, the Conpany enters into contractual
agreenments to drill wells on third party |ands.

(C) The Conpany has entered into contractual agreenents for the operation
of certain wells and an equi pnment and tank | ease in Lloydm nster.



11. CONTI NGENCI ES

The Conpany is subject to various regulatory and statutory requirenments relating to the
protection of the environnent. These requirenments, in addition to contractual agreenents
managenent decisions, result in the accrual of estimated future renpval and site restora
costs. Any changes in these estimates will affect future operations. Costs attributable
to these commitnments and contingencies are expected to be incurred over an extended peri
of time and are to be funded mainly fromthe Conpany’s cash provided by operating activi

The Conpany has been advised by its joint venture partner in Joffre, Desoto Resources Li
that Desoto Resources Limted has filed a statenment of claimagainst an independent oil
gas producer to preserve its right in petroleumand natural gas |eases that the independ
oi | and gas producer has stated are term nated by virtue of the fact that the lands in
question are not capable of production. The statenment of claimseeks damages and asks th
court to confirmthe validity of the |eases. The two and a half sections of |eases in qu
includes one well currently awaiting tie-in and are reflected as proven reserves in the
Conpany’ s reserves report conpleted by an independent engineering Conpany. Desoto Resour
Limted holds in trust an 85%portion of the interest in the | eases on behal f of Nordic
and Gas Ltd. At this tine, the likelihood of the claimis not determi nable.

12. FI NANCI AL RI SK MANAGEMENT

The Conpany hol ds various forms of financial instrunments. The nature of these instrunent
the Conpany’s operations expose the Conpany to commodity price risk and credit risk. The
Conpany nenages its exposure to the extent practical.

(a) Commodity Price Risk

The Conpany will be subject to conmodity price risk for the delivery of natural ¢
and crude oil. The Conpany may nanage and minimze the risk by entering into vari
joint operating agreements with sub-participants. As at Septenber 30, 2010, the
Conpany has not entered into any commodity contracts.

(b) Credit Risk

Substantially all of the Conpany’s accounts receivable are fromworking interest
partners in the oil and gas industry and, as such, the Conpany is exposed to all
risks associated with that industry. At Septenber 30, 2010 substantially all of t
Conpany’ s cash was held at one financial institution and, as such the Conpany is
exposed to concentration of credit risk.



12. FINANCI AL RI SK MANAGEMENT ( conti nued)

c) Fair Value of Financial Instrunments

The carrying values of current financial assets and liabilities including cash ar
cash equivalents, short-terminvestnments, accounts receivable, accounts payable &
accrued liabilities, and convertible debentures, approxinmates their fair values c
to the short-termnature of these instrunents. Under the fair value hierarchy the
cash and nmarketabl e securities, qualify as Level 1 assets for disclosure purposes
The Conpany has no itens which qualify as Level 2, or Level 3 for disclosure

pur poses.

The fair value of the advances fromrelated parties cannot be determned with
sufficient reliability as these instruments are not traded in an organized financ
nar ket .

d) Liquidity Risk

Liquidity risk is the risk that the Conpany will not be able to neet its financie
obligations as they fall due. The Conpany's approach to nmanaging liquidity is to
ensure, to the extent possible, that it will always have sufficient liquidity to
its liabilities when due, under normal stressed conditions, w thout incurring
unaccept abl e | osses.

As at Septenber 30, 2010 the Conpany had a working capital deficit of $1,224,412
(2009 - $3, 746, 201).

The Conpany manages its liquidity risk by continuously nonitoring forecasted cast
fl ows and assessing prospects for raising additional equity.

e) Commodity Price Ri sk Managenent

Wil e the Conpany is exposed to business risk associated with fluctuations in the
price of crude oil and natural gas, the Conpany does not hold financial instruner
whose fair values are susceptible to variability resulting fromchanges in the pr
of crude or natural gas.



13. CAPI TAL MANAGEMENT

The Conpany's objective is to maintain access to sources of capital with which to financ
operations. The Conpany maintains a capital structure of equity and convertibl e debentur

The Conpany manages its capital structure and makes changes to it in light of changes in
econom ¢ conditions and the risk of the underlying investnents. The Conpany w || bal ance
overal | capital structure through new share and convertible debt issues or by undertakin
other activities as deenmed appropriate in the specific circunstances.

Under the ternms of the convertible debenture agreenment the Conpany will not make any cap
distributions with respect to shares, or redeem any other debentures of the Conpany at a
time that the Conpany is in arrears in payment of any principal or interest on the deben
At Septenber 30, 2010, the Conpany was not in arrears in paynment of any principal or int
on convertible debentures.

The total capital as at the latest reporting dates was cal culated as foll ows:

30/ 09/ 2010 31/ 12/ 2009
Rest at ed
Carrying As a % Carrying As a %
Armount of capital Amount of capital
Convertibl e debentures 290, 734 3. 9% 231,734 2.4%
Shar ehol ders' equity 7, 240, 487 96. 1% 9, 454, 438 97. 6%
Total Capital 7,531,221 100% 9, 686, 172 100%

14. | NDEMNI TI ES AND GUARANTEES

(a) In the ordinary course of business, the Conpany enters into contracts which contain
indemni fication provisions, such as | oan agreenents, purchase contracts, service agreene
i censing agreenents, asset purchase and sal e agreenments, operating agreenents, |easing
agreenments, asset use agreenents, etc. In such contracts, the Conpany may indemify
counterparties to the contracts if certain events occur. These indemification provision
vary on an agreenent basis. In sonme cases, there are no pre-determ ned ampunts or limts
included in the indemification provisions and the occurrence of contingent events that
trigger payment under themis difficult to predict. Therefore, the maxi num potenti al
future amount that the Conpany could be required to pay cannot be estinated.



14. | NDEMNI TI ES AND GUARANTEES (conti nued)

(b) Under the terns of certain agreenents and the Conpany’s by-laws the Conpany

i ndemmi fi es individuals who have acted at the Conpany’s request to be a director and/or
officer of the Conpany, to the extent permtted by |aw, against any and all damages,
liabilities, costs, charges or expenses suffered by or incurred by the individuals as a
result of their service. The clainms covered by such indemifications are subject to
statutory and other legal limtation periods. The nature of the indemmification agreenen
prevents the Conpany from maeking a reasonabl e estimate of the maxi num potential amount i
could be required to pay to beneficiaries of such indemification agreenents.

15. | NCOMVE TAXES

(a) Income tax expense differs fromthat which would be expected from applying
the statutory Canadi an federal and provincial 2010 incone tax rates of 28.94%
to loss before income taxes as follows:

2010 2009

Loss before incone taxes - 2,975,030 - 1, 005, 005
Conbi ned federal and provincial tax rate 28.94% 30. 18%
Expected income tax ( recovery) - 860,974 - 303, 311

I ncrease(decrease) resulting from

Tax rate change 29,417 - 170, 673
Non- deduct i bl e expenses 34, 040 41, 263
O her - 29, 357 6, 706

Provision for income taxes (recovery) - 826,874 - 426, 015




16. SUBSEQUENT EVENTS

In Cctober 2010, the Conpany entered into an agreenment providing for an Equity Line Faci
(ELF). Under the ternms of the ELF the Conpany can conditionally access $10 mllion of ca
during a 36-nonth period, through the issuance of common shares. The agreenent
is subject to certain conditions including regulatory acceptance and approval

In the final week of Novermber 2010, the Conpany nmade a debenture paynment of $53,104. The
debenture hol ders were paid all outstanding interest owed.

On Novenber 23, 2010, the Conpany issued the second closing on a private placenent basis
of the aggregate offering 7,009,997 flow through units of the Conpany at $0.075

per unit for gross proceeds of $525,750. Each unit consists of a Class A flowthrough
conmon share and one-hal f share purchase warrant. Each whol e share purchase warrant
entitles the holder to purchase one regular Cass A common share of the Conpany at $0.10
The purchase warrants expire 18 nonths after their date of issue.

On Decenber 12, 2010, the Conpany granted 1,725,000 stock options to officers,
directors and consultants. The options vested i mediately and bear a strike price
of $0.10 and a five year life.

On Decenber 17, 2010, the Conpany issued the second closing on a private placenent basis
of the aggregate offering of 10,000,210 flow through units of the Conpany at $0.09

per unit for gross proceeds of $900,019. Each unit consists of a Class A flowthrough
conmon share and one-hal f share purchase warrant. Each whol e share purchase warrant
entitles the holder to purchase one regular Cass A common share of the Conpany at $0.12
The purchase warrants expire 18 nonths after their date of issue.

In the first two nonths of 2011, the Conpany settled outstanding debt through the issuan
of 1,137,832 and 997,929 class A comon shares priced at $0.175 and $0.12 to settle
outstandi ng debt agreenments with armis length parties in the aggregate anmpbunt of

$199, 120 and $117, 351 respectively.



17. CORPORATE CFFI CERS AND BOARD COF DI RECTORS

Donal d P Benson (1)
Chairman & Chief Executive Oficer

Kei th Peterson
Treasurer & Director

M chael Mann, GCeol ogist (1)
Di rector

Barry Pal ka (1)
CFO (Acting) & Director

Brahm Si | ver st one, Geophysi ci st
Di rector

Donal d Bain
Corporate Secretary

(1) is a nmenber of audit committee

18. CORPORATE | NFORVATI ON

HEAD OFFI CE:

4727 Roblin Boul evard

W nni peg, Manitoba, Canada R3R 0G&
Tel ephone: 204- 956- 5042

Fax: 204-897-7154

GENERAL | NFORVATI ON:

St ock Exchange Listing: TSXV: NOG
Fi scal Year-End: Decenber 31
Transfer Agent: CIBC Melon Trust,
Auditor: Meyers Norris Penny

Reporting Jurisdictions: Al berta; Manitoba; Saskatchewan;

British Col unbia



