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ENERGY INC.

1ST QUARTER 2010 For the three months ended March 31, 2010

First Quarter 2010Highlights

Vv

Generated $2.3 million in net earnings or $0.05 per share, a 138% increase over the first quarter of
2009

Increased average daily productib4o b 8,404 boe/d from 7,3520e/din the first quarter of
2009

Fundsflow from operations wa$15.6million equating to $@R6 per share (basiand diluted), a
64% increase over the same quarter in 2009.

Achieved an operating netback &4b31per boe andundsflow netback of 20.63per boe.

Invested $38.4 million ($33.5 millioafter reduction from drilling incentives) in exploration and
development capital.

Drilled 10 (8.6 net) wells with a 100% success rate which included 4 (3.5 net) new pool
discoveries, and recompleted 4 (2.6 net) wells.

Invested $6.5 million in acquisiti® increasing our Cardium land holdings from 148 (95 net) to
167 (103 net) sections.

2010 Update

Vv

Average production in April and current production is approxim&g&Q0boe/d based on field
estimates.

Increasedank credifacility to $140million from $115 million
Sold noncore properties for $3.4 million of net proceeds.

One drilling rig is currently operating this quarter, it has drilled 1.0 (1.0 net) horizontal gas well in
the second quarter, and is currently drilling 1 (0.5 net) Cardium malzavell.
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Financial and operating highlights for the first quarter of 2010 with comparisons to the first quarter of 2009 are as
follows:

Financi al ($00006s except per st Q12010 Q12009 % Change

Production revenue 29,483 22,135 33
Fundsflow from operation&’ 15,598 8,201 90
Per basic share 0.36 0.22 64
Perdilutedshare 0.36 0.22 64
Net earninggloss) 2,312 (4,695) 149
Per basic share 0.05 (0.13) 138
Perdilutedshare 0.05 (0.13) 138
Net capital expenditures 40,037 28,177 42
Net debf 112,294 123,973 9)
Share Capital (
Basic, weighted average 42236 36,955 14
Basic, end of period 43,391 36,952 17
Diluted, weighted average 43,794 36,955 19
Fully diluted 47,341 40,098 18
Daily Production
Natural gas volumes (mcf/d) 40,457 35,500 14
Light oil (boe/d) 477 426 12
Natural gasiuids (boe/d) 1,184 1,008 17
Corporate (boe/d) 8,404 7,352 14
Average Prices
Natural gas ($/mcf) 5.28 5.18 2
Light QOil ($/bbl) 74.96 45.36 65
Liquids ($/bbl) 66.08 42.23 56
Corporate ($/boe) 38.98 33.45 17
Netbacks($/boe}”
Operating 24.31 15.39 58
Fundsflow 20.63 12.38 67
Wells drilled
Gross 10 7 43
Net 8.6 6.4 34

(1) Fundsflow from operations is calculated asdsprovided by operating activities from the statemeritinéisflows, adding change in
nonfundsworking capital and asset retirement expendituFesidsf | ow from operations is usged to &
performance and leverageundsflow from operations does not have a standardized measure prescribed by Canadian Generally
Accepted Accounting Principles and therefore may not be comparable with the calculations of similar measures for othiescompan

(2) Net debt represents current assets less current liabilities and bank debt (but excludes the potential future liabilitg thatadk-
to-market measurement of hedges). It does not have a standardized meaning prescribed by Generally Accepted Pricoipieig
and 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 anatiogecosts calculated on a per boe basis. Operating
netback andundsflow from operations netback do not have a standardized measure prescribed by Canadian Generally Accepted
Accounting Principles and therefore may not be comparable with the calc@aticmilar measures for other companies.
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FINANCIAL REVIEW

Vero delivered solid financial results for the first quarter of 2010, coming off of an unprecedented level of global
financial turmoil in late 2008 and 2009. The Company had 100% drillingesadn the second half of 2009 and
continuing with another 100% success rate with ten horizontal wells drilled in the first quarter of 2010. The
Company was able to translate these successes into a 14% increase in produced volumes over the same quarter
20009. As a resul t, the financi al results exceeded
guarter was highlighted by $2.3 million in net earnings. On a per share basis this amounted to $0.05 per share for
both basic and dilutechares. The Company gained efficiencies across all operating categories on a per boe basis
as compared to 2009. Specifically, average realized commodity prices increased by 17%; royalty expense
decreased by 39% and operating expenses decreased by 3%th&behelped contribute to a 67% increase in
funds flow netbacks. Aggregate funds flow for the first quarter of 2010 was $15.6 million or $0.36 per basic and
diluted share.

Vero invested $33.5 million (after $4.9 million of drilling incentives) of 49 $nillion capital program during the
guarter on its exploration and development program. Vero continued its focus on the continued development of its
key resource plays in Edson. The Company directed 76% of its first quarter exploration and development
expenditures towards drilling and completing 10 (8.6 net) wells, all of which were horizontal wells. Facilities and
tie-ins expenditures were $6.8 million as eight new wells were brought into production as well as a new gas
compression and dehydration fagilin the Pine Creek area. In addition, $6.5 million was spent on producing
property acquisitions along with associated undevel

Verods balance sheet is sound and at oft$I8enilienradd netf t h
debt of approximately $112 million. The Company recently concluded its credit facility review process with its
syndicate of banks resulting in a 22% increase in its borrowing base to $140 million. At March 31, 2010 Vero had
a net dét to annualized funds flow ratio of 1.8 times. This compares to 2.3 times that existed at December 31,
2009. Subsequent to the quarter end, the Company entered into a sale agreementdie assets which will
generate net proceeds of approximatelyd$&illion with its forecast funds flow, in combination with its new

bank line and continued efforts in asset rationalization, Vero expects to have sufficient resources to successfully
execute upon its $880 million (net of drilling incentives) capital pgoam for 2010.

OPERATIONS REVIEW

Edson, Alberta

Edson continues to be Verods | argest producing pr oy
first quarter of 2010. This area accounted for 78% of total corporate production. In &dricth party facility
had an unexpected turn around that had approximately 2,000 boe/d shut in for seven days.

Verods original primary geol ogi cal targets in Edso
depth from 2,000 to 2,500 meters aareé characterized by gas with a high liquid content, capable of generating
liquid volumes of up to 45 bbls/mmcf. The Company is now aggressively exploiting Cardium oil targets where it
has significant land holdings.
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During the quarter, the Companyiligd 8 (7.1 net) horizontal wells including 4 (3.5 net) Cardium oil wells in the
area with a success rate of 100%. Also, 4 (2.6 net) recompletions of vertical wells were completed. Drilling for
the remainder of the year is currently anticipated to baded entirely on drilling in the Edson area with2®4

gross (1618 net) wells planned including 28 gross (123 net) Cardium light oil wells. At Pine Creek a 12
mmcf/d gas compression and dehydration facility was built and brought on in the lastfviéaich to reduce a
bottleneck and reduce operating costs in the area.

Verods acreage in the area consists of 76,320 gros
undeveloped acres.

With Verobds r el at i v ethgapithl and operating ishasatte flekililisy aorrespomd ruickly

and efficiently to prevailing commodity prices. Coupling facility and operational control to a high quality
inventory, characterized by short-stteam cycle time, will allow Vero the opiunity to create significant value

as commodity prices recover. The Company is also in a position to prudently take advantage of the Alberta
drilling and royalty incentive programs announced last year.

Whitecourt

Whitecourt i s Ve rdacidgsarea a&t d59mofl totdl eorpgragesprodugptiono Production averaged
1,280 boe/d (89% natural gas) in the first quarter representing a 54% increase from fourth quarter volumes. The
Company drilled 2 (1.5 net) horizontal wells during the quarter subsetmenir first successful horizontal

drilled here in the fourth quarter of 2009. These wells represent the successful transfer of the horizontal drilling
and multifrac completion technology that we have been using in our Edson core area since 2005ul{Bh® res

date have been excellent and we plan to employ this technique in a minimum of three different tight gas zones
which will further enhance expansion of this area in the future.

Notwithstanding that no additional wells are planned in the areadaemainder of this year we have numerous
opportunities in the Companyés | and base that can |
during the remainder of the year will be on operating efficiencies and continuing to augment oupaittfoli

drilling and enhancement projects.

Vero currently controls 32,800 (19,074 net) developed acres and 36,320 (28,607 net) undeveloped acres in this
area.

Other Areas

Total production for nomore areas in the third quarter was 564 boe/d (66% hajasg. Vero has 50,422
(26,418 net) developed acres and 58,166 (44,695 net) undeveloped acres in these areas.
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OUTLOOK

Af ter dealing with a difficult year and a half i
Operationally, the Qmpany has been firing on all cylinders. Since the end of the third quarter, growth through
the drill bit has been over 60% taking into account the asset dispositions in the fourth quarter of 2009. In
addition, we have reduced controllable costs and moedi with top tier finding and development costs of under
$7.00/boe as posted in our year end 2009 press release. It is clear Vero has growth oriented assets as shown &
our production growth over the past two quarters. These assets are very diversataimda large number of
productive, repeatable zones which are now being targeted. Vero has had a 100% drilling success rate over the
past two years, and we are now diversifying our commodity type with the expansion into the light oil resource.
The ingeased credit facility to $140 million allows us significant flexibility in our 2010 exploration and
development program and beyond.

The Company continues to be encouraged with the results to date from our Cardium light oil play. In the first
guarter, theCompany drilled and completed 4 (3.5 net) Cardium horizontal oil wells. The last two drilled wells,
which had not yet recovered all of the load fluid by quarter end, were brought on in May. Vero has now grown its
Cardium production as a result of receniling from 4 boe/d at the end of 2009 to over 1,000 boe/d in early
May. Our success so far supports the belief that our Cardium land position is oil saturated and holds a significant
number of drilling opportunities. The Company has also been abdldoto its Cardium acreage through
acquisitions and crown land sales, with Vero now owning 167 gross (103 net) sections. Currently close to 20
Cardium locations are in various states of administration to begin drilling operations in the upcoming quarters.
We have approximately 40 net sections which have beengnigted due to thicker pay zones and high
porosities, with the potential for more to be proven up over time. These lands will require reduced spacing with
eventual intemvell spacing to be determideby: recovery per well, commodity price, capital and corporate cost
structures, including royalties. The Company is working with our service providers and a consulting reservoir
engineering firm to optimize the development plans.

AfVer o6s s tused brelggh ratefgeturh projects which will also yield strong growth in séare

numbers. o said Doug Bartole President and CEO. i F
while prudently spending capital. The direct result of oupref will continue to enhance our flexibility
financially while growing and diversifying our prod

Our guidance remains intact for 2010 with production to average betweeni 30 boe/d (76% natural gas),

and exit guidance of 9,80010,300 boe/d (63%6% natural gas). For the remainder of the year the Company is
planning to drill approximately 226 gross (16.8 net) horizontal wells with approximately-28 gross (123

net) wells targeting Cardium light oil. Gas well drilling will Ibégh graded to target high impact, liquids rich

plays that we believe are as economic as any natural gas play in North America. The majority of these gas wells
are scheduled towards the end of the third and into the fourth quarters. In the secondplprastare to drill
approximately 3 (2.0 net) wells with one being a fanncommitment that has been drilled, 1 (0.5 net) Cardium

oil well currently drilling and also targeting oil with the third well. Second quarter estimated funds flow is
anticipated toexceed capital expenditures as drilling activity will be limited due to bupalJpon successful

i mpl ementation of our 2010 program, the Companyo6s j
first quarter to an estimated 25% by year end: Kmlief is that with current and future oil prices this shift in
capital is both prudent and will have a positive impact on both our corporate netbacks and corporate valuation.
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In summary, Vero has developed a low operating and finding and dengelogst structure and this is testimony

to the strength and depth of its technical team and growth oriented asset base. These attributes coupled with ou
solid strategic plan will allow Vero to withstand difficult times and be the key drivers for itsefsuccess.
Verods production, reserves and team are al/l solid
flexible. This will ensure that we are positioned to take advantage of opportunities that are sure to arise in the
upcoming months.

MANAGEMENTOG S, DI SCUSSI ON AND ANALYSI S

The following Management 6s Discussion and Anal ysi ¢
management 6s assessment of the Companyods financi al
2010 and 2009This MD&A should be read in conjunction with the audited, consolidated, financial statements
and MD&A of the Company for the year ended December 31, 2009 with the notes related thereto.

Additional information on the financial statements, this MD&A artlder 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 websitevw.sedar.cor) or at the company's website
(www.veroenergy.cda Furthermore, the forwasldoking statements contained in this MD&A are made as of the
date of this MD&A and the company does not undertake any obligation &teupdblicly 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.

READER ADVISORIES

Forward Looking Statements

Information provided herein contains estimates and assumptions which management is required to make
regarding future events and may constitute forwlamking statements within the meaning of applicable
securities | aws. Management pesatiomss captal expaendittres, arfethoflsuof u r €
financing capital expenditures and the ability to fund financial liabilities, completion of the equity financing and
timing thereof, expected commodity prices and the impact on Vero, expected increase irrawslgnd the

timing of and impact of adoption of IFRS and other accounting policies may constitute foookird
statements under applicable securities laws and necessarily involve risks including, without limitation, risks
associated with oil and gasxploration, development, exploitation, production, marketing and transportation,
loss of markets, volatility of commodity prices, currerfliyctuations, imprecision of reserve estimates,
environmental risks, competition from other producers, inabilityretain drilling rigs and other services,
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 inabilibptain required
regulatory approvals and ability to access sufficient capital from internal and external sources
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Although the Company believes the expectations reflected in such fdogkntgy statements are reasonable, it

can give no assurance thgtuch expectations will be realized. T
fibel i eveo, fcontinueo, fifesti mat eo, fexpect 0, nfore
similar expressions are intended to identify forwbrdking 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 forwalabking statements. The risks associated with theseafdrdwoking
statements include, but are not limited to, the following:

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

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

Changes in foreign currency exchange and interest rates;

Uncertainties associated with estimating reserves;

Competition for capital, asset acquisitions, undeveloped lands and skilled personnel;

Unexpected events thateainherent in the oil and gas industry such as: geological and drilling problems,
production, pipeline and mechanical failures;

Well production and decline rates;

e Successes in the finding and development of reserves;

Changes in the general economic coiodis in Western Canada, Canada, North America and
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 gmmental or regulatory authorities including changes to tax
laws, incentive programs, royalty calculations and environmental regulations.

Furthermore, the forwardooking statements contained in this MD&A are made as of the date of this MD&A and
the Compny 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 applicabl e s ec urforiarddosking statements drédexpre€sty oualdiad yn dheir entirety

by this cautionary statement.

The following tabl e o ulookimgrindosmatigreimclad@d in, and dsaof tbeddaté ahisw a r

MD&A, the key assumptions that they are lwhapon and the relevant risk factors that would be considered key
in preventing Vero from achieving these projections:
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Forward-looking information Key Assumptions Relevant Risk Factors
2010 funds flow from Dependent on: Vero achieving Natural gas supply levels; North
operations of $6:66 million average production of gas, liquids | American economic activity; liquid
(revision from $5-70 million | and oil of between 8,500 t09,000 natural gas imports; Vero well
mainly due to change in boe/d (increase from 8,368500); performance, downtime and drilling
natural gas prices) forward curve estimates for success.

commodity prices and an estimated
US/CGanadian exchange rate of $0-9
$0.98 (increase from $0.980.95).

2010 capital spending Focus will be mainly on drilling 30 | Achieving the projected, revised funds
program of $8690 million, net | 40 gross wells and related tip flow from operationsat a minimum
of drilling incentives costs. Acquisitions and/or maintaining the existing banking credi

dispositions, if any, are not factored| facility.
into this program. No changes.
Operating, Transportation anq Fixed costs will be spread over Projected production volumes not

G&A expenses anticipated increasing volumes; achieved; third party processing fee
assumes no significant increase in | increases; inability to route gas throug
operations beyond current drilling | Vero operated facilities; operating cos

program e.gacquisition increases due to inflation and/or
improvement in industry conditions
Interest costs Bank pime rates remain in the 3.5 | Capital availability of the banks; Bank

4% range; no increase in renewal | of Canada rate increases beyond smg
fees from the 350 basis point range| increments
No changes.
Income taxes Commodity prices do not increase | Should prices increase drastically,
significantly from forward numbers; | existing tax pools may not be enough
also the Company has generated | shield taxable income; if didient

sufficient exploration projects to exploration projects are not generateq

satisfy its flowthrough share investors may not receive their

commitment. No changes. anticipated tax benefits
Non-GAAP Terms
This Management, Di scussifamsf amdv Amalmy iperaseonsbe
debt o, whi chracegniezads wmmder Generally Accepted A

Company uses these measures to help evaluate its performance, leverage, and liquidity as well as to asses:
potential acquisitions.

The Company considefsinds flow from operationfal so r ef err ed tadkey smsasuiefasiih d s
demonstrates the Companyds ability to generate func
capital investment-undsflow from operations should not be considered as an alternatjya tmore meaningful

than, fundsflow from operating activities as determined in accordance with Canadian GAAP as an indicator of
Verods performance. Verods determination of funds f
by other compaies. The reconciliation between net earnings and funds flow from operations can be
found in the statement of funds flows in the financial statements. Vero also presents funds flow from
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operations per share whereby per share amounts are calculated) weeighted 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 financial statements.

The Company considers corporate netsa@s a key measure as it demonstrates its profitability relative to
current commodity prices. Corporate netbacks are comprised of operatimdgflow and net earnings netbacks.
Operating netback is calculated as the average sales price of its comsdditeiding hedging gains and
losses) less royalties, transportation costs and operating expdhgadsflow netback starts with the operating
netback and further deducts general and administrative costs, interest expense and then adds interesbincome. T
calculate the net earnings netback, Vero takesftimelsflow netback and deducts unrealized gains/losses on
hedges, stockhased compensation expense, depletion, depreciation and amortization charges and future income
taxes. There is no GAAP measurettisareasonably comparable to netbacks. See the section below entitled
AOperating Netbacks by Producto for calculations of

Net debt and working capital deficiency, which terms represent current assets less fabities and bank
debt is used to assess efficiency, liquidity and general financial strength. There is ho GAAP measure that is
reasonably comparable to net debt and working capital.

A reconciliation offundsflow from operations is presented in tlelowing table:

Three months ende:

March 31,
2010 200

Fundsprovided by operating activities 12,913 (5,849)
Add:

Change in noffundsworking capital 2,442 14,050

Asset retirement costs incurred 243 -
Fundsflow fromoperations 15,598 8,201
Barrel of Oil Equivalents
Where amounts are expressed in a barrel of oil equi

natural gas volumes have been converted to barrels of oil equivalent at 6 thousand culb e e t (Amcf o
barrel. Use of the term boe may be misleading particularly if used in isolation. The boe conversion ratio of 6 mcf
to 1 barrel (Abbl 0) of oi l or natur al gas |liquids
primarily applicable at the burner tip and does not represent a value equivalency at the wellhead. This
conversion conforms to the Canadi an -18leicStandads & s Re
Disclosure for Oil and Gas Activities.

Dollar Amounts

All amounts quoted are in thousands of Canadian dollars except for share and per share data or as specifically
elsewhere noted.
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FINANCIAL HIGHLIGHTS FROM THE FIRST QUARTER OF 2010

Vero executed a prudent, yet productive first quarter spending program@n\2&b spent $40,037 during the
guarter including: $25,353 drilling and completing 10 (8.6 net) wells with a 100% success rate; $6,776 in
equipping and tieingn new wells; $6,524 in purchasing producing assets; $494 in seismic data and other
geologicalo st s; and $891 in acquiring new Crown | and acr
average production rate of 8,404 boe/d in the quarter. Funds flow for the Company was $15,598 or $0.36 per
basic share for the quarter. Below is the detailsdudsion of the results from the first quarter.

DETAILED FINANCIAL REVIEW
PRODUCTION REVENUE AND VOLUMES

Vero increased aggregate production volumes by 14% in the first quarter of 2010 to 756,361 boe as compared to
661,643 boe in the first quarter 8009. Production growth in the first quarter was largely attributable to the
continued successful drilling program in Verobs <co
volumes while liquids came in at 14% and oil at 6%. This was the sardaqgh mix for the first quarter of 2009.

By the end of 2010, it is anticipated that the weighting to natural gas and associated liquids will shift to
approximately 75% and light oil to 25% of total production. This increase in oil production is cangigten
management s emphasis on its oil prospect inventory
the highest returns. Vero has a solid Cardium light oil land position of 167 gross (103 net) sections and will
continue to exploit thedands while drilling some of our high return natural gas prospects.

Aggregate Sales Volumes

Q12010 Q12009 9% Change

Natural gas (mcf) 3,641,124 3,194,975 14
Light/medium oil (bbl) 42,917 38,384 12
Natural gas liquids (bbl) 106,590 90,763 17
Barrds of oil equivalent (boe) 756,361 661,643 14

Daily Sales Volumes

Daily sales volumes increased 14% to 8,404 boe/d in the first quarter of 2010 from 7,352 boe/d in the first quarter
of 2009. In addition, it is a 24% increase in the average productiontfre fourth quarter of 2009 of 6,775. The
biggest gains were realized from a combination of our natural gas and oil drilling programs in late 2009 and early
2010. Daily production of natural gas liquids increased by the greatest amount at 17%. Thaé@nkathenresult

of increased production of liquidgch natural gas. Oil production increased by 12% in the first quarter of 2010
compared to 2009 as a result of the drilling succe:
to the end othe first quarter, a number of gas wells were choked back which were causing production restrictions
at third party facilities and to also mitigate selling into a weakened gas price environment. Drilling activity will be
slowed somewhat in the second deadue to breakup season and allowing our funds flow to catch up to our
aggressive first quarter spending. Second quarter plans are to drill 3 (2.0 net) wells with one beinm a farm
commitment gas well and two targeting light oil. We are currently igatiog to resume significant drilling
operations later in the third and fourth quarter with the drilling e2Q8ross (123 net) Cardium oil wells and 6

gross (5 net) gas wells. Vero continues to monitor gas prices and remains ready to adjuspeagitad o the
projects with the highest rate of return.
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Q12010 Q12009 % Change

Natural gas (mcf/d) 40,457 35,500 14
Light/medium oil (bbl/d) 477 426 12
Natural gas liquids (bbl/d) 1,184 1,008 17
Barrels of oil equivalent (boe/d) 8,404 7,352 14
Daily production is split by the Companyés main ope
Area Q12010 Q12009 9% Change
Edson 6,560 5,005 31
Whitecourt 1,280 971 32
Corbett 249 609 (59)
West Central Alberta 137 383 (64)
Other 178 384 (54)
Total 8,404 7,352 14

Increases in production in the Edson and Whitecourt areas are mainly driven by continued successful drilling
activity. Corbett production is on normal declines with no new drilling activity planned. The West Central area of
Alberta has also declined irqaluction due mainly to the sale of the Wilson Creek/Westerose properties in the
fourth quarter of 2009. The equivalent daily production sold amounted to approximately 280 boe/d. In addition,
Vero sold approximately 70 boe/d of production from the Othéedoay.

Benchmark Indices

Q1 2010 Q1 2009 %

Natural gas
NYMEX (US $/mmbtu) 5.30 4.84 10
AECO- Daily (CDN $/mcf) 5.36 4.95 8
Crude Oil
WTI (US $/bbl) 78.76 43.08 83
Edmonton light (CDN $/bbl) 80.30 49.65 62
Foreign Exchange
Canadian to US dollar 0.96 0.80 20
US to Canadian dollar 1.04 1.25 (17)

United States natural gas prices are usually referenced to the New York Mercantile Exchange Henry Hub in
Louisiana (NYMEX), while in Canada the geneyatecognized benchmark is the AECO hub in Alberta. Gas
prices are influenced by a variety of factors such as: weather patterns; LNG imports; supplies in Western Alberta;
demand in Eastern Canada and the United States, relative storage levels in Norta Ameralternative fuel
sources. AECO benchmark pricing was 8% higher in 2010 as compared to 2009 levels. The stagnant U.S. demanc
in 2009 and the continued new supply sources from shale gas drilling in the U.S. have caused a current over
supply situationMany E&P companies are continuing drilling programs in light of commodity price weakness
just to retain acreage in shale gas plays. Even though it was a relatively cold winter in North America, total US
working natural gas storage currently is just slightelow 2 Tcf and Alberta storage levels remain high as well.
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These factors have the market concerned about surplus storage which has eroded the price of natural gas in recet
weeks. WTI oil prices have recently broken out of the $80/bbl range sitivpceconomic data, however, the
futures curve is inclining modestly with long dated prices now moving into the $90/bbl range. With the increase
in WTI prices there was a significant appreciation in the Canadian dollar since movements in these two
commodties are highly correlated. The Canadian dollar is currently very close to parity with that of the US
currency.

Commodity prices realized by the Company for the respective quarters were as follows:

Realized Commodity Prices Q12010 Q12009 % Change
Natural gas ($/mcf) 5.28 5.18 2
Light/medium oil ($/bbl) 74.96 45.36 65
Natural gas liquids ($/bbl) 66.08 42.23 56
Barrels of oil equivalent ($/boe) 38.98 33.45 17

The volatility in commodity prices in the first quarter of 2010 subsided as Vero cealizaverage increase of

17% as compared to the first quarter of 2009. Realized natural gas prices increased modestly by 2% in the first
guarter of 2010 as compared to 2009. Verobds reali z
natural ga liquids prices showed a 56% improvement in 2010. In the near term, there does not appear to be any
meaningful signs of a reduction in gas storage numbers and as a result, natural gas prices may remain range boun
over the next few quarters.

Vero is stil optimistic about the intermediate and long term status of natural gas prices. The reduced capital
investment in natural gas drilling over the last two years, the rapid declines in production and the expensive nature
of shale gas drilling suggest gascps should rise into the future. However, industry must still deal with the
current oversupply situation and this may persist throughout the summer months. The other prevailing wildcard is
weather as we move towards the summer and air conditioners aee twm, demand for natural gas typically
increases. This is highly dependent on the number of cooling degree days in key consuming regions.

Production Revenue

Vero realized a 33% increase in aggregate revenues in the first quarter of 2010 compa@@ The 17%

increase in realized commodity prices couple with the 14% increase in production levels resulted in this positive
move upwards. Since natural gas was 80% of total production and gas prices increased 2%, the result was that ga
contributed 65%f total revenues. Liquids production was 14% of total volumes but contributed 24% of revenues
while oil production was 6% of volumes and contributed 11% of revenues.

Production Revenue Q12010 Q12009 % Change
Natural gas 19,222 16,561 16
Light/medium oil 3,217 1,741 85
Natural gas liquids 7,044 3,833 84
Production revenue 29,483 22,135 33
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ROYALTIES

Royalties were $3,676 for the first quarter of 2010 as compared to $5,257 for 2009. One of the major factors that
caused the decrease of 30% tloe quarter was the implementation of the New Royalty Framework which came
into effect on January 1, 2009. Under this new regime, natural gas liquids have a higher effective royalty rate than
in prior periods, however, the largest portion of our crowaltes relate to gas production. Gas royalties are

now very sensitive to gas prices and due to the significant decrease in gas prices, the corresponding Crown royalty
related thereto has decreased accordingly to rates lower than those in prior yedd#ion tw price sensitivity

on existing production, the Government of Alberta instituted a new incentive program in response to the downturn
in drilling activity. This program created a 5% flat royalty on the first 50,000 boe from wells brought on
producton after March 31, 2009. This 5% Crown royalty on new production from the second half of 2009 and
first quarter of 2010 has greatly assisted in lowering our overall royalty rate. On a per boe basis the royalty rate
decreased to $4.86 in 2010 as compapekirt 95 from last year. As a percentage of revenue, the rate for 2010 was
lower as royalty expense averaged 12.5% of production revenue in the first quarter of 2010 as compared to 23.7%
in 2009. The Company anticipates the aggregate royalty rate to abetageen 1315% for rest of 2010 based on
internal forecasted Vero realized natural gas prices of between$8.80 per mcf for the remainder of the year.
However, this could change significantly as the rates will be dependent on a combination af pealiredity

prices, wells depths and how quickly new wells reach their cumulative maximum production for the 5% Crown
royalty incentive.

$ $/boe
Royalties Q12010 Q12009 % Q12010 Q12009 %
Crowni gross 2,782 4,678 (41) 3.68 7.07 (48)
Freehold/gres overriding 894 579 54 1.18 0.88 34
Total royalties 3,676 5,257 (30) 4.86 7.95 (39)
Royalties- % of revenue 125% 23.7% (47)

RISK MANAGEMENT ACTIVITIES

During the first quarter of 2010, the Company had the following risk management cantfate:

Price
Type Amount Term ($/bbl)-($/MMBtu) Type
Costless collar 500 bbl/d Apr. 17 Dec. 31, 2010 $75.00-$100.00 Financial
Costless collar 1,000 bbl/d Jan. Ii Mar. 31, 2010 $60.00- $80.30 Financial
Basis spread 7,500 MMBtu/d Apr. 1-Oct. 31, 2010 $0.35/MMBtu Financial

These hedges 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 income. There was a realized loss on hediggs in th
quarter of 2010 in the amount of $124 and an associated unrealized gain of $905.
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OPERATING

Operating costs were $6,426 or $8.50 per boe in the first quarter of 2010 as compared to $5,821 and $8.80 per boe
in the first quarter of 2009. Aggrate operating costs, before processing recoveries, increased by 19% while
production volumes increased by 14%. The absolute dollar increase was attributable to additional production
volumes achieved through our successful first quarter drilling progratmough the total amount of operating

costs increased, Vero managed to achieve operational efficiencies as a result of these production additions, which
allowed operating costs per boe to decline. The Company continually reviews field activities toffleidreies

and scalability in its operations, resulting in top tier operating costs. In late 2009 and the first quarter of 2010, the
Company increased the volumes processed through its Edson gas plant by 80% due to the successful drilling
program. As prodction increases throughout 2010, Vero expects the per boe rate to remain in the mid $8 range
for the remainder of 2010.

Operating Q12010 Q12009 % Change

Expense per financial statements 6,426 5,821 10

Add: processing income 668 154 334

Gross expers 7,094 5,975 19

Operating expense ($ per boe) 8.50 8.80 3)

Net expense (as a % revenue) 21.8% 26.3% (17)
TRANSPORTATION

Transportation expenses were $989 for the first quarter of 2010 and amounted to 3.4% of production revenue for
the period as copared to $864 and 3.9% for the first quarter of 2009. For the first quarter of 2010 the cost per
boe averaged $1.31, which is the same rate as the first quarter of 2009. Transportation costs include: clean oil
trucking, trucking of natural gas liquids, atmensportation and fuel costs 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 chardld carriers; quantities shipped; cost of the
carrierds fuel; the type of service offered (i nte
transportation facilities. The cost per boe for the balance of the year is expected to béyretatsistent with

that of the first quarter as the majority of these costs are variable in nature.

Transportation Q12010 Q12009 % Change
Expense 989 864 15
Expense ($ per boe) 1.31 1.31 -
Expense (% revenue) 3.4% 3.9% (13)

GENERAL AND ADMINISTRA TIVE (G&A)

Aggregate G&A expense, before recoveries, increased 20% to $2,303 in 2010 from $1,925 in 2009. Net G&A
increased 23% to $1,476 for the same period. The main cause of the increase in G&A was the hiring of additional
staff to accommodate the imased activity in the fourth quarter 2009 and first quarter 2010 and to accommodate

the ongoing IFRS conversion. On a per boe basis, Vero realized net G&A of $1.95 as compared to $1.81 in 2009.
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Overhead recoveries increased by 11% in 2010 to $555%4@® in 2009. 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
operator. The Company capitalizes a portion of its G&A for the salaries of its technicalvbiaff,are directly
related to exploration and development activities. G&A capitalized for the first quarter of 2010 was $272,

representing an 18% increase from the first quarter in 2009.

G&A Q12010 Q12009 % Change
Gross expense 2,303 1,925 20
Less:
Overhead recoveries (555) (498) 11
Capitalized G&A (272) (230) 18
Net expense 1,476 1,197 23
Average cost ($ per boe)
Gross expense 3.04 291 4)
Net expense 1.95 1.81 8

INTEREST AND BANK CHARGES

Interest expense for the first quartdr2010 increased 52% to $1,244 from $816 in the first quarter of 2009.
Average interesbearing debt increased by 4% in 2010 compared to 2009 and the average interest rate also
increased modestly by 0.50%. Higher debt levels are attributable to thmsiegteapital expenditure program
executed throughout the last quarter of 2009 and first quarter of 2010. The per boe interest expense rate was
$1.64 for the first quarter of 2010 as compared to $1.23 for the first quarter of 2009, representing a€z&¥% incr

quarter to quarter.

Interest and bank charges Q12010 Q12009 % Change
Interest per financial statements 1,244 816 52
Deduct: Commitment & other fees (221) (1) 219
Debt bearing interest 1,023 815 26
Average debt outstanding 91,191 88,068 4
Average interest rate 4.3% 3.8% 13
Average interest cost ($ per boe) 1.64 1.23 33

STOCK BASED COMPENSATION

Stock based compensation expense was $980 for the first quarter of 2010 as compared to $1,339 for the first
guarter of 2009. The 27% decrease inemge is mainly attributable to the cancelling of options in the second
guarter of 2009 that had an associated higher fair value versus the new options that were issued during this time
frame. The per boe rate decreased by 36% as a result of significammgded production as compared to the

same period in 2009. The fair value
three years for all options granted.

of al | stock o

Stock BasedCompensation Q12010 Q12009 % Change
Expense 980 1,339 (27)
Expense ($ per boe) 1.30 2.02 (36)
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DEPLETI ON, DEPRECI ATI ON AND ACCRETI ON (ADD&AO)

Aggregate DD&A increased from $12,609 in the first quarter of 2009 to $13,434 in the first quarter of 2010. The
7% increase in the total amount of DD&A was autesf a 14% increase in production levels versus the first
guarter 2009. However, with the efficient spending of capital costs and the resulting proved reserve additions,
Vero was able to drive the per boe rate down by 7% to $17.76 per boe. Costsngf éindideveloping proved
reserves decreased over the course of 2009 and into the first quarter of 2010. For the balance of 2010 we
anticipate the DD&A rate to be similar to the first quarter.

$ $/boe
DD&A Q12010 Q12009 % Q12010 Q12009 %
Depletion and depreciation 13,327 12,503 7 17.62 18.90 (7)
Accretion on ARO 107 106 1 14 0.16 (13)
Total DD&A 13,434 12,609 7 17.76 19.06 (7)

INCOME TAXES

The income tax provision for the first quarter of 2010 was a recovery of $223 and nvpsseal entirely of

future income taxes. The provision represents a 79% decrease from the recovery from the comparable period in
2009. The recovery was primarily the result of changes in the timing of expected reversals of temporary
differences. The sigrifant cause of this was the rapid decline in natural gas prices in the second quarter of 2009
and continuing into 2010. Pursuant to the fitwough share private placement financing, which closed in
November, 2009, Vero was committed to incur $12,609igibée costs by December 31, 2010. As at March 31,

2010 the Company has $170 remaining on this commitment.

Taking into account projected spending for 2010 as well as the anticipated production levels and commodity
prices, it is anticipated that Vero Wilot be funds taxable throughout the remainder of 2010.

$ $/boe
Income Taxes Q12010 Q12009 % Q12010 Q12009 %
Future income tax expense (223) (1,052) (79) (0.30) (1.59) (81)
Effective tax rate (10.7Y% (18.3)% (42)

The estimated income tax qes available at March 31 for each year were follows:

Tax Pools Rate % Q1 2010 Q1 2009
Canadian exploration expenses 100 14,948 13,508
Canadian development expenses 30 100,161 89,203
Canadian oil and gas property expenses 10 54,067 57,85
Undepreciated capital costs 10- 30 60,146 63,523
Financing costs 20% 3,463 2,692
Attributed Canadian Royalty Income 100 (Alberta) 38 38

Non-capital losses 100 2,227 3,877
Total 235,050 230,476
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NETBACKS

Operating netbacks of $24.31 per boe for the first quarter of 2010 were higher by 58% as compared to $15.39
realized in the first quarter of 2009. The 17% increase in commodity prices and a 39% reduction in royalty
expense per boe in the first que of 2010 were the largest contributors to the increase in operating netbacks.
Operating costs per boe were 3% lower versus the same period in 2009 as a result of the 14% increase in
production volumes. The general and administrative expense andticstsbelow the operating netback were
slightly higher than the results from 2009 at 8% and 33% respectively. However, the end result was a realized
funds flow netback of $20.63 that was 67% higher than 2009. Stock based compensation expense decreasec
slightly as compared with the same period in 2009. DD&A charges were lower by 7% as the costs of finding and
developing reserves decreased the per boe rate to $17.76. In line with the net income achieved in the first quarter
of 2010, Vero realized an incont@x recovery of $.30 per boe. The net income for the first quarter of 2010 was
$3.07 per boe as compared to a loss of $7.11 in 2009. It is anticipated that the corporate netback in the second an
third quarters of 2010 will be similar to that experiengethe first quarter.

Netbacks ($ per boe) Q12010 Q12009 % Change
Realized price 38.98 33.45 17
Royalties (4.86) (7.95) (39)
Operating expenses (8.50) (8.80) 3
Transportation expenses (1.31) (1.31) -
Operating netback 24.31 15.39 58
G&A (1.95) (1.81) 8
Interest expense (1.64) (1.23) 33
Interest income 0.07 0.03 133
Realized hedging gain (loss) (0.16) - -
Funds flow netback 20.63 12.38 67
Unrealized gain (loss) on hedges 1.20 - -
Stock based compensation (2.30 (2.02) (36)
DD&A (17.76) (19.06) (7)
Future income taxes .30 1.59 (81)
Net earnings (loss) netback 3.07 (7.11) 143
Natural gas ($/mcf) Q12010 Q12009 % Change
Production revenue 5.28 5.18 2
Royalties (0.36) (1.15) (69)
Operating expers (1.20) (1.22) (1)
Transportation costs (0.19) (0.17) 12
Operating netback 3.53 2.65 33
Crude oil ($/bbl) Q12010 Q12009 % Change
Production revenue 74.96 45.36 65
Royalties (5.25) (4.18) 26
Operating expenses (9.90) (10.11) (2)
Transportation @sts (2.01) (2.38) (16)
Operating netback 57.80 28.69 101
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Natural gas liquids ($/bbl) Q12010 Q12009 % Change
Production revenue 66.08 42.23 56
Royalties (20.03) (15.80) 27
Operating expenses (15.44) (17.43) (12)
Transportation costs (2.11) (2.51) (16)
Operating netback 28.50 6.49 339

FUNDS FLOW AND NET EARNINGS

Funds flow from operations in the first quarter of 2010 was $15,598, an increase of 90% from $8,201 realized in
the first quarter of 2009. The increase was largely attributablhe0l7% increase in corporate average
commodity prices and the 14% increase in overall production levels. In addition, operating costs were 3% lower
than in 2009. The cumulative effect was an increase in both funds flow and net earnings. Net earnasgsl incre
from a net loss of $4,695 in the first quarter of 2009 to net income of $2,312 in the first quarter of 2010. Higher
interest costs from elevated debt levels were offset by decreases in the rates applicable to DD&A, royalties, and
operating costs in thperiod. Funds flow from operations is calculated as follows:

Q12010 Q12009 % Change

Net earnings (loss) 2,312 (4,695) 149
Adjustments for:
Unrealized gain on risk management activities (905) - -
Depletion, depreciation and accretion 13,434 12,609 7
Future income tax (223) (1,052) (79)
Stock based compensation expense 980 1,339 (27)
Funds flow from operations 15,598 8,201 90

On a per share basis, Vero realized net income of $0.05 for both basic and diluted earnings pelisha®.alh

138% increase from the loss of $0.13 (basic and diluted) of earnings per share realized in the first quarter of 2009.
Funds flow per share in the first quarter of 2010 was $0.36 (basic and diluted) representing a 64% increase from
$0.22 (basic andiluted) realized in the first quarter of 2009.

Per share data Q12010 Q12009 % Change
Net earnings (loss) 2,312 (4,695) 149
Basic ($/share) 0.05 (0.13) 138
Diluted ($/share) 0.05 (0.13) 138
Funds flow 15,598 8,201 90
Basic ($/share) 0.36 0.22 64
Diluted ($/share) 0.36 0.22 64
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CAPITAL EXPENDITURES

Vero spent $40,037 in capital expenditures during the first quarter of 2010 representing an increase of 42% from

the first quarter of 2009. Included in the 2010 program was thendrili 10 (8.6 net) wells as compared to 7 (6.4
qguarter

net) wells in the first

of

20009.

76% of

drilling new wells, all of which were horizontal wells. $5,624 was spent in the quarter agagimoximately
165 boe/d of production with a five small acquisitions. Aside from the production, Vero topped up its interest in
existing land holdings and/or acquired additional lands on our existing Cardium trend. A breakdown of the costs

incurred duriig each quarter is as follows:

Capital expenditures

Q12010

Q1 2009 9% Change

Exploration and development

Land acquisitions and lease rentals 891 832 7
Geological and geophysical 494 1,033 (52)
Drilling and completions (net of drilling cred) 25,353 20,163 26
Well equipment and facilities 6,776 6,289 8
Exploration and development expenditures 33,513 28,317 18
Other expenditures - 5 -
Total capital expenditures 33,5613 28,322 18
Property acquisition in exchange for issuance of shares 900 - -
Producing property acquisitions 5,624 - -
Property dispositions - (145) -
Net capital expenditures before ARO 40,037 28,177 42
Capitalized asset retirement obligations 53 27 96
Total capital additions 40,090 28,204 42
Q1 2010 Q1 2009
Wells drilled Gross Net Gross Net
Exploration 4 3.5 1 1.0
Development 6 51 6 54
Dry holes - - - -
Total wells 10 8.6 7 6.4
Success rate 100% 100% 100% 100%

The flexible capital budget for 2010 of between -$80million (after drilling incentive cred) is approximately
50% higher than the total capital spent in 2009. Moving into the second quarter the capital program will be

slowed somewhat and funds flow will exceed capital expenditures as springubreakves, thereby allowing

t

net debt to be reded from first quarter levels. Vero will closely monitor commodity prices and redirect capital
spending as necessary. Subsequent to the quarter end, Vero closed on the sale of some minor properties for gro:s

proceeds of $3,500 (before adjustments).
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LAND HOLDINGS

The undeveloped land holdings at March 31, 2010 are as follows:

Gross Net Average
Area Acres Acres WI %
Edson 72,960 61,238 84
Whitecourt 36,320 28,607 79
Other Alberta 28,680 17,608 61
Corbett 18,560 16,218 87
Saskatchewan and B.C. 10926 10,869 99
Total 167,446 134,540 80

LIQUIDITY AND CAPITAL RESOURCES

as at March 31,

Debt and working capital 2010 2009 %

Bank debt 93,483 102,448 (9)
Working capital deficiency 18,811 21,525 (13)
Net debt 112,294 123,973 (9)
Capital Program Funding Q12010 Q12009 %

Funds, beginning of period - - -
Funds flow from operations 15,598 8,201 90
Asset retirement costs (243) - 243
Increase decrease in bank debt 15,764 27,029 (42)
Stock option exercises 399 - 399
Repurchase of shares - (86) (100)
Loans to officers/director 2,289 (3,673) (162)
Change in nofiunds working capital 5,330 (3,294) (262)
Net capital expenditures 39,137 28,177 39

The Company funded its $39,137 in net capital expendifuesom a vari ety of resource
the first quarter of $15,598 coupled with the increase in bank debt utilization funded the capital spending. The
$88,911 of net debt brought forward from December 31, 2009 plus the financial actitig &fst quarter
culminated in net debt at March 31, 2010 of $112,294 or 26% higher than at the end of 2009. Using annualized
funds flow for the first quarter of 2010, this resulted in a net debt to funds flow ratio of 1.8 times. Based on
Ver ods omeastfoe20l0, we anticipate the net debt to funds flow ratio to be between 1.4 to 1.7 times by
the end of the year.

Vero continually revisits its capital program as price volatility dictates good management of the net debt position.
The Board of Diretors had previously approved an $80,488®,000 (net of drilling incentive credits) capital
budget for 2010. The continued weakness in the price of natural gas will necessitate the perpetual review of
capital spendi ng dur i ng aintdineas muehafimandcak flexWikty as @assiblg.orad [
balance of the capital program for 2010 will be financed through expected funds flows for the remainder of the
year and the undrawn line of credit with our banks. These resources give Vero thambiiggute its currently

planned capital program, which provides for strong and profitable growth in production for the year and beyond.
Vero currently has a future drilling inventory of over 290 identified locations.
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The bank facility at March 31,020 is a $140 million extendible revolving credit facility. This facility is available

until March 31, 2011. Upon request by the Company the facility may be extended for an additional 364 days
beyond this date subject to acceptance by the syndicate afrdemlvailable borrowings on the bank credit
facility are limited by the borrowing base, which is established by the bank. The amount of available credit is
based mainly upon the value of petroleum and natural gas assets. The most recent formal evgloation
external engineers determined these reserve values as at December 31, 2009. The bank facility is subject to semi
annual borrowing base reviews. The most recent annual review by the bank was completed in April of 2010. This
upgraded facility enhancesur flexibility to expand the capital program if warranted. Corporate wortapital

liquidity is maintained by drawing from the unutilized facility as needed and then repaying it periodically through
production revenues. As new reserves are added ahe &isancing needs of the company are expanded, Vero

will apply for interim reviews of the credit facility with a view to upgrading it.

The Company is authorized to issue an unlimited number of common shares and an unlimited number of preferred
sharesjssuable in serieOn November 3, 2009 the Company closed a private placement for the issuance of
2,231 flow through common shares at a price of $5.65 per share. The net proceeds of issuance of $11,720 were
comprised of gross proceeds of $12,609 lesemsgs of the issue of $889.

Below is a summary of the trading history of the Co

Q1 2010 Q4 2009 Q3 2009 Q2 2009 Q1 2009
High 8.00 5.00 4.43 4.29 5.94
Low 4.63 3.37 2.74 3.18 2.70
Close 5.81 4.43 4.06 3.24 3.28
Vol ume (000 40,459 22,072 19,792 16,617 10,562

OFF BALANCE SHEET TRANSACTIONS

There were no ofbalance sheet transactions entered into during the period, nor were there any outstanding as of
the date of these MD&A.

RELATED PARTY TRANSACTIONS

Three officers and one director of the corporation had $2,289 of loans outstanding with the Company at the end of
2009. These | oans bore interest at the companyb6s r a
points. For 2010, $18 of interest aced on these loans. During the quarter, all of these loans plus the accrued
interest were repaid to the Company. The business purpose of the loans was to satisfy margin calls in respect of
the four individuals who had previously purchased shares of Yai®.enabled the individuals to maintain their

holdings in Vero during a depressed equity market and thereby support insider ownership of Vero stock. The

loans were secured with all of the Vero shares held by these individuals.

All amounts for principal ad interest were repaid in the first quarter of 2010.
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CONTRACTUAL OBLIGATIONS

In the normal course of operations, the Company has entered into contracts and incurred obligations that will
impact future liquidity. Based on current funds flow forecasd resources, Vero expects to fulfil the obligations
summarized below as they come due. As at March 31, 2010, Vero is obligated to make the following payments
under the terms of loagerm contracts it has entered into:

Payments Due by Period
Less than 1 year

Total 1-3 Years 4-5 Years
Transportation obligations 992 406 586 -
Head Office Lease 1,433 1,042 391 -
Farmin obligations 6,200 6,200 - -
Flow-through share obligations 170 170 - -
Total contractual obligations 8,795 7,818 977 -

The traxsportation 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 anddbetracted volumes in funds at the contracted rate. The head office
lease obligations are comprised of the lease (including parking and a reasonable estimate of occupancy costs) o
the Companyo6és head offi ce s pac dnaswebastieasednspacefasstintecconf u r
one of the corporate acquisitions in 2008. In addition arat &March 31, 2010 Vero was committed to drill 2 (2.0

net) wells in Alberta. All of these projects have commencement dates in 2010. These commitmenssiang pur

to farmin agreements with industry partners. The Company expects to satisfy the net portion of this drilling
commitment over the balance of 2010 at a cost of $6,200.

SHARE CAPITAL

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

(0006s) May 11, 2010 March 31, 2010 December 31, 200¢
Common shares outstanding 43,491 43,391 43,183
Stock options outstanding 3,850 3,950 4,203
Fully diluted shares 47,341 47,341 47,387
Weighted average common shares
Basic N/A 43,236 39,762
Diluted N/A 43,794 39,762
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SELECTED QUARTERLY INFORMATION

Below is summarized quarterly information for the previous eight quarters.

March 31, December 31, September 30, June 30,
(0006s mted) e pt 2010 2009 2009 2009
Production (boe/d) 8,404 6,775 6,610 7,040
Average prices realized ($/boe) 38.98 36.10 24.64 27.49
Production revenue 29,483 22,500 15,897 17,612
Net earnings (loss) 2,312 (931) (3,682) (10,748)
Basic- per share ($/share) 0.05 (0.01) (0.08) (0.28)
Diluted - per share ($/share) 0.05 (0.01) (0.08) (0.28)
Funds flow from operations 15,598 9,538 4,044 5,767
Basic- per share ($/share) 0.36 0.23 0.09 0.15
Diluted - per share ($/share) 0.36 0.23 0.09 0.15
Total assets 371,371 343,954 342,106 349,482
Net capital expenditures 39,137 2,662 4,973 1,717
Long term financial liabilities - - - -
Net debt 112,294 88,911 106,936 106,000
Dividends paid - - - -
March 31, December 31, September 30, June 30,
( 0 G &xb6ept as noted) 2009 2008 2008 2008
Production (boe/d) 7,352 7,076 6,236 6,087
Average prices realized ($/boe) 33.45 49.80 55.78 76.30
Production revenue 22,135 30,859 33,495 43,440
Net earnings (loss) (4,695) (1,075) 10,421 8,740
Basic- per share ($/share) (0.13) (0.03) 31 0.26
Diluted - per share ($/share) (0.13) (0.03) 31 0.26
Funds flow from operations 8,201 14,370 16,584 26,805
Basic- per share ($/share) 0.22 0.40 0.50 0.82
Diluted - per share ($/share) 0.22 0.40 0.50 0.82
Total assets 364,612 352,472 291,733 254,078
Net capital expenditures 28,177 44 152 48,234 16,411
Long term financial liabilities - - - -
Net debt (surplus) 123,973 103,911 67,725 38,428

Dividends padl

Petroleum and natural gas sales are impacted by production levels and volatile commodity pricing. Production
|l evel s are impacted by decline rates and the Compal
domestic and internatiohtactors that are beyond the control of the Company. In addition, royalties are impacted

by the underlying commodity prices.
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Significant factors and trends that have affected t

Productionin the second quarter of 2008 increased due to a corporate acquisition of approximately 500 boe/d.
The assets acquired were exclusively natural gas and liquids production as well as undeveloped lands.
Throughout this quarters while commaodity prices wepdig increasing, so was the cost of doing business.
Operating expenses, general and administrative costs and capital costs were all subject to significant
inflationary pressures that the demand for scarcer services brought on. By the fourth quart&; ¢fie200
global economic crisis took full effect and while these inflationary pressures subsided, the demand for
commodities was curtailed, thereby increasing supply and compounding what was to become a significant
downturn in prices.

Commencing with the thil quarter of 2008 and continuing into the fourth quarter of 2008, revenue was
negatively impacted by the decreases in both oil and natural gas prices. Vero is predominantly a natural gas
producer and the rapid decline in natural gas prices has exacdHheattline in revenues.

Production in the fourth quarter of 2008 increased as a result of a corporate acquisition which added
approximately 850 boe/d. However, as the severe decline in natural gas prices continued into 2009, the
Company chose not to spkits capital drilling wells and produce new volumes into what Vero believes were
unprofitable gas prices. With no new wells drilled, declines took their toll on corporate production.

During the second quarter of 2 0 0b9 a largehrearkochaankgt a ny 0 ¢
unrealized loss on its oil hedge. Almost half of the loss for the quarter was attributable to this loss.

In the third quarter of 2009 the Company was faced with decade low natural gas prices. It conserved capital
and spent only opptimization projects at the beginning of the quarter. At the end of August the Company
spudded a horizontal well and another in September. The drilling initiatives had two purposes. The first was
to take advantage of the new Alberta Government Drillmgehtive Credits and then second was to start
taking advantage of the early signs that gas prices were turning upward.

In the fourth quarter of 2009 the Company embarked on two initiatives to prepare itself financially for the
2009/2010 drilling season. 6t the Company completed a flalwough share private placement which
brought in net proceeds of $11,720. On December 1, the Company disposed of $16,196cafe non
producing assets. Both of these initiatives significantly reduced the net debt outstandidgr that 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.

In thefirst quarter 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 fron
efficiencies gained from the additional produntidn the 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%.
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RISK MANAGEMENT

The risks in the oil and gas industry are varied and wadging. e primary risks and how the Company
mitigates them are as follows:

Commodity price and exchange rate volatility

Revenues and the resulting funds flows fluctuate with commodity prices and the US/Canadian dollar exchange
rate. Commodity prices are detemad on a global basis and circumstances 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 assetmigteengthening its balance sheet in order

to take advantage of low price environments by making strategic acquisitions. We enter into commaodity price
contracts to actively manage the risks associated with price volatility and thereby protect ounfusdséd to

fund our capital program. We have used costless collars and swap contracts to manage these risks and to tak
advantage of market conditions. The following contracts were outstanding at March 31, 2010:

CDN $/bbl
Type Notional Quantity Term US $MMBtu Type
Costless collar 1,000 bbl/day Jan. Ir March 31, 2010 $60.00- $80.30 Financial
Basis Spread 7,500 MMBtu/day  Apr. 1, 20160ct. 31, 2010 $0.35/MMBtu Financial
Costless collar 500 bbl/day April 17 December 31, 2010 $75.00- 100.00 Financial

Vero is also exposed to fluctuations in the exchange rate between the Canadian and US dollar. Most commodity
prices are based on U.S. dollar benchmarks, which result in our realized prices being influenced by the
Canadian/U.S. currency exchange rates.

Interest rate risk

Vero is exposed to interest rate fluctuations. Interest rate risk arises from changes in market interest rates that may
affect the future funds flows from the Companyds fi
loan facility is subject to floating rates and is therefore exposed to fluctuations in the market rates of interest.
From time to time, the Company will enter into a variety of risk management contracts to mitigate its exposure to
interest rate risk. The Corapy had the following interest rate swap in place at March 31, 2010.

Notional Realized Fair Change in Fair
Contract Quantity Term Reference  Type gain (loss) Value Value (1)
January 4, 2010 CAD-BA -
BA Rate $25,000/year January 3,2012 CDOR 2.05% - (141) (141)

(1) The change in fair value is for the period ended March 31, 2010.

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.fdheard rates are established by an actively traded market for
interest rate swaps and the market expectations as to where the rates are expected to be. The risk associated wi
this type of contract is that interest rates will remain at a low levelhamdlly cause the Company to have a funds
cost wupon settl ement. I n addition, there is potent.i
pay any positive settlements as they come due. Vero mitigates these risks by analyzing endreatacs as to

future interest rate movements and by dealing with its chartered bank as the primary counterparty.
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Credit risk

Credit risk arises from the potential loss resulting 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, marketers of its petroleum and natural gas
production and other parties. In the event suchienfail 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
operations and prospects.

Poor credit conditions in the industry and of joint weat 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 such program until the Company finds a suitable alternative partner. Substahtidlthelaccounts
receivable are with customers and joint venture partners in the oil and gas industry and are subject to normal
industry credit risks. The Company generally extends unsecured credit to these customers and therefore, the
collection of acconts receivable may be affected by changes in economic or other conditions. Management
believes the risk is mitigated by entering into transactions with-$temgding, reputable, counterparties and
partners. In many cases, the Company has offsetting retesvand payables with its partners and makes use of
these offsets to mitigate any payment risk. Wherever possible, the Company requires funds calls from its partners
on capital projects before they commence.

Receivables related to the sale of the Compdrs petr ol eum and natur al gas p
marketing companies who have excellent credit ratings. These revenues are normally collected"bdape25
the month following delivery.

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

Financing Risk

The Company anticipates making substantial capital expenditures for the acquisition, exploration, development
and production of oil andatural 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 expenditures. There can be no assurance tha
debt or equity financing, or funds generated by opamatiwill 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 capitabfmrations could have

a material adverse effect on the Company's business financial condition, results of operations and prospects.

The maturing Western Canadian Sedimentary Basin
Land and producing assets are becoming increasingly scarce and nmemeiaxpThe Company mitigates these
risks by developing its core areas to gain efficiencies. In addition, the Company participates in sewvémnal farm

opportunities wherein its exposure to increasing land prices is minimized. For riskier, exploratiots,ptiogec
Company will solicit partner participation to limit the downside exposure.
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Operating and finding and development costs are increasing each year

Generally all companies have experienced increased costs for services in the past two yearaad rer
softening of service costs towards the mid to latter part of the year as activity levels were reduced along with
commodity price declines. The Company mitigates risks by entering into strategic joint ventures to reduce
exposure to high costs andveisify 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 practices in operating its. ibbsCompany utilizes appropriate safety
programs and insurance coverage to guard against potential losses. Concentrating on core areas wherein Vero he
high degrees of ownership and operatorship further mitigates increasing operating costs as ecbscaigesre

gained. Vero attempts to minimize finding risk by:

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

Being the operator of most of the cts we participate in;

Identifying drilling opportunities with mukzone prospects; and

Making prudent use of seismic data to identify prospieeisher by purchasing trade data or by shooting

it ourselves.

Administrative risks

The increased transpancy 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 of Directoreagdges 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 partially mitigatedtyy dlhemployees participate

in its stock option program.

Environmental Regulations

All phases of the oil and natural gas business present environmental risks and hazards and are subject to
environmental regulation pursuant to a variety of federal,ipc@l and local laws and regulations. Compliance

with such legislation can require significant expenditures and a breach may result in the imposition of fines and
penalties, some of which may be material. Environmental legislation is evolving in a regpeeted to result in

stricter standards and enforcement, larger fines and liability and potentially increased capital expenditures and
operating costs. In 2002, the Government of Canada ratified the Kyoto Protocol (the "Protocol™), which calls for
Canadato reduce its greenhouse gas emissions to specified levels. There has been much public debate with
respect to Canada's ability to meet these targets and the Government's strategy or alternative strategies with
respect to climate change and the controlgodenhouse gases. Implementation of strategies for reducing
greenhouse gases whether to meet the limits required by the Protocol or as otherwise determined could have &
material impact on the nature of oil and natural gas operations, including thos€ohtpany.
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The Federal Government released on ApBil 2007, itsAction Plan to Reduce Greenhouse Gases and Air
Pollution (the "Action Plan"), also known as ecoACTION and which includes the Regulatory Framework for Air
Emissions. This Action Plan corgenot only large industry, but regulates the fuel efficiency of vehicles and the
strengthening of energy standards for a number of enesigg products. Regarding large industry and industry
related projects the Government's Action Plan intends to achirvfollowing: (i) an absolute reduction of 150
megatonnes in greenhouse gas emissions by 2020 by imposing mandatory targets; and (ii) air pollution from
industry is to be cut in half by 2015 by setting certain targets. New facilities using cleananfliééshnologies

will have a grace period of three years. In order to facilitate the companies' compliance of the Action Plan's
requirements, while at the same time allowing them to be-effesttive, innovative and adopt cleaner
technologies, certain dphs are provided. These are: (i}Yrinouse reductions; (ii) contributions to technology
funds; (iii) trading of emissions with beletarget emission companies; (iv) offsets; andgw} cess t o Ky
Clean Development Mechanism

On March 8, 2008, the Aista Government introduced Bill 3, ti&dimate Change and Emissions Management
Amendment Actwhich intends to reduce greenhouse gas emission intensity from large industries. Bill 3 states
that facilities emitting more than 100,000 tonnes of greenhouss gagear must reduce their emissions intensity

by 12% starting Jul{t, 2008; if such reduction is not initially possible the companies owning the large emitting
facilities will be required to pay $15 per tonne for every tonne above the 12% target. paiesnts will be
deposited into an Alberbased technology fund that will be used to develop infrastructure to reduce emissions or
to support research into innovative climate change solutions. As an alternate option, large emitters can invest in
projectsoutside of their operations that reduce or offset emissions on their behalf, provided that these projects are
based in Alberta. Prior to investing, the offset reductions, offered by a prospective operation, must be verified by
a third party to ensure ththe emission reductions are real.

Given the evolving nature of the debate related to climate change and the control of greenhouse gases anc
resulting requirements, it is not possible to predict the impact of those requirements on the Company and its
opeaations and financial condition.

CRITICAL ACCOUNTING ESTIMATES

Management is often required to make judgments, assumptions and estimates in the application of generally
accepted accounting principles that have a significant impact on the financitd céshe Company. There were

no changes to Verods <critical accounting estimate
statements from 2®@0

UPDATE ON THE NEW ROYALTY FRAMEWORK

On March 11, 2010, the Alberta Government again enactedjebapplicable to crown royalties. Highlights of
the changes are:

¢ The 5% royalty incentive will become permanent with the same terms as the temporary policy; 5% on the
first 12 months of production, 50,000 bbl of oil equivalent, or 500 mmcf equivaleaspfwpichever
comes first;

e Maximum royalty rates for conventional oil will be reduced to 40% from 50%;
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¢ Maximum royalty rates for natural gas will be reduced to 36% from 50%;

e The current $20@ermetredrilled royalty credit will continue until March 32011, however, it will not
be continued thereafter;

e The Transitional Royalty Framework will continue until December 31, 2013 but effective January 1,

2011, no new wells wild| be all owed to be drill ec
e Wellsalreadyundehte fATr ansitional 0 system will have the
Royalty Frameworko effective January 1, 2011,
e The Government al so announced it is stildl revi ey

conclusions in June of 2010

For 2010, Verods Crownh royalty rates have been posi
depressed natural gas prices. The new drilling incentive credit is allowing Vero the opportunity to maximize the
rate of return on its horizontal gaglls, resulting in superior project economics. With the drilling credits being
earned on measured depths, Vero has continued to utilize this benefit in the first quarter of 2010 with 10 new
horizontal wells.

ACCOUNTING STANDARDS CHANGES
Accounting Stattard Changes

In February 2009, the AcSB issued Handbook Section 3064, Goodwill and Intangible Assets and amended
Section 1000, Financial Statement Concepts clarifying the criteria for the recognition of assets, intangible assets
and internally developechtiangible assets. Items that no longer meet the definition of an asset are no longer
recognized with assets. The standard is effective for fiscal years beginning on or after October 1, 2009 and early
adoption is permitted.

Future Accounting Pronouncemsent

I n January 2006, the CICA Accounting Standards Boa
accounting standards in Canada. As part of the plan, accounting standards in Canada for public companies are
expected to converge with Internatia | Financial Reporting Standards (Af

The Corporation has completed its initial phase of the implementation which included conceptual application of
the new rules, diagnosti c an alewlasessmaenfof Kéyeareasdhat mayde o u r
impacted by the adoption of IFRS. The next phase will include the analysis of accounting policy alternatives
available under IFRS as well as the determination of changes required to existing information systems and
busines processes. Vero continues to assess the impact of the conversion on internal controls over financial
reporting and disclosure controls and procedures and will continue to invest in training and resources throughout
the transition period. Changes in aceting policy are highly probable and may materially impact the financial
statements. Due to anticipated changes in IFRS policies and applications, especially for the oil and gas industry,
the final; impact of t he c oawmotaurentlpbe measure.er ods f i nan

The CICA issued Handbook Section 15B#siness Combinationsvhich replaces Section 1581. This new
standard aligns accounting for business combinations under Canadian GAAP with IFRS and is effective for
business combinationsiered into on or after January 1, 2011. The adoption of the revised standard is expected
to i mpact Verobs financi al statements only to the
effective date.
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IFRS Changeover PlanUpdate

TheCl CA6s Accounting Standards Board confirmed in Fe
in 2011 for Canadian publicly accountable enterprises. Vero will therefore be required to report its results in
accordance with IFRS commencing in 2011eThompany has developed a changeover plan to compete the
transition to IFRS by January 1, 2011 including the preparation of 2010 comparative information. Although IFRS
employs a conceptual framework that is similar to Canadian GAAP, there are signififargndes in
recognition, measurement and disclosure. Vero has undertaken to assess the potential impacts of the transition tc
I FRS. The key el ements of Verods changeover plan ar

1) Preliminary study and diagnostics. This phase included meirigr high level assessments which
identified key areas that would be impacted by the adoption of IFRS. This analysis is complete and
resulted in prioritization of areas to be evaluated in the next phase. During this phase, an assessment was
ma d e o fexistirglinforénation technology system which is used to collect and report financial data.

It was established that Vero required a more sophisticated system and this was implemented in the
summer of 2009.

2) Detailed Component Evaluation. In this phase a numiiled analysis of accounting and disclosure
differences between Canadian GAAP and IFRS was evaluated. This analysis will facilitate the final
decisions around accounting policies and the conversion strategy. In addition, changes to internal business
processes were evaluated.

3) Implementation of processes. This phase includes the implementation of changes to business processes
which are impacted by the transition to IFRS as well as formal approval of recommended accounting
policy changes. Also included itis phase is training of staff, the Board of Directors and the Audit
Committee. This phase will culminate with the collection of the financial information necessary to
compile IFRS compliant financial statements and audit committee approval of finartehents
commencing in 2011.

Vero has acquired sufficient personnel to assist in the transition to IFRS next year. Vero has now completed phase
one and phase two and is well entrenched in phase three. Vero has analyzed its accounting policy aitetnatives
come up with its preliminary draft of accounting policies. These accounting policies are expected to be finalized
by the middle of 2010.

DISCLOSURE AND INTERNAL CONTROLS AND PROCEDURES

Disclosure Controls and Procedures

Vero's Chief Executive Offer and Chief Financial Officer have designed or caused to be designed under their
supervision, disclosure controls and procedures to provide reasonable assurance that: (i) material information
relating to the Company is made known to the Company's Ckefuive Officer and Chief Financial Officer by

others, particularly during the period in which the annual filings are being prepared; and (ii) information required
to be disclosed by the Company in its annual filings, interim filings or other repod®filubmitted by it under
securities legislation is recorded, processed, summarized and reported within the time period specified in
securities legislation. Such officers have evaluated, or caused to be evaluated under their supervision, the
effectiveneso f Ver ods disclosure controls and procedures
concluded that the Companyés disclosure controls .
foregoing purposes.
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Internal Controls

V e r o 6 sExecutive ©fficer and Chief Financial Officer have designed, or caused to be designed under their
supervision, internal controls over financial reporting to provide reasonable assurance regarding the reliability of
the Companyds f i n gmepaiteonof fmangabstatememtg foraextednal punpeses in accordance
with Canadian GAAP. Such officers have evaluated, or caused to be evaluated under their supervision, the
effectiveness of the Company's internal controls over financial reportingrahN31, 2010.

Based on that evalwuation, the Companyds Chief Exec
that , as of March 31, 2010, the Companyds internal
of financial repating and the preparation of financial statements for external purposes in accordance with
Canadian GAAP and includes those policies and procedures that:

e Pertain to the maintenance of records with such reasonable detail that accurately and fairlytheflects
transactions of the issuer;

e Provide reasonable assurance that transactions are recorded as necessary to permit the preparation of th
financial statements in accordance with Canadian GAAP, and that the receipts and expenditures of the
issuer are beingnade in accordance with the authorization of the management and directors of the
Company; and

e Provide reasonable assurance regarding the prevention or timely detection of unauthorized acquisition,
use or disposition of tamaerial sffecuom théanual er snerimsfinanchala t ¢

statements.
The Company is required to disclose herein any cha
financial reporting that occurred during the quarter ended on March 31, 201@Gshadakerially affected, or is
reasonably 1|likely to materially affect, t he Compal

changes in Vero's internal controls over financial reporting were identified during the three months ended March
31, 2010, that have materially affected, or are reasonably likely to materially affect, the Company's internal
controls over financial reporting.

It should be noted that a control system, including the Company's disclosure and internal controls and procedures
no matter how well conceived can provide only reasonable, but not absolute, assurance that the objectives of the

control system will be met and it should not be expected that the disclosure and internal controls and procedures

will prevent all errors ofraud.
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VERO ENERGY INC.

Balance Sheet
(in thousands of dollajs

March 31, December 31,
2010 2009
(unaudited) (audited)
ASSETS
CURRENT
Accounts receivable 32,215 29,541
Prepaid expenses and deposits 4,835 4,566
Loans receivable - 2,289
37,050 36,396
Property and equipment (Note 4) 314,408 287,645
Goodwill 19,913 19,913
371,371 343,954
LIABILITIES
CURRENT
Accounts payable and accrued liabilities 55,861 47,588
Risk management contracts 260 1,132
Bank debt Note 5) 93,483 77,719
149,604 126,439
Risk management contracts 80 113
Asset retirement obligations (Note 6) 5,296 5,379
Future taxes 18,236 15,286
173,216 147,217
SHAREHOLDERSS® EQUITY
Share capital (Note 8) 179,607 181,343
Contribued surplus (Note 9) 10,452 9,610
Retained Earnings 8,096 5,784
198,155 196,737
371,371 343,954

Commitments (Note 11)
See accompanying notes.

APPROVED BY THE BOARD

i Si g PauldRoBaay, Director

=}

Si g Daugdlas J. Bartole, Director

FIRST QUARTER REPORT | 32



Vero

ENERGY INC.

1ST QUARTER 2010 For the three months ended March 31, 2010

VERO ENERGY INC.

Statement of Operations, Comprehensive (Loss) Income and Retained Earnings
For the three months ended March 31,
(in thousands of dollars, except per share data)(unaudited)

2010 2009
REVENUE
Production revenue 29,483 22,135
Realized loss on risk management activities (124) -
Unrealized gain on risk management activities 905 -
30,264 22,135
Royalties (3,676) (5,257)
Interest & other income 50 21
26,638 16,899
EXPENSES
Operating 6,426 5,821
Transpotation 989 864
General and administrative 1,476 1,197
Stock based compensation (Note 8(d)) 980 1,339
Interest and bank charges 1,244 816
Depletion, depreciation and accretion 13,434 12,609
24,549 22,646
INCOME (LOSS) BEFORE INCOME TAXES 2,08 (5,747)
INCOME TAX (RECOVERY) (Note 7)
Future (223) (1,052)
(223) (1,052)
NET EARNINGS (LOSS) AND COMPREHENSIVE INCOME
(LOSS) 2,312 (4,695)
RETAINED EARNINGS, BEGINNING OF PERIOD 5,784 25,851
REPURCHASE OF SHARES(Note 8(b)) - (12)
RETAINED EARNINGS, END OF PERIOD 8,096 21,145
NET EARNINGS (LOSS) PER SHARE (Note 10)
Basic 0.05 (0.13)
Diluted 0.05 (0.13)

See accompanying notes.
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ENERGY INC.

VERO ENERGY INC.

Statement of Cash Flows
For the three months ended Mar 31,
(in thousands of dollars) (unaudited)

2010 2009
CASH FLOWS RELATED TO THE
FOLLOWING ACTIVITIES:
OPERATING
Net earnings (loss) 2,312 (4,695)
Adjustments for:
Unrealized gain on risk management activities (905) -
Stock lased compensation 980 1,339
Depletion, depreciation and accretion 13,434 12,609
Future income taxes (223) (1,052)
15,598 8,201
Asset retirement costs incurred (243) -
Changes in nogash working capital (Note 12(a)) (2,442) (14,050)
12,913 (5,849)
FINANCING
Increase (decrease) in bank debt 15,764 27,029
Proceeds from issuance of stock option exercises 399 -
Repurchase of shares (Note 8(b)) - (86)
Loans to officers/directors (Note 14) 2,289 (3,673)
18,452 23,270
INVESTING
Additions to petroleum and natural gas properties (33,513) (28,317)
Purchase of petroleum and natural gas assets (5,624) -
Additions to administrative assets - (5)
Proceeds on Sales of Property/Equipment - 145
Changes imon-cash working capital (Note 12(a)) 7,772 10,756
(31,365) (17,421)

NET DECREASE IN CASH
AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS , BEGINNING OF
PERIOD

CASH AND CASH EQUIVALENTS , END OF PERIOD

Supplementary cadtow information (Note 12(b))
See accompanying notes.
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Notes to the Interim Financial Statements
For the three months ended March 31, 2010 and 2009
(thousands, except per share data) (unaudited)

1.

INCORPORATION AND NATURE OF BUSINESS

Vero Energy Inc( AVer o or fAthe Companyo0o) was incorporate
oil and gas operations on November 2, 2005 after the closing of a Plan of Arrangement between Vero,
True Energy I nc. (ATrueo) , and TKE tMe®wagquredTr us |

certain producing and neproducing oil and gas assets. Vero is engaged in the exploration, development
and production of crude oil and natural gas in the province of Alberta.

Effective January 1, 2010 Vero and Vero Oil and Gas Ltd., dlyvoavned subsidiary of the Company
were amalgamated under the Alberta Business Corporations Act and will continue under the name Vero
Energy Inc.

FINANCIAL PRESENTATION AND POLICIES

The financial statements of Vero have been prepared by managameactordance with Canadian
generally accepted accounting principles. The interim financial statements have been prepared following
the same accounting policies and methods of computation as the consolidated financial statements for the
year period ended é&zember 31, 2009, except as described below. The disclosures included below are
incremental to those included with the annual consolidated financial statements. The interim statements
should be read in conjunction with the consolidated financial stateraadtshe notes thereto in the
Companybés annual report for the year ended Dece
requires management to make estimates and assumptions that affect the reported amounts of assets an
liabilities at the datef the financial statements and the reported amounts of revenue and expenses during
the period. Actual results may differ from these estimates.

These financial statements do not include all the information and disclosure required by GAAP for annual
financial statements, and should be read in conjunction with the annual consolidated financial statements
for the year ended December 31, 2009.

CHANGES IN ACCOUNTING POLICIES

On January 1, 2010 Vero adopted the following Canadian Institute of Charteredd Adan't ant s ( i CI
Handbook sections:

a) The CICA issued Handbook Section 1B8&iness Combinationg/hich replaces Section 1581. This

new standard aligns accounting for business combinations under Canadian GAAP with IFRS and is
effective for business aabinations entered into on or after January 1, 2010. The new standard requires
assets and liabilities acquired in a business combination, contingent consideration and certain acquired
contingencies to be measured at their fair values as of the acquisiteorThe adoption of this standard

will impact the accounting treatment of future business combinations entered into after January 1, 2010.
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b) "Consolidated Financial Statements", Section 1601, which together with Section 1602 below, replace
the former consolidated financial statements standard. Section 1601 establishes the requirements for the
preparation of consolidated financial statements. The adoption of this standard had no material impact on
Verods Financi al Statement s.

¢) "Non-controlling Inerests"”, Section 1602. The standard establishes the accounting fer a non
controlling interest in a subsidiary in consolidated financial statements subsequent to a business
combination. This standard requires a+eontrolling interest in a subsidiary to blassified as a separate
component of equity. In addition, net earnings and components of other comprehensive income are
attributed to both the parent and raontrolling interest. The adoption of this standard had no material
i mpact on Vetatemgrgs. Fi nanci al S

PROPERTY AND EQUIPMENT
March 31, 2010

Accumulated

depletion,
depreciation
and Net Book
Cost accretion Value
Petroleum and natural gas properties

and facilities 474,325 (160,030) 314,295
Administrative assets 291 (178) 113
474,616 (160,208) 314,408

December 31, 2009

Accumulated

depletion,
depreciation
and Net Book
Cost accretion Value
Petroleum and natural gas properties

and facilities 434235 (146,711) 287,524
Administrative assets 291 (170) 121
434,526 (146,881) 287,645

Undeveloped land costs and salvage values excluded from the depletion calculation as at March 31, 2010
were $20,157 (December 31, 200820,157). Future developmeetsts on proved undeveloped reserves

of $54,436 (December 31, 200%$42,169) were included in the depletion calculation. During the three
months ended March 31, 2010, the Company capitalized $272 (March 31; 8280) in general and
administrative expeses directly related to exploration and development activities.
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BANK DEBT

As of April 30, 2010, the Company increased its syndicated credit facility to $140,000 from $115,000 at
March 31, 2010. This credit facility is comprised of a combinatibn.o | et t er s of cr
acceptances and a revolving line of credit. The authorized limit is subject to both annual aadnsehi
borrowing base reviews by the syndicate. The facility is available to the Company at their discretion until
March 31,2011. At that date, Vero may request a renewal for a period of up to 364 days from that date.
The facility is secured by a $300,000 floating charge debenture over all the assets of the Company.

Advances under the facility are available by way of priate toans with interest rates of between 1.5
percent and 3.0 percent over the bankdés pri me |
has access to bankerds acceptances and LI BOR 1 o
ranging fom 2.5 percent to 4.0 percent depending on the debt to cash flow ratio as calculated at the
Companybés i mmediately preceding quartersd end.
rates ranging from 0.6875 percent to 1.0625 percent dependitigectebt to cash flow ratio at the
Companybés previous quarter end. For the period
4.0% (March 31, 2000 3.8%).

ASSET RETIREMENT OBLIGATIONS

The Companyds asset r et the eavneeship inteoebtd i hgsairt petmlewsn amde s u
natural gas assets, which include: well sites, gathering systems, batteries and processing facilities. The
Company estimates the total undiscounted amount of cash flows required to settle its asset retirement
obligations at March 31, 2010 to be $13,543 (March 31, 20894,061), which will be incurred at

various times between 2010 and 2023. The fair value of the asset retirement obligations incurred in the
period ended March 31, 2010 was calculated usingditerdjusted risk free rate of 8.0% (March 31,

20091 7.7%) and an inflation factor of 1.9% (March 31, 200B.9%). Settlement of the obligations will

be funded from general corporate funds at the time of retirement or removal. As at March 31, 2010, no
funds have been set aside to settle these obligations. Changes to asset retirement obligations during the
periods were as follows:

Three months ended March 31,

2010 2009
Asset retirement obligations at beginning of period 5,379 5,570
Liabilities incured during the period 44 28
Liabilities settled during the period (243) -
Change in estimated future cash flows 9 (1)
Accretion 107 106
Asset retirement obligations at end of period 5,296 5,703
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7. INCOM E TAXES

The provision for income tax reflects an effective rate which differs from the expected, statutory, federal
and provincial tax rates. Differences for the periods ended March 31, 2010 and 2009 are accounted for as

follows:
Three months ended March31,
2010 2009
Income (loss) before income taxes 2,089 (5,747)
Expected income tax (recovery) expense, at the statutory rate of
28.0% (2008 29.5%) 585 (1,667)
Tax effect of nordeductible and netaxable amounts
related to:
Stockbased compensation and othertlauctible 277 390
Changes in expected timing of reversals of temporary
Differences (1,088) 238
Other 3 (13)
(223) (1,052)
8. SHARE CAPITAL
Shares

(00006s $0006

Authorized
Unlimited number of voting common shares, no par value
Unlimited number of first preferred shares, no par value

Issued
Common shares
Balance December 31, 2008 36,969 160,103
Normal course issuer bid (b) @an (75)
Adjustment for tax cost of flowhrough shares (a) - (4,844)
Private placement, net of share issue costs (a) 4,000 13,916
Private placement, net of share issue costs (a) 2,231 11,720
Adjustment for tax benefits from share issue costs - 523
Balance December 31, 2009 43,183 181,343
Issued on asset acquisition (f) 131 900
Exercise of stock options (c) 77 537
Adjustment for tax cost of flodhrough shares (a) - (3,173)
Balance March 31, 2010 43,391 179,607
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a) Private placement

On May 21, 2009, the Company closed a placement for the issuance of 4,000 common shares at a
price of $3.75 per share. The net proceeds of issuance of $13,916 were comprised of gross proceeds
of $15,000 less expenses of the issue of $1,084.

On November 3, 2009 the Company closed a private placement for the issuance of 2,231 Flow
Through common shares at a price of $5.65 per share. The net proceeds of issuance of $11,720 were
comprised of grss proceeds of $12,609 less expenses of the issue of $88%ax effect of the tax

benefits renounced to subscribers in respect of the-Flmwugh shares was recognized in February,

2010, which is when the renouncement documents were filed with sta8ota authorities. This
renunciation resulted in $3,173 in future tax liability being offset to share capital. Using a
combination of théackqgupaoyi andns hitdGogae/ksl nc o
required to incur eligible expenditurasthe amount of $12,609 prior to December 31, 2010. (Note
11(e))

b) Normal Course Issuer Bid

I n August of 2007, the Toronto Stock Exchange
Nor mal Course | ssuer Bid ( ABibdsis)Iln Audust ef 2008 thhe i s
Company renewed its Bid for an additional year. Under each Bid, Vero is entitled to purchase up to
5% of its outstanding common shares. During the period ended March 31, 2010, the Company
purchased and subsequently cancelldd20091 17) common shares pursuant to its Normal Course
Issuer Bid. The aggregate cost of the purchases was Nil (2888 of which Nil (2009 $75) was

charged to share capital based on the average book value per share as of the date of repdrchase, a
Nil (2009 - $11) was charged to retained earnings. The average per share cost of the repurchase in
2009 was $4.95.

c) Stock options

The Company has a stock option plan under which options to purchase common shares may be
granted to officers, directorsmployees and consultants. The Board has approved a policy of
reserving up to 10% of the outstanding common shares for issuance to eligible participants. As at
March 31, 2010 there were 4,339 (March 31, 20@695) shares reserved for issuance under the
plan. All options awarded have a maximum term of five years and vest in egd#lichiacrements

on each anniversary of the grant. The following stock options were outstanding at the end of the
respective periods:
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March 31, 2010 March 31, 2009
Weighted Weighted
Average Average
Stock Exercise Stock Exercise
Options Price Options Price
$ $
Outstanding, beginning of period 4,203 5.26 3,085 6.69
Granted 60 6.55 61 4.72
Exercised (76) 5.22 - -
Forfeited (37) 4.72 - -
Surrendered for cancellation (200) 9.50 - -
Outstanding, end of period 3,950 5.07 3,146 6.66
Exercisable, end of period 1,570 5.53 1,278 5.14

Options Outstanding

March 31, 2010 March 31, 2009
Weighted Weighted Number of Weighted Weighted
Number of  Average Average Options  Average Average Years i

Exercise Price  Options  Exercise Yearsto OutstandingExercise Pric Expiry
Outstanding Price Expiry

$ $
$3.003.70 667 3.47 4.3 - - -
$4.00- 5.65 2,205 4.48 2.8 1,273 4.95 2.1
$5.90-7.71 1,073 7.25 3.1 1,315 7.14 3.8
$8.34-10.80 5 8.59 3.4 558 9.41 4.3
3,950 5.07 3.1 3,146 6.66 3.2

d) Stockbased compensation

The Company accounts for its stock options granted to employees, officers, and directors using the
farval ue met hod. I n accordance with the Company
exercise price equal to the fair value of the security at the date of grant. The fair value of each option
granted is estimated on the date of grant using a modieck-Scholes optiofpricing model. The
following assumptions have been used:

Three months ended

March 31,
2010 2009
Risk free rate (%) 2.45 1.9
Expected life (years) 5 5
Expected volatility (%) 49 84

Expected dividends - -
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For the period endkeMarch 31, 2010, 60 (March 31, 200961) stock options were granted to
employees. During the period, $980 (March 31, 20$9,339) was recorded as stock compensation
expense with respect to the options outstanding with a corresponding credit toutedtsbrplus

(Note 9). The option grants during the period had a weighted average fair value expense attributed to

them of $2.96 (March 31, 200%$3.14) per share.

e) Directors Compensation Unit Plan

In November of 2009, Vero established a Directors Caorsgion Plan which includes
compensation units granted only to directors of the Company. These units vest annually over a three
year period and expire three years from the date of grant. Upon vesting, the holder is entitled to
exercise the units for cashual to the amount by which the exercise price (the fair value of a Vero
common share on the date of exercise) exceeds the grant price (the fair value of a Vero common
share on the day preceding the date of grant). On November 9, 2009, 225 units wergoissue
directors of Vero. During 2010, 45 units were forfeited and at March 31, 2010 there were 180 units
outstanding. Included in accounts payable and accrued liabilities is $8r{@0pertaining to these

grants. During the period, $76 (200%il) was charged to general and administrative expense.

f) Acquisition of petroleum and natural gas assets

On February 1, 2010, Vero acquired certain assets in the Rosevear, Alberta area. Upon closing of the
acquisition, 131 common shares were issued at a deexhedof $900 or $6.89 per share.

9. CONTRIBUTED SURPLUS
The following table reconciles the Companyds cor

March 31, 2010 March 31, 2009

Balance at beginning of period 9,610 4,759
Stockbased compensation expense 980 1,339
Options exercised (138) -
Balance at end of period 10,452 6,098
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PER SHARE AMOUNTS

The following table summarizes the shares used in calculating net (loss) earnings per share for the
periods ended:
Three months ended,

March 31
2010 2009
Badc earnings(loss)per share computation
Net earnings (loss) 2,312 (4,695)
Weighted average shares outstandibgsic 43,236 36,955
Basic earnings (loss) per share 0.05 (0.13)

Three months ended,

March 31
2010 2009

Diluted earnings (loss)per share computation
Net earnings (loss) 2,312 (4,695)
Weighted average shares outstandibgsic 43,236 36,955
Dilutive stock options outstanding 3,165 -
Shares notionally repurchased with proceeds from dilutive

stock options anceturned to treasury (2,607) -
Weighted average shares outstandidiguted 43,794 36,955
Diluted earnings (loss) per share 0.05 (0.13)

During the first quarter of 2010, 785 (March 31, 20@)146) of the issued stock options were excluded
from thecalculation of diluted weighted average shares outstanding as to include them would have been
antidilutive.

COMMITMENTS
In addition to the commitments listed below, the Company has various indemnifications in place in the
ordinary course of busass, none of which, as assessed by management, are expected to have a
significant i mpact on the Companydés financial st
a) Transportation costs

The Company has committed to fuservice contracts for the transportation of its natural gas. The

amounts below are the minimum cash obligations that the Company must pay under the terms of the
contract. The combined minimum future costs are as follows:
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As at March 31,

2010 2009

2009 - 319

2010 304 410

2011 406 406

2012 268 268

2013 14 14

Total minimum payments 992 1,417

b) Office lease costs

The Company has committed to future minimum payments under an operating lease that covers the
rental of office space and a proportionate share of operatstg as follows:

As at March 31,

2010 2009

2009 - 913

2010 782 1,045

2011 651 651

Total minimum payments 1,433 2,609

¢) Indenmmifications

From time to time, the Company may become involved in litigation or have claims sought against it in
the normal course of business operations. Management of the corporation is not currently aware of any
claims or actions that would materialyf f ect t he Corporationds report e
operations.

Under the terms of <cert ai-awsadhg Canpaneimdenmifies imdividualae e C
who have acted at the Company 06 stherComgpany,dathetexdentb e &
permitted by law, against any and all damages, liabilities, costs, charges or expenses suffered by or

incurred by the individuals as a result of their service. The Company has no outstanding claims having a

potentially materiaadverse effect on the Company as a whole.

d) Drilling commitments
As at March 31, 2010 Vero is committed to drill and complete a total of 2 (March 31j 2008ells in

Alberta with a commencement date in 2010 pursuant to-famgreements with an indury partner. The
Company expects to satisfy their net portion of this commitment at an estimated cost of $6,200 (March

31, 2009 $1,300).
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(e) Flowthrough shares

Pursuant to the flomhrough share private placement entered into on November 3, @dtte 8(a)), the
Company was obligated to incur $12,609 in eligible costs by December 31, 2010. As at March 31, 2010,
the Company has $170 remaining on this commitment.

12. SUPPLEMENTARY INFORMATION

a) Changes in neoash workingcapital

2010 2009
Accounts receivable (2,674) 8,704
Prepaid expenses and deposits (269) (1,470)
Accounts payable and accrued liabilities 8,273 (10,528)
Change in noitash working capital 5,330 (3,294)
Relating to:
Investing activities 7,772 10,756
Operatiry activities (2,442) (14,050)
5,330 (3,294)

b) Supplementary cash flow information
Three months ended,

March 31
2010 2009
Interest received 50 20
Interest paid 706 784

13. FINANCIAL INSTRUMENTS

The Company holds various forms of financialeassand liabilities. The fair values of financial assets
and liabilities and a discussion of the risks associated with these assets and liabilities are presented as
follows:

a) Fair Value of Financial Assets and Liabilities
The carrying value of finandianstruments, which include accounts receivable, prepaids and deposits,
loans receivable, derivative financial instruments, accounts payable and accrued liabilities approximates

amounts at which these instruments could be exchanged in a transactiombeatewédgeable and
willing parties. The fair value of accounts receivable, deposits, accounts payable and accrued liabilities
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approximates their carrying amounts due to their short term nature. The fair value of derivative financial
instruments is detmined by calculating the difference between the contracted price and published
forward price curves as at the balance sheet date, and then multiplying this price differential by the
contracted commodity vol umes. ingenarketrate anchanchrdirdjlg bt |
the fair market value approximates the carrying value.

The carrying and fair valwues of the Companyos f |
31, 2009 were as follows:

March 31, 2010 December 31, 2009

Carrying Carrying
Amount Fair Value | Amount Fair Value

Financial Assets
Held-for-trading:

Deposits 4,835 4,835 4,15¢ 4,159
Loans and receivables:

Accounts receivable 32,215 32,215 29,54 29,541

Loans receivable - - 2,28¢ 2,289

Financial Liabilities
Held-for-trading:

Risk management liabilities 340 340 1,24¢ 1,245
Other financial liabilities

Accounts payable and accrued liabilitie 55,861 55,861 47,58¢ 47,588

Credit facility 93,483 93,483 77,71¢ 77,719

As at each reportmperiod the Company will assess whether a financial asset, other than those classified
as heldfor-trading is impaired. Any impairment loss will be included in earnings for the period.

Commodity Price Sensitivities

The following table summarizes thense i t i vi ti es of the fair wvalue ¢
positions to fluctuations in commodity price changes while holding all other variables constant. The
Company believes that a ten percent change in commodity prices is a reasonable measatiktyf vo

Based on the financial instruments that were outstanding at March 31, 2010, fluctuations in commaodity
prices could have resulted in unrealized gains (losses) that would impadtaftet earnings as at

March 31, 2010 as follows:

2010
Favourable 10% Unfavourable 10%
change change
Crude oil prices 890 (890)
Natural gas basis spread 43 (43)
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b) Risks Associated with Financial Assets and Liabilities

The nature of these instruments and t maity@rizenpany
credit and interest rate risks. The Company manages its exposure to these risks by operating in a manner
that minimizes this exposure.

Market risk

Market risks are generally those risks that are outside of the control of the Company.afdiese
commodity prices, foreign exchange rates and interest rates. The objective of the Company is to mitigate
exposure to these risks, while maximizing returns to the Company.

Commodity price risk

Due to the volatility of commaodity prices the Compangxposed to adverse consequences of declining
prices. The Company may enter into future related oil and natural gas contracts in order to protect its cash
flow on future sales from the potential adverse impact of declining prices. The contracts reduce the
fluctuation in sales revenue by locking in prices with respect to future deliveries of oil and natural gas.
The use of these risk management contracts is governed by a formal policy and is subject to maximum
limits established by the Board of Directors. farime to time, the Company has entered into a variety of

risk management contracts. As at March 31, 2010, the Company had the following contracts outstanding:

Price (CDN
Contract Amount Term $/bbl) Type
Costless collar 500 bbl/day Apr. 1-Dec. 312010 $75.00- $100.00 Financial
Costless collar 1,000 bbl/day Jan. IMar. 31, 2010  $60.00- $80.30 Financial
Basis Spread 7,500 MMBtu/day Apr. 1-Oct. 31, 2010  $0.35/MMBtu Financial
Crude oil swap 500 bbl/day Apr. 1-Dec. 31, 2010 $86.00 Financial

Credt risk

Credit risk arises from the potential loss resulting from a counterparty failing to meet its obligations in
accordance with the agreed terms. Substantially all of the accounts receivable are with customers and
joint venture partners in the cfind gas industry and are subject to normal industry credit risks. The
Company generally extends unsecured credit to these customers anarehénef collection of accounts
receivable may be affected by changes in economic or other conditions. Manabeligves the risk is
mitigated by entering into transactions with lestgnding, reputable, counterparties and partners.
Wherever possible, the Company requires cash calls from its partners on capital projects before they
commence. Receivables reldte t o t he sal e of the Companyo6s petr
mainly from major marketing companies who have excellent credit ratings. These revenues are normally
collected on the Z5day of the month following delivery.
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The countetparty with which the Company maintains its risk management contracts (hedges) is a major
Canadian chartered bank, which has an investment grade rating.

As at March 31, 2010, accounts receivable and their respective aging were comprised of the following:

More

Lessthan 317 60 617 90 than 90

30days days days days Total
Sales and accrued revenue receivables 11,680 313 509 745 13,247
Joint interest billings with partners 1,975 3,002 2 5,500 10,479
Provincial government incentives 3,935 3,243 - - 7,178
Othe receivables 1,219 19 1 72 1,311
Total accounts receivable 18,809 6,577 512 6,317 32,215

Liquidity risk

Liguidity risk would occur if the Company is not able to meet its financial obligations as they come due.
The Company has established a standamhefiring that it has enough resources available to withstand

any downturn in the industry. As our industry is very capital intensive, the majority of our spending is
related to our capital programs. See Note 15 for disclosure related to the managevhent af 6 s ov er
debt position. The Companybs goal is to prudent |
amongst its suppliers. All of the financial liabilities of the Company are estimated to be settled within one
year of the balance shiedate. The Company will manage its capital spending to stay within its expected
and revised borrowing base limits for 2010.

As at March 31, 2010 the timing of cash outflows relating to financial liabilities are outlined in the table

below:
Less than 1-3 4-5 There-
1 Year Years Years after Total
Accounts payable and accrued liabilitie: 55,861 - - - 55,861
Risk management liabilities 260 80 - - 340
Credit facility 93,483 - - - 93,483

Interest rate risk

Interest rate risk arises from changes in miaikierest rates that may affect the future cash flows from
the Companyés financi al assets or liabilities.
floating rates and is therefore exposed to fluctuations in the market rates of interestic®ly, the
Company will enter into a variety of risk management contracts to mitigate exposure to interest rate risk.
The Company had the following interest rate swap in place at March 31, 2010.

Notional Strike
Contract Quantity Term Reference Price Type
January 4, 2010 CAD-BA -
BA Rate  $25,000/year January 3, 2012 CDOR 2.05% Swap
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The contract in place resulted in an unrealized gain for the period ended March 31, 2010 of $1-27 (2009
$Nil).

Based on the interest rate financial instrutritiat was outstanding at March 31, 2010, fluctuations in
interest rates could have resulted in unrealized gains (losses) that would impdekaftdrearnings as at
March 31, 2010 as follows:

2010
Favourable 1%  Unfavourable 1%
change change
Interest rate swap 328 (328)

The floating rate debt is subject to interest rate cash flow risk, as the required cash flows to service the
debt will fluctuate as a result of changes in market rates. As a result, the Company is exposed to similar
fluctuationsini t s net earnings. The Companybs assessmen
rate changes while holding all other variables constant and utilizing a one percent change in interest rates
is a reasonable measure of volatility. At March 31, 2@lincrease or decrease in net earnings, on an
aftertax basis, for a one percent change in interest rates on the floating rate debt amounts to $573 (2009
$576).

Foreign currency exchange risk

With Verods petrol eum an dnated ant Qamadidn dofjaass thesuaderlying b e
market prices for these commodities are impacted by the exchange rate between Canada and the United
States. In addition, the fair value of our risk management contracts will fluctuate as a result of changes in
foreign exchange rates as most derivative contracts are denominated in US dollars. As the effects of
foreign exchange fluctuations are i mbedded i n 1
effect of foreign exchange rate fluctuations are not seggratentifiable. As at March 31, 2010, the
Company had no forward, foreign exchange contracts in place.

RELATED PARTY TRANSACTIONS

During the periods ended March 31, 2010 and 2009, the Corporation had the following related party
transactions:

a) Oneofficer and one director of the Company subscribed for an aggregate of 14 lilough common

shares at a price of $5.65 per share in the November 3, 2009 private placement (note 8(a)). The prices at
which the shares were issued were the same as tisesein the subscription agreements entered into

with nonrelated parties.

b) Three officers and one director of the corporation received demand loans from the Company in 2008.
As at March 31, 2010, the aggregate amount of these loans outstanding wd3egiinber 31, 2009
$2,289). Interest on these | oans was at the com
basis points. Total interest paid and accrued during the period was $18-(Riip9Iincluded in the
accounts receivable balascis $Nil (2009- $21) of interest receivable from these related parties. As at
March 31, 2010, all of the loans and accrued interest had been repaid.
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CAPITAL DISCLOSURES

The Company <considers its capit abankgdébt and tvarking t o
capital. The Company will adjust its capital structure to manage its current and projected debt through the
issuance of shares, increasing its bank line of credit and/or adjusting its capital spending. Vero continually
monitors itscapital structure and makes adjustments to it with respect to, drilling successes, general

economic conditions in the petroleum industry and global events that may affect commodity prices.

Verods objectives in managing its capital struct

1) Creat and maintain flexibility to enable the Company to meet its financial obligations; and
2) finance growth either through internally generated projects, joint venture relationships or
asset/corporate acquisitions.

The Board of Directors reviews and approvey anaterial transactions out of the ordinary course of
business, including acquisitions, financing arrangements, transactions with related parties, and the
purchase of Vero shares for cancellation pursuant to its normal course issuer bids.

The Company madtors its capital structure using primarily the RGAAP financial metric of net debt to
annuali zed, mo st recent guartersé cash flow fro
debt to cash flow ratio from operations of one and one madfgtior less.

This ratio may temporarily increase as a result of an acquisition; however the Company aims to reduce it

bel ow this | evel as the acquisitions are incorp
reduction in commodity pricedtabutable mainly to the slowdown in global economies, this ratio has
changed Verobds target ratio. The goal for 2010 v

end of the year, given the current economic conditions. Should commadig pnprove significantly
during the year, the Company will revert to its desired goal of no more than 1.5 times without taking into
account any extraordinary items such as an acquisition.

To facilitate the management of this ratio, the Company preparasnual budget, which is updated each
guarter for any significant acquisition(s); changes in economic circumstances outside the control of the
Company; and success or failure of capital deployed. Each of the annual budget and the quarterly updates
are approved by the Board of Directors and capital spending is adjusted accordingly. As at March 31,

2010, the net debt to adjusted funds flow (annualized) was 1.8 {2089times calculated as follows:
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Three months ended,

March 31
2010 2009

Current asets (37,050) (31,301)
Accounts payable and accrued liabilities 55,861 52,826
Bank debt 93,483 102,448
Net Debt 112,294 123,973
Net (loss) earnings 2,312 (4,695)
Add (deduct):

Unrealized gain on risk management activities (905) -

Depletion, eépreciation and accretion 13,434 12,609

Future income taxes (223) (1,052)

Stockbased compensation 980 1,339
Funds flow from operations 15,598 8,201
Annualized funds flow 62,392 32,804
Net debt to annualized funds flow 1.8x 3.8x

The Compatigad suljeatpga anyaexternal restrictions as to how it is deployed. The only
financial covenant the Company has in respect of its credit facility was that aggregate corporate net debt
should not exceed $130,000. Subsequent to April 30, 2010, thismtmeas increased to $140,000. At

no time during 2009 or the first quarter of 2010 has net debt exceeded these thresholds.

SUBSEQUENT EVENTS

On April 13, 2010, the Company entered into financial derivative crude oil contracts as follows:

Notional
Contract Quantity Term Price (CDN$/bbl) Type
Costless Collar 500 bbl/day Oct. 1,2010 Mar. 31,2011 $80.00%$98.00 Financial
Costless Collar 500 bbl/day Jan. 1, 20141Dec. 1. 2011 $80.00-$100.00 Financial
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OFFICERS STOCK EXCHANGE LISTING ABBREVIATIONS
Douglas J. Bartole, P.Eng. Toronto Stock Exc Bbl Barrels
President and CEO Bbl/d Barrels per day
LEGAL COUNSEL Bcf Billion cubic feet
Kevin W. Yakiwchuk, RGeol., Boe Barrels of oil
M.Sc. Burnett, Duckworth & Palmer LLP equivalent (6mcf: 1bbl)
Boe/d Barrels of oil equivalent
Robert Bachynski, P. Land AUDITORS per day
Vice President, Land Mmbtu Million British thermal
PricewaterhouseCoopers LLP units
Gerald N. Gilewtz, C.M.A. Mboe Thousand barrels of oil
Vice President, Finance and CFt  BANKERS equivalent (6mcf:1bbl)
Mmboe  Million barrels of oil
Shane Manchester, P.Eng. Canadian Imperial Bank of Commerce equivalent (6mcf:1bbl)
Vice President, Operatis Mcf Thousand cubic feet
Alberta Treasury Branches Mcf/d Thousand cubic feet per
Leslie Kende, P.Eng., M.B.A. day
Vice President, Engineering The Bank of Nova Scotia Mmcf Million cubic feet
Mmcf/d  Million cubic feet per
RESERVE ENGINEERS day
NGL Natural gas liquids

BOARD OF DIRECTORS

Kenneth P. Acheson, C.A.

Sproule Associates Limited

REGISTRAR AND TRANSFER

AGENT
Paul C. Allard Website: www.veroenergy.ca
Computershare Investor Services Telephone(403) 2182063
Paul R. Baay, Chairman Ltd. Fax: (403) 218064

Address: 1400, 333™Ave SW

Douglas J. Bartole, P.Eng. Calgary, AB T2P 3B6

Clinton T. Broughton, P.Eng.

Robert G. Rowley, LLB, Q.C.

CAUTIO NARY STATEMENT

This report contains forwmatd o o ki ng st atements relating to Managementds approach iningofoper
capital projects, company production, commodity prices, foreign exchange rayalties, operating costs and funds form operations. The reader is cautioned that
assumptions used in the preparation of such information, although considered reasonable by Vero at the time of prepambter, tmbe incorrect. Actual results
acheved during the forecast period will vary from the information provided herein as a result of numerous known and unisyanah uis&ertainties and other factors.
Such factors include, but are not limited to : general economic, market and businesernddistry capacity competitive action by other companies; fluctuation in oil
and gas prices; the ability to produce and transport crude oil and natural gas to markets; the result of exploratidoppnendelréling and related actives; fluctuation

in foreign currency exchange rates; the imprecision of reserve estimates; the ability of suppliers to meet commitmenisy act@rnmental authorities including
increases in taxes; decisions or approvals of administrative tribunals; change in eentedrand other regulations; risks associated with oil and gas operations; the
weat her in the Companyédés areas of operations; and ot remesentht@rcby \deroghat actualmegultso f
achievedduring the forecast period will be the same in whole or in part as that forecast.

vero

ENERGY INC.
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