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QUARTER 2011 ‘ FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2011

Third Quarter 2011 Highlights

V Daily volumes increased 11% to 9,262 boe/d over 8,335 boe/d from the third quarter of 2010.

V Achieved funddlow from operations 0$15.1million, equatingo $031 per share (basiand
diluted).

V Increased oil production by 110% to 1,339 bbls/d from 639 bbl/d in the same quarter of 2010.

V Production revenue increased by 29% in the third quarter to $31.4 million from the same quarter in
2010.

V Achieved aroperating netback of28.43per boe andundsflow netback of $7.71per boe
representing a 12% and 13% increase respectively, in the third quarter of 2011 versus 2010.

V Drilled 7 (5.7 net) horizontal wells with a 100% success rate. Of the seven wells, 5 (4.1 net)
targeted Cardium oil.

Fourth Quarter 2011 Update

V Current production based on field estimates is approximately 9,600 boe/d (75% natural gas).

V Drilled and completed 2 (1.7 net) Notikewin wells which are on production and drilled 2 (0.7 net)
Cardium wells which will be completed shortly and expected to be on production in early
December.
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380 QUARTER 2011 ‘ FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2011

Selected financiahnd operating highlights for the third quarter of 2011 with comparisons to the third quarter of
2010 are set out below and should be read in conjur
September 30, 2011 as follows:

Three Months ended Nine months ended

September 30, September 30,
2011 2010 % 2011 2010 %
Financial ($0006s e)»
Production revenue 31,365 24,295 29 97,097 81,250 20
Funds flow from operatior8 15,085 12,002 26 50,976 41,479 23
Per basic share 0.31 0.28 11 1.04 0.96 8
Per diluted share 0.31 0.26 19 1.04 0.94 11
Net earnings (loss) 859 (1,575) 155 4,297 2,356 82
Per basic share 0.02 (0.04) 150 0.09 0.05 80
Per diluted share 0.02 (0.04) 150 0.09 0.05 80
Capitalexpenditures, net 27,240 32,136 (15) 94,825 86,192 10
Net debt” 167,322 131,978 27 167,322 131,978 27
Share Capital(0005)
Basic, weighted average 48,990 43,515 13 48,972 43,409 13
Basic, end of period 48,992 43,527 13 48,992 43,527 13
Fully diluted 53,570 47,394 13 53,570 47,394 13
Daily Production
Natural gas volumes (mcf/d) 42,244 39,076 8 42,631 40,683 5
Light oil (bbl/d) 1,339 639 110 1,118 558 100
Natural gas liquids (bbl/d) 883 1,183 (25) 1,121 1,245 (20)
Corporate (boe/d) 9,262 8,335 11 9,344 8,583 9
Realized Commodity Prices
Natural gas ($/mcf) 3.99 3.93 2 4.11 4.48 (8)
Light Oil ($/bbl) 86.60  70.38 23 89.10 72.67 23
Natural gas liquids ($/bbl) 63.91  55.31 16  72.07 60.07 20
Corporatg$/boe) 36.81 31.68 16 38.06 34.68 10
Netbacks($/boe)
Operating” 21.43  19.16 12 24.02 21.26 13
Funds flow 17.71 15.66 13 19.98 17.70 13
Wells drilled
Gross 7 9 (22) 25 21 19
Net 5.7 72 (21) 19.7 17.8 11

THIRD QUARTER REPORT | 2



vero

ENERGY INC.

380 QUARTER 2011 ‘ FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2011

(1) Funds flowfrom operations is calculated as funds provided by operating activities from the statement of funds flows, adding change

innonf unds wor king capital and decommi ssioning expenditures. F
operating peformance and leverage. Funds flow from operations does not have a standardized measure prescribed by
I nternational Financi al Reporting Standards (Al FRS0) and the

measures for other companies.

(2) Ne debt represents current assets less current liabil{gasluding bank debgnd bank debt (but excludes the potential future
liability related to the mas-to-market measurement dérivative contracts Net debidoes not have a standardized meaning
prescribed bylFRSand it is therefore unlikely to be comparable to similar measures presented by other companies.

(3) All barrels of oil equivalent conversions use 6 mcf to 1 barrel of oil.

(4) Operating netback equals total revenue less royalties, transportation and operating costs calculated on a per bomtsadiew
netback equals the operating netback less cash finance costs, general and administrative costs, realized gains and losses on
derivative contracts, plus any interest incor®perating netback anflinds flomnetback do not have a standardized measure
prescribed byFRSand therefore may not be comparable with the calculations of similar measures for other companies.

FINANCIAL R EVIEW

As a percentage of corporate production, liquids (oil and natural gas liquids) accounted for 24% of total
production in the third quarter of 2011. Gi ven the
production, aggregate liquids exwe accounted for approximately 51% of total revenue during the third
guarter. Total production increased by 11% over the third quarter of 2010 to average 9,262 boe/d. For the year
to date daily production was 9% higher at 9,344 boe/d from 8,583 in 2hé&0ncrease in aggregate production

levels accompanied by the increased contribution from the higher priced liquids production, delivered funds
flow for the third quarter of $15.1 million. This translated into $0.31 per share on both a basic andodiluted

share basis. The third quarter operating expenses averaged $8.58 per boe while for the year to date they were
only 1% higher than the same period in 2010 at $8.22 per boe.

Royalty expense was higher in the third quarter at $5.45 pea$¥oecreased oil prices, gross ocveling

royalties on new wells and certain gas wells that quickly achieved their maximum 5% new well royalty rate all
contributed to the increase from $3.40 in the third quarter of 2010. For the year to date, royaise exps

17% higher at $4.40 per boe as compared to $3.77 in 2010. Operating netbacks increased by 12% to $21.43 per
boe and funds flow netbacks increased by 13% to $17.71 per boe in the third quarter versus the same quarters in
2010. The Company realiz&859 thousand in net earnings for the third quarter or $0.02 per share (basic and
diluted). This compares to a $1.6 million loss realized in the third quarter of 2010. For the year to date in 2011
net earnings were $4.3 million. This translated into $p&9share (basic and diluted) compared to $0.05 (basic

and diluted) for 2010.

Vero spent $32.2 million on its exploration and development program during the third quarter. 83% or $26.7
million of the capital program was devoted to drilling and completianite $4.6 million or 14% was spent on
facilities and tieins. Vero also disposed of a nroare asset which included undeveloped lands and
approximately 50 boe/d of production for net proceeds of $4.9 million. Total net debt amounted to $167 million
at Setember 30, 2011, including bank debt of $138 million.
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OPERATIONAL REVIEW

During the quarter, the Company participated in the drilling of 7 (5.7 net) horizontal wells. Of the seven wells, 5
(4.1 net) were Cardium oil wells, 1 (0.6 net) was a Wilrigls gvell and the remaining 1 (0.97 net) was a
Notikewin gas well. For the nine months to date, Vero has drilled a total of 25 (19.9 net) wells with a 96%
success rate. Over the end of the quarter Vero had 3 (2.1 net) wells drilling; 1 (0.3 net) wasna G|

and the other 2 (1.7 net) were Notikewin gas wells. These two wells were recently placed on production with
initial choked rates of over 750 boe/d.

During the quarter a new Wilrich well in close proximity to our main Edson facility wagglas production
offsetting a Wilrich well drilled one and a half years ago. This well was drilled on a different orientation than
the first and completed with fracture intervals of 75 to 100 meters versus 150 to 200 meters in the first well. The
well aveaged approximately 500 boe/d over the first two months and is still producing at rates and pressures
approximately thirty percent higher than the original well. One Notikewin well in the quarter experienced
difficulties during drilling. Intermediate ca®gy was set but at this point in time has not been completed. The
Company is currently determining how to continue operations on this well. These difficulties coupled with
gas well drilling that started later in the third quarter than previously plarasedebulted in significant delays

in the gas portion of the drilling program. Also one booster gas compressor was added in the quarter.

Cardium drilling during the quarter continues to meet or exceed our type curves. Seven wells brought on
during the queer averaged approximately 200 boe/d over their first thirty days of production. Four of these
wells averaged approximately 162 boe/d over their first ninety days. The focus for the fourth quarter will be
on Cardium light oil.

For the fourth quarteMero expects to finish drilling and complete the three wells already started and further
drill 4 (2.7 net) wells all of which are Cardium oil wells. This will bring total drilling for 2011 to 32 (24.6 net)
wells of which 19 (13.9 net) will be Cardium eiklls and 7 (6.1 net) will be liquids rich Notikewin gas wells.

Production for the third quarter was 9,262 boe/d and was comprised of 76% natural gas. Third quarter
production was impacted by ten third party turnarounds, which brought average proftudtienquarter down

by approximately 400 boe/d. Delays in drilling and timing of bringing on gas production resulted in another
change of 200 boe/d in the quarter.

OUTLOOK

Canadian natural gas prices for the fourth quarter are currently estimatestagea$3.55 per mcf which will

result in the lowest priced quarter of the year. This price is also consistent with the current forward strip price
for natural gas for all of 2012. Recent rig day rates have seen an increase of approximately six éoceight p

and over the past year it is estimated that service costs have increased by between fifteen to twenty percent.
Therefore with the current level of natural gas prices and increased industry costs Vero does not have plans to
drill any new gas locatits in the fourth quarter.
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Contrary to natural gas, oil prices are extremely robust with the fourth quarter of 2011 estimated to average
approximately $95 per barrel with the current strip for 2012 even higher. Therefore, the Company currently
hasoneper ated drilling rig targeting Cardium | ight oi
typically average three to five times less initial production than gas wells. Depending on partner activities and
timing, there could be-3 (0.71.0 n¢) nonoperated Cardium locations drilled as well. Operating netbacks in

this play currently are over $65 per boe and this is a prudent strategy for the Company.

As a result of this strategic shift to drilling all oil wells as well as the recent turrdsoofnnonoperated
facilities, and delays in adding the higher relative volume gas wells Vero currently estimates that 2011 annual
production will average 9,208,400 boe/dwith associated exploration and development capital of -82%0

mm.

Vero continuego grow oil production and as a result is adding significant value. Qil prices remain strong and
even though there is potential volatility with the current European debt crisis, prices should remain strong for
the year to come and beyond. Significarltwae pot ent i al occurs around Ver o
sales and activity have generated excitement around the Duvernay in and around the West Central area of
Alberta. Vero has fifty net sections that management believes is in the wet gasahdindow. The

Company has some lands around the record August land sale parcel, and a large portion of our lands are in
proximity to the large land sales in late October/early November. There are still no plans to spend capital on
the Duvernay in 2@ as we continue to monitor offsetting drilling.

The Company is still actively working on the disposition of «core assets that are not expected to have
activity in near and midterm drilling plans. Capital expenditure plans and related guidance for 2012 are
anticipated to be provided early in the nevay

MANAGEMENTOG S, DI SCUSSI ON AND ANALYSI S

The foll owing Management 6s Discussion and Analysis
management 6s assessment of Vero Energy Inc.06s (AVer
the three and nine month periods ended September 30, 2011 and 2010. These MD&A should be read in
conjunction with the audited financial statements and MD&A of the Company for the year ended December 31,
2010 with the notes related thereto.

Additional information on the financial statements, this MD&A and other factors that could affect the
Company's operations and financial results are included in reports on file with Canadian securities regulatory
authorities and may be accessed through the SEDAR wébsite.sedar.cory or at the Company's website
(www.veroenergy.ca Furthermore, the forwasldoking statements contained in this MD&A are made as of

the date of this MD&A and the Cqrany does not undertake any obligation to update publicly or to revise any

of the included forwardooking statements, whether as a result of new information, future events or otherwise,
accept as may be required by applicable securities laws.
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READER ADMSORIES

Forward Looking Statements

Information provided herein contains estimates and assumptions which management is required to make
regarding future events and may constitute forwlaaking statements within the meaning of applicable
securities lawsManagement 6 s assessment of future plans and
financing capital expenditures and the ability to fund financial liabilities, expected commaodity prices and the
impact on Vero, expected changes in royalty rates,thadiming of and impact of accounting policies may
constitute forwardooking statements under applicable securities laws and necessarily involve risks including,
without limitation, risks associated with oil and gas exploration, development, explujtgtioduction,
marketing and transportation, loss of markets, volatility of commodity prices, currency fluctuations,
imprecision of reserve estimates, environmental risks, competition from other producers, inability to retain
drilling rigs and other servies, incorrect assessment of the value of acquisitions, failure to realize the
anticipated benefits of acquisitions, the inability to fully realize the benefits of the acquisitions, delays resulting
from or inability to obtain required regulatory approvadsd ability to access sufficient capital from internal

and external sources

Although the Company believes the expectations reflected in such fdookinag statements are reasonable, it

can give no assurance that such expectations will be realized. Stee uo f any of the wor (
fibel i eveo, fcontinueo, fifesti mat eo, fexpect 0, nfore
similar expressions are intended to identify forwdydking information. These statements are subject to

certain risks and uncertainties and may be based on assumptions that could cause actual results to differ
materially from those anticipated or implied in the forwdmdking statements. The risks associated with these
forward-looking statements include, but are himited to, the following:

Fluctuations in natural gas, natural gas liquids and oil production levels;

Verobs ability to successfully market its oil ar
Volatility in market prices for natural gas, natural gas liquids and oil;

Charges in foreign currency exchange and interest rates;

Uncertainties associated with estimating reserves;

Competition for capital, asset acquisitions, undeveloped lands and skilled personnel;
Unexpected events that are inherent in the oil and gas indsstli as: geological and drilling
problems, production, pipeline and mechanical failures;

Well production and decline rates;

Successes in the finding and development of reserves;

Changes in the general economic conditions in Western Canada, Canada, NogtitaArnd
Worldwide.

The effects of weather and climate conditions;

The ability of Vero to obtain financing on acceptable terms;

Competitive actions taken by other companies;

Actions taken and policies created by governmental or regulatory authoritieslimglchanges to tax
laws, incentive programs, royalty calculations and environmental regulations.

=4 =4 =8 =8 -8 -8 A

= =4 =4

=a =4 =4 =4
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Furthermore, the forwardboking statements contained in this MD&A are made as of the date of thisAMD&

and the Company does not undertake any obligation to update publicly or to revise any of the included forward
looking statements, whether as a result of new information, future events or otherwise, accept as may be
required by applicable securities laws.h e C o mp a n Jyobkig statementa aral expressly qualified in

their entirety by this cautionary statement.

The foll owing tabl e o ulodkihgnrdosmatigreimclodied in, ang dsadf el daté ofr wa r
these MD&A, the key assumptiorsat they are based upon and the relevant risk factors that would be
considered key in preventing Vero from achieving these projections:

Forward-looking information

Key Assumptions

Relevant Risk Factors

2011 average production of
9,2009,400 boe/d

Currentrates of production for
existing wells and anticipated rates
of production for new wells.

Drilling success; third party facility
downtime; well performance

2011 funds flow from
operations of $6468 million

Dependent on: Vero achieving the
stated averagproduction of gas,
liquids and oil; forward curve
estimates for commaodity prices ang
an estimated US/Canadian exchan
rate of $0.9851.00.

Natural gas supply levels; North
American economic activity; liquid
natural gas imports; Vero well
performance, domtime and drilling
success.

2011 exploration &
development capital spending
$120-$125 million

Focus will be mainly on drilling 23
25 net wells (change from 28 net
wells) and related equipping and-tig
in costs. Acquisitions and/or
dispositions are ot factored into this
program.

Achieving the projected, revised
funds flow from operations; at a
minimum maintaining the existing
banking credit facility.

For 2011 operating costs per
boe are expected to be in the §
to $8.25 range; and
transportation cots of between
$1.40%$1.50 per boe.

Fixed costs will be spread over
anticipated increasing volumes;
assumes no significant increase in
operations beyond the current
drilling program e.g. acquisitions.
Increase primarily due to significant
volumes from newas wells utilizing
third party processing.

Projected production volumes not
achieved; third party processing fee
increases; inability to route gas
through Vero operated facilities;
operating cost increases due to
inflation and/or improvement in
industry canditions.

Interest costs. Bank prime rate
remain in the 3% range.

No significant inflation above currer
levels and net debt to funds flow raf
is expected to be approximately 3.¢
times by the end of 2011.

Capital availability of the banks;
Bank ofCanada rate increases
beyond small increments.

Income taxes0 current income
tax is projected to be payable
for 2011

Commodity prices do not increase
significantly from forward numbers.
No changes to previous guidance.

Should prices increase significaytl
existing tax pools may not be
enough to shield taxable income; if
sufficient exploration projects are n
generated, investors may not recei
their anticipated tax benefits.
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Non-GAAP Terms

This Management, Di scussiwmdsnfdl cAm afl rysm so puesreast it chres &
debt o, whi ch ar e t er ms not recogni zed under Gener
Company uses these measures to help evaluate its performance, leverage, and liquidity as well as to assess
potential acquisitions.

The Company considers funds flow from operations (
demonstrates the Companyod6s ability to generate fur
through capital investménFunds flow from operations should not be considered as an alternative to, or more
meaningful than, cash flow from operating activities as determined in accordance with GAAP as an indicator of
Verobs performance. Ver o6 s pdratibns mayi notabe comparakdef to that n d s
reported by other companies. The reconciliation between net earnings and funds flow from operations can be
found in the statement of cash flows in the financial statements. Vero also presents funds flow fromnoperatio

per share whereby per share amounts are calculated using weighted average shares outstanding consistent with
the calculation of net earnings per share, which per share amount is calculated under GAAP and is more fully
described in the notes to the firtdal statements.

The Company considers corporate netbacks as a key measure as it demonstrates its profitability relative to
current commodity prices. Corporate netbacks are comprised of operating, funds flow and net earnings
netbacks. Operating netback calculated as the average sales price of its commodities and then subtracts
royalties, transportation costs and operating expenses. Funds flow netback starts with the operating netback
and further deducts general and administrative costs, interest expezadized gains and losses on derivative
contracts and adds interest income. To calculate the net earnings netback, Vero takes the funds flow netback
and deducts unrealized gains/losses on derivate contracts, share based compensation expense, depletion,
depreciation, exploration and evaluation expense, and deferred income taxes. There is no GAAP measure that
is reasonably comparable to netbacks. See the sect
calculations of operating netbacks for eadmmodity type.

Working capital deficiency represents current assets less current liabilities (excluding bank debt and gains or
losses on derivative contracts). Net debt represents current assets less current liabilities (including bank debt)
but excludes gains and losses on derivative contracts is used to assess efficiency, liquidity and the general
financial strength of the company. Makmarket derivative contracts are excluded from the net debt
calculation. There is no GAAP measure that esanably comparable to net debt.

A reconciliation of funds flow from operations to cash provided by operating activities under GAAP is
presented in the below table:

Three months endec Nine months ended

September 30, September 30,
2011 2010 2011 2010
Cash provided by operating activities 15,706 16,225 56,961 47,926
Add (deduct):
Change in norcash working capital (622) (4,247) (5,992) (6,736)
Decommissioning costs incurred 1 23 7 288
Funds flow from operations 15,085 12,001 50,976 41,478
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Barrel of Oil Equivalents

Where amounts are expressed in a barrel of oi l eqg
(Aboe/ do) , natur al gas Vvolumes have been converted
(AmMmgf to one barrel. Use of the term boe may be m
conversion ratio of 6 mcf to 1 barrel (Abbl o) of o
conversion methodology primarily applicablethe burner tip and does not represent a value equivalency at

the well head. This conversion conforms to 40 Cana

Standards of Disclosure for Oil and Gas Activities.

Dollar amounts

All amounts quotedre in thousands of Canadian dollars except for share and per share data or as specifically
elsewhere noted.

CHANGES IN ACCOUNTING POLICIES

As of January 1, 2011, Vero prepares its financial statements in accordance with International Financial

Reporting Standar ds (ifFirsFtiR&adpption of iIFRScahdulrdernatignal IAEceustingl
Standard 34i Interim Financial Reporting, as issued by the International Accounting Standards Board.

Previously, Ver o6s f éeparednirc aceotdance twitht @anadiant Generallg Aczeptedr
Accounting Principles (ACanadian GAAPO) . Unl ess ot
prepared in accordance with | FRS. The adoptfloan of |

The most significant areas that were impacted by the adoption of IFRS were: property, plant and equipment
accounting principles; decommissioning liabilities, the income tax and share capital treatmenttbfdlayh
shares and the deferred tax atljpents related to all of the above.

HIGHLIGHTS FROM THE THIRD QUARTER OF 2011

While the third quarter was met with a persistent low natural gas price environment, Vero delivered an 11%
increase in production levels from the third quarter of 2010. Yeevaged 9,262 boe/d in the third quarter of

2011 versus 8,335 in the third quarter of 2010. The continued emphasis on oil drilling resulted in a 110%
increase in oil production during the third quarter as compared to the same quarter in 2010. Fartthe yea
date, oil production increased 100% when compared to the same period 2010. The increase in oil production
coupled with the strengthening of oil prices from 2010 levels has lead to an increase in oil revenues by 158% in
the third quarter of 2011 verstise same quarter in 2010. Average commodity prices increased 16% in the third
guarter of 2011 as compared to the same quarter of 2010. This was lead by an increase in Vero realized prices
of 23% for oil and 16% for natural gas liquids respectively. Redlizatural gas prices were essentially flat

with the comparable quarter of 2010 with a 2% increase. The combined increases in production and average
commodity prices lead to a 155% increase in net earnings for the third quarter to $859 or $0.02 geassbare (

and diluted). Funds flow from operations in the third quarter was $15,085 or $0.31 per share (basic and diluted)
compared with $12,001 or $0.28 per share (basic a
exploration and development capispending was $32,152 in the third quarter of 2011 with 7 gross (5.4 net)
wells drilled in the quarter of which 5 (4.1 net) targeted Cardium light oil formations.
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DETAILED FINANCIAL REVIEW

PRODUCTION REVENUE AND VOLUMES

Vero increased aggregate production volumes by 11% in the third quarter of 2011 to 852,129 boe as compared
to 766,810 boe in the third quarter of 2010. Year to date volumes increased 9% as compared to 2010. Natural
gas production contributed 76% to totallwumes produced, natural gas liquids at 10% and oil at 14%. This
compares to the third quarter of 2010 wherein gas was 78%, liquids 14% and oil contributed 8%.

Aggregate Sales Volumes

Three months ended Nine months ended
September 30, September 30,
2011 2010 % 2011 2010 %
Natural gas (mcf) 3,886,415 3,595,009 8 11,638,261 11,106,425 5
Light/medium oil (bbl) 123,180 58,768 110 305,153 152,257 100
Natural gas liquids (bbl) 81,213 108,873 (25) 306,081 339,775 (10)
Barrels of oil equivalent (boe) 852,129 766,810 11 2,550,944 2,343,103 9

Daily Sales Volumes

Daily sales volumes increased 11% to 9,262 boe/d in the third quarter of 2011 from 8,888 kibe third

quarter of 2010. The increase was primarily attributable to the successful drilling program in the first three
qguarters of 2011. Natural gas production increased by 8% for the third quarter of 2011 and 5% for the year to
date versus 2010.dily production from natural gas liquids decreased by 25% for the quarter, and decreased
10% for the year to date. Daily oil production increased by 110% in the third quarter of 2011 compared to 2010
and increased 100% for the year to date. The increaskproduction reflects the shift in drilling to a more-oil
weighted capital program throughout 2010 and 2011. In addition, there wagimeneclassification of 270

boe/d for the quarter of condensate production (previously recorded as NGL prodiactdrproduction due

to a welltype change by the Alberta government. Neither total corporate volumes nor revenues changed as a
result of this reclassification. Total liquids production (oil and natural gas liquids) accounted for 24% of
aggregate produon in the third quarter of 2011 as compared to 22% in the third quarter of 2010. For the year
to date in 2011, total liquids contribution is the same as the current quarter at 24% of total production while for
2010 the rate is 21%.

Three months ended Nine months ended
September 30, September 30,
2011 2010 % 2011 2010 %
Natural gas (mcf/d) 42,244 39,076 8 42,631 40,683 5
Light/medium oil (bbl/d) 1,339 639 110 1,118 558 100
Natural gas liquids (bbl/d) 883 1,183 (25) 1,121 1,245 (10)
Barrels of oilequivalent (boe/d) 9,262 8,335 11 9,344 8,583 9
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Daily production is split by the Companyés main ope
Three months ended Nine months ended
September 30, September 30,

Area (boe/d) 2011 2010 % 2011 2010 %

Edson 8,205 6,593 24 8,158 6,747 21

Whitecourt 757 1,320 (43) 878 1,361 (35)

Corbett 105 196 (46) 124 214 (42)

Other norcore areas 195 226 (14) 184 261 (30)

Total 9,262 8,335 11 9,344 8,583 9

Benchmark Indices

United States natural gas prices are usually referenced to the New York Mercantile Exchange Henry Hub in
Louisiana (NYMEX), while in Canada the generally recognized benchmark is the AECO hub in Alberta. Gas
prices are influenced by a variety of factorstsas: weather patterns; LNG imports; shale gas drilling activity
Eastern United States; demand in Eastern Canada and the United States, relative storage levels in North
America and alternative fuel sources. Even with second hottest summer on record, ina206dl gas prices
remained low as supplies were more than adequate to meet increased demand. As a result, AECO benchmark
pricing was flat in the third quarter of 2011 as compared to the same quarter in 2010. AECO prices averaged
$3.72 per mcf in the thd quarter of 2011 as compared to $3.72 in the same quarter of 2010 and $3.77 in the
second quarter of 2011.

West Texas Intermediate at Cushing, Okl ahoma ( AWTI
crude oil prices. Canadian crude prices are based upon postings at Edmonton, Alberta and represent the WTI
price adjusted for quality and transportatidifferentials and the US/Canadian dollar exchange rate. Through

the third quarter of 2011, WTI oil price per barrel increased 18% to $89.86 from $76.05 in the same quarter in
2010. While WTI increased from 2010 levels, the Canadian dollar experienced acharggesrom the third

guarter of 2010.

Three months ended Nine months ended
September 30, September 30,
2011 2010 % 2011 2010 %
Natural gas
NYMEX (US $/mmbtu) 4.19 4.38 (4) 4.21 459 (8)
AECO- Daily (CDN $/mcf) 3.72 3.72 - 3.75 431 (13)
Crude Oil
WTI (US $/bbl) 89.86 76.05 18 9521 7750 23
Edmonton light (CDN $/bbl) 92.18 74.82 23 9474 76.85 23
Foreign Exchange
Canadian to US dollar 1.02 0.97 5 1.02 0.97 5
US to Canadian dollar 0.98 1.04 (6) 0.98 1.04 (6)
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Commodity prices realized by the Company for the respective quarters were as follows:

Three months ended Nine months ended
September 30, September 30,
2011 2010 % 2011 2010 %
Natural gas ($/mcf) 3.99 3.93 2 4.11 448 (8)
Light / medium oil ($/bbl) 86.60 70.38 23 89.10 72.67 23
Natural gas liquids ($/bbl) 63.91 55.31 16 72.07 60.07 20
Barrels of oil equivalent ($/boe) 36.81 31.68 16 38.06 34.68 10

The volatility in oil and NGL prices continued into the third quarter of 2011 as Vero realized an average of 16%
increase on a per boe basis compared to the third quarter of 2010. Realized natural gas prices were stable
guarter to quarter as they increadyd?% in the third quarter of 2011. However, because of the higher quality

of Verods natural gas, the Company averaged a 12%
guarter. While gas storage levels are lower compared to both the previous wediras the five year average,

natural gas prices remain weak as the market expects any surge in demand in the near future to be met with
either current storage or expected drilling. Ver oo
2010 anl natural gas liquids prices showed a 16% increase in 2011.

Production Revenue

Vero realized a 29% increase in aggregate production revenues in the third quarter of 2011 compared to the
same quarter of 2010. Since natural gas was 76% ofpiatdliction and gas prices increased by 2%, the result

was that natural gas contributed 49% of total revenues. Oil production was 14% of total volumes and
contributed 34% of revenues, while natural gas liquids production was 10% of total volumes butiteahtrib

17% of revenues while. For the nine months ended September 30, 2011, the increase in production revenue was
20% to $97,097 as compared to $81,250 in 2010 as volumes were higher by 9% and aggregate prices were
higher by 10%.

Three months ended Nine months ended
Septembr 30, September 30,
2011 2010 % 2011 2010 %
Natural gas 15,508 14,136 10 47,848 49,774 (4)
Light / medium oil 10,667 4,136 158 27,190 11,065 146
Natural gas liquids 5,190 6,023 (14) 22,059 20,411 8
Production revenue 31,365 24,295 29 97,097 81,250 20

The following table shows the percentage revenue contribution of each product to the overall sales revenue of
the Company:

Three months ended Nine months ended
September 30, September 30,
RevenueContribution Analysis 2011 2010 % 2011 2010 %
Natural gas 49% 58% (16) 49% 61% (20)
Light / medium oil 34% 17% 100 28% 14% 100
Natural gas liquids 17% 25% (32) 23% 25% (8)
Total 100% 100% - 100% 100% -
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ROYALTIES

Royalties were $4,646 for the third quarter of 2011 as compared to $2,610 for the third quarter of 2010. For the
year to date the increase was 27% to $11,217 from $8,827 in 2010. On a per boe basis the rate increased to
$5.45 in the third quarter of 201fofn $3.40 in the third quarter of 2010. As a percentage of revenue, the rate

for 2011 was higher as the royalty expense averaged 14.8% of production revenue in the third quarter of 2011
as compared to 10.5% in 2010. The increase came primarily from Cogaities on higher oil production and

gas wells coming off the new well, royalty rate incentive of 5%. In addition -gnassriding royalties on new

gas wells that started production in the second quarter contributed to the increase.

For the nine monthended September 30, royalties as a percentage of revenue was 11.5% in 2011 as compared
to 10.8% in 2010. The Company anticipates the aggregate royalty rate to average between 13% and 15% for the
remainder of 2011 based on forward strip prices for nataspgces of between $3.70 and $3.75 per mcf and

oil prices in the $9693 per barrel range. However, this could change significantly as the rates will be
dependent on a combination of realized commodity prices, well depths and how quickly new welthaieach
cumulative maximum production for the new well 5% Crown royalty rate and whether any new drilling
gualifies for royalty holidays.

Three months ended Nine months ended
September 30, September 30,
Royalties 2011 2010 % 2011 2010 %
Crowni gross 2,715 2,069 31 7,525 6,774 11
Freehold/gross oveiding 1,931 541 257 3,692 2,053 80
Total royalties 4,646 2,610 78 11,217 8,827 27
Royalties ($/boe) 5.45 3.40 60 4.40 3.77 17
Royalties- % of production revenue 14.8 10.5 41 11.5 10.8 6.5

OPERATING EXPENSE

Vero directs significant efforts to minimizing its controllable costs. Operating costs were $7,308 in aggregate

for the third quarter of 2011 or $8.58 per boe as compared to $5,750 and $7.50nespbotvely in the third

qguarter of 2010. Aggregate operating costs increased 27% in the third quarter of 2011 as compared to 2010
while production volumes increased by 11%. The higher volumes mitigated the increase in fixed costs,
however, the per boeosts increased by 14% mainly as a result of new gas production being subject to third
party processing charges. For the nine months ended September 30, 2011 operating costs per boe were $8.22 as
compared to $8.11 for the same period in 2010. Processioméndecreased slightly throughout 2011 as less
third party volumes were being taken into Veroos
anticipates that operating costs will be in the high $8 per boe range and this will bring the avettsaggdar

to between $8 and $8.25 per boe.

THIRD QUARTER REPORT | 13



vero

ENERGY INC.

Three months ended Nine months ended
September 30, September 30,

Operating 2011 2010 % 2011 2010 %
Expense per financial statements 7,308 5,750 27 20,971 19,000 10
Add: processing income 601 551 9 1,492 1598 (7)
Gross expense 7,909 6,301 26 22,463 20,598 9
Operating expense (net $/boe) 8.58 7.50 14 8.22 8.11 1
Net expense % of revenue 23.3 23.1 1 21.6 23.3 (7)

TRANSPORTATION EXPENSE

Transportation expenses were $1,153 for the third quarter of 2011 and amounted to 3.7% of production revenue
for the period as compared to $1,245 and 5.4% from the third quarter of 2010. For the third quarter of 2011, the
cost per boe averaged $1.35, whieli7% lower than the rate for the third quarter of 2010. For the year to date,

the cost per boe decreased 8% from $1.54 in 2010 to $1.42 in 2011. Transportation costs include: clean oil
trucking, trucking of natural gas liquids, and transportation aadosts associated with the usage of natural

gas pipelines. Transportation costs are dependent on a variety of factors such as: the type of production
facilities; the method of transportation; the distances covered; the rates charged by the cariedsNGL
guantities shipped which can be affected by road r
service offered (interruptible versus firm service) as well as ownership of the transportation facilities. The cost
per boe for the batee of the year is expected to be consistent with that experienced for the first nine months of
2011as the majority of these costs are variable in nature.

Three months ended Nine months ended
September 30, September 30,
Transportation 2011 2010 % 2011 2010 %
Expense per financial statements 1,153 1,245 @) 3,631 3,614 -
Expense ($/boe) 1.35 1.62 (17) 1.42 1.54 (8)
Expense % of revenue 3.7 54 (31) 3.8 4.3 (12)

GENERAL AND ADMINISTRATIVE (G&A)

Aggregate G& expense, before recoveries decreased 8% to $2,529 in 2011 from $2,737 in 2010. Net G&A
decreased 17% to $1,581 from $1,902 for the same comparative quarter. On a per boe basis, the rate decreased
by 17% on a gross basis in 2011 to $2.98 and 25% on laasist to $1.86 as compared to the quarter ended
September 30, 2010. For the nine months to September 30, 2011, the decrease in net G&A per boe was 17% to
$1.78 as compared to $2.14 in 2010. G&A costs per boe declined mainly due to the 11% increasetiamprodu

in the third quarter. Overhead recoveries increased by 25% in 2011 to $635 from $507 in 2010. Overhead
recoveries are a function of field operating activity as well as the number of wells drilled during the year for
which the Company is the operatés a result of the increased activity in the first three quarters of 2011, the
recoveries were correspondingly higher. The Company capitalizes a portion of its G&A for the salaries of its
technical staff, which are directly related to exploration andldpu@ent activities.
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G&A capitalized for the third quarter of 2011 was $313, representing a 5% decrease from the third quarter in
2010. Vero anticipates that net G&A cost per boe for the balance of 2011 will be in the $1.80 range.

Three months ended Nine months ended
September 30, September 30,
G&A 2011 2010 % 2011 2010 %
Gross expense 2,529 2,737 (8) 7,343 7,497 (2
Less:
Overhead recoveries (635) (507) 25 (1,838) (1,502) 22
Capitalized G&A (313) (328) (5) (957) (991) (3)
Net expense 1,581 1,902 a7 4,548 5,004 (9)
Average cost ($/boe)
Gross expense 2.98 3.57 (17) 2.88 3.20 (10)
Net expense 1.86 2.48 (25) 1.78 2.14 (17)

FINANCE EXPENSES

Finance expenses are comprised of: interest on bank debt; amortization of financing fees; gains or losses on
derivative contracts relating to interest rates, and bank service charges. Aggregate finance expenses for the third
quarter of 2011 increased 19% $1,807 from $1,517 in the third quarter of 2010. Average intbezsing

debt increased by 32% in the third quarter of 2011 compared to 2010 while the average interest rate remained
unchanged. Higher debt levels are attributable to the higher leeab@fl spending throughout the first three
quarters of 2011. The per boe finance expense rate was $2.12 for the third quarter of 2011 as compared to $1.98
for the third quarter of 2010, representing a 7% increase quarter to quarter.

Three months ended Nine months ended
September 30, September 30,
Finance expenses 2011 2010 % 2011 2010 %
Expense per financial statements 1,807 1,517 19 5,223 4,387 19
Deduct:

Losses on derivative contracts (54) (75) (28) (161) (226) (29)

Accretion ondecommissioning liabilities (117) (81) 44 (318) (239) 33

Commitment & other fees (91) (180) (49) (337) (568) (41)
Debt bearing interest 1,545 1,181 31 4,407 3,354 31
Average debt outstanding 141,762 107,769 32 124,269 101,406 23
Average interegtate 4.3% 4.3% - 4.7% 4.4% 7
Average interest cost ($/boe) 2.12 1.98 7 2.04 1.87 9
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SHARE BASED COMPENSATION

Share based compensation expense was $538 for the third quarter of 2011 as compared to $636 for the third
guarter of 2010. The 15% decrease in expense is mainly attributable to the decrease in director compensation
unit expense of $149 plus expiry of opt®in the fourth quarter of 2010 that had higher imputed fair value
expense versus the new options that were issued during the most recent quarter. The Company also capitalized
$95 of share based compensation attributable to technical staff, which ibydietated to exploration and
development activities. The per boe rate decreased by 24% from 2010 levels to $0.63 from $0.83 in 2010 as a
result of higher produced volumes. For the yteedlate, the per boe cost decreased by 28% to $0.73 compared
to$10li n 2010. The fair value of all stock options is
years for all options granted. Share based compensation also includes the amortization of the fair value expense
related to the Director Compensatitnits issued to Directors as part of their compensation package. These
units are fair valued at each reporting period and the change in expense is amortized over the remaining vesting
term. During the quarter ended September 30, 2011 $149 was reveraeshfire based compensation expense

due to the fair value change. For the year to date in 2011 the expense is $42.

Nine months ended
September 30,

Three months ended
September 30,

Share Based Compensation 2011 2010 % 2011 2010 %

Stock options 687 636 8 1,825 2,357 (23)
Director compensation units (149) - - 42 - -
Expense per financial statements 538 636 (15) 1,867 2,357 (21)
Expense ($/boe) 0.63 0.83 (24) 0.73 1.01 (28)

DEPLETI ON AND DEPRECI ATI ON (AD&DO)

Aggregate D& increased from $10,904 in the third quarter of 2010 to $12,105 in the third quarter of 2011.
The 11% increase in the total amount of D&D was primarily the result of higher capital spending throughout
the latter part of 2010 and the first nine monthsG4f12 In addition, higher production levels caused an increase

in aggregate D&D expense. On a per boe basis, the third quarter of 2011 was $14.21 per boe versus $14.22 per
boe in 2010. For the balance of 2011, Vero anticipates the D&D rate to be sirtilar éxperienced in the first

three quarters.

Three months ended
September 30,

Nine months ended
September 30,

D&D 2011 2010 % 2011 2010 %
Expense per financial statements 12,105 10,904 11 37,169 32,030 16
D&D ($/boe) 14.21 14.22 (-) 14.57 13.67 7
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EXPLORATI ON AND EVALUATI ON (AE&EO)

Costs are capitalized as E&E intangible assets until the drilling of the well is complete and the results have been
evaluated. These costs include, but are not limited to, exploration license expenditures, leagatsitidrac

costs, evaluation costs including drilling costs directly attributable to an identifiable well and directly
attributable general and administrative costs. Aggregate E&E expense increased from $680 in the third quarter
of 2010 to $2,324 in the tld quarter of 2011. Expired lease costs are recognized as part of exploration and
evaluation expense as the expiries occur. The 242% increase in the total amount of E&E was primarily the
result of land costs becoming impaired due to the mineral leasesgx@n a per boe basis, the third quarter

of 2011 was $2.73 per boe versus $0.89 per boe in 2010.

Three months ended Nine months ended
September 30, September 30,
E&E 2011 2010 % 2011 2010 %
Expense per financial statements 2,324 680 242 5,357 2,292 134
E&E ($/boe) 2.73 0.89 207 2.10 098 114

DEFERRED TAXES

The deferred tax provision for the third quarter of 2011 was $527 and was comprised entirely of deferred
income taxes. The tax provision represents a 219% increase from the tax rec@4t9 &r the comparable

period in 2010. The expense was primarily the result of the net earnings generated in the third quarter of 2011
as compared to a loss in 2010. For the year to date, the deferred tax expense increased 29% to $4,295 as
compared to $336 for 2010.

Taking into account the projected spending for the balance of 2011 as well as the anticipated production levels
and commodity prices, it is currently anticipated that Vero will not be cash taxable throughout the remainder of
2011 and into 2012.

Three maths ended Nine months ended
September 30, September 30,
Deferred Taxes 2011 2010 % 2011 2010 %
Deferred income tax expense (recovery) 527 (442 219 3,106 2,145 45
Flow through share premium - - - 1,189 1,191 -
Deferred tax expense (recovery) 527 (442 219 4,295 3,336 29
Tax expense ($/boe) 0.62 (0.58) 207 1.68 1.42 18
Effective tax rate 38.0% 21.9% 74 50.0% 58.6% (15)
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The estimated income tax pools available at September 30, for each respective year were follows:

Tax Pools Rate % 2011 2010
Canadian exploration expenses 100 37,869 27,629
Canadian development expenses 30 150,505 107,720
Canadian oil and gas property expenses 10 48,866 56,063
Undepreciated capital costs 10-30 61,922 59,246
Financing costs 20 3,572 2,929
Attributed Canadian Royalty Income 100 (Alberta) 38 38
Non-capital losses 100 1,928 1,928
Total 304,700 255,553
NETBACKS

Operating netbacks of $21.43 per Hoe the third quarter of 2011 were higher by 12% as compared to the
$19.16 realized in the third quarter of 2010. The 16% increase in average commodity prices in the third quarter
of 2011 was the largest single contributor to the increase in operatbagket Continuing below the operating
netback, the general and administrative expense was lower by 25% while finance expenses were higher than
those experienced in 2010 by 6%. The resulting funds flow netback was $17.71 and was 13% higher than in the
third quarter of 2010. The unrealized gain on derivative contracts was higher by 255% in the third quarter of
2011 at $3.48 as compared to a loss of $2.24 in the third quarter of 2010. This amount representsahe mark
market gain on these contracts and maynaly not be reflective of the ultimate cash settlements under the
contracts. Exploration and evaluation costs, which represent theasbroutlay related to lease expiries, were
207% in the third quarter at $2.73 per boe. Share based compensation elgueaased slightly as a result of

the expiry of options in the fourth quarter of 2010 that had an associated higher fair value versus the new
options that were issued during this time frame. D&D charges were similar to that experienced in the third
quarterof 2010 as the per boe rate remained flat at $14.21. The loss on disposal of certain oil and gas assets also
contributed a onéime charge of $1.69 per boe in the third quarter of 2011. In line with the net earnings
generated in the third quarter of 20Mero realized a deferred tax expense of $0.62 per boe. Net earnings
netback for the third quarter of 2011 was $0.81 per boe as compared to a net loss of $2.05 ni2010
anticipated that the net earnings netback for the balance of 2011 will imprmoegvhat from the third quarter

as gas prices firm up as we approach the winter heating season.
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Three months ended Nine months ended
September 30, September 30,
Corporate Netbacks ($/boe) 2011 2010 % 2011 2010 %
Realized price 36.81 31.68 16 38.06 34.68 10
Royalties (5.45) (3.40) 60 (4.40) (3.77) 17
Operating expenses (8.58) (7.50) 14  (8.22) (8.11) 1
Transportation expenses (1.35) (1.62) (17) (1.42) (1.54) (8)
Operating netback 21.43 19.16 12 24.02 21.26 13
G&A (1.86) (2.48) (25) (1.78) (2.14) a7
Finance expens@aterest & derivatives (2.98) (1.87) 6 (192 (1.77) 8
Realized gain (loss) on derivative contracts (0.08) 0.85 109 (0.33) 0.27 (222)
Share based compensatiobash 0.18 - - (0.02) - -
Interest income 0.02 - - 0.01 0.08 (88)
Funds flow netback 17.71 15.66 13 19.98 17.70 13
Unrealized gain (loss) on derivative contracts 3.48 (2.24) (255) 1.46 0.69 112
Financedecommissioning liability (0.14) (0.11) 3 (0.12) (0.10) 20
Exploration & evaluation costs (2.73) (0.89) 207 (2.10) (0.98) 114
Share based compensationoncash (0.81) (0.83) (2) (0.72) (1.01) (29)
Depletion & depreciation (14.21) (14.22) - (14.57) (13.67) 7
Loss on disposal of assets (1.69) - - (0.56) (0.20) 180
Deferred income taxes (0.62) 0.58 (207) (1.68) (1.42) 18
Earnings (loss) netback 0.99 (2.05) (148) 1.69 1.01 67

Operating Netback by Commodity Type

Three months ended Nine months ended
September 30, September 30,

Natural gas ($/mcf) 2011 2010 % 2011 2010 %
Productiorrevenue 3.99 3.93 2 4.11 448 (8)
Royalties (0.25) (0.15) 67 (0.21) (0.18) 17
Operating expenses (0.62) (0.97) (36) (114 (113 1
Transportation costs (0.13) (0.25) (48) (0.17) (0.23) (26)
Operating netback 2.99 2.56 17 2.59 2.94 (12)
Oil ($/bbl)
Production revenue 86.60 70.38 23 89.10 72.67 23
Royalties (11.12) (4.93) 126 (9.16) (5.61) 63
Operating expenses (24.34) (9.90) 146 (13.25) (9.90) 34
Transportation costs (2.12) (2.01) 6 (2.05 (2.01) 2
Operating netback 49.02 53.54 (8) 64.64 55.15 17
Natural gas liquids ($/bbl)
Production revenue 63.91 55.31 16 72.07 60.07 20
Royalties (22.59) (16.25) 39 (19.57) (17.63) 11
Operating expenses (12.28) (15.32) (20) (11.84) (14.64) (19)
Transportation costs (4.60) (2.11) 118 (3.44) (2.11) 63
Operating netback 24.44 21.63 13 37.22 2569 45
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FUNDS FLOW AND NET EARNINGS (LOSS)

Funds flow from operations in the third quarter of 2011 was $15,085, representing an increase of 26% from
$12,001 realized in the third quarter of 2010. The increase was largely attributable to the 16% increase in
corporate average commodity prices in #&ddito an 11% increase in average daily production. Net earnings
increased from a loss of $1,575 in the third quarter of 2010 to net earnings of $859 in the third quarter of 2011.
Higher interest costs from elevated debt levels and an increase in D&Doffeet by an increase in revenues
resulting from production growth and higher average commaodity prices.

Funds flow from operations was calculated as follows:

Three months ended Nine months ended
September 30, September 30,
2011 2010 % 2011 2010 %
Net earnings (loss) 859 (1,574) 155 4,297 2,356 82
Adjustments for
Unrealized (gain) loss on derivatigentracts (2,969) 1,726 273 (3,721) (1,608) 132
Share based compensation 686 636 8 1,825 2,357 (23)
Depletion and depreciation 12,105 10,904 11 37,169 32,030 16
Finance expenses, accretiordetommissioning
liability 117 81 44 318 239 33
Deferred tax expense (recovery) 527 (442) 219 4,295 3,336 29
Exploration and evaluation 2,324 680 242 5357 2,292 134
Loss on disposal of assets 1,436 - - 1,436 476 202
Funds flow from operations 15,085 12,001 26 50,976 41,478 23

On a per share basis, Vero realized $0.02 for ba#fic and diluted earnings per share for the third quarter of
2011. This was a 150% increase from the loss of $0.04 per basic and fully diluted share realized in the third
guarter of 2010. Funds flow per share in the third quarter of 2011 was $0.31afislituted) representing an
increase of 11% and 19% respectively from $0.28 basic and $0.26 diluted realized in the third quarter of 2010.
For the year to date in 2011 funds flow per share was $1.04 basic and diluted as compared to $0.96 basic and
$0.94 dluted in 2010.

Three months ended Nine months ended
September 30, September 30,

Per share data ($) 2011 2010 % 2011 2010 %
Net earnings (loss) 859 (1,574) 155 4,297 2,356 82
Basic 0.02 (0.04) 150 0.09 0.05 80
Diluted 0.02 (0.04) 150 0.09 0.05 80
Funds flow 15,085 12,001 26 50,976 41,478 23
Basic 0.31 0.28 11 1.04 0.96 8
Diluted 0.31 0.26 19 1.04 094 11
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CAPITAL EXPENDITURES

Vero spent $27,240 in capital expenditures during the third quarter of 2011 representing a decrease of 15%
from the third quarter of 2010. This brings net capital expenditures for the year to date in 2011 to $94,825 as
compared to $86,192 in 2010, représena 10% increase year over year. During the third quarter, Vero sold a
small producing asset along with some undeveloped lands to realize net proceeds of $4,951.

A breakdown of the costs incurred during each of the comparable quarters and yeaistasifatéows:

Three months ended Nine months ended
September 30, September 30,
Capital expenditures 2011 2010 % 2011 2010 %
Exploration and development
Land acquisitions and lease rentals 21 608 (97) 1,053 6,941 (85)
Geological and geophysical 827 448 85 2,182 1,590 37
Drilling and completions 26,668 24,647 8 82,393 58,238 41
Well equipment and facilities 4,636 4,332 7 14,063 14,198 (1)
Exploration and development 32,152 30,035 7 99,691 80,967 23
Otherexpenditures 39 - - 45 3 16
Total capital expenditures 32,191 30,035 7 99,736 80,970 23
Property acquisition for shares - 2,100 - - 900 -
Producing property acquisition - - - 40 8,021 (100)
Disposals (4,951) - - (4951) (3,699 34
Net capital expenditures 27,240 32,135 (15) 94,825 86,192 10
Capitalized share based compensation 95 - - 357 - -
Capitalized decommissioning liability 69 12 475 2,036 (21) 100
Exploration and evaluation (2,324) (680) 242  (5,357) (2,292) 134
Total capital additions 25,080 31,467 (20) 91,861 83,879 10
Three months ended Nine months ended
September 30, September 30,
2011 2010 2011 2010
Wells drilled Gross Net Gross Net Gross Net Gross Net
Exploration 5 39 1 1 14 10.9 4 40
Development 2 15 8 6.2 10 7.8 17 138
Other - - - - 1 1.0 - -
Total wells 7 54 9 7.2 25 197 21 17.8
Success rat@o) 100 100 100 100 96 95 100 100
Given the current commodity ©price environment, Ver

remainder of 2011. Vero will continue to monitor commaodity prices and redirect capital spending as necessary
but does anticipate drilling a total a8-25 net wells during 2011.
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LAND HOLDINGS

The undeveloped land holdings at September 30, 2011 are as follows:

Gross Net Average
Area Acres Acres WI %
Edson 54,400 45,347 83
Whitecourt 18,560 14,039 76
Other Alberta 24,439 15,252 62
Corbett 12,160 10,176 84
Saskatchewan 81 24 30
British Columbia 6,144 3,129 51
Total 115,784 87,967 76

LIQUIDITY AND CAPITAL RESOURCES

Net debt of the Company is calculated below. Working capital deficiency is current assets less current liabilities
andexcludes bank debt and gains and losses on derivative contracts.

as at September 30,

Bank debt and working capital 2011 2010 %
Bank debt 137,919 108,278 27
Working capital deficiency 29,403 23,700 24
Net debt 167,322 131,978 27
Three months ended Nine months ended
September 30, September 30,
Capital Program Funding 2011 2010 % 2011 2010 %
Cash, beginning of period - - - - - -
Funds flow from operations 15,085 12,001 26 50,976 41,478 23
Asset retirement costs D (23) 96 (7) (288) (98)
Increase decrease in bank debt 5,111 911 461 43,755 30,559 43
Exercise of stock options 20 54 (63) 348 1,035 (66)
Loans to officers/director - - - - 2,289 -
Change in nortash working
capital 7,025 19,192 (63) (247) 10,219 (102)
Net capitalexpenditures 27,240 32,135 (15) 94,825 85,292 11

Verobds funds flow from the third quarter of $15, 08¢
spent. Verobs sale of a smal!/| pr oduci nirgcash preceetls. d ur i
The proceeds were used to pay down Verods existing
forward from December 31, 2010 plus the financial activity of the first three quarters culminated in net debt at
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September 30, 201df $167,322 or 27% higher than at the end of 2010. Using annualized funds flow for the
third quarter of 2011, the net debt to funds fl ow
remainder of 2011, the Company anticipates the nettdetnds flow ratio to be in the range of 3.0 to 3.1

times by the end of the year.

Vero continually revisits its capital program as price volatility dictates constant monitoring of the net debt
position. The Board of Directors is provided with quartdédgecasts of anticipated results and at each Board
meeting approves the planned capital spending for the upcoming quarter. The continued weakness in the price
of natur al gas necessitates the per pet wmbidtomamtain ew of
as much financial flexibility as possible. The balance of the capital program for 2011 will be financed through
expected funds flow for the remainder of the year and the undrawn credit facility with our banks. In addition,
Vero will continue to evaluate the potential sale of any-oore assets that will provide additional resources for

its capital program.

The Company has a syndicated credit facility of $170 million which is comprised of a $10,000 demand
operating facility and a $160,0@Xxtendible revolving term credit facility. Available borrowings on the credit
facility are limited to the borrowing base, which is established by the syndicate. The amount of available credit
is based mainly upon the value of petroleum and natural gats.a$he most recent formal evaluation by our
external engineers determined these reserve values as at December 31, 2010. The bank facility is subject to
semiannual borrowi ng b a s-gearregiewi i® aursentla under Wwag. IThe hext anmual
review is scheduled to be completed by April 28, 2012. Upon request by the Company the facility may be
extended for an additional 364 days beyond this date subject to acceptance by the syndicate of lenders. This
upgraded facility enhances our flexibility expand the capital program if warranted. Corporate worta@pital

liquidity is maintained by drawing from the unutilized facility as needed and then repaying it periodically
through production revenues. As new reserves are added and as the finaecdagohthe Company are
expanded, Vero will apply for interim reviews of the credit facility with a view to upgrading it. As at September

30, 2011 Vero had drawn $137,919 on its credit facility.

The Company is authorized to issue an unlimited number wim@n shares and an unlimited number of
preferred shares, issuable in series.

Below is a summary of the trading history of the Co

Q32011 Q22011 Q12011 Q42010 Q3 2010

High ($) 5.76 6.33 6.71 6.80 6.93
Low ($) 2.39 5.03 5.20 5.56 5.93
Close ($) 2.39 5.45 5.54 5.73 6.68
Volume 12,795 19,123 26,133 18,291 10,534

OFF BALANCE SHEET TRANSACTIONS

There were no ofbalance shedtansactions entered into during the period, nor were there any outstanding as
of the date of these MD&A.
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RELATED PARTY TRANSACTIONS

There were no related party transactions during the three months ended September 30, 2011.

CONTRACTUAL OBLIGATIONS

The Company is obligated, at September 30, 2011 to make the following payments under the termerof long
contracts it has entered into:

Payments Due by Period

Total Lessthan 1 year 1-3 Years 4-5 Years
Transportation obligations 5177 1,527 2,432 1,218
Head Office Lease 5,060 1,043 1,928 2,089
Farmin obligations 9,200 9,200 - -
Total contractual obligations 19,437 11,770 4,360 3,307

The transportation obligations are comprised of firm service natural gas commitments with a gas transmission
company. In the event of a shortfall in gas deliveries to the pipeline, the Company must pay the carrier the
difference between volumes delivered and the contracted volumes in cash at the contracted rate. The head office
lease obligations are comprisedtio¢ lease (including parking and a reasonable estimate of occupancy costs) of
the Companyés head office space, certain of the ful
on a corporate acquisition in 2008. In addition, an@d@Septembed0, 2011, Vero was committed to drill 3.0

(3.0 net) wells in Alberta. These projects have a commencement date later in 2011. This commitment is
pursuant to a farAn agreement with an industry partner. The Company expects to satisfy the net portion of
these drilling commitments in 2011 at an estimated cost of $9,200.

SHARE CAPITAL

The following table provides a summary of the outstanding common shares and other equity instruments as at
the date of this MD&A and the preceding yead:

November 10, Periods ended December 31,

2011 September 30, 2011 2010

Current Quarter YTD YTD
Common shares outstanding 48,992 48,992 48,992 48,920
Stock options outstanding 4,578 4,578 4,578 4,276
Fully diluted shares 53,570 53,570 53,570 53,196

Weighted averageommon shares

Basic N/A 48,990 48,972 44,257
Diluted N/A 48,990 48,972 44,257
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SELECTED QUARTERLY INFORMATION

Below is summarized quarterly information for the previous eight quarters. The 2011 and 2010 comparative
data was prepared atcordance with IFRS standards. 2009 data has not been restated and is in accordance with
previous Canadian GAAP.

September 30, June 30, March 31, December 31,
(0006s except as n 2011 2011 2011 2010
Production (boe/d) 9,262 10,272 8,489 8,341
Average prices realized ($/boe) 36.81 39.17 38.11 36.00
Production revenue 31,365 36,611 29,121 27,624
Net earnings (loss) 859 5,621 (2,183) 216
Basic- per share ($/share) 0.02 0.11 (0.04) 0.01
Diluted - per share ($/share) 0.02 0.11 (0.04) 0.01
Funds flow from operations 15,085 19,275 16,616 15,294
Basic- per share ($/share) 0.31 0.39 0.34 0.33
Diluted - per share ($/share) 0.31 0.39 0.34 0.33
Total assets 474,565 460,380 452,923 422,114
Net capital expenditures 27,240 22,682 44,903 43,559
Long term financial liabilities - - - -
Net debt 167,322 155,186 151,827 123,814
Dividends paid - - - -
September 30, June 30, March 31, December 31,
(0006s except 2010 2010 2010 2009
Production (boe/d) 8,335 9,010 8,404 6,775
Average prices realized ($/boe) 31.68 33.51 38.98 36.10
Production revenue 24,295 27,472 29,483 22,500
Net earnings (loss) (1,575) 2,357 1,575 (931)
Basic- per share ($/share) (0.04) 0.05 0.04 (0.01)
Diluted - per share ($/share) (0.04) 0.05 0.04 (0.01)
Funds flow from operations 12,002 13,879 15,598 9,538
Basic- per share ($/share) 0.28 0.32 0.36 0.23
Diluted - per share ($/share) 0.26 0.32 0.36 0.23
Total assets 391,175 376,274 373,664 343,954
Net capital expenditures 32,135 14,020 40,037 2,662
Long term financial liabilities - - - -
Net debt 131,978 111,875 112,294 88,911

Dividends paid
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Petroleum and natural gas sales are impacted by production levels and volatile commodity pricing. Production
levelsar e i mpacted by decline rates and the Companyos
domestic and international factors that are beyond the control of the Company. In addition, royalties are
impacted by the underlying commaodity prices.

S gnificant factors and trends that have affected t

1 In the fourth quarter of 2009 the Company embarked on two initiatives to prepare itself financially for the
2009/2010 drilling season. FirstetlCompany completed a flethrough share private placement which
brought in net proceeds of $11,720. On December 1, the Company disposed of $16,19&ak non
producing assets. Both of these initiatives significantly reduced the net debt outstandider ithatr the
Company would be able to complete its winter drilling season and also prepare itself for any sustained low
commodity prices. Vero drilled 8 (6.4 net) wells in the fourth quarter and generated funds flow from
operations of $9,538.

1 Inthe firstquarter of 2010, the Company returned to profitability as production increased from new drilling,
royalties decreased as a result of lower natural gas prices and operating expenses were decreased from
efficiencies gained from the additional productionthe end, Vero produced net earnings of $2,312. In
addition to the above positive factors, DD&A decreased as new reserve additions brought this rate down by
7%.

9 During the second quarter of 2010, Vero realized the benefits of the drilling program i0@4ard the
first two quarters of 2010. Year over year daily production increased 28% to 9,010 boe/d. Commodity
revenues including realized hedging losses increased approximately 45% in conjunction with average
realized price increases of 22%. The compang able to achieve a profit of $574 in light of a continued
weak natural gas price environment. Net capital spending was $14,020 including the drilling of 2 (2.0 net)
horizontal wells and the entry of Vero into the N.E. B.C. shale gas play with a $#idh purchase of
2,597 acres of undeveloped land.

9 During the third quarter of 2010, Vero executed a successful drilling program with the drilling of 8 (6.8 net)
horizontal and 1 (0.4 net) vertical well for a 100% success rate. The Caviliplay continues to exhibit
successful results with 6 (5.1 net) successful horizontal wells drilled within the quarter resulting in two
wells initially producing between 45800 boe/d.

9 During the fourth quarter of 2010, Vero participated in theidgliof 10 (6.7 net) horizontal wells at a
100% success rate, including 7 (4.1 net) wells targeting light oil. Drilling consisted of six Cardium oil, one
Viking oil well, two Bluesky gas wells and one Rock Creek gas well. Vero has made significant progress
in delineating the Cardium opportunity. In November, Vero completed a $35,000 commaomkittmwgh
equity financing to assist in its winter development program.
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1 During the first quarter of 2011, the Company participated in the drilling of 11 (9.2w&tphtal wells and
one vertical deep basin gas well. Horizontal drilling activities achieved success on 10 of 11 wells resulting
in five Cardium oil wells, four Notikewin wells and one Viking well. 10 (7.2 net) wells were brought on
production during thequarter with several of the more prolific wells cominglime at the end of the
guarter. Delays in obtaining completion services pushed bachresim dates for wells drilled into the
quarter into the second quarter.

9 During the second quarter of 2011, rgelelivered solid drilling results with 6 (4.1 net) horizontal wells and
a 100% success rate. Drilling activities included four Cardium oil wells and two gas wells targeting the
Rock Creek and Wilrich zones. The Company continues to successfully adigastategy of increasing
the exposure to oil within the production mix. Vero has increased oil production to 960 bbls/d in the second
guarter of 2011 due to its increased emphasis on oil well drilling.

9 During the third quarter of 2011, Vero drilled 7{%et) horizontal wells with a 100% success rate. Drilling
activities included five Cardium oil wells and two gas wells targeting the Wilrich and Notikewin
formations. Oil production increased to 1,339 bbls/day and currently contributes 14% to totdl overal
corporate production. The Company sold a small producing asset of approximately 50 boe/d including
undeveloped lands, and netted the Company just under $5 million.

RISK MANAGEMENT

The risks in the oil and gas industry are varied and vadging. Theprimary risks and how the Company
mitigates them are as follows:

Commodity price

Verods strategy focuses on the use of puts, swaps,
downturns in commaodity prices while allowing, to the mmaxim extent possible, participation in commodity

price increases. Revenues and the resulting funds flows fluctuate with commodity prices, which are tied directly
to the US/Canadian dollar exchange rate. Commaodity prices are determined on a global loasisrasidgnces

that occur in various parts of the world are outside of the control of the Company. The Company protects itself
from fluctuations in prices by maintaining an appropriate hedging strategy, diversifying its asset mix and
strengthening its balae sheet in order to take advantage of low price environments by making strategic
acquisitions. Vero enters into commodity price contracts to actively manage the risks associated with price
volatility and thereby partially protect funds flows, which aredu® fund our capital program.

The following contracts were outstanding as at September 30, 2011. These contracts are considered to be
financial derivatives wherein the fair value of the contract will be recognized on the balance sheet with changes
in fair value recorded in comprehensive income. Vero realized $67 in hedging losses in the third quarter of 2011
as compared to a gain of $650 in 2010. Due to the decrease in oil prices from June 30, 2011 as compared to
September 30, 2011 there was a positnerement in favour of the Company in its unrealized rtedarket

position. The markto-market unrealized gain for the financial contracts at September 30, 2011 was $2,970 as
compared to a gain of $5,052 at June 30, 2011 and $1,850 as at Septembed.30, 201
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Notional
Type Quantity Term CDN $/bbl Type

Costless collar 500 bbl/d Jan. 1Ii Dec. 31, 2011 $80- $100 Financial
Oil swap 500 bbl/d Jan. 1 Dec 31, 2011 $89 Financial
Costless colla 500 bbl/d Jan. 1, 201Dec. 31, 2012 $85- $109.25 Financial
Costless collat 500 bbl/d Apr. 1, 2011Mar. 31, 2012 $85- $104 Financial
Notional Realized Change

Quantity Price Option Gain Fair in Fair

Type (bbl/d) Term (CDN $/bbl)  Traded (loss) Value Value
o]] 500 Apr. 1i Mar. 31, 2012 $85.00$104.00 Collar - 557 542
o]] 500 Jan. Ii Dec. 31, 2012 $85.00$109.25 Collar - - 1,333
oil 500 Oct. 1, 2010 Mar. 31,2011  $80.00$98.00 Collar - - -
o]] 500 Jan. 1, 2011 Dec. 31, 2011 $89.00 Swap (67) 310 815
Oil 500 Jan 1, 2011 Dec. 31, 2011 $80.006$100.00 Collar - 129 236
Total gain (loss) (67) 996 2,926

The realized gain (loss) and the change in fair value above is for the three month period ended September 30,
2011.

The fair value of these financial instruments was derived at egurting date by taking the forward strip
prices for the commodity over the term of the contract and applying the Canadian/US dollar exchange rate in
existence on that date. The risk associated with using these derivative contracts include: commeslity pric
moving materially in favour of the countparty and the credit risk associated with the collection of settlements

from price movements in Verods favour. Vero mitigal
that give acceptable range$ prices and furthermore by dealing with its chartered bank as the primary
counterparty.

Foreign Exchange risk

Vero is also exposed to fluctuations in the exchange rate between the Canadian and US dollar. Most commodity
prices are based on U.S. dollaenchmarks, which result in our realized prices being influenced by the
Canadian/U.S. currency exchange rates. Vero does not currently have any foreign exchange risk management
contracts outstanding.

Credit risk

Credit risk arises from the potential losssulting from a counterparty failing to meet its obligations in
accordance with the agreed terms. The Company may be exposed to third party credit risk through its
contractual arrangements with its current or future joint venture partners, marketensedfateum and natural

gas production and other parties. In the event such entities fail to meet their contractual obligations to the
Company, such failures may have a material adverse effect on the Company's business, financial condition,
results of opeations and prospects.
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Poor credit conditions in the industry and of joint venture partners may impact a joint venture partner's
willingness to participate in the Company's ongoing capital program, potentially delaying the program and the
results of suclprogram until the Company finds a suitable alternative partner. Substantially all of the accounts
receivable are with customers and joint venture partners in the oil and gas industry and are subject to normal
industry credit risks. The Company generalitemds unsecured credit to these customers and therefore, the
collection of accounts receivable may be affected by changes in economic or other conditions. Management
believes the risk is mitigated by entering into transactions with-$temgding, reputabl counterparties and

partners. In many cases, the Company has offsetting receivables and payables with its partners and makes use of
these offsets to mitigate any payment risk. Wherever possible, the Company requires cash calls from its partners
on capitaprojects before they commence.

Receivables related to the sale of the Companyds pi
marketing companies who have excellent credit ratings. These revenues are normally collected"bdape 25
of the month following delivery.

The counteparty with which the Company maintains its risk management contracts is a major Canadian
chartered bank and has an investment grade rating.

Financing Risk

The Company anticipates making substantial capitalredipges for the acquisition, exploration, development

and production of oil and natural gas reserves in the future. As the Company's revenues may decline as a result
of decreased commodity pricing, it may be required to reduce capital expenditurestiém addcertain levels

of near term industry activity coupled with the present global credit crisis exposes the Company to additional
access to capital risk. There can be no assurance that debt or equity financing, or cash generated by operations
will be available or sufficient to meet these requirements or for other corporate purposes or, if debt or equity
financing is available, that it will be on terms acceptable to the Company. The inability of the Company to
access sufficient capital for its operasonould have a material adverse effect on the Company's business
financial condition, results of operations and prospects.

Interest rate risk

Vero is exposed to interest rate fluctuations. Interest rate risk arises from changes in market interest rates t
may affect the future funds flows from the Company
demand loan facility is subject to floating rates and is therefore exposed to fluctuations in the market rates of
interest. From time to timéhe Company will enter into a variety of risk management contracts to mitigate its
exposure to interest rate risk. The Company had the following interest rate swap in place at September 30, 2011.

Change
Notional Realized Fair in Fair
Contract  Quantity Term Reference Rate loss Value Value
Jan. 4, 2010
BA Rate $25,000/year Jan. 3, 2012 CAD-BA - CDOR 2.05% (54) (75) 43
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The realized gain (loss) and the change in fair value above is for the three month period ended September 30,
2011.

The fair value of this financial instrument was derived at the reporting date by using the forward strip prices for

the interest rates over the term of the contract. The forward rates are established by an actively traded market
for interest rate saps and the market expectations as to where the rates are expected to be. The risk associated
with this type of contract is that interest rates will remain at a low level and thereby cause the Company to have

a funds cost upon settlement. In addition,¢heri s potential for a credit ri sk
inability to pay any positive settlements as they come due. Vero mitigates these risks by analyzing economic
indicators as to future interest rate movements and by dealing with its etlaliank as the primary
counterparty.

The maturing Western Canadian Sedimentary Basin

Land and producing assets are becoming increasingly scarce and more expensive. The Company mitigates these
risks by developing its core areas to gain efficiencies. tlitiad, the Company participates in several fanm
opportunities wherein its exposure to increasing land prices is minimized. For riskier, exploration projects, the
Company will solicit partner participation to limit the downside exposure.

IncreasingUnited States Natural Gas Supply

Over the last several years, the advent of rstidtfje fracing has unlocked a previously uneconomic natural gas
supply that is readily available in the United States. The Marcellus, Haynesville, and Eagle Ford shales gas pl

in the Eastern United States have created a supply right in the major consuming regions of the United States.
This has caused a reduction in demand from Western Canada and this could possibly continue for many years to
come. As a result, the Companystshifted capital to oil targets on its existing lands and will continue to do so

into the foreseeable future.

Operating and finding and development costs are increasing each year

Generally all companies have experienced increased costs for servides past two years. There was a
softening of service costs towards the mid to latter part of the year as activity levels were reducing along with
commodity price declines. The Company mitigates risks by entering into strategic joint ventures to reduce
exposre to high costs and diversify drilling risks. The Company employs experienced and motivated staff to
evaluate and generate high quality drilling prospects. In addition the Company seeks to utilize appropriate
technology and responsible operating prasticeoperating its wells. The Company utilizes appropriate safety
programs and insurance coverage to guard against potential losses. Concentrating on core areas wherein Vero
has high degrees of ownership and operatorship further mitigates increasingngpmsts as economies of

scale are gained.

THIRD QUARTER REPORT | 30



vero

ENERGY INC.

3R QUARTER 2011 ‘ FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 3

Vero attempts to minimize finding risk by:

Focusing its efforts on its core areas wherein its expertise and experiences can be properly leveraged;
Generating as many internal projects as possible;

Being theoperator on the majority of projects;

Identifying drilling opportunities with multzone prospects; and

Making prudent use of seismic data to identify prospéctsther by purchasing trade data or by
shooting new seismic.

=4 =4 =8 =8 -9

Administrative risks

The increaed transparency required by the securities regulators and constantly evolving accounting guidelines
dictate significant resources be devoted to these areas. Vero maintains processes designed to comply with the
required disclosures; has a strong Board ak@ors and engages technical advisors to assist in meeting
securities guidelines. In addition, the industry will continue to experience competitiveness with respect to
finding and retaining qualified employees. Retention issues are at least partiadjsteditby having all
employees participate in its stock option program.

Competition

The petroleum industry is competitive in all its phases. The Corporation competes with numerous other
organizations in the search for, and the acquisition of, oilnamwaral gas properties and in the marketing of oil

and natural gas. The Corporation's competitors include oil and natural gas companies that have substantially
greater financial resources, staff and facilities than those of the Corporation. The Camfsoediility to

increase its reserves in the future will depend not only on its ability to explore and develop its present
properties, but also on its ability to select and acquire other suitable producing properties or prospects for
exploratory drilling. Competitive factors in the distribution and marketing of oil and natural gas include price
and methods and reliability of delivery and storage. Competition may also be presented by alternate fuel
sources.

Environmental Regulations

All phases of the oiland natural gas business present environmental risks and hazards and are subject to
environmental regulation pursuant to a variety of federal, provincial and local laws and regulations.
Environmental legislation provides for, among other things, resingtand prohibitions on spills, releases or
emissions of various substances produced in association with oil and natural gas operations. The legislation
also requires that wells and facility sites be operated, maintained, abandoned and reclaimetisiattiersaf
applicable regulatory authorities. Compliance with such legislation can require significant expenditures and a
breach of applicable environmental legislation may result in the imposition of fines and penalties, some of
which may be material. Environmental legislation is evolving in a manner expected to result in stricter
standards and enforcement, larger fines and liability and potentially increased capital expenditures and
operating costs. The discharge of oil, natural gas or other pu8utao the air, soil or water may give rise to
liabilities to governments and third parties and may require the Corporation to incur costs to remedy such
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