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Progress Announces Third Quarter Results
North Montney continues to drive new era of growth

Three Months Ended
September 30

Nine Months Ended

September 30

2011 2010 2011 2010
FINANCIAL HIGHLIGHTS
Income Statement ($ thousands, except per share amounts)
Petroleum and natural gas revenue 114,037 105,305 348,492 334,635
Cash flow 51,563 45,094 169,503 143,112
Per share — dilutéd 0.22 0.21 0.74 0.72
Cash dividends declardd 23,395 22,886 69,666 66,246
Per share 0.10 0.10 0.30 0.30
Balance Sheet ($ thousands)
Working capital deficiency (surplus) (89,702) 58,929 (89,702) 58,929
Bank debt - 218,133 218,133
Convertible debentures 353,100 247,355 353,100 247,355
Total debt 263,398 524,417 263,398 524,417
Capital expenditures 113,759 108,380 300,136 267,414
OPERATIONAL HIGHLIGHTS
Average Daily Production
Natural gas(mcf/d) 224,629 222,540 222,407 209,637
Crude oil(bbls/d) 2,037 1,872 2,064 1,900
Natural gas liquidgbbls/d) 3,462 3,373 3,539 3,496
Total daily productionlboe/d) 42,937 42,335 42,671 40,335
Average Realized Prices
Natural gag($/mcf) 3.73 3.78 3.83 4.29
Crude oil($/bbl) 89.99 69.79 90.85 72.66
Natural gas liquidg$/bbl) 61.27 51.35 65.23 53.56
Wells Drilled, Net 12.0 20.2 36.5 48.6

(1) Represents cash flow from operating activities brefehanges in no-cash working capita

(2) Forthethreemonthsended September30, 26&lDebentures are dilutivefor earnings per shareanti-dilutive for cast

flow per share. For the cash flow per share amguhe dilutive number of shares is 232,358,650.

(3) The dividendsdeclared include dividends thedmgtees are entitled tonthe vestingofthe Share Unit Plan, the Longr

Incentive Plan and Performance Unit Incentive Plan.

Greg W. Kist Vice President Investor Relations & Marketing T 403.539.1809 gkist@progressenergy.com



Progress Energy Resources Corp. (“Progress” or‘@mmpany”) announced results for the three monthdeal
September 30, 2011 (the “Quarter”). The Quartaswighlighted by the closing of the transactioncteate a
strategic partnership with PETRONAS. Also in the apuer, Progress released the results of an indegrend
evaluation of the discovered-petroleum-initiallyqphace (“DPIIP") and Contingent Resources for 22qent of
the Company’s Montney land base (the “Evaluatedafye

“We have set out to establish Progress as a premmeestment in the natural gas business,” said Meaih
Culbert, President and Chief Executive Officer ab&ress. “The study completed by our independeserve
evaluator affirms the scope and scale of our No¥tbntney asset while our partnership with PETRONAS
provides the capital required to continue to dediteeour resource base and position us for long-tgrowth.”

Highlights
¢ On August 2, 2011, closed the $1.07 billion stgatepartnership transaction with PETRONAS, with
Progress receiving 25 percent of the total consitlen ($267.5 million) in cash and 75 percent ($802
million) in the form of a capital carry;

e On September 12, 2011 announced the results ofndepiendent evaluation of DPIIP and Contingent
Resource for 139,150 net acres of Progress landednTown area of the Foothills of British Columbia
with DPIIP estimated at 27.3 trillion cubic feetT¢f") and best estimate of Contingent Resource df 8
Tcf. The net present value, reflecting the recgvef capital costs using an eight percent discoate,
of the best estimate of Contingent Resources i§ $8lion;

¢ Drilled a total of 13 wells (11.8 net) in the Quartof which 12 (10.8 net) were Montney horizontals.
Six wells (5.3 net) of the drilled wells were brdugon stream in the Quarter and the balance will be
brought on stream before year end. The wells wermarily drilled in five of the Company’s Montney
development pods at Town South, Town North, Guriigbes, and Caribou;

< Entered into multi-year agreements with SpectrargpeCorp. to provide a total of 370 million cubic
feet (“mmcf”) per day of gathering and processiregvices to support Progress’ Montney growth plans
in northeast British Columbia;

¢ Produced 42,937 barrels of oil equivalent (“boe®rplay in the Quarter. Unplanned outages at major
gas processing facilities and the shutting in ofagdnt Montney wells during completion operations
impacted production by approximately 1,000 boe g&y in the Quarter;

. Generated cash flow of $51.6 million in the Quarver$0.22 per share, diluted; and,

e As at September 30, 2011, Progress was undrawnso®6i50 million covenant-based credit facility and
had a working capital surplus of $90 million.

North Montney Program Update

Progress has built the industry’s largest Montnapd position at over 1,250 net sections, or appmately
825,000 net acres, spanning 560 kilometers fromtmeest Alberta to northeast British Columbia. Thenpary
focus of the Company’s North Montney program rensain the Foothills of northeast British Columbia eve
Progress holds approximately 625,000 net acresaoddly contiguous Montney rights. Progress congsio
pursue the strategic plan set out in November 26fldoubling its production base over the next fiyears by
developing multiple 50 mmcf per day development podpproximately 75 percent of the Company’s capita
spending in 2011 has been directed towards the Neynt Drilling plans will be focused on Progress’
development pods for the remainder of 2011, inchgdilO horizontals in the fourth quarter. Progréss
currently producing more than 80 mmcf per day, rfedm the North Montney area. Progress’ North Muoay
wells have the advantage of receiving a deep dmllroyalty credit of approximately $2 million pereW and
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additionally, produce approximately 20 barrels afth value natural gas liquids per million cubic fe&f gas
produced, which is in line with the Company’s oviéiarporate average for natural gas liquids prosfic

During the quarter, at the Town South developmeod §100 percent working interest), Progress drilted
horizontal wells targeting the upper and lower Mwoey. Town South has reached its 50 mmcf per day
production target and will now evolve to a maintapa phase which implies the annual drilling of
approximately six horizontal wells per year to saistvolumes at 50 mmcf per day.

Also in the Quarter, at Gundy (100 percent workiimgerest), Progress drilled four horizontal wellsne
targeting the lower Montney and three the upper Mey. These wells were completed with an average of
5.3 mmcf per day. To accommodate the additiondumes, the Gundy processing facility, which is amtly on
stream at 25 mmcf per day, will be expanded to 50cfper day during the fourth quarter of 2011.

At the Town North pod development (100 percent wogkinterest), Progress drilled and completed one
horizontal well targeting the upper Montney. Pregs now has seven producing horizontals in TowntiNarea,
with both the upper and lower Montney being produet Town North’s first 25 mmcf per day processing
facility was brought on stream early in the secapdrter of 2011.

At Caribou (100 percent working interest), Progregdled one horizontal well in the Quarter targedithe
lower Montney which will be completed in the fourgfuarter. A third well will be drilled in the fath quarter.
These wells will utilize existing infrastructure,ith a new Montney facility expected to be constectin 2013.

At the Kobes development pod (30 percent workingeiast), Progress completed two horizontal wellshwi
initial production averaging 8.9 mmcf per day edcbm the two wells. As at quarter end, the Kobed poas
producing approximately 10 mmcf per day net to Resg. Progress operates the northern portion efkibbes
development, while the southern area is partnerateel.

At Nig (50 percent working interest), approximatél§ kilometers east of Town, a horizontal well whdled in
the upper Montney and is currently being complet&te first horizontal in this area tested 4.6 mmpefr day
and is expected to be on-stream within a month.

In the Bubbles/Jedney area (100 per cent workingriest), Progress continued delineation work onNteth
Montney lands, drilling one vertical well in the Quer. The well tested both the upper and lowemk@y with
initial test rates of 1.7 mmcf per day. The Compdnolds approximately 60,000 net acres of undevetbfand
in the Bubbles/Jedney area, located 25 kilometemrdheast of the Town area, with plans for a firstrizontal
well in 2012.

Deep Basin of Northwest Alberta

Progress holds a material land position coveringragimately 280,000 net acres in the Deep Basimarfthwest
Alberta. Given the large and contiguous naturetted land base, the Company is able to test playcepts,
including liquids-rich gas plays and light oil playand with success can quickly establish a mednlngpsition
at lower cost than industry competitors. Of noPepgress holds 140,000 net Montney acres in thepD&a&sin
where the pace of industry activity is increasing.

Progress focused its Deep Basin gas drilling progia the first quarter of 2011 to benefit from tidberta
Drilling Royalty Credit Program which ended on Mhar81, 2011. The Company maintains a large inventdr
liquids-rich natural gas drilling locations but Wwilocus its Deep Basin capital investment for tleanainder of
2011 on its growing light oil opportunities.

Progress has identified more than 50 net lighthaitizontal locations on its acreage position in heep Basin,
where the Company has deeper natural gas productiomddition, the Company is evaluating anotherri2Q
prospective sections, or approximately 13,000 reees of land within the Deep Basin. The Dunvegamfation
is a pervasive package of stacked marine and fluBra@taceous sands ranging in thickness from ongemenits
to over 25 meters of reservoir. Detailed in-houselggic mapping of over 100 kilometers has illuséchseveral
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productive fairways across the Company’s lands whiérhas previously drilled deeper gas tests. Pesgrhas
drilled and completed three horizontal Dunveganlwsince the fourth quarter of 2010, with first ntbraverage
production of 300 boe per day for each well. Athar three wells, at an all-in cost of $4 milliorrpwell, are
planned to be drilled in 2011 with plans for anr@ased drilling program in 2012.

PETRONAS Strategic Partnership

During the Quarter, Progress closed the transactiooreate a strategic partnership with the Malagsnational
oil and gas company, PETRONAS, to develop a porbb®rogress’ Montney assets in the Foothills oftheast
British Columbia. Progress sold a 50 percent wogkinterest in its Altares, Lily, and Kahta propes (the
“North Montney Joint Venture”) to PETRONAS for CDN$7 billion in cash and carried interest. As weHe
partners will explore opportunities to develop lefied natural gas (“LNG”) export capacity in BritisColumbia
(“the LNG Export Joint Venture”). Progress recaive5 percent of the total consideration (CDN$26miHlion)

in cash at closing. The remaining $802.5 milliorllvbie in the form of a capital carry whereby PETRASI will

fund 75 percent of Progress’ 50 percent interest.

Three rigs will be operating on the North Montnegint Venture properties in the fourth quarter. ThNG
Export Joint Venture has selected an engineering tio undertake the technical detailed feasibility well as
initiate the site selection process.

DPIIP Evaluation - Validating the Scope and Scale of the North Montney

In the Quarter Progress announced the results oihdapendent evaluation of 217 net sections or 189,net
acres of land in the Foothills of northeast Briti€blumbia (the “Evaluated Area”). The Evaluateéaincludes
the Company’s three pod developments at Town Sottlwn North, and Gundy. The estimate of DPIIP tbe
Evaluated Area is 27.3 Tcf or approximately 126libit cubic feet (“Bcf”) per section on average. €lbest
estimate of the Contingent Resource for the EvaldaArea is 8.1 Tcf, with a high case estimate 0f210cf and
a low case of 5.4 Tcf. The net present value,e@fhg the recovery of capital costs using an eightcent
discount rate, of the best estimate of Contingeasdrces is $8.6 billion.

DPIIP is the quantity of petroleum that is estinthtas of a given date, to be contained in knownuangdations
prior to production. DPIIP is typically broken dowimto four components including production, resexve
contingent resource and discovered unrecoverabteofeaim initially in place. Contingent Resources @hose
guantities of petroleum estimated, as of a giveted&o be potentially recoverable from known accuamions
using established technology or technology underettjpment, but which are not currently consideredbe
commercially recoverable due to one or more comgimges. Contingencies may include factors such as
economic, legal, environmental, political and regfoky matters, or a lack of markets. It is also @ppiate to
classify as Contingent Resources the estimatedodsmed recoverable quantities associated with gegtan the
early evaluation stage. The primary contingency ahhprevents the classification of the Contingens®eces
as reserves is the current early stage of develmpmaAdditional drilling, completion, and testing w@ais
generally required before

Progress can commit to their development. As adddi drilling takes places, it is expected that @entingent
Resources will be booked as reserves. Estimate®PfP and Contingent Resources described herein are
estimates only; the actual resources may be highdower than those calculated in the independestweation.
There is no certainty that the resources describethe evaluation will be commercially produced.

Financial Strength

In 2011, Progress has taken considerable stepsisare that the Company can fund its capital progianhe
near and long term. During the first four months 2011, the Company divested of non-core assetd wit
associated production of approximately 800 boe gay for proceeds of approximately $35 million. The
successful closing of the PETRONAS strategic pathig provided $267.5 million in cash, further
strengthening the Company’s balance sheet.

In the second quarter of 2011 the Company reneggdiats bank credit facility to be a covenant-badadility
rather than a borrowing base facility. This fawilis a 3-year extendible revolving secured fagilin the
amount of $650 million from a syndicate of lendevith an initial maturity date of April 29, 2014. As at
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September 30, 2011, the Company was undrawn ofG5) million revolving credit facility and had a wong
capital surplus of $90 million. During the Quartéhe 6.25 percent convertible debenture was sitithecash
for $75 million. As Progress continues to grow fisoduction, reserves and cash flow with the ohjectof
doubling the size of the Company in the next fiveays, this new facility and the strategic partngvswith
PETRONAS will provide increased flexibility to funthe Company’s strategic plan.

Cash flow for the Quarter was $51.6 million or $®.2er share, diluted. Capital investment was
$113.8 million. Debt-to-total capitalization as &éptember 30, 2011 was eight percent. Progressrame gas
price in the Quarter was $3.73 per thousand cubit f{(*mcf”). The Company’s high heat content gaeain
achieves a premium to AECO prices. Royalty ratesraged 12.3 percent in the Quarter which was lothan
the same period in 2010 due to the higher propartaé Montney production which benefits from the sh
Columbia Deep Well Credit Program. Operating costsraged $5.56 per boe, or $0.93 per mcf, in thar@u
reflecting the Company’s continued focus on operadil efficiencies and maximization of volumes thgbu
existing facilities.

In the first half of 2011, Progress entered intsexies of hedges on a portion of its natural gasdpction,
buying puts on 30,000 gigajoule (“GJ") per day atet floor of $3.43 per GJ. The Company now hafd60 GJ
per day or approximately 22 percent of its natugak production hedged at a net floor of approxiya$s.41
per GJ or approximately $3.90 per mcf, based ongRyss’ high heat content gas, for the period frormyM,
2011 to October 31, 2011. The Company also enténeéa a series of AECO basis swaps on 40,000 nmllio
British Thermal Units (“mmbtu”) per day for 2011 atnet differential of US$0.50 per mmbtu and on 00D,
mmbtu per day for 2012 at a net differential of W& per mmbtu.

Investor Day

Progress will be holding its"@ Annual Investor Day from 8:30 a.m. to noon on Td@p, November 12011 at
the Westin Hotel in Calgary, Alberta and on WedrmsdNovember 2, 2011 at the Royal York Hotel in dioto.
Institutional investors interested in attending heit session are asked to contact Kurtis Barrett at
kbarrett@progressenergy.coor at 403-539-1843 or Kim Lewis &lewis@progressenergy.coor at 403-539-
1801.

Fourth Quarter Dividend and Dividend Reinvestment Program

The Board of Directors of Progress today annountted the fourth quarter eligible dividend will beantained

at $0.10 per share. The eligible dividend will p@yable on January 16, 2012 to common shareholaferscord

as of December 31, 2011. The ex-dividend date iseeted to be December 28, 2011. Based on the @ct?26,

2011 closing share price on the Toronto Stock Exgfeaof $14.66, this represents an annualized yizid
approximately 2.7 percent. The amount of futurestcalividends, if any, is subject to the discretiohthe

Progress Board of Directors.

Progress has a dividend reinvestment plan (the BJRthat allows eligible shareholders of Progressdirect
that their cash dividends be reinvested in addialocommon shares which, when issued from treaswiit, be
issued at 95 percent of the Average Market Price dafined in the DRIP) on the applicable dividerayment
date. A registered shareholder who wishes to drinothe DRIP may do so by contacting Computersharest
Company of Canada, the Plan Agent. Beneficial shatders who wish to participate in the DRIP should
contact the broker or other nominee through whibleit common shares are held to provide appropriate
enrollment instructions and to ensure any deadlinesother requirements that such broker or nomimesy
impose or be subject to are met. U.S. residents nwyparticipate in the DRIP program.

Progress Energy Resources Corp. | 5



Outlook

With a large number of wells completed and expedi®dome on stream during the fourth quarter, we an
track to exit 2011 at our previously announced guice of approximately 50,000 boe per day. Achigvihe
exit rate will result in year-over-year productignowth of approximately 15 percent.

As a result of incremental land acquisitions, istraicture investments and the commencement of thethN
Montney Joint Venture activities, the 2011 capipabgram has been expanded to $400 million.

The focus of our capital program for the remaindéthe year will be the continued advancement of bighly
economic Montney pod developments at Town Southy@®orth, Gundy, and Kobes. Additionally, activioyn
our North Montney Joint Venture lands in the Altsré.ily and Kahta will continue to increase as weer this
winter. We will continue to take advantage of tteetors that make the North Montney attractive; ttetural
gas we produce is sweet and therefore does notire@xpensive sour gas processing; we attract g degling
royalty credit of approximately $2 million per weland, we produce approximately 20 barrels perionillcubic
feet of high-value natural gas liquids. Along withir experience in the area, continued improvemédmndrdling
and completions technologies and strong initial durction rates and recoveries, we are well positibrie
deliver value for shareholders.

Along with the majority of other global commoditie®North American natural gas prices weakened in the
Quarter, as concerns about slowing economic gromg¢ighed on markets. Comparatively, landed LNG @sicn
Japan rose approximately 20 percent in the Quadesettle above USD$17 per mmbtu. We remain opiiui
about the long-term prospects for natural gas intNdAmerica. The partnership that we have estdlglis with
PETRONAS, a global leader in LNG development andkating, may provide Progress with the opporturtiby
gain direct exposure to Asian pricing, which woulte unique amongst our peer group. The recent
announcements, by the province of British Columbi@,grow a viable LNG industry is further evidenoé
momentum building for the large scale developmehit G facilities on the West Coast.

With a strong balance sheet, access to capitatrang joint venture partner and large contiguousdaositions
in attractive plays, we are well positioned to execon our strategic growth plan to reach 100,00@ per day
by the end of 2015.

Consolidated Financial Statements and MD&A

Third Quarter 2011 Consolidated Financial Stateraeartd Notes to the Consolidated Financial Statemand
Management’'s Discussion and Analysis for ProgreserBy Resources Corp. have been filed on SEDAR
(www.sedar.corpunder Progress Energy Resources Corp. and canb&lsaccessed on the Company’s website at
www.progressenergy.com

Progress is a Calgary based, mid-size energy Compammarily focused on natural gas exploration,
development and production in northwest Alberta arudtheast British Columbia. Common shares of Pesgr
are listed on the Toronto Stock Exchange undersymabol PRQ.

For further infor mation:

Greg Kist, Vice President, Marketing, Corporate @wavernment Relations
Progress Energy Resources Corp.

403-539-1809 dkist@progressenergy.cgm

Kurtis Barrett, Analyst, Investor Relations and Mating
Progress Energy Resources Corp.
403-539-1843 (kbarre@progressenergy.com
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MANAGEMENT’S DISCUSSION AND ANALYSIS

The following discussion and analysis (“MD&A") ofrfancial results is dated October 27, 2011 andibd read

in conjunction with the accompanying unaudited ritte consolidated financial statements and relateten for
the period ended September 30, 2011 of ProgressggnResources Corp. (“Progress” or the “Companyiida
the audited consolidated financial statements agldted notes and MD&A for the year ended Decemb®r 3
2010. The interim consolidated financial statensemiave been prepared in accordance with Internation
Accounting Standard 34 “Interim Financial ReportingPreviously the Company prepared its 2010 inteend
annual consolidated financial statements in accocdawith Canadian generally accepted accountinggipies
(“previous GAAP”). The adoption of IFRS has notdhan impact on the Company’s operations, strategic
decisions or cash flow from operations before clemgn non-cash working capital. The reporting ahe
measurement currency is the Canadian dollar.

Description of Business

Progress is a Calgary based, natural gas focusetmpapny. The principal undertaking of the Companytas
explore for, develop and hold interests in petrabeand natural gas properties. Primary operatingia®s
include the Deep Basin of northwest Alberta and mlbetheast British Columbia Foothills. The commsimares

of the Company trade on the Toronto Stock Exchaf&X”) under the symbol PRQ. The 5.25 percent and
5.75 percent convertible unsecured subordinatededebes (the “Debentures”) trade on the TSX undes t
symbols PRQ.DB.B and PRQ.DB.C, respectively. The&56 percent convertible unsecured subordinated
debentures were repaid on maturity on Septembe26Q].

JOINT ARRANGEMENT WITH PETRONAS

On August 2, 2011 Progress and the Malaysian natiaril and gas company, PETRONAS, entered into a
strategic partnership to develop Progress’ Montségle assets in the Altares, Lily, and Kahta aramashe
Foothills of northeast British Columbia and to puesthe development of a liquefied natural gas (“LN&xport
facility on the west coast of British Columbia (th&oint Arrangement”). The Joint Arrangement resdlin the
creation of the North Montney Upstream Joint Vertuowned 50 percent by Progress and 50 percent by
PETRONAS, and the LNG Export Joint Venture, ownddpercent by Progress and 80 percent by PETRONAS,
as described below. A Support Agreement is in elt#tat sets forth the conditions on which the Navtbntney
Upstream Joint Venture and the LNG Export Joint Wea should be coordinated, developed and provide
support to each other. A Subscription Agreemens$ wbkso entered into whereby Progress may obtaianfiing
from PETRONAS to fund future capital expenditurése terms of which are also described below.

North Montney Upstream Joint Venture

Under the arrangement, Progress sold 50 perceittsoforking interest in the Altares, Lily and Kah&aeas to
PETRONAS, approximately 75,000 net acres of undepetl land representing approximately nine percent o
Progress’ total Montney land holdings. Progressereed $267.5 million in cash on the closing of the
transaction resulting in a gain of approximately382 million which is reflected in the Company’strearnings
for the three and nine months ended September 801.2 In addition, Progress will receive $802.5 linih over
the next five years in the form of a capital cawkiereby PETRONAS will pay 75 percent of Progressare of
future capital expenditures in the North Montneystheam Joint Venture (the “Upstream Joint Venturfd) a
total consideration of $1.07 billion. The $802.5lllon will be recognized as a reduction to capisgending in
proportion to the capital spent. Under the ternfsttee Upstream Joint Venture, any amount of the Zi80
million that remains outstanding at the end of fixears, being August 2, 2016, will be paid to Pexg in full.
Such a payout, if any, would be recognized in emagsi Progress is the operator of the UpstreamtJémture
which is comprised of approximately 150,000 totat mcres of land, including both Progress’ and PENRAS’
ownership share.
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LNG Export Joint Venture

The LNG Export Joint Venture has launched a fedsibistudy to evaluate the potential of building dan
operating a new LNG export facility on the west sbaf British Columbia. PETRONAS will be leadinpet
development of the LNG export facility and PETRONA&SBd Progress will jointly market the LNG utilizing
PETRONAS’ well-established and extensive network gddbbal customers. In accordance with the Support
Agreement the production from the Upstream JointMee will be dedicated to the LNG Export Joint \fere.
Until a positive investment decision is made, thheduction from the Upstream Joint Venture will b&ld on a
short term contract basis. If the investment diecishas not been made within five years, the UpstreJoint
Venture may freely market its production. The fiyears may be extended an additional two yearsiffstantial
progress has been achieved toward making a finedstment decision.

Subscription Agreement

Prior to making the final investment decision onethNG export facility, PETRONAS has the option to
participate in any security offering by Progressibjic or private, of up to 10 percent of the offegi At the
time of a successful LNG investment decision, Pesgr can require PETRONAS to purchase common shares
from treasury on a private placement basis for lg¢eser of $600 million or that number of common rgsathat
would result in PETRONAS having an ownership intdref 10 percent of the issued and outstanding comm
shares of Progress. If Progress elects to reqaE#RONAS to purchase common shares that would tasul
them owning less than five percent of the issued antstanding common shares, then PETRONAS willenthe
option to purchase common shares resulting in itilg an ownership interest of 10 percent. If Pregg elects
to require PETRONAS to purchase common shares timguin an ownership interest of between five armd 1
percent, PETRONAS can elect to purchase commoneshamounting to an additional five percent ownepshi
interest. The proceeds will be placed in escrow ased to fund future capital expenditures of thgstdeam
Joint Venture. If PETRONAS holds an ownership @& gercent or more of Progress, it also has thetrigh
nominate one individual to be a director of Progres

OPERATING SUMMARY

In accordance with Canadian industry practice, prcitbn volumes, reserve volumes and revenues grerted
on a Company interest basis (working interest ptagalty interest), before deduction of Crown anchert
royalties, unless otherwise indicated. The Compamgsults of operations are dependent on producti@lumes
of natural gas, crude oil and natural gas liquissl dhe prices received for this production. Prides these
commodities have shown significant volatility dugimecent years and are determined by supply andaddm
factors, including weather, general economic coiodi¢ and changes in the Canadian/United States '(fUS
currency exchange rate.

In this MD&A, production and reserves informationaynbe presented on a “barrel of oil equivalent”“boe”
basis with six thousand cubic feet (“mcf”) of naaligas being equivalent to one barrel (“bbl”) ofude oil or
natural gas liquids. Boe’s may be misleading, atarly if used in isolation. A boe conversiontia of 6
mcf:1 bbl is based on an energy equivalency corivarsnethod primarily applicable at the burner tipdadoes
not represent a value equivalency at the wellhead.
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Production

Three Months Ended Nine Months Ended

September 30 September 30
2011 2010 2011 2010 Change

Average Daily Production

Natural gagmcf/d) 224,629 222,540 222,407 209,637 6%
Crude oil(bbls/d) 2,037 1,872 2,064 1,900 9%
Natural gas liquidgbbls/d) 3,462 3,373 3,539 3,496 1%
Total daily productionboe/d) 42,937 42,335 42,671 40,335 6%
Sulphur salegtons/d) 56 81 66 93 (29%)

Progress’ production for the three months endedt&aper 30, 2011 (the “Quarter”) averaged 42,937 pee
day consisting of 224,629 mcf per day of natura$,g2,037 bbls per day of crude oil and 3,462 blds gay of
natural gas liquids. Production during the Quamexs slightly higher than the same period in 201042,335
boe per day. Unplanned outages at major gas psoeg<sacilities and the shutting in of adjacent Moay wells
during completion operations impacted productiom foe Quarter by approximately 1,000 boe per dakhe
Company's production portfolio for the Quarter wagighted 87 percent to natural gas, five percentriede oil
and eight percent to natural gas liquids.

Natural gas production of 224,629 mcf per day foe Quarter was slightly higher than the same peii@010
of 222,540 mcf per day. Crude oil and natural gaids (“NGL") production for the Quarter of 5,498bls per
day was slightly higher than the same period in@®015,245 bbls per day.

Progress undertook an asset disposition programaity 2011 to further focus its asset base in tleeDBasin
of northwest Alberta and the Foothills of northedsttish Columbia. As a result, on March 31, 201the
Company disposed of its Two Creek Alberta propesrtier approximately $12.7 million (approximately @®oe
per day) and disposed of certain royalty interéstthe Copton, Alberta area for approximately $4n#lion

(approximately 60 boe per day). In April 2011, tlk®mpany disposed of its Fort St. John Plains North

properties for approximately $12.7 million (apprmdtely 380 boe per day) as well as certain propsrtn the
Copton, Alberta area for approximately $4.8 milligapproximately 115 boe per day). As describedvabo
Progress also disposed of 50 percent of its Montweyking interest in Altares, Lily and Kahta aredsring the

Quarter. As the working interest was primarily evéloped land, the transaction had no impact tadpcoion

during the Quarter.

Year-to-date 2011 production was 42,671 boe per daysisting of 222,407 mcf per day of natural gaf64
bbls per day of crude oil and 3,539 bbls per dayafural gas liquids. This production was six garchigher
than the same period in 2010 of 40,335 boe perdleyto the Company’s acquisition of certain norgteBritish
Columbia Foothills assets (the “Foothills Acquisitii’) on March 31, 2010 as well as the successfillidg

results which more than offset the impact of theM&dion turnaround and dispositions in 2010 and 20The
15 day McMahon turnaround, which is scheduled evéhnyee years, reduced year-to-date production
approximately 1,400 boe per day. The Company’sdpation portfolio for the nine months ended Septem®0,
2011 was weighted 87 percent to natural gas, fieecent to crude oil and eight percent to natura fquids.

With a large number of wells completed and expediedome on stream during the fourth quarter, Pesgris
on track to exit 2011 at the previous announcedignce of approximately 50,000 boe per day.
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Production by Region

Three Months Ended Nine Months Ended

September 30 September 30
2011 2010 2011 2010  Change

Average Daily Production (boe/d)

Foothills 29,394 23,535 27,921 20,452 37%
Fort St. John Plains 1,314 1,723 1,409 1,854 (24%)
Other 525 572 489 606 (19%)
Total British Columbia 31,233 25,830 29,819 22,912 30%
Deep Basin 11,524 15,887 12,567 15,987 (21%)
Central Alberta - 53 - 878 (100%)
Other 180 565 285 558 (49%)
Total Alberta 11,704 16,505 12,852 17,423 (26%)
Total daily production 42,937 42,335 42,671 40,335 6%

Excludes sulphur production
Pricing

Natural Gas Markets

Progress’ realized natural gas price for the Quavtas $3.73 per mcf ($3.22 per gigajoule (“gj”))mspared to
$3.78 per mcf ($3.28 per gj) for the same perio®2@l0. The AECO daily index averaged $3.47 peingihe
Quarter (2010 - $3.36 per gj), the AECO monthly émdaveraged of $3.53 per gj (2010 - $3.52 per gjj &he
Station #2 daily index averaged $3.10 per gj (201%B.16 per gj). Progress markets its natural gaa mix of
daily and monthly pricing.

For the nine months ended September 30, 2011 Pssgrealized natural gas price was $3.83 per m&f%3 per
gj) compared to $4.29 per mcf ($3.74 per gj) foe thame period in 2010. During the nine months ende
September 30, 2011 the AECO daily index average®Bder gj (2010 - $3.91 per gj), the AECO monthigex
averaged of $3.55 per gj (2010 - $4.09 per gj) #ma Station #2 daily index averaged $3.25 per §ji1@- $3.72

per gj).

In the Quarter Henry Hub prices averaged $4.05mmbtu, but ended the Quarter at a low of $3.67 mperbtu,
a steep 15 percent decline versus the second quaffit2011. Excessive heat in the early part ofyJptopelled
gas prices to an eight percent week over week gthieir largest since November 2010. The effectsagfidly
increasing US supply were felt into August, as lgorage injections took place despite extremd.h&upply
was the focus of the market for the remainder of fpuarter, with no demand catalysts large enoughifto
prices, which steadily fell in August and Septembefropical storm activity in the Gulf of Mexico dinot
disrupt offshore production in a meaningful waythee Quarter. With Gulf of Mexico production dedlig as a
share of total US production, down 2.3 percent i® gercent year over year, the effects of futu@mt activity
on prices may be lessened. A turbulent global eooic environment was bearish for natural gas demasd
forecasts for reduced GDP growth around the wonhghlied reduced demand for commodities includingumat
gas.

Much like the second quarter of 2011, abnormal Wweatevents were the key driver of natural gas icethe
Quarter. A La Nina weather pattern is forecasted the 2011-12 winter, meaning below normal tempemas
are probable for the majority of North America. d$émsonably cold weather would likely result in ieased gas
consumption from residential and electricity gertara sources. In the long term, the recent anneuments by
the province of British Columbia to grow a viableNG industry, as well as the National Energy Board’s
approval of the first Canadian LNG export licenge ancouraging steps towards accessing higher gricgan
markets.
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Oil Markets

Progress’ realized prices for its liquids strearns the Quarter were $89.99 per bbl (2010 - $69.28 Ipbl) for
crude oil and $61.27 per bbl (2010 - $51.35 per)bior natural gas liquids. For the nine months ead
September 30, 2011 Progress realized $90.85 pe(2l0 - $72.66 per bbl) for crude oil and $65.2& bl
(2010 - $53.56 per bbl) for natural gas liquids.

Crude oil prices fell dramatically in the Quartéosing 16 percent from July to September, afteruamy a 12
percent decline in the second quarter of 2011.cé¥iended the Quarter at $79.20 per bbl, fallingpwes80 per
bbl for the first time since October 2010. Demdnaim the BRIIC nations (Brazil, Russia, India, Inmdsia, and
China) and continued unrest in Libya provided supgo prices in July, with oil hovering in the $38:00 per
bbl range. The US debt ceiling impasse and Eurezoontagion worries hit crude markets hard towatdsend
of July, culminating with oil trading at an eightomth low in early August after S&P downgraded th&’'@redit
rating. Tropical storm activity in the Gulf proved a brief respite for prices, with shipping lankesing
disrupted and refineries shuttering due to floodouncerns, both reducing the short term availapitf crude.
Qil prices fell in mid-September as the US FeddRakerve announced it would not engage in a thinghdoof
guantitative easing, pessimism increased concergimgpean officials capacity to solve Greece’s detatblems
and global growth forecasts were cut. Economicadi@om China indicated that manufacturing outputyniee
slowing, albeit remaining at high levels relative developed nations. Cooling of the Chinese econothe
largest consumer of crude oil, contributed to ferthearish sentiment.

Crude oil prices continue to face substantial utaiely, with foreseeable risks to both the upsidel @ownside.
OPEC's spare capacity has been reduced as a rektiie ongoing unrest in the Middle East and NoAtfnica,
which could make it difficult for OPEC to respontdauld further supply disruptions surface. Fearssps that
the debt crisis in the Eurozone could trigger adirerunch similar to 2008, which would further hper the
already struggling global economy and curtail cruwdledemand.

Commodity Prices

Three Months Ended Nine Months Ended

September 30 September 30

2011 2010 2011 2010 Change
Average Benchmark Prices
Natural gas — AECO (daily($/gj) 3.47 3.36 3.57 3.91 (9%)
Natural gas — AECO (monthly($/gj) 3.53 3.52 3.55 4.09 (13%)
Natural gas — Station #2 (daily$/gj) 3.10 3.16 3.25 3.72 (13%)
Crude oil — WTI(US$/bbl) 89.76 76.20 95.48 77.65 23%
Crude oil — Edmonton par prige€dn$/bbl) 91.97 74.59 94.34 76.65 239
Exchange rateGdn$/US$) 0.9802 1.0391 0.9780 1.0359 (6%)
Average Realized Prices
Natural gas($/mcf) 3.73 3.78 3.83 4.29 (11%)
Crude oil($/bbl) 89.99 69.79 90.85 72.66 25%
Natural gas liquidg$/bbl) 61.27 51.35 65.23 53.56 22%
Sulphur — ne{$/ton) 108.51 4.57 103.23 16.98 508%
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Price Risk Management

The Company, from time to time, may enter into ficel contracts for the purpose of protecting itsls flow
from the volatility of natural gas prices and Careadto US foreign exchange rates. For the Quartke,
Company’s risk management program had a net redliass of $1.3 million (2010 - $5.7 million gainffor the
nine months ended September 30, 2011 the Compaisksmanagement program had a net realized gai$2o7
million (2010 - $8.7 million gain).

At September 30, 2011 the fair value of the finahatontracts was a liability of $2.8 million (201-0$10.6
million asset). At September 30, 2011 the Comphag the following financial contracts outstanding:

Pricing Strike Price
Contracts Volume Point $/gj Premium Term
Bought Put Option 5,000 gj/d AECO $3.610 $0.3400 Feb 1/11 to Oct 31/11
Bought Put Option 5,000 gj/d AECO $3.650 $0.3350 Feb 1/11 to Oct 31/11
Bought Put Option 5,000 gj/d AECO $3.830 $0.3570 Feb 1/11 to Oct 31/11
Bought Put Option 10,000 gj/d AECO $3.760 $0.3400 May 1/11 to Dec 31/11
Bought Put Option 10,000 gj/d AECO $3.785 $0.3475 May 1/11 to Dec 31/11
Bought Put Option 10,000 gj/d AECO $3.780 $0.3500 May 1/11 to Dec 31/11
Pricing Strike Price Cost/
Contracts Volume Point $lgj Premium Term
Swap - call spread 5,000 gj/d AECO $3.60 - $4.60 $0.26 Feb 1/11 to Oct 31/11
Swap - call spread 5,000 gj/d AECO $3.65 - $4.65 $0.26 Feb 1/11 to Oct 31/11
Swap - call spread 5,000 gj/d AECO $3.81 - $4.81 $0.26 Feb 1/11 to Oct 31/11
Contracts Volume Pricing Point Differential Term
Swap - basis hedge 30,000 mmbtu/d Nymex ($0.5000) May 1/11 to Dec 31/11
Swap - basis hedge 10,000 mmbtu/d Nymex ($0.4950) May 1/11 to Dec 31/11
Swap - basis hedge 10,000 mmbtu/d Nymex ($0.6300) Jan 1/12 to Dec 31/12
Swap - basis hedge 10,000 mmbtu/d Nymex ($0.6250) Jan 1/12 to Dec 31/12
Swap - basis hedge 10,000 mmbtu/d Nymex ($0.6175) Jan 1/12 to Dec 31/12
Swap - basis hedge 10,000 mmbtu/d Nymex ($0.6150) Jan 1/12 to Dec 31/12
Contracts Volume Pricing Point Strike Price $/gj Term
Sold Calls 10,000 gj/d AECO $7.575 Jan 1/11 to Dec 31/11
Sold Calls 10,000 gj/d AECO $7.500 Jan 1/11 to Dec 31/11

The change in the fair value of the financial camts for the three and nine months ended Septe®def011
was a loss of $1.0 million and a loss of $6.8 noitij respectively (2010 - $1.1 million gain and $7n8llion
gain) due primarily to the change in the Canadiaty6 exchange rate and the impact on the basisdsedg

Revenue

For the Quarter petroleum and natural gas revenaecased eight percent to $114.0 million compae$105.3
million for the same period in 2010 due to higheude oil and NGL prices. Production revenue foe QQuarter
consisted of $77.1 million from natural gas sal$$6.9 million from crude oil sales, $19.5 millionoim the sale
of natural gas liquids and $0.6 million from thdesaf sulphur.

For the nine months ended September 30, 2011, w&eof $348.5 million were higher than the sameiqrkin
2010 of $334.6 million as a result of both higheoguction and higher crude oil and NGL prices.
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Three Months Ended Nine Months Ended

September 30 September 30
Petroleum and Natural Gas Revenue ($ thousands) 2011 2010 2011 2010 Change
Natural gas sales 77,099 77,318 232,396 245,432 (5%)
Crude oil sales 16,866 12,020 51,193 37,680 36%
Natural gas liquids sales 19,517 15,933 63,030 51,118 23%
Sulphur sales (net) 555 34 1,873 405 362%
Petroleum and natural gas revenue 114,037 105,305 348,492 334,635 4%

Natural Crude Oil

Petroleum and Natural Gas Revenue ($ thousands) Gas & NGLs Sulphur Total

Three months ended September 30, 2010 77,318 27,953 34 105,305
Price variance (945) 8,949 532 8,536
Production variance 726 (519) (11) 196
Three months ended September 30, 2011 77,099 36,383 555 114,037

Natural Crude Qil

Petroleum and Natural Gas Revenue ($ thousands) Gas & NGLs Sulphur Total

Nine months ended September 30, 2010 245,432 88,798 405 334,635

Price variance (27,986) 22,019 1,587 (4,380)

Production variance 14,950 3,406 (119) 18,237

Nine months ended September 30, 2011 232,396 114,223 1,873 348,492
Royalties

For the Quarter, royalties decreased 12 percetl®.0 million from $16.0 million for the same pedion 2010
due to higher incentives received during the Quartbich are described below. Royalty expense cstgsof
royalties paid to provincial governments, freehdédshdowners and overriding royalty owners. The Camgs
average royalty rate for the Quarter was 12.3 pera®mmpared to 15.2 percent in 2010. The decreaste
royalty rate was primarily due to $4.2 million adyalty credits received in the Quarter under BhtiSolumbia’s
deep royalty credit program described below.

For the nine months ended September 30, 2011 riegattecreased 19 percent to $42.7 million compaoe$52.8
million for the same period in 2010. The Companwserage royalty rate was 12.2 percent compared5®
percent in 2010. The decrease was primarily du81®.9 million of royalty credits received for tmne months
ended September 30, 2011 under British Columbiaspdroyalty credit program.

Management anticipates based on current commodityep and royalty regimes, the average royalty riate
2011 will be approximately 12 percent of petroleand natural gas revenue, a reduction from its presi

guidance of 13 percent.

Progress’ operations are in the provinces of BhitiSolumbia and Alberta, both of which have implerezh
incentives for the energy sector. The programstnapplicable to Progress’ operations are describeldw.
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British Columbia - Deep royalty credit program

The current formula based deep royalty credit pamgrincludes horizontal wells drilled between 1,980d
2,300 metres. The program has no expiration date.date Progress has earned an average of $2liomper
well of deep royalty credits on each of its Montnegrizontal wells. As at September 30, 2011, o total
credits earned to date of approximately $90.6 milli$11.9 million was offset against royalty experfer the
year-to-date 2011 ($3.4 million for the year end&@il0) with $75.3 million remaining to be recognizad a
future reduction to royalty expense. The two patceyalty relief program and the deep royalty dtgurogram
will co-exist but a company will only benefit fromne program at a time. The deep royalty creditl wpply
first. If it is exhausted before the first 12 mbgetof production, the two percent royalty will be eéffect for the
remainder of the first 12 months. If the deep royaredit is not exhausted before the first 12 ity the two
percent royalty program will not apply. The de@yalty credit is treated as a reduction to royaipense.

Alberta - Five percent royalty rate on first yeaf production

The Alberta government has implemented a five pera®yalty rate on the first year of production oew
natural gas and conventional oil wells up to a maxin 500,000 mcf of natural gas or 50,000 bbls afder oil.
This results in a lower royalty expense for Progres its new wells.

Operating Expenses

Operating expenses during the Quarter decreasegnspercent to $22.0 million from $23.6 million fdre same
period in 2010. On a boe basis, operating expeficeshe Quarter decreased eight percent to $5r66f$6.07
in the same period in 2010 primarily as a resuletffciencies realized, drilling operations beingcfised in low
operating cost areas and the sale of high operakpgense assets in 2010 and 2011.

For the nine months ended September 30, 2011 oipgraxpenses decreased five percent to $64.7 millio
compared to $68.5 million for the same period in1@0 On a boe basis, year-to-date operating expense
decreased 11 percent to $5.56 compared to $6.2¢hfosame period in 2010 as a result of efficiesdiealized,
growth in low operating cost areas and dispositioh&igh operating expense assets.

Management anticipates operating expenses for 201dverage $5.50 per boe, which is at the lower ehthe
previous guidance.

Transportation Expenses

Transportation expenses for the Quarter increaded percent to $13.7 million compared to $12.6 il for

the same period in 2010. The increase was theltredfua higher proportion of the Company’s prodwati
coming from British Columbia where the Company paysall-in charge for regulated gathering, procegsand

transmission fees on much of its production therebsiding facility construction. This all-in chaggis

included in transportation expenses. On a boeshasansportation expenses for the Quarter increéaseven
percent to $3.48 compared to $3.24 for the samépdean 2010. For the nine months ended Septemider2811

transportation expenses increased 11 percent to9$8@lion compared to $35.0 million for the samerd in

2010 due to both higher production as well as ahbhigproportion of the production coming from Brhis
Columbia. On a boe basis, transportation expeficethe nine months ended September 30, 2011 irseedive

percent to $3.34 compared to $3.18 for the samegddn 2010.

Management anticipates transportation expense2@dr to average $3.25 to $3.40 per boe which issisiant
with guidance.
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Operating Netbacks

Although many wells produce both crude oil and matwgas, a well is categorized as a natural gad webn oil
well based upon the higher proportion of naturas @a crude oil production. The following table soarizes
the operating netbacks for natural gas and oil prtips for the three and nine months ended Septe®de2011
compared to the same periods in 2010:

Three Months Ended Nine Months Ended
September 30 September 30
2011 2010 2011 2010
Natural Gas Properties ($/mcf)

Sales price 4.40 4.25 4.60 4.78
Realized gain (loss) on financial instruments (0.06) 0.26 0.04 0.14
Royalties (0.54) (0.60) (0.54) (0.71)
Operating expenses (0.88) (0.94) (0.88) (0.97)
Transportation expenses (0.60) (0.55) (0.56) (0.54)
Operating netback — natural gas properties 2.32 2.42 2.66 2.70

Oil Properties ($/bbl)
Sales Price 66.51 57.50 74.33 59.52
Royalties (7.53) (14.73) (12.30) (13.66)
Operating expenses (9.67) (15.02) (10.91) (13.04)
Transportation expenses (1.77) (2.00) (2.26) (1.87)
Operating netback — oil properties 47.54 25.75 48.86 30.95

All Properties ($/boe)
Sales Prick 28.87 27.04 29.92 30.39
Realized gain (loss) on financial instruments (0.32) 1.47 0.23 0.79
Royalties (3.56) (4.12) (3.67) (4.80)
Operating expenses (5.56) (6.07) (5.56) (6.22)
Transportation expenses (3.48) (3.24) (3.34) (3.18)
Operating netback — all properties 15.95 15.08 17.58 16.98

1 Includes sulphur net revenue (loss) with no assted production as no conversion exists for tomdoe.

General and Administrative Expenses

For the Quarter, general and administrative expsnset of overhead recoveries, (“G&A”) of $3.8 nlh was
slightly higher than the same period in 2010 of@®illion. For the nine months ended September 3011
G&A expenses of $11.3 million were slightly high#ran the same period in 2010 of $11.0 million. ®moe
basis, G&A for the Quarter of $0.97 was four perichigher than the same period in 2010 of $0.93 whjéar-
to-date 2011 G&A was $0.97 compared to $1.00 fa shme period in 2010.

The Company capitalized approximately $0.6 milliohG&A during the Quarter (2010 - $0.6 million) a$d.9
million for the nine months ended September 30, 202010 - $1.5 million). These costs represent

compensation related to geological and geophysstaff.

Management anticipates G&A expenses to averagecapmpately $1.00 per boe in 2011 which is consisteith
guidance.
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Share Based Compensation Expenses

Stock Options, Restricted Units and Performancet&ni

The Company has a stock based compensation pl&“Rkan”) comprised of a Stock Option Plan, as wadla
Share Unit Plan which includes both Restricted Ufwtards and Performance Unit Awards. Unless othisew
approved by the shareholders, the Company may gwpnio a maximum of 1,700,000 common shares pursuan
to the Share Unit Plan. The Restricted Unit Awaal® whole share awards that entitle the holderthiat
number of shares at the end of the vesting peri®&rformance Unit Awards are similar to the Reg&ic Unit
Awards however, a performance factor is appliedttie grant on the vesting date. Both the Restrictadt
Awards and Performance Unit Awards vest at the ehd three year period and include accumulateddinds
paid over the three year period, however for newplkayees, their initial grant will vest 20 percent the first
anniversary date, 30 percent on the second anmavgrand 50 percent on the third anniversary. Uner Stock
Option Plan, unless otherwise approved by the di@ders, the Company may grant up to a maximum of
10,000,000 stock options. The stock options grdnteder the Stock Option Plan prior to 2011 ves¢ ommird in
each of the second, third and fourth year anniversiates from the date of grant. Stock options ¢ednin 2011
vest one third in each of the first, second anddhjear anniversary dates from the date of graie ®ptions
expire in five years from the date of grant.

On January 15, 2009 ProEx Energy Ltd. (“ProEx”) aicqd Progress Energy Trust (the “Trust”) and chedhits
name to Progress Energy Resources Corp. (the “Aearent”). As a result, grants that were outstagdimom
the Trust and ProEx, which included performancetaiiaind units granted under the Trust’s Long Terrehtive
Component (“LTI") as well as stock options of PrgBaill continue until their original vesting dates.

Long Term Incentive Component of the Trust

Awards granted under the LTI component of the Tiaisbmpensation plan vest over three years witlpdfcent
vesting on the second anniversary of the date ahgand 60 percent vesting on the third anniversdrthe date
of grant. An additional 15 percent grant will baig@ if the holder holds the common shares they iracen the
second anniversary date for one additional year.

Performance Units of the Trust

The performance units granted by the Trust veshatend of a three year performance period at while they
will be converted to common shares, or the cashivadent, and include the accumulated distributiarfsthe
Trust and accumulated dividends of the Company dherthree year period. For new employees, theitidl
grant vest 20 percent on the first anniversary d&t percent on the second anniversary and 50 pérze the
third anniversary. The actual number of commonrebapaid is dependent upon a performance factor itha
determined based on the Company’s performanceiveldb its peers and ranges from 0.5 to 1.5 tintes initial
grant, except for performance units granted to Tmast's executives effective July 2, 2008 which camge
from 0 to 3 times. Payment may be in the form a&fskt or common shares, at the Company’s option.
Management anticipates, at the end of the perfoaagmeriod, accumulated distributions and dividemdd be
paid in cash and common shares will be paid froeasury. Actual performance factors will not beeatetined
until the end of the three year performance periods

For the Quarter, share based compensation experfsg®.4 million were 14 percent lower than the sapeeiod
in 2010 of $2.8 million. On a boe basis, sharedohsompensation expense for the Quarter was $0e8lbpe
compared to $0.72 per boe for the same period ih020The decrease was due to the settlement onJup11
of the performance units granted in 2008 by thestruFor the nine months ended September 30, 2Ghtes
based compensation expenses decreased 21 percém.3omillion ($0.63 per boe) compared to $9.3 oill
($0.84 per boe) for the same period in 2010 assalteof a decrease in the anticipated performaraatar on the
performance units granted in 2008 by the Trust frbs times to 1.375 times that was recognized i sbcond
quarter of 2011. Alternatively, for the same perim 2010, an adjustment was made to increase hieipated
performance factors on the performance units gréiime2007 and 2008 by the Trust from 1.0 times tb times.

16 | Progress Energy Resources Corp.



As at September 30, 2011, there were 7,766,434kstimtions outstanding. This includes 6,653,067 ktoc
options that were granted under the Stock OpticanRind 1,113,367 stock options granted by ProEarpio the
Arrangement that will continue until their originakpiry date or until they are exercised or foréeit

The following tables summarize the activity for thene months ended September 30, 2011 and the gmeaded
December 31, 2010 for the stock options, Share BPhain, performance units of the Trust and the unider the
LTI component of the Trust.

Weighted
Number of average
Stock Options options exercise price
Balance, January 1, 2010 5,872,533 11.93
Granted 281,000 12.39
Forfeited (145,332) 12.39
Expired (18,000) 15.46
Exercised (38,334) 11.02
Balance, December 31, 2010 5,951,867 11.93
Granted 1,966,367 12.30
Forfeited (52,667) 11.98
Expired (39,833) 14.51
Exercised (59,300) 12.53
Balance, September 30, 2011 7,766,434 11.81
Exercisable, September 30, 2011 2,588,934 11.90
Restricted Units
Balance, January 1, 2010 93,259
Granted 88,265
Settled (950)
Forfeited (1,175)
Balance, December 31, 2010 179,399
Granted 93,370
Settled (5,937)
Forfeited (5,200)
Balance, September 30, 2011 261,632
Vesting Date
2012 85,039
2013 85,958
2014 90,635
Total 261,632
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Performance Units

Balance, January 1, 2010 259,950
Granted 281,050
Settled (2,790)
Forfeited (14,635)
Balance, December 31, 2010 523,575
Granted 246,140
Settled (8,120)
Forfeited (7,600)
Balance, September 30, 2011 753,995

Vesting Date

2012 250,190
2013 264,097
2014 239,708
Total 753,995

Performance Units of the Trust!

Balance, January 1, 2010 717,718
Performance factor adjustmént 167,639
Settled (492,027
Forfeited (11,945)
Balance, December 31, 2010 381,385
Performance factor adjustmént 144,818
Settled (521,696)
Forfeited (4,507)

Balance, September 30, 2011

(1) All amounts have been adjusted to reflect the ratid®.8125 of a common share for each trust unispscified in the Arrangement.

(2) For 2010 the performance units were settled at gggenance factor of 1.5 times resulting in the iasge of an additional 167,639
common shares. For 2011 the performance units veett¢éled at a performance factor of 1.375 times,uteésg in the issuance of an
additional 144,818 common shares.
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Units under LTI Component!

Balance, January 1, 2010 100,956
Additional grant 18,189
Settled (104,348)
Forfeited (1,837)
Balance, December 31, 2010 12,960
Additional grant 2,165
Settled (10,820)
Forfeited (1,000)
Balance, September 30, 2011 3,305
Vesting Date

2011 3,305
TotaF 3,305

(1) All amounts have been adjusted to reflect the rati®.8125 of a common share for each trust unispscified in the Arrangement.

(2) An additional 15 percent grant will be paid to Liiblders if a holder holds the shares they receindgle second anniversary date for
one additional year. This would result in an #ixhal 827 common shares being issued by the Cawpan the remaining outstanding
grants.

Interest and Finance Expense

Interest and finance expense is comprised of thi@iong:

Three Months Ended Nine Months Ended

September 30 September 30

($ thousands 2011 2010 2011 2010
Interest on bank debt 737 2,534 5,023 10,432
Interest on Debentures 6,727 3,827 17,875 13,222
Total interest and financing expense 7,464 6,361 22,898 23,654
Interest and finance expens®/lfjoe) 1.89 163 1.97 215

Interest and finance expense during the Quartereimged 17 percent to $7.5 million compared to $@ilion

for the same period in 2010. The increase wasréselt of higher interest on Debentures due to fihancing
completed on March 7, 2011 which included $200.0liona principal amount of 5.75 percent convertible
unsecured subordinated debentures (the “5.75 perdebentures”) and the issuance of 14,400,000 commo
shares for gross proceeds of $200.2 million (ret@rLiquidity and Capital Resourcebelow). Year-to-date
interest and financing expense decreased threeepeto $22.9 million compared to $23.7 million fdre same
period in 2010.

For the Quarter, interest on bank debt decreasegéeftent to $0.7 million, which primarily includetandby
fees on the undrawn portion of the credit facilitfthe decrease was due to lower average bank defingl the
Quarter as a result of the March 7, 2011 financamgl the Joint Arrangement with PETRONAS on August 2
2011 (refer taJoint Arrangement with PETRONAgbove). For the Quarter, interest on Debentuneseased 76
percent as a result of the issuance of the 5.78grdgrdebentures on March 7, 2011.

The decrease in interest and financing expensetferyear-to-date 2011 was a result of lower averbgek
debt, partially offset by an increase in interest@ebentures due to the issuance of the 5.75 pemtelmentures.
Interest expense will be positively effected in flo@irth quarter as a result of the repayment of @h25 percent
convertible unsecured subordinated debentures amniy on September 30, 2011.
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Depletion and Depreciation

As a result of the conversion to IFRS, Progress rimpletes its property, plant and equipment basedt®s
proved plus probable reserves as opposed to progsdrves that were used under the previous GAARantP
turnarounds and major overhauls are depreciated émer years. The carrying value of undevelopeddan
exploration and evaluation assets that expire duthe period is charged to depletion and depreamtéxpense.

For the Quarter, depletion and depreciation (“D&®jpense increased eight percent to $59.2 milliomgared
to $55.1 million for the same period in 2010. Timerease was due to a higher charge from explonatind
evaluation assets for land expiries in the Quaa®rcompared to the same period in 2010. For the months
ended September 30, 2011 D&D expense decreased peghent to $169.5 million compared to $183.8 ioitl
for the same period in 2010. Under IFRS for thestfiquarter of 2010, D&D expense included an impeant
charge of $19.7 million due to the impact of dewieg natural gas prices on the fair value of certaash

generating units (“CGUs”) of the Company. On aebbasis, D&D expense for the Quarter was $14.

compared to $14.14 for the same period in 2010 fandhe nine months ended September 30, 2011 w&s5%1
compared to $16.69 for the same period in 2010.

Taxes

The provision for deferred income taxes for the Qemawas an expense of $55.1 million compared te@very
of $1.7 million in same period in 2010. For the &ier, a deferred income tax expense of $59.0 armllivas
recognized in relation to a $236.0 million gain the sale of certain assets to PETRONAS in relatiorthe
Joint Arrangement. For the nine months ended Sepetr 30, 2011 the provision for deferred incomeemxas
an expense of $53.2 million compared to a recovefry10.9 million for the same period in 2010. Thigs
primarily due to the deferred income tax expensetloa gain relating to the Joint Arrangement and ykar-to-
date 2010 recognizing a deferred income tax recpvetating to an impairment charge of $19.7 millias a
result of the impact of decreasing natural gasegsion the fair value of certain CGUs.

Estimated total tax pool balances as at Septembe2811 is approximately $2.1 billion.

Net Earnings and Comprehensive Earnings

The net earnings and comprehensive earnings foQun&rter of $161.4 million were higher than the teets and
comprehensive loss of $7.6 million for the sameipeain 2010. The higher net earnings for the Qerarvas due
to a gain of $236.0 million ($177.0 million net afeferred income taxes) on the sale of certain asset
PETRONAS in relation to the Joint Arrangement. Thesic and diluted net earnings for the Quarter $#@<0
per share and $0.66 per share, respectively, andhfi® same period in 2010 the basic and dilutedloss was
$0.03 per share.

The net earnings and comprehensive earnings fomthe months ended September 30, 2011 of $151.5amil
were higher than the net loss and comprehensive d6$$75.2 million for the same period in 2010. eTimcrease
was primarily due to the $236.0 million gain on th&le of certain assets in relation to the JointaAgement as

99

well as 2010 incurring a $19.7 million impairmenharge to D&D expense due to the impact of decregsin

natural gas prices on the fair value of certain GGl$ well as an impairment charge of $34.2 milliehating to
a decrease in the fair value of goodwill. The lgamnd diluted net earnings for the year-to-date12@bs $0.67
per share and $0.66 per share, respectively, andhfi® same period in 2010 the basic and dilutedloss was
$0.38 per share.

Dividends

Since January 15, 2009, Progress has declared eylyatash dividends of $0.10 per common share, udiig

the Quarter. The total amount of dividends for tQearter is approximately $23.2 million (2010 - $21
million), excluding dividends accrued for certaihase based compensation grants. Progress hasidedi/
reinvestment plan (“DRIP”) whereby common sharelesidcan elect to receive their dividend in shares.
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The number of shares issued is based on 95 permfettte average market price being the weighted ager
trading prices of the shares for the five consewtirading days before the dividend payment da®sm October
17, 2011 the Company issued 824,099 common shareayment of $10.1 million of dividends for sharédhers

that elected to participate in the DRIP. Progredends to pay quarterly dividends, however thesedénds are
not guaranteed.

Subsequent to the Quarter the Board of Directorslated that the 2011 fourth quarter dividend wilé b
maintained at $0.10 per share. The dividend wél gmyable on January 16, 2012 to common sharehslder
record as of December 31, 2011.

Quarterly Financial Summary !

Three Months Ended
Sept 30  June 30  Mar 31 Dec 31 Sept30 June 30 Mar31 Dec 31

(3 thousands, except per share 2011 2011 2011 2010 2010 2010 2010 2009

amounts)

Petroleum and natural gas reveAud14,037 117,340 117,115 107,957 105,305 115,859 113,471 86,145

Net earnings (IOS§) 161,352 (11,436) 1,626 (104,184) (7,644) (22,832) (44,708) (20,075)
Per share basic $0.70 (0.05) 0.01 (0.49) (0.04) (0.11) (0.27) (0.12)
Per share diluted $0.66 (0.05) 0.01 (0.49) (0.04) (0.11) (0.27) (0.12)
(1) The 2010 and 2011 quarterly results have been adfuto conform to IFRS. The quarterly results 2009 have not been adjusted

(2

and reflect the results in accordance with the poas GAAP.

First quarter 2010 -Petroleum and natural gas revenue for the firstrgpraof 2010 increased over the fourth quarter 602 due to
higher production and higher crude oil and NGL edc The higher net loss for the first quarter 6f1Q was the result of a $19.7
million charge relating to the impairment of propgrplant and equipment and a $34.2 million impaémh to goodwill, both due to
the impact of decreasing natural gas prices.

Second quarter 2010 Petroleum and natural gas revenue for the secoradtqu of 2010 increased slightly from the first quex of
2010 due to higher production as a result of thethdls Acquisition, however this was largely oftsby lower commodity prices.
The net loss for the second quarter of 2010 was tdukigher D&D expense due to the Foothills Acqtiish, a $9.6 million loss on
the sale of its Central Alberta properties and amealized loss on financial instruments of $7.9 lioi.

Third quarter 2010 -For the third quarter of 2010, petroleum and nat@gas revenue decreased from the second quart@0a0 as
a result of lower commodity prices through the suemnseason. The net loss was lower than the previguarter due to an
unrealized gain on financial instruments of $1.1llnh compared to a loss of $7.9 million in the pieus quarter.

Fourth quarter 2010 Revenues for the fourth quarter of 2010 were slightigher than the third quarter due to higher ceualil
and NGL prices. The higher net loss was due toimpairment charge to property, plant and equipmeht$119.9 million as a
result of decreasing future natural gas prices.

First quarter 2011 -Revenues for the first quarter of 2011 were highkan the fourth quarter of 2010 due to both higher
production and slightly higher natural gas priceNet earnings were higher primarily due to the $B®lfnillion impairment charge
recognized in the fourth quarter of 2010.

Second quarter 2011 Buring the second quarter of 2011, production wasen percent lower than the first quarter of 2@l to
a planned 15 day turnaround at the Spectra McMagas processing facility, however, higher crude miices and slightly higher
natural gas prices, resulted in slightly higher eaues. The higher net loss for the second quasfe2011 as compared to the
previous quarter was primarily due to a $6.6 mitlitoss on divestitures, while the previous quattad a $5.2 million net gain on
divestitures.

Third quarter 2011 -Revenues for the Quarter decreased from the previguarter due to lower commodity prices. Net éags
was higher as a result of a $236.0 million gain {$10 million net of deferred income taxesh the sale of certain assets in relation
to the Joint Arrangement.
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Capital Expenditures

During the Quarter, the Company invested $113.8iarilin total capital expenditures, which includeapital
expenditures on exploration and evaluation assetd property, plant and equipment, compared to $408.
million in the same period in 2010. For the ninenths ended September 30, 2011, the Company indeste
$300.1 million compared to $267.4 million for thanse period in 2010.

Three Months Ended Nine Months Ended
September 30 September 30
($ thousandk 2011 2010 2011 2010
Land acquisitions and retention 12,455 17,385 21,284 36,215
Geological and geophysical 864 911 8,336 8,164
Drilling and completions 84,783 76,041 213,186 181,095
Equipping and facilities 15,190 13,876 54,947 45,557
Turnarounds and overhauls 201 165 1,606 165
Corporate assets 132 578 291 802
Exploration and development capital 113,625 108,956 299,650 271,998
Net property acquisitions (dispositions) 134 (576) 486 (4,584)
Total capital expenditures 113,759 108,380 300,136 267,414
Joint Arrangement (261,135) - (261,135) -
Property Dispositions (77) - (35,421) -
Foothills Acquisition - - - 387,087
Central Alberta Disposition - - - (44,473)
Total investing activities (before changes in non-
cash working capital) (147,453) 108,380 3,580 610,028

On August 2, 2011, Progress and PETRONAS entertal anstrategic partnership to develop Progress’ teg
shale assets. The Joint Arrangement resulted éncrieation of an Upstream Joint Venture and an LB)®ort
Joint Venture. Under the Joint Arrangement, Pregreold 50 percent of its working interest in thitafes, Lily
and Kahta areas to PETRONAS which consisted prilpasf 75,000 net acres of undeveloped land. Pregre
received $267.5 million in cash on closing and wdkteive an additional $802.5 million over the néixe years
in the form of a capital carry whereby PETRONAS Iwplay 75 percent of Progress’ share of future calpit
expenditures in the Upstream Joint Venture. A gafnapproximately $236.0 million was recognized fibre
disposition of Progress’ 50 percent interest in #neas for the initial proceeds of $267.5 millid261.1 million
net of transaction costs of $6.4 million). The wEning $802.5 million will be recognized as a redon to
capital spending in proportion to the capital spent

During the Quarter, the Company drilled 12 grosdisvél2.0 net) in the Foothills region. For theneimonths
ended September 30, 2011, the Company drilled 4&gmells (36.5 net) including 29 gross wells (26%) in
the Foothills region and 11 gross wells (10.3 rirt)he Deep Basin region.

During the Quarter, at the Town South developmead 100 percent working interest), Progress driltad
horizontal wells targeting the upper and lower Mwmey. Town South has reached its 50 mmcf per day
production target and will now evolve to a maintaoa phase which implies the annual drilling of
approximately six horizontal wells per year to saistvolumes at 50 mmcf per day.

At Gundy (100 percent working interest), Progresslled four horizontal wells, one targeting the lew
Montney and three in the upper Montney, in the Qelar These wells were completed with an average od
5.3 mmcf per day. To accommodate the additiondum®s, the Gundy processing facility, which is amtly on
stream at 25 mmcf per day will be expanded to 50cfper day during the fourth quarter of 2011.
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At the Town North pod development (100 percent wogkinterest), Progress drilled and completed one
horizontal well targeting the upper Montney. Pregs now has seven producing horizontals in the Tolenth
area, with both the upper and lower Montney beingdactive. Town North’s first 25 mmcf per day pessing
facility was brought on stream early in the secapdrter of 2011.

At Caribou (100 percent working interest), Progragdled one horizontal well in the Quarter targggi the
lower Montney which will be completed in the fourtfuarter. A third well will be drilled in the fotir quarter.
These wells will utilize existing infrastructure thia new Montney facility expected to be construlcte 2013.

At the Kobes development pod (30 percent workingeiast), Progress completed two horizontal wellghwi
initial production averaging 8.9 mmcf per day froime two wells. As at Quarter end, the Kobes pod was
producing approximately 10 mmcf per day, net todg@ess. Progress operates the northern portiomefiobes
development, while the southern area is partnerateel.

At Nig (50 percent working interest), approximatél§ kilometers east of Town, a horizontal well whdled in
the upper Montney and is currently being completélhe first horizontal in this area tested 4.6 mmefr day
and is expected to be on stream within a month.

In the Bubbles/Jedney area (100 per cent workingriest), Progress continued delineation work onNteth
Montney lands, drilling one vertical well in the Quer. The well tested both the upper and lowemiey with
initial test rates of 1.7 mmcf per day. The Compduolds approximately 60,000 net acres of undevetbfand
in the Bubbles/Jedney area, located 25 kilometendheast of the Town area, with plans for a firstrizontal
well in 2012.

As a result of incremental land acquisitions, isfraicture investments and commencement of the @pstr
Joint Venture activities, the 2011 capital progrdmas been expanded to $400 million. Three rigs voidl
operating on the Upstream Joint Venture propertieshe fourth quarter. The LNG Export Joint Verguhas
selected an engineering firm to undertake the téxdindetailed feasibility as well as initiate th#esselection
process.

On March 31, 2011, Progress sold its Two Creek,eila properties for approximately $12.7 million, wsll as
certain royalty interests in the Copton, Albertearfor $4.2 million. In April 2011, the Companylddts Fort
St. John Plains North properties for approximat&h?2.7 million, as well as certain properties in tBepton,
Alberta area for approximately $4.8 million.

On March 31, 2010, the Company acquired certaire@se the Foothills region, the Foothills Acquisit, for
$389.2 million, including $2.1 million of transaofi costs which were charged to other expenses & th
statement of earnings. The net amount capitalined $387.1 million. The assets included productifn
approximately 7,300 boe per day, 91 percent natgesd, and approximately 188,000 net acres of unidpea
land.

To finance the Foothills Acquisition and a portiai the Company’s 2010 capital investment programe th
Company issued 47,630,000 common shares at $12e80spare for total gross proceeds of $600.1 million
($588.8 million net of issue costs of $11.3 milljon The share issuance was comprised of a $350ianill
subscription receipt private placement with the &da Pension Plan Investment Board (“CPPIB”) and a
concurrent $250 million subscription receipt bougletal financing through a syndicate of underwriterBach
subscription receipt represented the right to reeeane common share of Progress, without the paymémny
additional consideration, on the closing of the #dlds Acquisition which occurred on March 31, 2Q10

The private placement with CPPIB contains certaonditions in regards to their investment and ongoin
relationship with Progress including:

« Governance - so long as CPPIB owns greater tha® p2rcent of the outstanding common
shares they shall have the right to nominate ondividual to be a director of Progress. |If
CPPIB owns greater than 10 percent of the outstagpn@diommon shares, Progress shall discuss
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with CPPIB any proposed transaction for which thempany will require equity financing
before implementing such transaction.

¢ Registration rights — if CPPIB holds 10 percentmoore of the outstanding common shares, they
shall have the right to require Progress at CPPI@&pense, to prepare, file and obtain receipt
for a final prospectus offering for the sale of gmyrtion of the common shares held by CPPIB.

¢ CPPIB shall have the right to include common shaesed by CPPIB in a prospectus offering
to the extent of 15 percent of such offering.

* Right to participate in future offerings — so loag CPPIB owns greater than 10 percent of the
outstanding common shares, CPPIB shall have theeprptive right to participate in future
offerings up to CPPIB’s pro-rata ownership interesmediately prior to the offering.

CPPIB, having greater than 12.5 percent of the tamt$ing common shares, nominated R. Scott LawreWoes
President, Head of Relationship Investments of &®I the Progress Board of Directors. The Progr@eard

of Directors, upon review of Mr. Lawrence’'s quatifitions by the Corporate Governance and Nominating
Committee, appointed Mr. Lawrence to the Board aridber 12, 2010.

Goodwill

For goodwill impairment tests under IFRS, goodwHht arises from a business combination is allog¢datethe

specific CGUs that are expected to benefit from tusiness combination. The carrying value of th&lWC
including goodwill is compared to the fair value tfe CGU and any excess of the carrying value dherfair

value is considered an impairment. As the goodwilpairment is performed on a much smaller portadfnthe

Company’s assets (i.e. at the CGU level), approxeha$371.4 million of Progress’ goodwill was impad on

the transition to IFRS on January 1, 2010 and wharged to the deficit on the opening IFRS statemeaft
financial position.

As a result of continued decreases in natural gasep and their impact on the value of the Compamgserves
for certain CGUs, an additional goodwill impairmesft$34.2 million was recognized at March 31, 2010.

As at September 30, 2011 the goodwill balance aD$aillion was the result of an acquisition thatlnded the
Company’s Town properties in the Foothills regiohBritish Columbia. In accordance with IFRS, goadtws

not amortized but is subject to an annual impairmesst. Goodwill may be tested for impairment beéw
annual tests in certain situations.
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Liquidity and Capital Resources

September 30 December 31
($ thousands, except per share amounts) 2011 2010
Working capital deficiency (surplu€) (89,702) 21,271
Bank debt - 312,508
Convertible debentures 353,100 249,313
Total debt 263,398 583,092
Shares outstandin@housands) 231,647 214,877
Market price per share, end of period 12.89 12.70
Market value of shares 2,985,930 2,728,938

(1) Excludes the fair value of financial instrument

At September 30, 2011 the Company was undrawn ®wrri¢dit facility of $650.0 million as a result tfe Joint
Arrangement and the financing completed on Marcl2@11. Outstanding as at September 30, 2011 w&8.43
million for the debt portion of the Debentures, pally offset by a working capital surplus of $89nfillion,
resulting in $263.4 million of total debt.

On April 29, 2011 the Company amended and restatedank credit facility to be a covenant-basedilfac
rather than a borrowing base facility. This fawilis a 3-year extendible revolving facility in thremount of
$650 million from a syndicate of lenders with antial maturity date of April 29, 2014. The matwitlate may,
at the request of the Company and with the consénhe lenders, be extended on an annual basis fabilities
remain secured over substantially all of the assdtthe Company and its material subsidiaries. Ta&lities
bear interest at a rate based on bankers accepramtee (or LIBOR, for US dollar borrowings) plusspecified
margin, which margin varies based on the Comparsgsior debt to EBITDA ratio (as calculated below)he
facilities contain customary restrictions on thesmhsition of assets and the granting of securigywell as on
the making of distributions (including the decldoat of dividends) if there is then a default undbe facilities
(or if a default would reasonably be expected t@wcas a result of such distribution). The fadcé# also
contain customary events of default, including oohange of control of the Company where lender eahavas
not obtained, which could occur if a person or p@sacting jointly or in concert acquired more th&hpercent
of the outstanding voting securities of the Company

Under the terms of the bank credit facilities, Pmogs has provided its covenant that, on a rollinguérter
basis: (i) its consolidated senior debt will notcerd three times its consolidated EBITDA, incregstio 3.5
times upon the consummation of a material acquisitand for a period extending to the end of theoselcfull

quarter after completion of that acquisition. Smndebt is defined to exclude subordinated debt aod-
recourse debt from total debt. EBITDA is calcukhtas net earnings before unrealized gains and sosse
financial instrument contracts, interest and finiamgcexpense, acquisition costs, taxes, depreciatdapletion
and accretion and any other non-cash amounts whiehadded back or deducted from net income in atawoce
with IFRS in the statement of cash flows; (ii) itonsolidated total debt (excluding, for certaintgny
convertible debentures) will not exceed four timesconsolidated EBITDA (similarly calculated), argdi) its

consolidated senior debt will not exceed one-haifits total capitalization (calculated as the aggate of
consolidated total debt, the principal amount oficertible debentures and consolidated shareholdeqgsity),
increasing to 55 percent upon the consummation ofagerial acquisition and for a period extendingthe end
of the second full quarter after completion of tla@quisition.

Bank debt of nil as at September 30, 2011 was lotvan December 31, 2010 bank debt of $312.5 milkloe to
the Joint Arrangement as well as the issuance ¢#40@,000 common shares at $13.90 per share fot tptess
proceeds of $200.2 million ($193.1 million net ekiue costs of $7.1 million) and the issuance ofd@amillion
principal amount of 5.75 percent convertible unsecdusubordinated debentures ($192.2 million netissue
costs of $7.8 million) completed on March 7, 2011.

As at September 30, 2011 Progress had a workingaagurplus of $89.7 million compared to a workingpital
deficit of $21.3 million as at December 31, 2010he surplus was the result of a cash balance o##&L.&illion
at September 30, 2011 which arose from the $267I6om received on the closing of the Joint Arramgent.
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As at September 30, 2011 Progress had the followirghentures outstanding. Each Debenture may be
converted into common shares at the option of thllér at the applicable conversion price per comrsbare
noted below. The Company may elect to satisfy thierest and principal obligations by the issuarafe
common shares subject to required regulatory apgpiov

Conversion
Price
Debenture Principal Semi Annual Interest Payments ($/share) Maturity Date
5.25% 200,000 April 30 and October 31 $18.00 October 31, 2014
5.75% 200,000 June 30 and December 31 $20.85 June 30, 2016

As at September 30, 2011 the Company had outstgni200.0 million principal amount of the 5.25 pemte
debentures and $200.0 million principal amount lné .75 percent debentures for a combined tota$4df0.0
million. The $75.0 million of the 6.25 percent dwtiures were repaid in cash on maturity on Septen3ife
2011.

The Debentures have been classified as debt neheffair value of the conversion feature which Heeen
classified as part of shareholders’ equity and oktssue costs. At September 30, 2011 the debtipmrwas
$353.1 million, net of unamortized issue costssuks costs are amortized over the term of the Dalrestand
the debt portion will accrete up to the principalédnce at maturity. The accretion and amortizatodrissue
costs are expensed within other finance expensetherconsolidated statements of earnings and cohgrsive
income.

Outstanding as at October 26, 2011 were the folhmwi
Shares Outstanding

Or Issuable
Common shares 232,546,010
Convertible debentures 20,703,437
Stock options 7,681,734
Restricted Unit Awards 259,227
Performance Unit Awards 758,835
LTI component from the Trust 2,156

Current economic conditions

Despite the economic downturn and financial mankelfiatility dating back to 2009, Progress continuedhave
access to both debt and equity markets in 2010iatmd2011. As noted above, on March 7, 2011 thenGany
issued 14,400,000 common shares at $13.90 per sdmngell as $200.0 million principal amount of tBe75
percent debentures. On March 31, 2010 Progres®da$600.1 million gross ($588.8 net of issue cpets the
issuance of 47,630,000 common shares at $12.6Gpere and on October 23, 2009 the Company issué0.92
million principal amount of 5.25 percent debentureAt September 30, 2011 the Company had $650.0ianil
available on its undrawn credit facility.

In addition to debt and equity markets, Progresteiad into a Joint Arrangement with PETRONAS whereb
Progress received $267.5 million on August 2, 2@hd will receive an additional $802.5 million oviére next
five years in the form of a capital carry wherebETRRONAS will pay 75 percent of Progress’ share ofufre
capital expenditures in the Upstream Joint Ventufiéhis will enable Progress to accelerate its gtowtrategy
and provide support for future capital programs.

The Company’s investing activities for the Quarteonsisted of expenditures on its capital program.
Management anticipates that the Company will comirto have adequate liquidity to fund budgeted tpi
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investments through a combination of cash flow, iggand debt. Cash flow used to finance these caments
may reduce the amount of dividends paid to shamdwel as dividends are not guaranteed.

Reduction of Stated Capital

On May 11, 2011 the shareholders of Progress apmoa special resolution to reduce the stated chpita
common shares of Progress by an amount equal tocCtorapany’s deficit calculated as at January 1, 2010
accordance with IFRS. As a result of two fundanaéneporting differences between IFRS and the pesi
GAAP, the deficit increased from $277.5 million wardhe previous GAAP to $669.3 million under IFRS.

The first fundamental difference is how goodwill iested for impairment. Under IFRS, goodwill thatses
from a business combination is allocated to thecHpe CGUs that are expected to benefit from thesiness
combination. For impairment testing the carryirgue of the CGU, including goodwill, is comparedttee fair
value of the CGU and any excess of the carryingugadver the fair value is considered an impairmeAs the
goodwill impairment is performed on a much smalpmrtion of the Company’s assets (i.e. at the CGlkelg
approximately $371.4 million of Progress’ goodwwlas impaired on the transition to IFRS on Januarg@10
and was charged to the deficit on the opening IBRBement of financial position.

The second fundamental difference relates to tlsealint rate used to measure the decommissioninigatibdns.
Under the previous GAAP a credit adjusted risk fraee was used whereas under IFRS a risk freeisatised.
As a result of discounting at a lower rate, the @amissioning obligation increased by $26 million mansition
with an offsetting charge to the deficit on the apw IFRS statement of financial position.

The combination of these two fundamental differencéogether with the impact of distributions frorhet
Company’s previous income trust structure resulted deficit of $669.3 million on the transition t6RS. The
impact of the reduction of stated capital was auibn to share capital and offsetting reductiorthe deficit of
$669.3 million on the statement of financial positi

International Financial Reporting Standards

Note 16 to the interim consolidated financial staémts presents reconciliations between the Commaa®10
previous GAAP results and its 2010 results undeR3$F The reconciliations include the consolidatéatesment
of financial position as at September 30, 2010 a@othsolidated statements of earnings and comprekensi
income and cash flows for the three and nine mowethded September 30, 2010.
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The following provides summary reconciliations afoBress’ 2010 previous GAAP and IFRS results, aleuith

a discussion of the significant IFRS accountingipplchanges.

Summary Statement of Financial Position Recondibias

As at January 1, 2010

Previous Decommissioning
($ thousands) GAAP E&E Impairment obligation Other? IFRS
Current Assets 63,970 63,970
Exploration and evaluation assets - 206,487 - 206,487
Property, plant and equipment 1,979,765 (206,487) - - 1,773,278
Goodwill 414,655 (371,429) - 43,226
Total Assets 2,458,390 (371,429) - 2,086,961
Current liabilities 126,283 1,123 127,406
Bank debt and convertible debentures 519,451 - 519,451
Decommissioning obligation 39,423 26,151 65,574
Deferred income taxes 57,935 - (6,538) 7,252 58,649
Shareholders’ Equity 1,715,298 (371,429) (19,613)  (8,375) 1,315,881
Total liabilities and shareholders’ equity 2,458,390 (371,429) - 2,086,961

(1) Other includes the addition of dividends deeldron share based compensation awards and therddfémcome tax impact related to
convertible debentures with the offsetting chargeopening retained earnings or deficit, as well the reclassification of current

deferred taxes to long-term.

As at December 31, 2010

Previous Decommissioning
($ thousands) GAAP E&E Impairment obligation Other? IFRS
Current Assets 85,406 - - 85,406
Exploration and evaluation assets - 307,132 - - - 307,132
Property, plant and equipment 2,432,398 (323,507) (139,624) 26,337 37,758 2,033,362
Goodwill 414,655 (405,655) - - 9,000
Total Assets 2,932,459 (16,375) (545,279) 26,337 37,758 2,434,900
Current liabilities 176,461 - 55 176,516
Bank debt and convertible debentures 488,054 - - 488,054
Decommissioning obligation 42,297 - 52,163 (7,642) 86,818
Deferred income taxes 40,547 (34,906) (8,465) 15,194 12,370
Shareholders’ Equity 2,185,100 (16,375) (510,373) (17,361) 30,151 1,671,142
Total liabilities and shareholders’ equity 2,932,459 (16,375) (545,279) 26,337 37,758 2,434,900

(1) The property, plant and equipment (“PP&E”) asfjment under “other” includes the impact of lowaepletion as a result of using
proved plus probable reserves ($54.1 million), tfet reduction to PP&E related to the Central Alledisposition ($17.0 million), the
reclassification of transaction costs on the FobshAcquisition ($2.1 million reduction to PP&E) met increase to PP&E related to
property swaps of $2.4 million, and an addition®l.4 million capitalized regarding share based congagion. The increase to current
liabilities under “other” relates to the recognitimf dividends declared on share based compensaivoards, which was mostly offset
by the reclassification of current deferred taxeslang-term. The reduction to the decommissionotgigation relates to the Central
Alberta disposition. The deferred income tax adpent relates to the tax impact on the lower deipletof PP&E, the deferred tax
treatment for convertible debentures and reclasaiibn of current deferred taxes to long-term. Tdféset to these adjustments was

through retained earnings or deficit.
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Summary Net Earnings Reconciliation

2010
($ thousands) Annual Q4 Q3 Q2 Q1
Net earnings/(loss) — previous GAAP (62,438) (21,491) (18,423) (23,288) 764
After-tax addition/(deduction):
Operating expense 356 230 126 - -
General and administrati¥e 223 - - 215 8
Share based compensation (1,439) (752) (372) (356) 41
Depletion and depreciation 28,247 6,033 10,157 7,563 4,494
Decommissioning obligation accretion 244 50 91 51 52
Gain/(loss) on divestitures (5,728) 1,108 389 (7,225) -
Property, plant and equipment impairment (104,718) (89,919) - - (14,799)
Goodwill impairment (34,226) - - - (34,226)
Other expenses (transaction costs) (1,610) - - (180) (1,430)
Deferred income tax on debenture accretion 1,721 557 388 388 388
(116,930) (82,693) 10,779 456 (45,472)
Net loss — IFRS (179,368) (104,184) (7,644) (22,832) (44,708)
(1) Relates to the capitalization of turnaround andan@averhaul costs to PP&E.
(2) Relates to the reclass of dividends paid on thesTILTI, previously treated as additional compensat

On transition to IFRS on January 1, 2010 Progressducertain exemptions allowed under IFRS 1 Firighel
Adoption of International Reporting Standards. Themptions used were as follows:

Full Cost Accounting- IFRS 1 allows an entity that used full cost agetng under its previous GAAP

to elect, at its time of adoption, to measure exalimn and evaluation assets at the amount detexdnin
under the entity’s previous GAAP and to measureanitl gas assets in the development and production
phases by allocating the amount determined underethtity’s previous GAAP for those assets to the
underlying assets pro rata using reserve volumeseeerve values as of that date. Progress used the
value of proved plus probable reserves to allodédeopening value of development and production
assets.

Business Combinations FRS 1 allows an entity to use the IFRS rules fasimess combinations on a
prospective basis rather than re-stating all bussneombinations.

Share-based compensatienlFRS 1 allows an entity an exemption on IFRS hére-Based Payments”
to equity instruments which vested before Progressisition date to IFRS.

Decommissioning Obligation— As Progress elected to use the oil and gas exempta
decommissioning obligation exemption was also usthét allows for the re-measurement of
decommissioning obligations on IFRS transition edffset to retained earnings/deficit.

Accounting Policy Changes and the Impact of Traositto IFRS

e« Exploration and Evaluation (“E&E”) assets — On tsétion to IFRS Progress reclassified $206.5
million of E&E assets that were previously includéd the PP&E balance on the consolidated
statement of financial position. This consistedtibé book value of undeveloped land that relates
to exploration properties. E&E assets are not digd and must be assessed for impairment at the
transition date and when indicators of impairmertse There was no transitional impairment of
the E&E assets.The cost of undeveloped land that expires or angamment recognized during a
period, is charged as additional depletion and dejation expense.

« Property, plant and equipment (“PP&E”) — This indts oil and gas assets in the development and

production phases. The Company has allocated mh®uat recognized under the previous GAAP as
at January 1, 2010 to CGUs using reserve values.
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Divestitures — Under previous GAAP, proceeds froimedtitures were deducted from the full cost
pool without recognition of a gain or loss unlebg tdeduction resulted in a change in the depletion
rate of 20 percent or greater, in which case a gaitoss was recorded. Under IFRS, gains and
losses are recorded on divestitures and are cakedlas the difference between the proceeds and
the net book value of the asset disposed. For ybar ended December 31, 2010, Progress
recognized a $7.6 million ($5.7 million after tamgt loss on divestitures under IFRS compared to
nil under the previous GAAP.

Impairment of PP&E assets — Under IFRS, impairmtasts of PP&E must be performed at the
CGU level as opposed to the entire PP&E balanceciwhiwas required under the previous GAAP

through the full cost ceiling test. An impairmeist recognized if the carrying value exceeds the
recoverable amount for a CGU. The recoverable arhési determined using fair value less cost to
sell based on discounted future cash flows of pdopéus probable reserves using forecast prices
and costs. There was no impairment to PP&E on dana, 2010 under IFRS. In the first quarter
of 2010, as a result of continued decreases inrahtgas prices and the impact on future natural
gas prices used in evaluating the Company’s ressrlPeogress incurred a charge of $19.7 million
($14.8 million after tax) on the impairment of PP&Br certain CGUs. In the fourth quarter of

2010, an additional impairment charge of $119.9limm ($89.9 million after tax) was recognized

due to continued decreasing natural gas prices&EPinpairments can be reversed in the future if
the recoverable amount increases.

Impairment of goodwill — For goodwill impairmentgies under IFRS, goodwill that arises from a
business combination is allocated to the specifiGU3 that are expected to benefit from the
business combination. The carrying value of theUCi@cluding goodwill is compared to the fair
value of the CGU and any excess of the carryingugabver the fair value is considered an
impairment. As the goodwill impairment is perfordnen a much smaller portion of the Company’s
assets (i.e. at the CGU level), $371.4 million ab@ress’ goodwill was impaired on transition at
January 1, 2010 and was charged through the opedéfixit on its opening IFRS statement of
financial position. As a result of continued demses in natural gas prices and their impact on the
value of the Company’s reserves for certain CGWisaalditional goodwill impairment charge was
recognized in the first quarter of 2010 of $34.2lrmn. Goodwill impairments can not be reversed
in the future.

Decommissioning Obligation — Under the previous GAA credit adjusted risk free rate was used
to measure the obligation. Under IFRS Progressusesl a risk free rate given the expected cash
flows are risked. The result of using a lower aignt rate was an increase to the obligation on
transition of $26.2 million with an offsetting clge to the opening deficit, net of the deferred
income tax effect of $6.5 million.

Depletion and depreciation expense — Under IFRSgRres has chosen to base the depletion
calculation using proved plus probable reserveshisTresulted in a decrease to depletion and
depreciation expense in 2010 as compared to theipue GAAP and before the impact of the

PP&E impairments described above which were recogghias additional depletion in the first and

fourth quarters of 2010.

Share based compensation —The major differencem filoe previous GAAP are the treatment of
graded vesting awards as multiple separate awardls eifferent lives and estimating forfeiture
rates in advance as opposed to recognizing the émpden the forfeiture occurs. For awards in
which employees are entitled to dividends declaow@r the vesting period, those dividends are
charged to equity and recognized as a liability whieclared. Progress recognized a $1.7 million
increase to dividends payable with an offsettin@rge to equity at transition.
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DISCLOSURE CONTROLS AND PROCEDURES

The Chief Executive Officer (“CEQ”) and the Chiefnancial Officer (“CFQO") have designed, or causedhte
designed under their supervision, disclosure cdstrand procedures (“DC&P) and internal controls ove
financial reporting (“ICOFR”) as defined in Nationlstrument 52-109 Certification of Disclosure issuer’s
Annual and Interim Filings in order to provide reasble assurance regarding the reliability of ficiah
reporting and the preparation of the financial stagnts for external purposes in accordance withSFR

The DC&P have been designed to provide reasonafderance that material information relating to Res® is
made known to the CEO and CFO by others and thfatrimation required to be disclosed by the Compamyt$
annual filings, interim filings or other reportsldd or submitted by Progress under securities lagisn is
recorded, processed, summarized and reported withéntime periods specified in securities legigdati The
Company’s CEO and CFO have concluded, based om thailuation as of the end of the period coveredtmsy
interim filings that the Company’'s disclosure carr and procedures are effective to provide reabbma
assurance that material information related toiseier, is made known to them by others within @mmpany.

The CEO and CFO are required to cause the Compangidclose any change in the Company’s ICOFR that
occurred during the most recent interim period thas materially affected, or is reasonably likebyrhaterially
affect, the Company’s ICOFR. No changes in ICOFBravidentified during such period that have matéyia
affected or are reasonably likely to materiallyesdf, the Company’s ICOFR. There were no changelCOFR

as a result of the transition to IFRS.

It should be noted a control system, including @@mpany’s DC&P and ICOFR, no matter how well covesi
or operated, can provide only reasonable, not alisplassurance that the objective of the contrekemy will be
met and it should not be expected that DC&P and FRQuill prevent all errors or fraud.

Additional Information

Additional information regarding the Company ansd tusiness and operations, including the annuarmétion
form (“AIF”) is available on the Company’s profilat www.sedar.com Copies of the AIF can also be obtained
by contacting the Company at Progress Energy Ressu€Corp. 1200, 205 — 5th Avenue S.W., Calgary,efla,
Canada T2P 2V7 or by e-mail ai@progressenergy.comThis information is also accessible on the Compsa
web site awww.progressenergy.com
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OUTLOOK

With a large number of wells completed and expedi®dome on stream during the fourth quarter, we an
track to exit 2011 at our previously announced @uice of approximately 50,000 boe per day. Achigvihe
exit rate will result in year-over-year productignowth of approximately 15 percent.

As a result of incremental land acquisitions, istraicture investments and the commencement of thethN
Montney Joint Venture activities, the 2011 capipabgram has been expanded to $400 million.

The focus of our capital program for the remaindéthe year will be the continued advancement of bighly
economic Montney pod developments at Town Southy@®orth, Gundy, and Kobes. Additionally, activioyn
our North Montney Joint Venture lands in the Altsré.ily and Kahta will continue to increase as weez this
winter. We will continue to take advantage of tteetors that make the North Montney attractive; ttetural
gas we produce is sweet and therefore does notire@xpensive sour gas processing; we attract @ degling
royalty credit of approximately $2 million per weland, we produce approximately 20 barrels perionillcubic
feet of high-value natural gas liquids. Along witlir experience in the area, continued improvemdrdrdling
and completions technologies and strong initial duction rates and recoveries, we are well positibrie
deliver value for shareholders.

Along with the majority of other global commoditie®North American natural gas prices weakened in the
Quarter, as concerns about slowing economic gromg¢ighed on markets. Comparatively, landed LNG @sicn
Japan rose approximately 20 percent in the Quadegettle above USD$17 per mmbtu. We remain ofiai
about the long-term prospects for natural gas intNdAmerica. The partnership that we have estdlglis with
PETRONAS, a global leader in LNG development andkating, may provide Progress with the opporturtiay
gain direct exposure to Asian pricing, which woulte unique amongst our peer group. The recent
announcements, by the province of British Columhia,grow a viable LNG industry is further evidenoé
momentum building for the large scale developmehit G facilities on the West Coast.

With a strong balance sheet, access to capitatrang joint venture partner and large contiguousdaositions
in attractive plays, we are well positioned to exescon our strategic growth plan to reach 100,008 ber day
by the end of 2015.

On behalf of the Board of Directors,

(Signed) “Michael R. Culbert”

Michael R. Culbert
President & CEO
October 27, 2011
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Forward-Looking Statements Certain information regarding Progress set forth this document, including
Management's assessment of the Company’s futurespéad operations, contains forward-looking statetme
that involve substantial known and unknown riskgl amcertainties. The use of any of the words "@pate",
"continue”, "estimate", "expect", "may", "will", 'hoject", "should", "believe" and similar expressforare
intended to identify forward looking statements. cBustatements represent Progress' internal praesti
estimates or beliefs concerning, among other thirags outlook on the estimated amounts and timingapital
investment, anticipated future debt, revenues dreptexpectations, beliefs, plans, objectives, aggions,
intentions or statements about future events orfgrarance. These statements are only predictions actdal
events or results may differ materially. AlthoughroBress believes that the expectations reflectedthia
forward-looking statements are reasonable, it carguarantee future results, levels of activity, feemance or
achievement since such expectations are inherestlyject to significant business, economic, compegit
political and social uncertainties and contingescidany factors could cause Progress' actual regwltdiffer
materially from those expressed or implied in amrward-looking statements made by, or on behalf of,
Progress.

In particular, forward-looking statements includiedthis MD&A include, but are not limited to, stabents with
respect to our strategic plans; the terms of thimtJArrangement with PETRONAS, including the timiraqd
receipt of the $802.5 million outstanding paymetite development of an LNG facility and the benefiosbe
derived from the Joint Arrangement; targeted 20kit production; anticipated average 2011 royaltyesaand
effect of government incentives on Progress' reswf operations; future royalty rates; anticipataderage
operating expenses, transportation expenses and @&penses for 2011; terms of the Stock Option Plan,
Performance Units Awards and Restricted Unit Awardiwidend policy and the amount and timing of pam
of future dividends; drilling plans; plans for 20Ekpanded capital program; terms of credit faciligffect of
the Upstream Joint Venture on Progress' growthtstna and future capital programs; anticipated ldjty to
fund budgeted capital; Progress’ planned capitglesvditure program; capital investment programs affdct on
production growth; focus of capital program for raimder of 2011; future prospects; the focus of &imting of
capital expenditures; projections of market pricasd costs; the performance characteristics of tbengany's
crude oil and natural gas properties; Progressurfeitoperating and financial results; supply and ded for
crude oil and natural gas; drilling, access to Asimarkets, industry and economic conditions, depaient and
completion plans and the timing of and results #ieym; facility expansion plans; treatment under
governmental regulatory regimes and tax laws; astiheated tax pool balances.

These forward-looking statements are subject to emoms risks and uncertainties, certain of which begond
the Company’s control, including the impact of gealeeconomic conditions; volatility in market priceor
crude oil and natural gas; industry conditions;atdity of commodity prices; currency fluctuatioimprecision
of reserve estimates; liabilities inherent in crudi¢ and natural gas operations; environmental sjsincorrect
assessments of the value of acquisitions and eaplom and development programs; competition frorheot
producers; the lack of availability of qualified rs@ennel or management; changes in income tax lawshanges
in tax laws and incentive programs relating to thileand gas industry; hazards such as fire, explosblowouts,
cratering, and spills, each of which could resuit substantial damage to wells, production faciktiether
property and the environment or in personal injufgjlure to realize the anticipated benefits of theint
Arrangement; stock market volatility; ability to @ess sufficient capital from internal and extersalrces and
the other risks considered under "Risk Factorsbim annual information form for the year ended Daber 31,
2010 which is available on www.sedar.com.

With respect to forward-looking statements containe this MD&A, Progress has made assumptions reigay.
current commodity prices and royalty regimes; aahility of skilled labour; North American sulphuripes;
timing and amount of capital expenditures; futuseleange rates; the price of oil and natural gas,;ithpact of
increasing competition; conditions in general ecoinmand financial markets; availability of drillingnd related
equipment; effects of regulation by governmenta¢rages; royalty rates and future operating costs.

Management has included the above summary of assangand risks related to forward-looking inforntat
provided in this MD&A in order to provide sharehels with a more complete perspective on Progresseat
and future operations and such information may m@tappropriate for other purposes. Progress’ actesllts,
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performance or achievement could differ materialipm those expressed in, or implied by, these fadva
looking statements and, accordingly, no assuran@e lbe given that any of the events anticipated bg t
forward-looking statements will transpire or occor,if any of them do so, what benefits that then@any will
derive there from. Readers are cautioned that tredoing lists of factors are not exhaustive. Thésavard-
looking statements are made as of the date of MD®RA and the Company disclaim any intent or obligat to
update publicly any forward-looking statements, Wter as a result of new information, future eveatsesults
or otherwise, other than as required by applicageurities laws.

Non-GAAP Measurements Management uses the industry benchmark operatatbatk to analyze financial and
operating performance. This benchmark as presedtszs not have any standardized meaning prescribhed
IFRS and prior thereto, Canadian GAAP and therefara@y not be comparable with the calculation of $ami
measures for other entities. Operating netbaclsied by research analysts to compare operatingopaence
and the Company’s ability to maintain current ofgras and meet the forecasted capital program. &foeg
netback is the net result of the Company’s revemed,of realized gains and losses on financialrunsients, and
royalty, operating and transportation expensesoasd in the accompanying interim financial statetsen
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PROGRESS ENERGY RESOURCES CORP.

CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

(Unaudited)
September 30 December 31
($ thousands) 2011 2010
ASSETS
Current Assets
Cash and cash equivalents 134,834 -
Accounts receivable 47,747 64,243
Prepaid expenses and deposits 7,902 6,568
InvestmentgNote 1§ 4,797 10,667
Fair value of financial instrumen{slote 15) 3,928
195,280 85,406
Exploration and evaluation assdtsote 6) 296,668 307,132
Property, plant and equipme(ote 7) 2,123,102 2,033,362
Goodwill (Note 8) 9,000 9,000
2,624,050 2,434,900
LIABILITIES
Current Liabilities
Accounts payable and accrued liabilities 81,714 80,095
Dividends payable 23,864 22,654
Convertible debenture@®ote 10) 73,767
Fair value of financial instrumentsiote 15) 2,849 -
108,427 176,516
Bank debt(Note 9) 312,508
Convertible debenture®ote 10) 353,100 175,546
Decommissioning obligation@ote 11) 97,397 86,818
Deferred income taxes 69,435 12,370
628,359 763,758
SHAREHOLDERS’ EQUITY
Shareholders’ capitgNote 12) 2,119,792 2,561,870
Convertible debenture@ote 10) 33,725 20,706
Contributed surplus 26,121 23,673
Deficit (183,947) (935,107)
1,995,691 1,671,142
2,624,050 2,434,900

The accompanying notes are an integral part of thesnsolidated financial statements.
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PROGRESS ENERGY RESOURCES CORP.

CONSOLIDATED STATEMENTS OF EARNINGS (LOSS) AND COMPREHENSIVE EARNINGS

(LOSS)
(Unaudited)

Three Months Ended
September 30

Nine Months Ended
September 30

($ thousands, except per share amounts) 2011 2010 2011 2010
REVENUE
Petroleum and natural gas 114,037 105,305 348,492 334,635
Royalties (14,045) (16,038)  (42,696)  (52,844)
99,992 89,267 305,796 281,791
Realized gain (loss) on financial instrume(it®te 15) (1,258) 5,735 2,710 8,718
Unrealized gain (loss) on financial instrume(itote 15) (1,010) 1,143 (6,777) 7,781
97,724 96,145 301,729 298,290
EXPENSES
Operating 21,950 23,635 64,735 68,484
Transportation 13,748 12,623 38,853 35,008
Depletion and depreciatiofNote 6 and 7) 59,228 55.089 169,530 183,798
Goodwill impairment(Note 8) 34,226
General and administrative 3,826 3,605 11,292 10,981
Share based compensati@hote 12) 2,408 2,812 7,207 9,259
Other expense@ote 7) 2,146
101,160 97,764 291,707 343,902
(3,436) (1,619) 10,022 (45,612)
Gain on joint arrangemen(iNote 5) 235,980 235,980
Gain (loss) on divestiturgsiote 7) 55 519 (1,423) (9,115)
232,599 (1,100) 244,579 (54,727)
FINANCE EXPENSES
Interest and finance expenses (7,464) (6,361)  (22,898) (23,654)
Other finance expensésote 13) (8,706) (1,932)  (16,985) (7,737)
(16,170) (8,293)  (39,883)  (31,391)
Earnings (loss) before taxes 216,429 (9,393) 204,696 (86,118)
TAXES
Deferred income taxes (reduction) 55,077 (1,748) 53,154 (10,933)
NET EARNINGS (LOSS) AND COMPREHENSIVE EARNINGS (LOSS) 161,352 (7,645) 151,542 (75,185)
NET EARNINGS (LOSS) PER SHARE (Note 12)
Basic $0.70 ($0.03)  $0.67 ($0.38)
Diluted $0.66 ($0.03) $0.66 ($0.38)

The accompanying notes are an integral part ofstheonsolidated financial statements.
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PROGRESS ENERGY RESOURCES CORP.

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY
(Unaudited)

Shareholders’ Convertible  Contributed Total
(3 thousands) Capital debentures surplus Deficit Equity
Balance January 1, 2011 2,561,870 20,706 23,673 (935,107) 1,671,142
Net earnings for the period . 151,542 151,542
Reduction of stated capitéNote 12) (669,283) 669,283 -
Issue of shares (net) 194,864 194,864
Share based compensation expensed . 7,297 7,207
Share based compensation capitalized . 1,017 1,017
Share based compensation settlements 9,490 (9,490) -
Issued on exercise of options 743 743
Convertible debentures — equity portion . (3,624) 3,624 -
Dividend reinvestment program 22,108 22,108
Dividends declared . (69,665) (69,665)
Issue of 5.75% convertible debentures . 16,643 16,643
Balance September 30, 2011 2,119,792 33,725 26,121 (183,947) 1,995,691
Balance at January 1, 2010 1,944,738 22,624 17,802 (669,283) 1,315,881
Net loss for the period - (75,185) (75,185)
Issue of shares (net) 591,810 591,810
Share based compensation expensed - 9,259 9,259
Share based compensation capitalized - 1,160 1,160
Share based compensation settlements 9,513 (9,513) -
Issued on exercise of options 422 422
Convertible debentures — equity portion - (1,918) 1,918 -
Dividend reinvestment program 9,159 9,159
Dividends declared - (64,878) (64.878)
Balance September 30, 2010 2,555,642 20,706 20,626 (809,346) 1,787,628

The accompanying notes are an integral part afstlh consolidated financial statements.
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PROGRESS ENERGY RESOURCES CORP.
CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
Three Months Ended Nine Months Ended
September 30 September 30
($ thousands) 2011 2010 2011 2010
OPERATING ACTIVITIES
Net earnings (loss) 161,352 (7,645) 151,542 (75,185)
Unrealized loss (gain) on financial instrumeiii®te 15) 1,010 (1,143) 6,777 (7,781)
Gain on joint arrangemeriNote 5 and 7) (235,980) . (235,980) .
Loss (gain) on divestiture@ote 7) (55) (519) 1,423 9,115
Goodwill impairment(Note 8) . i . 34,226
Other finance expensgbiote 13) 8,706 1,932 16,985 7,737
Depletion and depreciatiofNote 6 and 7) 59,228 55,089 169,530 183,798
Decommissioning expenditurésote 11) (183) (3,684) (1,225) (7,124)
Share based compensati@tiote 12) 2,408 2,812 7,297 9,259
Deferred income taxes (reduction) 55,077 (1,748) 53,154 (10,933)
51,563 45,094 169,503 143,112
Changes in non-cash working capittlote 14) 3,649 4,189 13,306 4,259
55,212 49,283 182,809 147,371
FINANCING ACTIVITIES
Increase (decrease) in bank debt . 39,749 (312,508) (59,745)
Repayment of convertible debentun¢ote 10) (75,000) . (75,000) (55,667)
Issue of share@ote 12) - - 200,160 600,138
Share issue cos{slote 12) (17) (174) (7,119) (11,365)
Issue of 5.75% convertible debentur@wmte 10) . . 200,000
5.75% convertible debenture issue co@tste 10) (17) - (7,799)
Exercise of optiongNote 12) 96 159 743 422
Cash dividends (16,064)  (17,201)  (46,347) (51,575)
Changes in non-cash working capitilote 14) (1,203) 599 (851) (8)
(92,205) 23,132 (48,721) 422,200
INVESTING ACTIVITIES
Joint arrangemen(Note 5) 261,135 . 261,135
Proceeds from divestiturdgsiote 7) 77 B 35,421 44,473
Capital expenditures — property, plant and equipn{&ote 7) (60,011)  (52,977)  (183,322) (145,344)
Capital expenditures — exploration and evaluatieseds(Note 6) (53,748)  (55,403)  (116,814) (122,070)
Asset acquisitior{Note 6 and 7) . . . (387,087)
Changes in non-cash working capitalote 14) 18,836 35,965 4,326 40,457
166,289  (72,415) 746 (569,571)
CHANGE IN CASH AND CASH EQUIVALENTS 129,296 . 134,834
Cash and cash equivalent, beginning of period 5538
CASH AND CASH EQUIVALENTS, END OF PERIOD 134,834 . 134,834

The accompanying notes are an integral part of thesnsolidated financial statements.
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PROGRESS ENERGY RESOURCES CORP.
NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited) (tabular amounts are in $ thousands except for share and per share amounts)

1. REPORTING ENTITY

Progress Energy Resources Corp. (“Progress” or “bempany”) is engaged in the exploration for, antet
acquisition, development and production of, oil amatural gas reserves in the provinces of BritisHutnbia and
Alberta. The Company conducts many of its acteatijointly with others and these financial statetsereflect
only Progress’ proportional interest in such adi®es. Progress was incorporated on April 8, 200ar the
name ProEx Energy Ltd. (“ProEx”) and commenced caaraoial operations on July 2, 2004. On January 15,
2009, in connection with a plan of arrangement, Bravas renamed Progress Energy Resources Corp. The
Company currently has one wholly owned subsidiany & a partner in a general partnership.

2. BASIS OF PREPARATION:

(a) Statement of compliance:

These interim consolidated financial statements ehdbeen prepared in accordance with International
Accounting Standard (“IAS”) 34, “Interim FinanciaReporting”. These interim consolidated financial
statements are for part of the period covered bg fhst International Financial Reporting Standards
(“IFRS™) annual financial statements of the Compaanyd IFRS 1, “First-time Adoption of International
Financial Reporting Standards” has been appliecheskE interim consolidated financial statements db n
include all of the information required for full apal financial statements. The impact of the neéandards,
including reconciliations presenting the changenirprevious GAAP to IFRS as at September 30, 201d an
for the three and nine months ended September @00 2is presented in note 16.

The consolidated financial statements were autheatitor issuance by the Board of Directors on Octobeg,
2011.

(b) Basis of measurement:

The consolidated financial statements have beerpgred on the historical cost basis except for the

following:

0] derivative financial instruments are maesd at fair value; and

(i) held for trading financial assets are mes at fair value with changes in fair value redmd in
earnings.

The methods used to measure fair values are discussnote 4.

(c)  Functional and presentation currency:

These interim consolidated financial statements mmesented in Canadian dollars, which is the Conyfsmn
functional currency.

(d)  Use of estimates and judgments:

The preparation of financial statements requirenagement to make estimates and use judgment ragardi
the reported amounts of assets and liabilities disdlosures of contingent assets and liabilitiesatithe date
of the interim consolidated financial statementsl ahe reported amounts of revenues and expenseasgiur
the period. By their nature, estimates are subfjeaneasurement uncertainty and changes in sudmatds

in future periods could require a material changehe financial statements. Accordingly, actuaduks may
differ from the estimated amounts as future confirgnevents occur. Significant estimates and judgmme
made by management in the preparation of theseimteonsolidated financial statements are as foHow
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3.

Amounts recorded for depletion and depreciation antbunts used for impairment calculations are based
estimates of petroleum and natural gas reservey.thBir nature, the estimates of reserves, inclgdihe

estimates of future prices, costs, discount rates the related future cash flows, are subject t@asueement
uncertainty. Accordingly, the impact to the condgaked financial statements in future periods cobkl

material.

Amounts recorded for decommissioning obligationsd ahe related accretion expense requires the use of
estimates with respect to the amount and timingde€ommissioning expenditures. Other provisions are
recognized in the period when it becomes probabéd there will be a future cash outflow.

The estimated fair value of derivative financiakiruments resulting in financial assets and lighgk, by
their very nature are subject to measurement uagett.

Compensation costs recognized for share based cosap@n plans are subject to the estimation of what
ultimate payout will be using pricing models sucé the Black-Scholes-Merton model which is based on
significant assumptions such as volatility, divideyield and expected term. Several compensatiamplare
also performance based and are subject to manag&medgment as to whether or not performance crite
will be met.

Tax interpretations, regulations and legislationthre various jurisdictions in which the Company ogtes
are subject to change. As such income taxes abgestito measurement uncertainty. Deferred incdme
assets are assessed by management at the end oépbging period to determine the likelihood thaey
will be realized from future taxable earnings.

SIGNIFICANT ACCOUNTING POLICIES

The interim consolidated financial statements h&esn prepared following the same accounting posicaad
methods of computation as the interim consolidatibrancial statements as at March 31, 2011. Theisigant
accounting policies are described in note 3 of Merch 31, 2011 interim consolidated financial staéats.

(@) New standards and interpretations not yet adopted:

In May 2011, the IASB issued four new standards @awd amendments. Five of these items related to
consolidation, while the remaining one addresseis Value measurement. All of the new standards are
effective for annual periods beginning on or affanuary 1, 2013. Early adoption is permitted.

IFRS 10, “Consolidated Financial Statements” repRclAS 27 “Consolidated Separate Financial
Statements”. It introduces a new principle-basedindgon of control, applicable to all investees to
determine the scope of consolidation. The standprdvides the framework for consolidated financial
statements and their preparation based on the jpl@of control.

IFRS 11 “Joint Arrangements” replaces IAS 31, “Imsts in Joint Ventures”. IFRS 11 divides joint
arrangements into two types, each having its owooaating model. A “joint operation” continues to be
accounted for using proportionate consolidationewha “joint venture” must be accounted for usimgiigy
accounting. This differs from IAS 31, where there@svthe choice to use proportionate consolidation or
equity accounting for joint ventures. A “joint opgion” is defined as the joint operators havinghts to
the assets, and obligations for the liabilitieslatang to the arrangement. In a “joint venture” ethoint
ventures’ have rights to the net assets of thermeaent, typically through their investment in gpamte
joint venture entity.

IFRS 12 “Disclosure of Interests in Other Entitieis”a new standard, which combines all of the disare
requirements for subsidiaries, associates and ja@mangements, as well as unconsolidated structured
entities.

IFRS 13 “Fair Value Measurement” is a new standarelant to clarify the definition of fair value, priage
guidance on measuring fair value and improve disgte requirements related to fair value measurement

IAS 28 “Investments in Associates and Joint Venslrbeas been amended as a result of the issuanteRS
11 and the withdrawal of IAS 31. The amended staddsets out the requirements for the applicatiorthef
equity method when accounting for interest in jowentures, in addition to interests in associates.
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IAS 27 “Separate Financial Statements” has beenna®mé to focus solely on accounting and disclosure
requirements when an entity presents separate imarstatements, due to the issuance of the newSIER
which is specific to consolidated financial staterse

In November 2009, the IASB published IFRS 9, “Fio&l Instruments,” which covers the classificatiand
measurement of financial assets as part of itsgotofo replace IAS 39, “Financial Instruments: Rgeidion
and Measurement.” In October 2010, the requireméatslassifying and measuring financial liabilisievere
added to IFRS 9. Under this guidance, entities hédmesoption to recognize financial liabilities aif value
through earnings. If this option is elected, emstiwould be required to reverse the portion of fiuie value
change due to a company’s own credit risk out angegs and recognize the change in other compreilrens
income. IFRS 9 is effective for the Company on Janyul, 2013. Early adoption is permitted and the
standard is required to be applied retrospectively.

The Company is currently evaluating the impact dépting all of the newly issued and amended stadslar

DETERMINATION OF FAIR VALUES

A number of the Company’s accounting policies ansctbsures require the determination of fair valéer, both
financial and non-financial assets and liabilitigsair values have been determined for measuremedioa
disclosure purposes based on the following methd&disen applicable, further information about the wmptions
made in determining fair values is disclosed in tlodes specific to that asset or liability.

(i)

(i

(i)

(iv)

Property, plant and equipment and exploration and evaluation assets:

The fair value of property, plant and equipment agxploration and evaluation assets recognized in a
business combination, is based on market value® mlarket value of property, plant and equipment and
exploration and evaluation assets is the estimadunt for which the assets could be exchangedhen t
acquisition date between a willing buyer and a gl seller in an arm’s length transaction after pep
marketing wherein the parties had each acted kndgeably, prudently and without compulsion. The metrk
value of oil and natural gas interests (includedpioperty, plant and equipment) and intangible exation
assets is estimated with reference to the discaletesh flows expected to be derived from oil andunal
gas production based on externally prepared resegperts. The risk-adjusted discount rate is sgedid the
asset with reference to general market conditions.

The market value of other items of property, plamd equipment is based on the quoted market prices
similar items.

Cash and cash equivalents, accounts receivable, accounts payable and accrued liabilities, cash dividends payable and bank debt:

The fair value of cash and cash equivalents, actoueceivable, accounts payable and accrued litadsli
cash dividends payable and bank debt is estimasetthe present value of future cash flows, discodrgethe
market rate of interest at the reporting date. Ap®mber 30, 2011 and December 31, 2010, the faievof
these balances approximated their carrying value tutheir short term to maturity or in the casebamnk
debt, the fair value approximates its carrying walas it bears interest at floating rates and thempum
charged was indicative of the Company’s currentddreremium.

Derivatives:

The fair value of forward contracts and swaps igedmined by discounting the difference between the
contracted prices and published forward price carae at the reporting date, using the remainingtreated

oil and natural gas volumes and a risk-free intenege (based on published government rates). Tdie f
value of options and costless collars is based piloa models that use published information witlspect to
volatility, prices and interest rates.

Convertible debentures:

The convertible debentures trade on the Torontoclstexchange under the symbols PRQ.DB.B and
PRQ.DB.C. The fair value of the convertible dehees is based on quoted market prices.
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(v) Stock options:

The fair value of employee stock options is meaduusing a Black Scholes-Merton option pricing madel
Measurement inputs include the share price on tlemsurement date, exercise price of the instrument,
expected volatility (based on weighted average drist volatility adjusted for changes expected dwe t
publicly available information), weighted averagepected life of the instruments (based on histdrica
experience and general option holder behaviourpeexed dividends, and the risk-free interest rét@sed on
government bonds).

(vi) Restricted units and performance units:

The fair value of the Company'’s restricted unitsdgrerformance units is measured using the quoteketa
price of the Company’s common shares as at the datgant.

JOINT ARRANGEMENT

On August 2, 2011 Progress and the Malaysian natiasil and gas company, PETRONAS, entered into a
strategic partnership to develop Progress’ Montrsénale assets in the Altares, Lily, and Kahta argaghe
Foothills of northeast British Columbia (the “Ups&m Joint Venture”) and to pursue the developmeito
liguefied natural gas (“LNG”) export facility (theLNG Export Joint Venture”) on the west coast ofissh
Columbia. The Upstream Joint Venture is owned &0cpnt by Progress and 50 percent by PETRONAS,thad
LNG Export Joint Venture is owned 20 percent by gress and 80 percent by PETRONAS.

On the creation of the Upstream Joint Venture, Pesg sold 50 percent of its working interest in thigares,
Lily and Kahta areas to PETRONAS. Progress rea®i$267.5 million in cash on the closing of the tsantion
resulting in a gain of approximately $236.0 milliomet of the book value of the assets sold ands@ation costs
of approximately $6.4 million, which includes $0r8illion of compensation costs. Progress will reeeian
additional $802.5 million over the next five yeansthe form of a capital carry whereby PETRONAS Iwihy 75
percent of Progress’ share of future capital expends in the Upstream Joint Venture. The $802iiomn will
be recognized as a reduction to capital spendingrioportion to the capital spent. Under the terafsthe
Upstream Joint Venture, any amount of the $802.Biom that remains outstanding at the end of fiveays being
August 2, 2016, will be paid to Progress in fuBuch a payout, if any, would be recognized in eagsi

The LNG Joint Export Venture has launched a fed#ibstudy to evaluate the potential of buildingdanperating
a new LNG export facility on the west coast of Bsit Columbia. In accordance with a Support Agreetnihe
production from the Upstream Joint Venture will 8edicated to the LNG Export Joint Venture. Untipasitive
investment decision is made, the production will d&d on a short term contract basis. If the inwent
decision has not been made within five years, tipstdeam Joint Venture may freely market its prodatt The
five years may be extended an additional two yd&rsubstantial progress has been achieved towarHdimgaa
final investment decision.

Prior to making the final investment decision onethNG export facility, PETRONAS has the option to
participate in any security offering by Progressbfc or private, of up to 10 percent of the offegi At the time
of a successful LNG investment decision, Progreas cequire PETRONAS to purchase common shares from
treasury on a private placement basis for the les$e&600 million or that number of common sharesattwould
result in PETRONAS having an ownership interestlofpercent of the issued and outstanding commomeshaf
Progress. If Progress elects to require PETRON&PuUrchase common shares that would result in tbaming
less than five percent of the issued and outstapdiommon shares, then PETRONAS will have the option
purchase common shares resulting in them havingownership interest of 10 percent. If Progress sleo
require PETRONAS to purchase common shares regultm an ownership interest of between five and 10
percent, PETRONAS can elect to purchase commoneshamounting to an additional five percent ownepshi
interest. The proceeds will be placed in escrow ased to fund future capital expenditures of thestdeam
Joint Venture. If PETRONAS holds an ownership df fiercent or more of Progress, they have the right
nominate one individual to be a director of Progres
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6. EXPLORATION AND EVALUATION ASSETS

Total

Balance, January 1, 2010 206,487
Additions 152,514
Asset acquisitior{Note 7) 83,442
Divestitures (2,005)
Transfer to property, plant and equipment (116,931)
Expiries (depletion expense) (16,375)
Balance, December 31, 2010 307,132
Additions 116,814
Divestitures (18,559)
Transfer to property, plant and equipment (95,812)
Expiries (depletion expense) (12,907)
Balance, September 30, 2011 296,668

Exploration and evaluation assets consist of them@any’'s exploration projects which are pending the
determination of proved or probable reserves. €qstimarily consist of undeveloped land and drigjicosts
until the drilling of the well is complete and thesults have been evaluated.

Amortization and impairment charge:

The cost of undeveloped land that expires duringeaiod and any impairment of intangible exploratiassets is
recognized as additional depletion and depreciatrpense.

7. PROPERTY, PLANT AND EQUIPMENT

Cost or deemed cost Total
Balance, January 1, 2010 1,773,278
Additions 219,607
Transfer from exploration and evaluation assets 116,931
Asset acquisition 303,645
Impairment (139,624)
Divestitures (64,928)
Change in decommissioning obligations 28,531
Capitalized share based compensation 1,532
Balance, December 31, 2010 2,238,972
Additions 183,322
Transfer from exploration and evaluation assets 95,812
Divestitures (53,598)
Change in decommissioning obligations 14,551
Capitalized share based compensation 1,017
Balance, September 30, 2011 2,480,076
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Accumulated depletion and depreciation: Total
Balance, January 1, 2010 -

Depletion and depreciation expense (209,066)
Divestitures 3,456
Balance, December 31, 2010 (205,610)
Depletion and depreciation expense (156,623)
Divestitures 5,259
Balance, September 30, 2011 (356,974)
Net book value: Total
As at January 1, 2010 1,773,278
As at December 31, 2010 2,033,362
As at September 30, 2011 2,123,102

The calculation of 2011 depletion and depreciatiexpense included an estimated $1,192.0 million (201
$752.8 million) for future development costs assted with proved plus probable undeveloped reseraed
excluded $72.4 million (2010 - $63.7 million) fohd estimated salvage value of production equipmamnd
facilities. Depletion and depreciation expense pooperty, plant and equipment for the three andeninonths
ended September 30, 2011 was $53.2 million and $L56llion, respectively (2010 - $53.1 million arg&l72.7
million).

Joint Arrangement:

On August 2, 2011, the Company entered into a jamangement with PETRONAS (refer to note 5), wibgre
Progress sold a 50 percent interest in certain safea net proceeds of $261.1 million (net of $6.4llian in
transaction costs). The book value of the assespatied of was $25.2 million comprised of $16.1 roil of
exploration and evaluation assets and $9.1 milloddrproperty, plant and equipment. This resultedaimgain of
$236.0 million for the three and nine months en&egtember 30, 2011.

Divestitures:

For the three and nine months ended September 801,2the Company disposed of certain assets fosgro
proceeds of $0.1 million and $35.4 million, resgeety. This resulted in a gain of $0.1 million aadloss of $1.4
million for the three and nine months ended Septen®0, 2011. On June 30, 2010 the Company dispos$ets
central Alberta properties for $44.5 million, resab in a loss of $9.1 million.

Acquisition:

On March 31, 2010, Progress acquired certain crodeand natural gas assets for $387.1 million (exihg
transaction costs) of which $83.4 million was renizgd in exploration and evaluation assets for tladue of
undeveloped land and $303.7 was recognized in ptgpelant and equipment. Acquisition costs of Billion
were charged to other expenses on the statemertnfings and comprehensive earnings for the ninaths
ended September 30, 2010. In addition, Progreserded a decommissioning provision of $16.7 million
relation to the acquired assets.

Impairments:

During 2010, as a result of decreasing natural geases, Progress recognized a $139.6 million impaint
relating to certain of the Company’s CGUs. An impaent charge was taken at March 31, 2010 ($19.[Tiomi)

and December 31, 2010 ($119.9 million) and recordsdadditional depletion and depreciation expendee
impairments were based on the difference betweenp#riod end net book value of the assets andehewerable
amount. The recoverable amount was determined ufdirgvalue less cost to sell based on discountashcflows
of proved plus probable reserves using forecastgwiand costs and a discount rate of 10 percent.

44 | Progress Energy Resources Corp.



8. GOODWILL

For the purpose of impairment testing, goodwillai$ocated to the Company’s CGUs that are expectedenefit
from the acquisition on which the goodwill was rgoézed. On transition to IFRS on January 1, 20flte
recoverable amount, based on the higher of valuesi@ and the fair value less cost to sell was deiteed to be
lower than the carrying amount for the Deep BasfBUWand as a result Progress reduced its goodwilree by
$371.4 million with the offset being charged to tbpening deficit on the Company’s statement of ficial
position. The nine months ended September 30, 28tides an additional impairment charge of $3mi2lion

that was recognized in the first quarter of 2010aasesult of further decreases in forecasted natgas prices
and the impact on the recoverable amount of goddwiThe remaining goodwill of $9.0 million relatas the
Company’s South Foothills, British Columbia CGU.

The basis on which the recoverable amount was detead for the purpose of the impairment test was ¥alue
less cost to sell. This was determined based eealinted future cash flows generated from the eelgiroved
plus probable reserves and any excess fair valuenafeveloped land over its carrying value withinpbation
and evaluation assets for that particular CGU. Khg assumptions of the last test performed asedelnber 31,
2010 were:

« Proved plus probable reserves as determined bythmepany’s independent qualified reserves evaluator

« Forecast commodity prices as estimated by the ieddpnt qualified reserves evaluator taking into
account future prices in effect at the time

e A2 percentinflation rate

« Discount rate of 10 percent

9. BANKDEBT
September 30 December 31
2011 2010
Direct advances 37,508
Banker’'s acceptances 275,000
Total bank debt 312,508

The Company’s bank debt was repaid in full on Ma&h2011 as a result of the convertible debentund a
common share financing described in notes 10 and 12

On April 29, 2011 the Company amended and restatedank credit facility to be a covenant-basediliac

rather than a borrowing base facility. This fagilis a 3-year extendible revolving facility in tleamount of $650
million from a syndicate of lenders with an initiedaturity date of April 29, 2014. The maturity damay, at the
request of the Company and with the consent of lgreders, be extended on an annual basis. Theifi@sil
remain secured over substantially all of the assdtshe Company and its material subsidiaries. Taeilities

bear interest at a rate based on bankers acceptates (or LIBOR, for US dollar borrowings) plussaecified
margin, which margin varies based on the Comparsgaior debt to EBITDA ratio (as described belowjhe

facilities contain customary restrictions on thepmbsition of assets and the granting of securisywall as on the
making of distributions (including the declaratiofh dividends) if there is then a default under fheilities (or if

a default would reasonably be expected to occumaesult of such distribution). The facilities algontain
customary events of default, including on a chamdecontrol of the Company where lender consent was

obtained, which could occur if a person or persanting jointly or in concert acquired more than gércent of
the outstanding voting securities of the Company.

Under the terms of the bank credit facility, Proggenas provided its covenant that, on a rollinguéager basis:
(i) its consolidated senior debt will not exceedetd times its consolidated EBITDA, increasing t& 8imes upon
the consummation of a material acquisition and doperiod extending to the end of the second fularqer after
completion of that acquisition. Senior debt isidefl to exclude subordinated debt and non-recodes® from
total debt. EBITDA is calculated as net earningsfdse unrealized gains and losses on financial rimaent
contracts, interest and financing expense, acgoisitosts, taxes, depreciation, depletion and actemeand any
other non-cash amounts which are added back or aedufrom net earnings in accordance with IFRS he t
statement of cash flows; (ii) its consolidated todebt (excluding, for certainty, any convertibleldentures) will
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not exceed four times its consolidated EBITDA (diamiy calculated), and (iii) its consolidated senidebt will
not exceed one-half of its total capitalization Iadated as the aggregate of consolidated totak,die principal
amount of convertible debentures and consolidatbdresholders’ equity), increasing to 55 percent upbe
consummation of a material acquisition and for aipe extending to the end of the second full quaraéter
completion of that acquisition.

CONVERTIBLE DEBENTURES

On March 7, 2011 the Company completed a convestitdbenture and common share financing that indude
$200.0 million principal amount of 5.75 percent wentible unsecured subordinated debentures and0D4000
common shares at $13.90 per share as describedot@ Hh2. The 5.75 percent debenture issue coste wer
approximately $7.8 million.

As at September 30, 2011 Progress had the followtogvertible unsecured subordinated debentures (the
“Debentures”) outstanding. Each Debenture may beverted into common shares at the option of thieléwoat

the applicable conversion price per common shareadadelow. The Company may elect to satisfy theernest
and principal obligations by the issuance of comnsbares.

Conversion
Debenture Principal Semi Annual Interest Payments Price ($/share) Maturity Date
5.25% 200,000 April 30 and October 31 $18.00 October 31, 2014
5.75% 200,000 June 30 and December 31 $20.85 June 30, 2016

The 6.75 percent debentures matured and were dettlecash on June 30, 2010. The 6.25 percent debest
matured and were settled in cash on September 301.2

After October 31, 2012, the Company may redeem3H5 percent debentures in whole or in part prodidiee
common shares weighted average trading price dueangpecified period prior to redemption is at led&5
percent of the conversion price. The Company matys$y the payment of principal or interest in commshares
under certain circumstances.

After July 1, 2014, the Company may redeem the 5pébscent debentures in whole or in part provideé th
common shares weighted average trading price dueangpecified period prior to redemption is at led&5
percent of the conversion price. The Company matys$y the payment of principal or interest in commshares
under certain circumstances.

The Debentures have been classified as debt, netsofe costs and net of the fair value of the cosiwm feature
at the date of issue which has been classifiedaas @f shareholders’ equity. The issue costs W#l amortized
over the term of the Debentures and the debt portioll accrete up to the principal balance at matur The
accretion and amortization of issue costs are egpdnwithin other finance expenses on the consodidat
statement of earnings and comprehensive incomee félr value of the conversion feature was deteedimat the
time of issue as the difference between the priacipalue of the debentures and the discounted d&shs
assuming an 8.3 percent rate for the 5.25 percemtedtures and 8.75 percent for the 5.75 percentmteies
which were the estimated rates for debt with simterms at the time. If the Debentures are coraitb shares,
a portion of the value of the conversion featuradlemshareholders’ equity will be reclassified toasdholders’
capital along with the conversion price paid.
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Nine Months Ended September 30

2011 2010
Debentures 6.25% 5.25% 5.75% Total 6.75% 6.25% 5.25% Total
Principal, beginning of period 75,000 200,000 - 275,000 55,667 75,000 200,000 330,667
Issued - - 200,000 200,000 - - -
Matured (75,000) - (75,000) (55,667) - (55,667)
Principal, end of period - 200,000 200,000 400,000 - 75,000 200,000 275,000
Debt portion, beginning of period 73,767 175,546 - 249,313 55,180 72,132 169,441 296,753
Issued - 169,823 169,823 - - - -
Accretion 745 3,388 2,261 6,394 258 736 3,306 4,300
Amortization of issue costs 488 1,253 829 2,570 229 487 1,253 1,969
Repayment (75,000) - - (75,000) (55,667) - - (55,667)
Debt portion, end of period - 180,187 172,913 353,100 - 73,355 174,000 247,355
Equity portion, beginning of peridd 3,624 17,082 - 20,706 1,918 3,624 17,082 22,624
Issued . 16,643 16,643 - - -
Expired (3,624) - - (3,624)  (1,918) - - (1,918)
Equity portion, end of period 17,082 16,643 33,725 - 3,624 17,082 20,706

1) Net of the related deferred income tax

The total interest charged to earnings for the ¢haed nine months ended September 30, 2011 wasrblion
and $17.9 million (2010 - $3.8 million and $13.2lfwin).

11. PROVISIONS - DECOMMISSIONING OBLIGATIONS

Decommissioning obligations were estimated basedtlmn Company’s net ownership interest in all wedlsd
facilities, the estimated costs to abandon andaieclthe wells and facilities and the estimated tighof the costs
to be incurred in future periods. The total undisnoted amount of the estimated cash flows requtredettle the
decommissioning obligations is approximately $17gBlion which will be incurred over the next 40 a®s with
the majority of costs incurred between 2018 and&032 risk-free rate of 2.8 percent (2010 - 3.5¢matt) and an
inflation rate of two percent were used to calceléte net present value of the decommissioninggattions.

The following reconciles the Company’s decommissngnobligations:

Nine Months Year Ended

Ended September 30 December 31

2011 2010

Balance, beginning of period 86,818 65,574
Liabilities incurred 2,585 5,245
Liabilities acquired 16,714
Liabilities disposed (4,900) (7,641)
Liabilities settled (1,225) (2,500)
Change in discount rate 11,966 6,568
Accretion expense 2,153 2,858
Balance, end of period 97,397 86,818
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12. SHAREHOLDERS’ EQUITY

An unlimited number of voting common shares may &ethorized and issued. Each common share is
transferable, carries the right to one vote andrespnts an equal undivided beneficial interestny dividends
from the Company and in the assets in the eventeofmination or winding-up of the Company. All corom
shares are of the same class with equal rightspaidieges.

Shareholders’ Capital

Common Shares of Progress Energy Resources Corp.

Nine Months Ended September 30

2011 2010

Number Amount Number Amount
Common Shares
Balance, beginning of period 214,876,567 2,561,870 165,283,517 1,944,738
Reduction of stated capital . (669,283) . .
Share based compensation 546,586 9,490 592,283 9.513
Dividend reinvestment program 1,764,465 22,108 751,996 9,159
Exercise of options 59,300 743 38,334 422
Issued for cash 14,400,000 200,160 47,630,000 600,138
Share issue costset of tax of $1,823 and $3,037, respectively) (5,296) (8,328)
Balance, end of period 231,646,918 2.119.792 214,296,130 2,555,642

On May 11, 2011, the shareholders of Progress amura special resolution to reduce the stated aapit the
common shares of Progress by $669.3 million, anam@qual to the Company’s deficit as at Januar2d10 in
accordance with IFRS. The deficit arose out of ttumdamental reporting differences between IFRS amel
previous GAAP, being the method of performing tmepairment test for goodwill and the discount rased to
measure decommissioning obligations (refer to nd® as well as the impact of distributions from the
Company’s previous income trust structure.

On March 7, 2011, Progress issued 14,400,000 comshames at a price of $13.90 per share for grossqeds
of $200.2 million ($193.0 million net of issue ce¥t Pursuant to its existing subscription righte tBanada
Pension Plan Investment Board (“CPPIB”) agreed tbskribe for 2,116,800 common shares of Progresa at
price of $13.90 per share, for gross proceeds ®&.42nillion, which is included in the aggregate peeds of the
offering. The closing of the offering and CPPIB sebiption were contingent upon one another.

On March 2, 2010, Progress issued 47,630,000 sijtémn receipts at a price of $12.60 per subscaptreceipt
for total gross proceeds of $600.1 million ($588n8lion net of issue costs). The financing was qoised of a
$350 million subscription receipt private placememith CPPIB and a concurrent $250 million subsciopt
receipt bought deal financing through a syndicateiederwriters. Each private placement subscoiptreceipt
and public subscription receipt represented thenhtritp receive one common share of Progress, withibet
payment of any additional consideration, subjecthe closing of the asset acquisition which occdrom March
31, 2010.

Management of Capital Structure

Progress’ objectives when managing its capital ctirce are (i) to maintain a flexible capital strucg which
optimizes the cost of capital at acceptable riskgd gii) to manage capital in a manner which balandbe
interests of equity and debt holders.
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In the management of capital, Progress includegesitapital and total debt, which is made up of baldbt,
convertible unsecured subordinated debentures awodkiwg capital (excluding the fair value of finamati
instruments). Progress manages the capital stractumd makes adjustments in light of current ecomomi
conditions and the risk characteristics of the uiygag assets. In order to maintain or adjust thapital
structure, Progress may issue new common shareasgeisew debt, issue new debt to replace existing eath
different characteristics, adjust exploration anevelopment capital expenditures, and acquire opasg of
assets. During the first quarter of 2011, Progrisssied 14,400,000 common shares at a price of $1Bed share,
as well as issued $200.0 million principal amouht5o75 percent convertible unsecured subordinatededitures
described in note 10. On April 30, 2011 the Compamyended and restated its bank credit facility ® &
covenant-based facility rather than a borrowing ébdacility. This facility is a 3-year extendible velving
facility in the amount of $650 million from a syradite of lenders with an initial maturity date of Wp29, 2014.

The key measures that the Company utilizes in eatahg its capital structure are total debt to cdkiw from
operating activities (before changes in non-cashrkivgg capital) and the current credit available rfroits
creditors in relation to the Company’s budgeted italpprogram. Total debt to cash flow from operafi
activities (before changes in non-cash working talpiis calculated as total debt divided by casbwflfrom
operating activities (before changes in non-cashlkig capital) and represents the time period itugbtake to
pay off the debt if no further capital expenditungsre incurred and if cash flow from operating aities (before
changes in non-cash working capital) stayed cornstakt September 30, 2011 total debt was $263.4ianland
annualized cash flow from operating activities (ref changes in non-cash working capital) for theenmonths
ended September 30, 2011 was $226.0 million, resglin a total debt to cash flow from operating iaities
(before changes in non-cash working capital) ratid..2. This ratio is acceptable to the Companyight of the
current natural gas price environment.

There were no changes in the Company’s approadcapital management during the period.
Progress is not subject to externally imposed alpiequirements.

Net Earnings (Loss) Per Share

The following table summarizes the weighted averajgares used in calculating net earnings (loss)spare:

Three Months Ended Nine Months Ended
September 30 September 30

Basic Earnings (Loss) per Share 2011 2010 2011 2010
Net earnings (loss) for the period 161,352 (7,645) 151,542 (75,185)
Weighted average shares — basic 231,529,571 214,221,761 227,131,494 197,969,290
Net earnings (loss) per share — basic $0.70 ($0.03) $0.67 ($0.38)
Diluted Earnings (Loss) per Share
Net earnings (loss) for the period 167,664 (7,645) 151,542 (75,185)
Weighted average shares — basic 231,529,571 214,221,761 227,131,494 197,969,290
Convertible debentures 20,703,437
Performance units 568,249 N 595170
Stock options 260,830 - 421,576
Weighted average shares — diluted 253,062,087 214,221,761 228,148,240 197,969,290
Net earnings (loss) per share — diluted $0.66 ($0.03) $0.66 ($0.38)
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An increase to the numerator of $6.3 million forethhree months ended September 30, 2011 is requoed
provide for the earnings impact of the DebenturEse Debentures are anti-dilutive for the nine maenénded
September 30, 2011. Shares potentially issuableh@nexercise of outstanding stock options, reseédcthare
units and performance units, and on the convers6rthe Debentures for the three and nine monthsednd
September 30, 2010 are anti-dilutive and are notuded in the calculation of diluted weighted avggasshares.

Share based compensation

The Company has established a share based compemgdan (the “Plan”) comprised of a Stock OptiotaP, as
well as a Share Unit Plan which includes both reséd unit awards and performance unit awards. edsl
otherwise approved by the shareholders, the Compaay grant up to a maximum of 1,700,000 common sfar
pursuant to the Share Unit Plan. The restricted awards are whole share awards that entitle tbleldr to that
number of shares at the end of the vesting peridterformance unit awards are similar to the resédcunit
awards, however, a performance factor is applietheogrant on the vesting date. Both the restdatait awards
and performance unit awards vest at the end ofraetlyear period and include accumulated dividenaisl pver
the vesting period, however for new employees, rtheitial grant will vest 20 percent on the firsh@iversary
date, 30 percent on the second anniversary andebfept on the third anniversary. Under the Stocki@pPlan,
unless otherwise approved by the shareholders,Gbmpany may grant up to a maximum of 10,000,00Clsto
options. The stock options granted under the St@gkion Plan prior to 2011 vest one third in eachtloe
second, third and fourth year anniversary datesnftbe date of grant. Stock options granted in 20&%t one
third in each of the first, second and third yeaniversary dates for the date of grant. The oiempire in five
years from the date of grant.

On January 15, 2009 Progress Energy Trust (the sfTjuand ProEx completed a plan of arrangement (the
“Arrangement”) whereby ProEx acquired all of thesugd and outstanding units of the Trust. The Trust
unitholders received 0.8125 of a ProEx share farhewust unit held. Upon completion of the Arrangent, the
Trust was liquidated and dissolved and Progressgived all of the assets and assumed all of theilitéds of the
Trust. Grantghat were outstanding from the Trust and ProEx,ckhinclude performance units and units granted
under the LTI Component as well as stock option®odEx, will continue until their original vestingdates.

For the three and nine months ended September 801,2$2.4 million and $7.3 million was charged toase
based compensation expense (2010 — $2.8 million $&® million) and $0.3 million and $1.0 million wa
capitalized (2010 — $0.4 million and $1.2 milliom¢lating to the total performance units, stock ops and
shares under the LTI component.
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Stock options

As at September 30, 2011, there were 7,766,434kstqtions outstanding. This includes stock optiomisich
were granted under the Plan and stock options hlaae continued from ProEx’s original stock optiolam.

The number and weighted average exercise pricegaxfksoptions are as follows:

Weighted
average
Number of exercise
options price
Balance, January 1, 2010 5,872,533 11.93
Granted 281,000 12.39
Forfeited (145,332) 12.39
Expired (18,000) 15.46
Exercised (38,334) 11.02
Balance, December 31, 2010 5,951,867 11.93
Granted 1,966,367 12.30
Forfeited (52,667) 11.98
Expired (39,833) 14.51
Exercised (59,300) 12.53
Balance, September 30, 2011 7,766,434 11.81
Exercisable, September 30, 2011 2,588,934 11.90

The following table summarizes stock options oaisting and exercisable at September 30, 2011.
Options outstanding Options exercisable

Weighted

Number average Weighted Number Weighted
outstanding remaining average exercisable average
Range of exercise at period contractual exercise at period exercise
price end life price end price
$9.35t0 $11.99 5,446,034 2.49 11.78 1,974,900 11.30
$12.00 to $14.62 2,228,400 3.46 12.81 522,034 13.52
$14.70 to $15.78 92,000 0.87 15.35 92,000 15.35
7,766,434 2.75 11.81 2,588,934 11.90

The Company accounts for its share based compensatian using the fair value method. Under thistmoe, a
compensation cost is charged over the vesting peffior stock options granted to officers, directoasd
employees with a corresponding increase to contebwsurplus. Progress has estimated a 10 peraefeifure
rate for the stock options.

The fair value of the options granted during theethand nine months ended September 30, 2011 ahd 2@re
estimated on the date of grant using a Black Schdlerton option pricing model with weighted average
assumptions and resulting values for grants asofedt

Three Months Ended Nine Months Ended

September 30 September 30

Assumptions 2011 2010 2011 2010
Risk free interest rate (%) 1.09 1.92 1.50 2.32
Expected life (years) 3.00 3.83 3.00 3.83
Expected volatility (%) 38 47 41 47
Expected dividend yield (%) 33 34 32 32
Weighted average fair value of options granted ($) 2.55 3.52 2.85 3.80
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The expected volatility is calculated based on dvistal trading prices of Progress since the Arrangat was
completed on January 15, 2009.

Share units

The activity for the period January 1, 2010 to Sepber 30, 2011 relating to the Company’s Share Wén
which includes both restricted units and performanaits as described above, is as follows:

Restricted Units

Balance, January 1, 2010 93,259
Granted 88,265
Settled (950)
Forfeited (1,175)
Balance, December 31, 2010 179,399
Granted 93,370
Settled (5,937)
Forfeited (5,200)
Balance, September 30, 2011 261,632

Vesting Date

2012 85,039
2013 85,958
2014 90,635
Total 261,632

Performance Units

Balance, January 1, 2010 259,950
Granted 281,050
Settled (2,790)
Forfeited (14,635)
Balance, December 31, 2010 523,575
Granted 246,140
Settled (8,120)
Forfeited (7,600)
Balance, September 30, 2011 753,995

Vesting Date

2012 250,190
2013 264,097
2014 239,708
Total 753,995
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Share Appreciation Rights (SARs)

ProEx had a Share Appreciation Rights (SARs) plsat tallowed for the issuance of SARs to certain kEyees,
which entitle the holder to receive a cash paymesaal to the difference between the stated exerprsee and
the market price of common shares on the date ofesuder. SARs vest equally over a three year periblde
exercise price was based on the market price atithe of grant. At September 30, 2011, 65,000 (2616®5,000)
SARs were outstanding at an average price of $13@fnpensation expense relating to the SARs forttiree
and nine months ended September 30, 2011 was @1lQ2 nil).

Long Term Incentive Component of the Trust

Awards granted under the LTI component will vesteowhree years with 40 percent vesting on the sdcon
anniversary of the date of grant and 60 percenttiigson the third anniversary of the date of granfn
additional 15 percent grant will be paid if the tHel holds the common shares they receive on therskc
anniversary date for one additional year. For tlivee months ended September 30, 2011, 10,820 conshanes
were issued to settle LTI amounts that vested. &sSeptember 30, 2011 3,305 common shares remain
outstanding under the LTI component at an averagees of approximately $17.13 per share.

Performance Unit Incentive Plan

The outstanding performance units that had beemtgchby the Trust vest at the end of a three yeafgsmance
period at which time they will be converted to comm shares, or the cash equivalent, and include the
accumulated distributions of the Trust and accurtedadividends of the Company over the three yeaioge For
new employees hired their initial grant vests 2Gceat on the first anniversary date, 30 percenttloe second
anniversary and 50 percent on the third anniversamhe actual number of common shares paid is déeen
upon a performance factor that is determined basethe Company’s performance relative to its pesrd ranges
from 0.5 to 1.5 times the initial grant, except fperformance units granted to the Trust's execugieéfective
July 2, 2007 and 2008 which can range from 0 ton8s. Payment may be in the form of cash or comslvares,

at the Company’s option. Management anticipates,tlee end of the performance period, accumulated
distributions and dividends will be paid in cashdasommon shares will be paid from treasury. Actual
performance factors will not be determined unti¢ thnd of the three year performance periods.

Performance Units of the Trust!

Balance, January 1, 2010 717,718
Performance factor adjustmént 167,639
Settled (492,027)
Forfeited (11,945)
Balance, December 31, 2010 381,385
Performance factor adjustmént 144,818
Settled (521,696)
Forfeited (4,507)

Balance, September 30, 2011

(1) All amounts have been adjusted to reflect the ratfo0.8125 of a common share for each trust unitspecified in the
Arrangement.

(2) For 2010 the performance units were settledaaperformance factor of 1.5 times resulting in tissuance of an additional
167,639 common shares. For 2011 the performancésumere settled at a performance factor of 1.3%Bes, resulting in the
issuance of an additional 144,818 common shares.
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Units under LTI Component!

Balance, January 1, 2010

100,956
Additional grant 18,189
Settled (104,348)
Forfeited (1,837)
Balance, December 31, 2010 12,960
Additional grant 2,165
Settled (10,820)
Forfeited (1,000)
Balance, September 30, 2011 3,305
Vesting Date
2011 3,305
Total 3,305

(1) All amounts have been adjusted to reflect the rati®.8125 of a common share for each trust unispscified in the

Arrangement.

(2) An additional 15 percent grant will be paid to Lfiblders if a holder holds the shares they receinmghe second anniversary
date for one additional year. This would resultain additional 827 common shares being issuedheyGompany on the

remaining outstanding grants.

13. OTHER FINANCE EXPENSES

Other finance expenses for the three and nine moatitded September 30, 2011 and 2010 include tHewaig:

Three Months Ended

Nine Months Ended

September 30 September 30

2011 2010 2011 2010

Accretion of decommissioning obligations 677 677 2,153 2,105
Accretion of convertible debentures 2,409 1.370 6,394 4,300
Amortization of convertible debenture issue costs 946 580 2,570 1.969
Unrealized loss (gain) on investments (held fodina) 4,674 (695) 5,868 (637)
8,706 1,932 16,985 7,737

14. SUPPLEMENTAL CASH FLOW INFORMATION

Changes in non-cash working capital

Three Months Ended

September 30

Nine Months Ended

September 30

2011 2010 2011 2010
Accounts receivable (11,113) (2,098) 16,496 (5,037)
Prepaid expenses and deposits (459) 4,795 (1,334) 3,638
Accounts payable 32,854 38,056 1,619 46,107
Change in non-cash working capital 21,282 40,753 16,781 44,708
Relating to:
Investing activities 18,836 35,965 4,326 40,457
Financing activities (1,203) 599 (851) (8)
Operating activities 3,649 4,189 13,306 4,259
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15. FINANCIAL INSTRUMENTS

Fair Value of Financial Instruments

The following tables provide fair value measuremenformation for financial assets and liabilities at
September 30, 2011 and December 31, 2010. Theyio@rrvalue of cash and cash equivalents, accounts
receivable, accounts payable and accrued liabdjtividends payable and bank debt included indbesolidated
statement of financial position approximate theairfvalue due to the short term nature of thosdrimeents or
the indexed rate of interest on the bank debt. sEhassets and liabilities, except cash and caskvelgnts, are
not included in the following tables. The fair ual of the cash and cash equivalents, derivativainahtgas
contracts (“financial instruments”), investmentsdathe convertible debentures as at September 3Q1 2hd
December 31, 2010 are as follows:

Quoted prices in Significant
active markets Significant other  unobservable
Carrying Fair (level 1) observable inputs inputs (level
September 30, 2011 Amount Value (level 2) 3)
Financial assets:
Cash and cash equivalents 134,834 134,834 134,834
Investments 4,797 4,797 4,797
Financial liabilities:
Convertible debenturés 398,789 400,320
Derivative natural gas contracts 5 gag 2,849 . 2849

(1) Carrying value includes the debt and equity pmortof the convertible debentures and excludesdb&erred income tax impact of
the debentures charged against the equity portion.

Quoted prices in Significant other Significant

Carrying Fair active markets  observable inputs unobservable

December 31, 2010 Amount Value (level 1) (level 2) inputs (level 3)
Financial assets:

Derivative natural gas contracts 3 gog 3,928 ) 3,928 )

Investments 10,667 10,667 10,667 - -

Financial liabilities:
Convertible debenturés 277,570 278,708 _ _

(1) Carrying value includes the debt and equitytpm of the convertible debentures and excludes dieferred income tax impact of
the debentures charged against the equity portion.

All of Progress’ cash and cash equivalents, defaatatural gas contracts and investments are tetesl in
active markets. Progress classifies the fair valfichese transactions according to the followingrarchy based
on the amount of observable inputs used to valeeitistrument.

. Level 1 — Quoted prices are available in active keas for identical assets or liabilities as of the
reporting date. Active markets are those in whicdnsactions occur in sufficient frequency and voéum
to provide pricing information on an ongoing basis.

. Level 2 — Pricing inputs are other than quoted esidén active markets included in Level 1. Pricee ar
either directly or indirectly observable as of tteporting date. Level 2 valuations are based oruisp
including quoted forward prices for commoditiesmé& value and volatility factors, which can be
substantially observed or corroborated in the miplexe.

. Level 3 — Valuations in this level are those witiputs for the asset or liability that are not based
observable market data.

In light of the current economic conditions, the Mmany continues to monitor its accounts receivadmhe its
allowance for doubtful accounts. As at September ZW1L1 there have been no impairment issues. Thmpany
has an allowance for doubtful accounts of approsteha$0.9 million.
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Investments include 8,300,000 Class A common shafeSeaview Energy Inc. (“Seaview”) and 431,379 r&sa
of Crocotta Energy Inc. (“Crocotta”). Both invesémts have been classified as held for trading amdnaeasured
at fair value each reporting period. Based on $®ma&\s closing trading price on September 30, 20150.46 per
share, an unrealized loss of $4.4 million and $@illion, respectively, were recognized for the tarand nine
months ended September 30, 2011 (2010 - $0.6 milgain and $0.3 million gain) on the revaluation tbe

shares to $3.8 million at September 30, 2011 (20$9.5 million). The fair value of the investmeimt Crocotta,
based on the closing trading price on September 20,1 of $2.27 per share, was $1.0 million (20180-8

million), resulting in an unrealized loss of $0.3lllon and a gain of $0.2 million, respectively,rfthe three and
nine months ended September 30, 2011 (2010 - $0lliomand $0.3 million gain).

Credit risk

The Company’s accounts receivable are with custeneerd joint venture partners in the petroleum aatural
gas business and are subject to normal credit riskoncentration of credit risk is mitigated by rkating
production to numerous purchasers under normal stryusale and payment terms. The Company routinely
assesses the financial strength of its customers.

The Company may be exposed to certain losses irettemt of non-performance by counterparties to caomlity
price contracts. The Company mitigates this rigkemtering into transactions with highly rated mafmancial
institutions.

At September 30, 2011, financial assets on the rxdasheet are comprised of cash and cash equiwlent
accounts receivables and held for trading investisien

The maximum credit exposure at September 30, 2Glfhé carrying amount of cash and cash equivalanis

accounts receivable of $182.6 million combined. eTdash and cash equivalents are held by a majoadan

chartered bank with an investment grade creditngati As is common in the petroleum and natural igasistry in

western Canada, receivables relating to the salgedfoleum and natural gas are received on or aboai28" day

of the following month. The Company markets itoguction to customers with investment grade credtings,

if available in the area of production, or seekgegmdal guarantees and letters of credit. Includediccounts

receivable is $30.2 million related to the salepeftroleum and natural gas and was received Oct@ber2011.

The Company’'s most significant customer, a Canadiatroleum and natural gas marketer, accounts ®8$
million of the accounts receivable balance at Seyiter 30, 2011. The accounts receivable balance ialsludes

$16.0 million from joint venture partners relating the recovery of their interest in operating soand capital
spent. The largest amount owing from one partnas W4.8 million. As the operator of propertiesp@ess has
the ability to not allocate production to joint weme partners who are in default of amounts owifg. September
30, 2011 the allowance for doubtful accounts was9$dillion.

Liquidity risk

Liquidity risk relates to the risk the Company wéhcounter difficulty in meeting obligations assated with its
financial liabilities. The financial liabilities roits statement of financial position consist ofcaants payable,
bank debt and the Debentures. As described in AotRrogress amended and restated its bank cradititly in
the amount of $650 million to be a covenant-basadility rather than a borrowing base facility. Tfeility is a
three year extendible revolving facility with a glinate of lenders with an initial maturity of Apr29, 2014. The
Debentures mature on October 31, 2014 and June2B06. The Company anticipates it will continue htave
adequate liquidity to fund its financial liabilisethrough its future cash flows (see also “Managetrd Capital
Structure” in note 12). The Company had no defawt breaches on its bank debt or any of its finahc
liabilities. In addition, to achieve the objectio¢ meeting obligations associated with its finaaldiabilities, the
Company prepares annual capital expenditure budgehsch are regularly monitored and updated as wered
necessary. As a result, the Company may adjusttalapxpenditures if necessary and may considemaiton
and disposition opportunities.
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The following are contractual maturities of finaatiliabilities, including estimated interest paymgnat
September 30, 2011:

Total

Carrying  Contractual 2013to 2015 and
September 30, 2011 Amount  cash flows 2011 2012 2014 Beyond
Non-Derivative Financial liabilities:
Accounts payable and accrued liabilities g4 714 81,714 81714 . . -
Convertible debenturés 400,744 494,250 12750 22,000 242250 217,250
Derivative Financial liabilities:
Natural gas contracts 2,849 1,235 1,235 R - R

1) Carrying value includes the debt and equitytpmr of the convertible debentures and the relataédrest payable as at September
30, 2011 and excludes the deferred income tax ihpét¢he debentures charged against the equityiport

Market risk

Market risk is comprised of currency risk, interestte risk and other price risks which consist parity of
fluctuations in petroleum and natural gas priceattbould affect the Company’s earnings or the vadtiéinancial
instruments. The objective of market risk managemis to manage and control market risk exposuréthiw
acceptable parameters, while optimizing return. e ompany may use both financial derivatives angspdal
delivery sales contracts to manage market risksll sfich transactions are conducted within risk ngeraent
tolerances that are reviewed by the Board of Divest

The valuation of the financial assets and liabé&ion the balance sheet at September 30, 2011 woatidoe
directly impacted by changes in currency rates. rr€uncy rates influence petroleum and natural gasesr,
however this influence on commodity prices and thsulting impact on financial assets and liabiktieannot be
accurately quantified. In regards to commodityces, the financial instruments directly affected dhanges in
commodity prices are the derivative natural gastracts listed below. Assuming a $0.25 change ® phice per
thousand cubic feet of natural gas, the fair vatlnge in the natural gas contracts would have otgrh net
earnings for the three and nine months ended SdpterB0, 2011 by approximately $0.3 million based tbe
volumes and remaining terms of the contracts aSegttember 30, 2011 outlined below. The Companiiaricial
instruments are not directly impacted by changesrunde oil prices. The results of the sensitivityould not be
considered to be predictive of future performanc€hanges in the fair value of the derivative natugas
contracts cannot generally be extrapolated becakseelationship of change in certain variablesatehange in
fair value may not be linear.

Currency risk

The Company does not sell or transact in any fareaurrency, however, the United States (“US”) dolla
influences the price of petroleum and natural gaklisn Canada. Price fluctuations, as a resuly a#éfect the
fair value and future cash flows of derivative n@tlugas contracts, however, given it is an indiredtuence, the
impact of changing exchange rates cannot be quedtif The Company has derivative natural gas catsra
outstanding at September 30, 2011 based on bothadlan and US natural gas market indices. The ‘basi
hedges” outlined in the table below are the onlgtinments the Company had that are directly affechg
changes in the US/Canadian exchange rate. A $BEease or decrease in the US/Canadian exchange ra
would have resulted in a $0.1 million change to eatnings for the three and nine months ended Jeip¢e 30,
2011 as a result of the change in fair value of ithetruments net of deferred income taxes basethenterms of
the instruments below. The Company’s other finah@issets and liabilities are not directly affecteda change
in currency rates.

Interest rate risk

The Company is exposed to interest rate risk oroitsstanding bank debt and Debentures. The baik das a
floating interest rate and consequently changefterest rates would impact the Company’s futursicélows.
The Company had no interest rate swaps or hedg&eptember 30, 2011. Changes in market interasisraill
result in fluctuations to the fair value of the Datiures given their fixed interest rates. An irege or decrease
of one percent to the effective interest rate oa blank debt of the Company, would have impactedthiee and
nine months ended September 30, 2011 net earningsltand $0.4 million, respectively.
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Commodity Price Risk

Commodity price risk is the risk that the fair valof financial instruments or future cash flows Wfiluctuate as

a result of changes in commodity prices. Petroleand natural gas prices are impacted by not onlg th
relationship between the Canadian and US dollarddsd world economic events that dictate the levaflsupply
and demand.

The Company has entered into several financialriments for the purpose of protecting its cash flenem
operations before changes in non-cash working @pifthe Company does not apply hedge accountingtiese
contracts. The Company’s production is usuallydsesing “spot” or near term contracts, with pridessd at the
time of transfer of custody or on the basis of antby average market price. For the three monthsee
September 30, 2011 the Company’s risk managemesdram had a net realized loss of $1.3 million (261%5.7
million gain). For the nine months ended Septem®@r2011 the Company’s risk management programéaaet
realized gain of $2.7 million (2010 - $8.7 milligain).

At September 30, 2011 the fair value of the deriwmamatural gas contracts, determined based omatheunts the
Company would receive or pay to terminate the caots was a liability of $2.8 million (2010 - $3.9iltion
asset), resulting in an unrealized loss of $1.0lionl and $6.8 million for the three and nine montésded
September 30, 2011 (2010 - $1.1 million gain and8®million gain).

Contracts outstanding in respect to financial ingtents are as follows:

58

Natural gas
Pricing Strike Price
Contracts Volume Point $/gj Premium Term
Bought Put Option 5,000 gj/d AECO $3.610 $0.3400 Feb 1/11 to Oct 31/11
Bought Put Option 5,000 gj/d AECO $3.650 $0.3350 Feb 1/11 to Oct 31/11
Bought Put Option 5,000 gj/d AECO $3.830 $0.3570 Feb 1/11 to Oct 31/11
Bought Put Option 10,000 gj/d AECO $3.760 $0.3400 May 1/11 to Dec 31/11
Bought Put Option 10,000 gj/d AECO $3.785 $0.3475 May 1/11 to Dec 31/11
Bought Put Option 10,000 gj/d AECO $3.780 $0.3500 May 1/11 to Dec 31/11
Pricing Strike Price Cost/
Contracts Volume Point $/gj Premium Term
Swap - call spread 5,000 gj/d AECO $3.60 - $4.60 $0.26 Feb 1/11 to Oct 31/11
Swap - call spread 5,000 gj/d AECO $3.65 - $4.65 $0.26 Feb 1/11 to Oct 31/11
Swap - call spread 5,000 gj/d AECO $3.81 - $4.81 $0.26 Feb 1/11 to Oct 31/11
Contracts Volume Pricing Point Differential Term
Swap - basis hedge 30,000 mmbtu/d Nymex ($0.5000) May 1/11 to Dec 31/11
Swap - basis hedge 10,000 mmbtu/d Nymex ($0.4950) May 1/11 to Dec 31/11
Swap - basis hedge 10,000 mmbtu/d Nymex ($0.6300) Jan 1/12 to Dec 31/12
Swap - basis hedge 10,000 mmbtu/d Nymex ($0.6250) Jan 1/12 to Dec 31/12
Swap - basis hedge 10,000 mmbtu/d Nymex ($0.6175) Jan 1/12 to Dec 31/12
Swap - basis hedge 10,000 mmbtu/d Nymex ($0.6150) Jan 1/12 to Dec 31/12
Contracts Volume Pricing Point Strike Price $/gj Term
Sold Calls 10,000 gj/d AECO $7.575 Jan 1/11 to Dec 31/11
Sold Calls 10,000 gj/d AECO $7.500 Jan 1/11 to Dec 31/11
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16. TRANSITION TO IFRS

Progress’ accounting policies under IFRS differ nirothose followed under the previous GAAP. These
accounting policies have been applied for the thesel nine months ended September 30, 2011 and the
comparative information for the three and nine nimnénded September 30, 2010.

The adjustments arising from the application of 8 R amounts on the statement of financial positeanthe
transition date and on transactions prior to thatted were recognized as an adjustment to the Cogipaipening
deficit category on the statement of financial gmsi when appropriate.

On transition to IFRS on January 1, 2010 Progressducertain exemptions allowed under IFRS 1 “Fifghe
Adoption of International Reporting Standards”. eTéxemptions used were:

Full Cost Accounting- IFRS 1 allows an entity that used full cost ageong under its previous GAAP to elect,
at the time of adoption to IFRS, to measure oil aggab assets in the development and production phage
allocating the amount determined under the entifyfevious GAAP for those assets to the underlyisgeds pro
rata using reserve volumes or reserve values athaif date. Progress has used reserve values aanatary 1,
2010 to allocate the cost of development and proidncassets to CGUs.

Business Combinations IFRS 1 allows an entity to use the IFRS rules fmrsiness combinations on a
prospective basis rather than re-stating all bussneombinations. In respect of acquisitions ptimrJanuary 1,
2010, goodwill represents the amount recognizedeurtide Company’s previous GAAP.

Share based compensatienlFRS 1 allows an entity an exemption on IFRS 8hére-Based Payments” to equity
instruments which vested before Progress’ transidate to IFRS.

Decommissioning Obligation- As Progress elected to use the oil and gas exempta decommissioning

obligation exemption was also used that allows ttoe remeasurement of decommissioning obligationdFRS
transition to be offset to retained earnings/ddfici
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Statement of Financial Position (ReconciliationExfuity):

Effect of
As at September 30, 2010 transition to
($ thousands) Previous GAAP IFRS Note IFRS
ASSETS
Current Assets
Accounts receivable 46,123 46,123
Prepaid expenses and deposits 6,797 6,797
Fair value of financial instruments 10,629 10,629
Investments 10,238 10,238
73,787 73,787
Exploration and evaluation assets . 312,202 (@) 312,292
Property, plant and equipment 2,406,218 (291752)  (a,b,d.f,g,h,K) 2,114,466
Goodwill 414,655 (405,655) ) 9,000
2,894,660 (385,115) 2,509,545
LIABILITIES
Current Liabilities
Accounts payable and accrued liabilities 99,971 99,971
Dividends payable 21,430 1,077 ) 22,507
Convertible debentures 73,355 73,355
Deferred income taxes 2,730 (2,730) (i)
197,486 (1,653) 195,833
Bank debt 218,133 218,133
Convertible debentures 174,000 174,000
Decommissioning obligations 42,110 47162 () 89,272
Deferred income taxes 43,554 1,125 (i) 44,679
675,283 46,634 721,917
SHAREHOLDERS’ EQUITY
Shareholders’ capital 2,555,579 63 (e) 2,555,642
Convertible debentures 28,257 (7,551) (i) 20,706
Contributed surplus 19,386 1,240 (e) 20,626
Deficit (383,845) (425,501) (b,c,d,e fh,i) (809,346)
2,219,377 (431,749) 1,787,628
2,894,660 (385,115) 2,509,545
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Reconciliation of consolidated statement of earsin{pss) and comprehensive income (loss) for themdhmonths
ended September 30, 2010:

Three Months Ended September 30, 2010 Previous trEa]::;:tti:rf
thousands, except per share amounts)
(% thou xceptp unts) GAAP to IFRS _ Note IFRS
REVENUE
Petroleum and natural gas 105,305 105,305
Royalties (16,038) (16,038)
89,267 89,267
Realized gain on financial instruments 5,735 5,735
Unrealized gain on financial instruments 1,143 1,143
Unrealized gain on investments 695 (695) ()}
96,840 (695) 96,145
EXPENSES
Operating 23,800 (165) (k) 23,635
Transportation 12,623 12,623
Depletion and depreciation 69,432 (14,343) (f 55,089
General and administrative 3,605 3,605
Share based compensation 2,439 373 (e) 2,812
111,899 (14,135) 97,764
(15,059) 13,440 (1,619)
Gain on divestitures - 519 (h) 519
Interest and finance expenses (8,311) 1,950 () (6,361)
Other finance expenses - (1,932) (i) (1,932)
Loss before taxes (23,370) 13,977 (9,393)
TAXES
Deferred income taxes (reduction) (4,947) 3,199 (i) (1,748)
NET LOSS AND COMPREHENSIVE LOSS (18,423) 10,778 (7.645)
NET LOSS PER SHARE
Basic and diluted ($0.09) ($0.03)
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Reconciliation of consolidated statement of earsintpss) and comprehensive income (loss) for theenmonths

ended September 30, 2010:

Nine Months Ended September 30, 2010 Previ tEffeFtt. of
($ thousands, except per share amounts) re(\;lx):; ratr:)sllFlsg Note IFRS
REVENUE
Petroleum and natural gas 334,635 334,635
Royalties (52,844) (52,844)
281,791 281,791
Realized gain on financial instruments 8,718 8,718
Unrealized gain on financial instruments 7,781 7,181
Unrealized gain on investments 637 (637) ()}
298,927 (637) 298,290
EXPENSES
Operating 68,649 (165) (k) 68,484
Transportation 35,008 35,008
Depletion and depreciation 196,050 (12,252) (b,f) 183,798
Goodwill impairment - 34,226 (c) 34,226
General and administrative 11,204 (223) (e) 10,981
Share based compensation 8,571 688 (e) 9,259
Other expenses - 2,146 (9) 2,146
319,482 24,420 343,902
(20,555) (25,057) (45,612)
Loss on divestitures - (9,115) (h) (9,115)
Interest and finance expenses (29,923) 6,269 @) (23,654)
Other finance expenses - (7,737) (i) (7,737)
Loss before taxes (50,478) (35,640) (86,118)
TAXES
Deferred income taxes (reduction) (9,531) (1,402) (i) (10,933)
NET LOSS AND COMPREHENSIVE LOSS (40,947) (34,238) (75,185)
NET LOSS PER SHARE
Basic and diluted ($0.21) ($0.38)
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Reconciliation of consolidated statement of castw8 for the three months ended September 30, 2010:

Effect of
Three Months Ended September 30, 2010 Previous transition
($ thousands) GAAP to IFRS Note IFRS
OPERATING ACTIVITIES
Net loss (18,423) 10,778 (7,645)
Unrealized gain on financial instruments (1,143) (1,143)
Unrealized gain on investments (695) 695 i}
Depletion and depreciation 69,432 (14,343) i) 55,089
Gain on divestitures (519) (h) (519)
Convertible debentures accretion 1,370 (1,370) )
Amortization of convertible debenture issue costs 580 (580) (i)
Other finance expenses 1,932 @) 1,932
Share based compensation expense 2,439 373 (e) 2,812
Decommissioning expenditures (3,684) (3,684)
Deferred income taxes (reduction) (4,947) 3,199 (i) (1,748)
44,929 165 45,094
Changes in non-cash working capital 4,189 4,189
49,118 165 49,283
FINANCING ACTIVITIES
Increase in bank debt 39,749 39,749
Exercise of options 159 159
Cash dividends (17,201) (17,201)
Share issue costs (174) (174)
Changes in non-cash working capital 599 599
23,132 23,132
INVESTING ACTIVITIES
Capital expenditures — property, plant and equipmen (108,215) 55,238 (a) (52,977)
Capital expenditures — exploration and evaluatisgeds (55,403) () (55,403)
Changes in non-cash working capital 35,965 35,965
(72,250) (165) (72,415)

CHANGE IN CASH AND CASH EQUIVALENTS

Cash and cash equivalents, beginning of period

CASH AND CASH EQUIVALENTS, END OF PERIOD
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Reconciliation of consolidated statement of casiw8 for the nine months ended September 30, 2010:

Effect of
Nine Months ended September 30, 2010 Previous transition
($ thousands) GAAP to IFRS Note IFRS
OPERATING ACTIVITIES
Net loss (40,947) (34,238) (75,185)
Unrealized gain on financial instruments (7,781) (7,781)
Unrealized gain on investments (637) 637 (i)
Depletion and depreciation 196,050 (12,252) (b,f) 183,798
Goodwill impairment - 34,226 (c) 34,226
Loss on divestitures . 9,115 (h) 9,115
Convertible debentures accretion 4,300 (4,300) ()
Amortization of convertible debenture issue costs 1,969 (1,969) ()
Other finance expenses . 7,737 (i) 7,737
Share based compensation expense 8,571 688 (e) 9,259
Decommissioning expenditures (7,124) (7,124)
Deferred income taxes (reduction) (9,531) (1,402) (i) (10,933)
144,870 (1,758) 143,112
Changes in non-cash working capital 4,259 4,259
149,129 (1,758) 147,371
FINANCING ACTIVITIES
Decrease in bank debt (59,745) (59,745)
Repayment of convertible debentures (55,667) (55,667)
Issue of shares 600,138 600,138
Cash dividends (51,352) (223) (e) (51,575)
Exercise of options 422 422
Share issue costs (11,365) (11,365)
Changes in non-cash working capital (8) (8)
422,423 (223) 422,200
INVESTING ACTIVITIES
Asset acquisition (389,233) 2,146 (9) (387,087)
Asset disposition 42,854 1,619 (h) 44,473
Capital expenditures — property, plant and equipmen (265,630) 120,286 (ah) (145,344)
Capital expenditures — exploration and evaluatieseds (122,070) (a) (122,070)
Changes in non-cash working capital 40,457 40,457
(571,552) 1,981 (569,571)

CHANGE IN CASH AND CASH EQUIVALENTS

Cash and cash equivalents, beginning of period

CASH AND CASH EQUIVALENTS, END OF PERIOD
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Notes to reconciliations

(a)

(b)

(c)

(d)

IFRS 1 election for full cost oil and gas erd#

The Company elected to use an IFRS 1 exemption abhetthe previous GAAP full cost pool was used to
measure exploration and evaluation assets and dpwednt and production assets on transition to IRRS
follows:

(i) exploration and evaluation assets were reclassifieth the full cost pool to intangible explorati@sset
at the amount that was recorded under the previ@dsP; and

(ii) the remaining full cost pool was allocated ttoe producing/development assets and componentsgieo
using reserve values.

This resulted in a transfer of $206.4 million topéoration and evaluation assets and a corresponding
decrease in property, plant and equipment on ttéorsi As at September 30, 2010 the total explanatand
evaluation assets were $312.3 million, which indddundeveloped land acquired in the first nine rhgnof
2010, including undeveloped land of the Asset Asifion (note 7), net of expiries.

Impairment of property, plant and equipment R&E")

In accordance with IFRS, impairment tests of PP&HEsimbe performed at the CGU level as opposed to the
entire PP&E balance which was required under thevipus GAAP through the full cost ceiling test. An
impairment is recognized if the carrying value eads the recoverable amount for a CGU. For Progréss
recoverable amount is determined using fair valegslcost to sell based on discounted future cashsflof
proved plus probable reserves using forecast pri@ed costs. There was no impairment to PP&E on
transition on January 1, 2010. Included in theuatiinents in the reconciliation of equity as at epber 30,
2010 is a charge of $19.7 million for the impairmesf PP&E for certain CGUs which was recognized
through depletion and depreciation expense in ih&t fquarter of 2010. In the fourth quarter of ®Qlan
additional impairment charge of $119.9 million wascognized as additional depletion and depreciation
expense due to continued decreasing natural gae®ri PP&E impairments can be reversed in the &ttir
the recoverable amount increases.

Impairment of goodwill

In accordance with the standard, goodwill has bedpcated to the specific CGUs that are expected to
benefit from the acquisitions for the purpose ofpmirment testing. As a result, the impairment tést
goodwill is now performed on a smaller portion betCompany’s assets than under the previous GAARe
impact of the impairment test under IAS 36 on Jawyud, 2010 resulted in a write-down of goodwill of
$371.4 million with a corresponding increase to tfleficit on the statement of financial position.n |
addition, the reconciliation of equity as at Sepbem 30, 2010 and the reconciliation of compreheasiv
income (loss) for the nine months ended Septemier2910 include an additional impairment charge to
goodwill of $34.2 million that was recognized inetliirst quarter of 2010 due to continued decreasiatural
gas prices.

Decommissioning obligations:

Under the previous GAAP asset retirement obligasiovere discounted at a credit adjusted risk free &t
eight to nine percent. Under IFRS the estimateshcidows to abandon and remediate the wells andifees
has been risk adjusted therefore the provisionissaunted at the risk free rate in effect at thel efi each
reporting period. The change in the decommissignabligations each period as a result of changethen
discount rate will result in an offsetting chargeRP&E. Upon transition to IFRS the impact of tkisange
was a $26.2 million increase in the decommissionabgigations with a corresponding increase to tleéidt
on the statement of financial position as at Japuar2010.

As at September 30, 2010 the adjustment to the mi@ugsioning obligations was $47.2 million refleagithe
adjustment on transition as well as the additiohabilities incurred on the asset acquisition deéked in
note 7 and related capital activity for the firah@ months of 2010. The adjustment also reflectsrecrease
to the liability of $10.8 million due to a decreaisethe risk free rate from transition to SeptemBér 2010.

As at December 31, 2010 the decommissioning obiogest was $44.5 million higher than under the prexsio
GAAP due to the change in discount rate and itsaotpn the liabilities incurred or acquired duri2@10.
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(e)

()

As a result of the change in the discount rate, deeommissioning obligation accretion expense dased

by $0.1 million and $0.3 million for the three amdne months ended September 30, 2010 as the lower
discount rate more than offset the impact of thghleir obligation. In addition, under the previousAP,
accretion of the discount was included in depletaord depreciation expense. Under IFRS it is inctude
other finance expenses.

Share based compensation:

Under the previous GAAP, the Company recognizedeapense related to share based compensation on a
straight-line basis through the date of full vegtiand did not incorporate a forfeiture rate at trant date.
Under IFRS, the Company is required to recognize ¢lxpense over the individual vesting periods foe t
graded vesting awards and estimate a forfeiture edtthe date of grant and update it throughoutuésting
period. Adjustments to the performance factor em@asured using the original grant date price un&&sS

as opposed to treating the adjustment like an &aoltél grant on the adjustment date. The impact on
transition was an increase to contributed surpla$®.8 million with an offsetting increase to th@eming
deficit. For the three and nine months ended Separ 30, 2010, an additional share based compesrsati
expense of $0.4 million and $0.7 million, respeeli, was recognized as compared to the previous BA&
reflect the changes under IFRS.

Dividends are accrued when declared for grants tanding under the Company’s share unit plan and
performance units from the Trust which resultedai$1.8 million increase to dividends payable omsiéion
with an offsetting charge to the opening deficit. tétal of $1.1 million of dividends was accrued ast
September 30, 2010 in relation to the share basegpensation plans.

An adjustment of $0.2 million was recognized foetthree and nine months ended September 30, 2010 fo
certain dividends related to share based compemsativhich were previously treated as additional

compensation through general and administrativeeasps. The adjustment was made to reclassify the
dividends to dividends and dividend payable froomg®l and administrative expenses.

Depletion policy:

Upon transition to IFRS, the Company adopted a @obf depleting oil and natural gas interests omnd of
production basis over proved plus probable reservdse depletion policy under the previous GAAP was
based on units of production over proved reservaesaddition depletion was done on the Canadian cost
centre under the previous GAAP. IFRS requires dgph and depreciation to be calculated based on
individual components (ie. Fields or combinatiohgreof).

There was no impact of this difference on adoptafnlFRS at January 1, 2010 as a result of the IFRS
election as discussed in note “a” above.

For the three months ended September 30, 2010 tdepland depreciation expense decreased $14.3anilli
as compared to the previous GAAP. Depleting thleamid natural gas interests over proved plus prbdab
reserves resulted in a decrease to depletion apdedetion of $13.6 million and an additional $Qridllion
decrease was the result of reclassifying the ad@nebn decommissioning obligations to other finance
expenses.

For the nine months ended September 30, 2010, ¢helacrease to depletion and depreciation experse w
$12.3 million. This was comprised of a reductianthe expense of $29.9 million due to using propdds
probable reserves to deplete PP&E, an additionducdon of $2.1 million for the reclassification ahe
accretion on decommissioning obligations to othimahce expenses, partially offset by the additio$a9.7
million that was charged to depletion and deprdoiaion the impairment of PP&E as noted in note dijove

in the first quarter of 2010.

For the year ended December 31, 2010 depletiondmpdeciation was reduced by $37.7 million as a itesl
changes to the depletion calculation, however thiés more than offset by the $19.7 million impairrhen
recognized in the first quarter of 2010 and an &ddal $119.9 million PP&E impairment recognized time
fourth quarter of 2010.

For exploration and evaluation assets, the cosirafeveloped land that expires during the periodharged
as additional depletion and depreciation expense.
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(9)

(h)

()

0

(k)

Business combinations

In accordance with IFRS, internal transaction cdsturred on a business combination are expendénder
the previous GAAP, these costs were capitalizedpad of the acquisition. As a result $2.1 milliovas
charged to other expenses for transaction costsried on the Asset Acquisition for the nine monthreded
September 30, 2010.

Gains and losses on divestitures

Under the previous GAAP, proceeds from divestitunesre deducted from the full cost pool without
recognition of a gain or loss unless the deductiesulted in a change in the depletion rate of 2fceet or
greater, in which case a gain or loss was recordédder IFRS, gains and losses are recorded onstiivees
and are calculated as the difference between tbegeds and the net book value of the asset dispofed
the three and nine months ended September 30, 2Bddgress recognized a $0.5 million gain and a $9.1
million net loss primarily as a result of the salgits central Alberta properties. On the statemehftcash
flows for the nine months ended September 30, 2ah8,proceeds for the central Alberta dispositioarev
increased by $1.6 million for a second minor dispios in central Alberta, previously deducted fraie full
cost pool.

Deferred income taxes:

The adjustment to deferred income taxes on traositielates to both the opening adjustment to the
decommissioning obligations and the treatment ahgerary differences on convertible debentures. The
opening adjustment for the decommissioning obligasi was charged through the deficit on the statemén
financial position thereby creating a temporaryféieénce on the liability. The deferred income taxpact

of the opening adjustment was a deferred incomeatsset of $6.5 million.

Under IFRS, the equity portion of the convertiblebé&nture is treated as a temporary difference afdrded
income tax is recognized. As the discounted amdsrdccreted up to the principal balance over titie
accretion results in a reversal of the temporarjfedence and reduction to the deferred tax lialilit
originally recognized. A deferred income tax liibji of $6.5 million was recognized on transition.

Under IFRS there is no requirement to separatepitr¢ion of deferred income taxes related to currassets
or liabilities. The amounts previously classifiad current have been reclassified to long-term.

Adjustments to deferred income taxes have been nadegards to the adjustments noted above thatlted
in a change to the temporary difference betweenatac accounting values.

Finance expenses

Under IFRS, finance expenses are separately regoiniethe statement of earnings and comprehensive
income. Interest and financing expenses and othwntte expenses are now reported below the fireugr

of expenses on the statement of earnings and cdmepeve income. Other finance expenses include the
accretion and amortized issue costs of the Debestuthe accretion on the decommissioning obligagiand
unrealized gains or losses on investments.

Major turnaround and overhaul expenditures

Under IFRS Progress capitalizes the cost of majanpturnarounds and overhauls and depreciatesethes
costs over their useful life. Previously these e&harged to operating expenses. For the threenamel
months ended September 30, 2010 $0.2 million wastakzed for major plant turnarounds and overhauls
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FINANCIAL HIGHLIGHTS

2011 SELECTED QUARTERLY INFORMATION

(unaudited) 2010 2011
($ thousands except per share amounts) March 31 June 30 Sept. 30 Dec. 31 March 31 June 30 Sept. 30
Income Statement
Petroleum and natural gas revenue 113,471 115,859 105,305 107,957 117,115 117,340 114,037
Cash flow 1 46,803 51,215 44,764 59,115 63,320 54,618 51,563
Per share — dilutéd 0.28 0.24 0.21 0.27 0.29 0.24 0.22
Cash dividends declaréd 21,415 21,945 22,886 21,594 23,087 23,184 23,395
Per share 0.10 0.10 0.10 0.10 0.10 0.10 0.10
Net earnings (loss) (44,708) (22,832) (7,644) (104,184) 1,626 (11,436) 161,352
Per share — basic (0.27) (0.11) (0.04) (0.49) 0.01 (0.05) 0.70
Per share — diluted (0.27) (0.11) (0.04) (0.49) 0.01 (0.05) 0.66
Capital Investment
Total capital expenditures 120,773 38,261 107,689 100,817 140,340 46,037 113,759
Asset Acquisitiof 387,703 (616) - - - - -
Asset Disposition® - (44,473) 680 140 (17,028) (18,316) (77)
Joint Arrangemerft - - - - - - (261,135)
Total Debt
Working capital deficiency (surplus) 44,456 20,424 59,320 21,271 23,339 14,209 (89,702)
Bank debt 139,074 178,384 218,133 312,508 0 0 0
Convertible debentures 298,902 245,405 247,355 249,313 421,350 424,761 353,100
Total debt 482,432 444,213 524,808 583,092 444,689 438,970 263,398
Shareholders' capital 2,537,951 2,542,271 2,555,642 2,561,807 2,763,811 2,103,250 2,119,792
Common Shares (thousands except where otherwise stated)
Shares outstanding, end of period 213,014 213,330 214,296 214,877 229,851 230,529 231,647
Weighted average shares - basic 165,896 213,259 214,222 214,787 219,334 230,397 231,530
Weighted average shares - diluted 166,763 214,004 214,735 215,430 220,179 232,000 253,062
Common Share Trading Statistics ($)
High 14.70 12.97 12.95 13.15 14.84 15.65 14.14
Low 11.25 10.67 10.86 10.30 11.88 13.60 11.55
Closing 11.77 12.37 11.67 12.70 13.96 13.73 12.89
Share volume traded (thousands) 49,171 58,964 42,396 41,164 47,742 53,836 45,676

(1) Cash flow represents the cash flow from operatibesore changes in non-cash working capital, whishpaesented does not
have any standardized meaning prescribed by IFR& @rerefore it may not be comparable with the cédtion of similar
measures for other entities.

(2)  For the three months ended September 30, 2011 #&teebtures are dilutive for earnings per share but-dilutive for cash flow

per share. For the cash flow per share amountdihgive number of shares is 232,358,650.

3) The dividends declared include distributions andidénds that grantees are entitled to on the vgstihthe Share Unit Plan, the

Long Term Incentive Plan and the Performance Uniteintive Plan.

(4) Foothills asset acquisition on March 31, 2010.
(5)  West Central Alberta asset disposition on June 231,0.

(6) Joint arrangement entered into on August 2, 2011.
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2011 SELECTED QUARTERLY INFORMATION

Operational Highlights 2010 2011

(unaudited) March 31 June 30  Sept. 30 Dec. 31 March 31  June 30 Sept. 30

Daily Production
Natural gas (mcf/d) 178,993 226,898 222,540 225,594 233,488 209,202 224,629
Crude oil (bbls/d) 1,812 2,014 1,872 2,127 2,033 2,122 2,037
Natural gas liquids (bbls/d) 3,426 3,690 3,373 2,974 3,408 3,747 3,462
Total daily production (boe/d) 35,070 43,520 42,335 42,700 44,356 40,736 42,937

Average Realized Prices
Natural gas ($/mcf) 5.27 4.03 3.78 3.68 3.85 3.91 3.73
Crude oil ($/bbl) 75.33 72.97 69.79 74.79 82.89 99.21 89.99
Natural gas liquids ($/bbl) 52.68 56.40 51.35 60.48 67.85 66.57 61.27

Highlights ($/boe)
Weighted average sales prite 35.95 29.25 27.04 27.48 29.34 31.65 28.87
Realized gain (loss) on financial instruments (0.28) 0.97 147 1.88 1.21 (0.23) (0.32)
Royalties (6.30) (4.27) (4.12) (3.93) (3.13) (4.35) (3.56)
Operating expenses (6.12) (6.45) (6.07) (5.58) (5.38) (5.75) (5.56)
Transportation expenses (3.02) (3.24) (3.24) (3.22) (3.13) (3.41) (3.48)
Operating Netbacks 20.23 16.26 15.08 16.63 18.91 17.91 15.95
General and administrative expense (1.12) (0.97) (0.93) (0.77) (0.97) (0.97) (0.97)
Stock based compensation expense (0.86) (0.94) (0.72) (0.71) (0.71) (0.55) (0.61)
Goodwill impairment (10.85) - - - - - -
Unrealized gain (loss) on financial instruments 4.61 (2.00) 0.29 (1.71) (1.03) (0.45) (0.26)
Gain (loss) on divestitures - (2.44) 0.14 0.38 1.29 (1.79) 0.01
Gain on joint arrangement - - - - - - 59.74
Other expenses (0.60) (0.05) - - - - -
Depletion and depreciation (21.90) (15.05) (14.14) (46.14) (14.60) (14.03) (14.99)

(10.49) (5.19) (0.28) (32.32) 2.89 0.12 58.87
Interest and finance expenses (3.01) (1.96) (1.61) (1.82) (1.91) (2.10) (1.89)
Other finance expenses (1.40) (0.35) (0.52) (0.60) (0.38) (1.83) (2.20)
Net earnings (loss) before taxes (14.90) (7.50) (2.41) (34.74) 0.60 (3.81) 54.78
Deferred income taxes (reduction) (0.74) (1.73) (0.45) (8.22) 0.19 (0.72) 13.93
Net earnings (loss) (14.16) (5.77) (1.96) (26.52) 0.41 (3.09) 40.85
@ includes sulphur net revenue with no associatedipcoion as no conversion exists for tons to boe.
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