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MANAGEMENTG6S DI SCUSSI ON AND ANALYSI S

The following Managementés Discussion agendnt ok msighig si s (A
Energy Ltd.( Al nsi gni a0 o is dateth & offomibeda A0PDandshould be read in conjunction

with the unauditedFinancial Statements and accompanying notes fothtteeand ninemonthsendedSeptember

30, 2009and 20@®@ andthe audited Financial Statements and accompanying notes for the years ended December 31,

2008 and 200.

Basis of Presentation

The financial data presented below has been prepared in accordance with Canadian Generally Accepted Accounting
Princi pl e.sThé¢ fegdrhinyRudd) measurement currency is the Canadian dollar. The foll\Bi&g
compares the results tieni ne mont hs ended September 30, 2009 (AYT
SeptembeB 0 2008 (AYTD 200 8 three noontldendedseptembe0, 12000 (s@3 0O ¥ h e o
thethreemonths endedune30, 20 ( @220000) and t he t ISepembeddo20® (hii8Q08Ba X e d

The discussion and analysis of our oil and natural gas production and related performance measurdsdsqoresen

a workinginterest, before royalties basis. For the purpose of calculating unit information, natural gas is converted

to a barrel of oil equivalent (fiboed) wusing six thousa
arecautmed t hat boeds may be misleading, particularly if
cubic feet of natural gas to one barrel of oil is based on an energy equivalency conversion method primarily
applicable at the burner tip and does mqresent a value equivalency at the wellhead.

We make estimates and assumptions that affect the reported amounts of our assets and liabilities and the disclosure
of contingent assets and liabilities at the date of the Financial Statements and our rendreigeenses during the
reporting period. Our management reviews these estimates, including those related to accruals, environmental and
asset retirement obligations, income taxes, and the determination of proved reserves on an ongoing basis. Changes
in facts and circumstances may result in revised estimates and actual results may differ from these estimates.

Throughout t his MD & A, references to the Plan of Arr a
(ATricapo) refer tagshéepr Energeyg 1 akeoVYdiFl apbmoriulyo) ef fe
described in the notes to the Financial Statemegfesred to above. The results of operations from the Flagship

assets have been included effective July 31, 20B@ferences to th&r ey Wo | f Pl an of Arran
Arrangement o) refer to the corporate acquisitidon of Gr
2009 as more fully described in the notes to the Financial Statements referred to above.

NonGAAP Measuremesit

Certain financialmeasures referenced to in this MD&#e not prescribed by Canadian GAAP. These-GéAP

financial measures do not have any standardized meaning and, therefore, are unlikely to be comparable to similar
measures presented by other compan We include these measures because management utilizes them to analyze
operatingand financialperformance. The additional information should not be considered in isolation or as a
substitute for measures of performance prepared in accordance witbahadian GAAP.

We use funds from operatignghich is reconciled to cash provided by operating activiesper our Statement of
Cash Flows below:

Q3 Q2 Q3 YTD YTD

(0006 s) 2009 2009 2008 2009 2008

Cash provided by operating activities 3,454 (256) 700 3,558 1,242
Add back:

Abandonment and reclamation costs 321 130 228 455 228

Change in norcash working capital (1,849 399 560 (1,803 739

Funds from operations 1,928 273 1,488 2,210 2,209

Funds from operations per share is calculated by digdunds from operations by the weighted average number of
shares outstanding, consistent with the calculation of net loss per share. Funds from operations netback per boe is
calculated as funds from operations divided by our total boe produced. Wesasoperating netback per boe.



This is calculated as total oil and natural gas revenue less royalties, operating costs and transportation costs
calculated on a boe basis.

Executive Summary

Financial and Operational Data

Q3 Q2 Q3 YTD YTD
2009% 2009 2008 2009° 2008
Financial( $0006s, except fo
Oil and natural gas sales 5,057 1,983 3,831 9,144 5,643
Funds from operatiof3 1,928 273 1,488 2,210 2,209
Per share Basic and dilute® 0.07 0.02 0.16 0.13 0.38
Net loss (4,339 (2,249 (1,429 (9,102 (1,584)
Per share Basic and dilute® (0.17) (0.18 (0.16) (0.53 (0.27
Working capitalsurplus (deficiency’ (15,193 26,675 30,246 (15,193) 30,246
Future proceeds from equity lifle - 25,000 25,000 - 25,000
Total capital resources availafle 39,807 51,675 55,246 39,807 55,246
Property and equipment 139,509 28,177 49,095 139,509 49,095
Total assets 150,281 58,875 87,384 150,281 87,384
Operations
Average daily production
Natural gas (mcf/d) 10,315 3,777 3,390 5,841 1873
Oil and NGL (bbls/d) 411 144 168 233 56
Total (boe/d) 2,130 773 733 1,206 368
Product price®
Natural gas ($/mcf) 3.16 3.61 7.22 3.60 7.92
Oil and NGL ($/bbl) 54.60 56.63 101.52 53.40 101.52
Total ($boe) 25.80 28.18 56.81 27.76 55.88
Operating netback ($/bd&) 8.06 12.60 27.35 9.52 28.38
(1) See t he di sc uGAsA P nMeuansduerre niieNotns o
(2) See the discussion under #ALiquidity and Capital Resourceso
(3) Total capital resources available inahsdvorking capital plus future proceeds from the equity line with Tricap Partnemugtheunused
portion of Insigniadés |line of credit.
(4) Working capital surplus (deficiency) includes bank indebtedness and working capital but exclditkesthed instrumentiabilities and
assets.

(5) The average selling prices reported are before realized derivatives and transportation charges.

6) As a result of the timing of the closing of t hehidreperifonttess combi nat i
quarter ended September 30, 2009, reflects only a partial quarter, namely 69 days of financial and operating resul@dyowdtfe
assets and a full quarter of the financi al and operating results o

Outstanding Share Data
As atSeptembeB0O, 2009

Common shares 30,660,223
Stock options 2,285,500
Performance warrants 1,614,500
Total voting shares and dilutive instruments 34,560,223




Selected Quarterly Information

Q3 Q2 Ql Q4 Q3 Q2 Ql Q4
($00006s, excemduntd) o 2009 2009 2009 2008 2008 2008 2008 2007

Oil and natural gas sales 5,057 1,983 2,104 5,135 3,831 1,004 808 273
Net earnings (loss) (4,339 (2,245 (2,522 (22,893 (1,429 4 (155 (376

Per share Basic and diluted (0.17) (0.18 (0.20 (1.82 (0.16) (0.00 (0.04) (0.09)
Working capitalsurplus (deficit) (15,199 26,863 26,419 28,031 30,246 15,756 16394 16,265

OUTLOOK AND FIRST HALF 2010 CORPORATE GUIDANCE

It was approximately one year ago that the global banking markets eallapd although the global markets are
showing some signs of stabilization, the day to day markets continue to experience extreme volatility. On any given
day, we witness material swings in the S&P, TSX, in gold prices, in the US dollar and, of cooosetriadity

prices. On a positive note, things seem to be on the turnaround and market pessimism is slowly turning to cautious
optimism.

Further, in the last several weeks, commodity prices and in particular natural gas prices, seem to be also taking on a

more bullish sentiment. At Insignia, we continue to believe that significant upside exists in natural gas prices in the

longer term. We base this view on several factors including: natural gas is a clean and preferred fuel compared to

coal and oil, low dces have caused a significant slowdown in rig activity, at current prices operators have been

shutting in production, new Shale gas wells are still experiencing material declines and lastly, once the markets turn
around we should see an increase in ihdus a | demand. Of cour se, a col d winte

I nsigniaés long 1|ife, resource style assets position t|
sheet strength positions the Company for a prolonged downturn as well. The réoetyas price recovery has

supported our decision to continue with our previously stated second half drilling program which includes the

drilling of 3 (3 net) wells at Caroline, Wembley and Pouce Coupe. At Caroline, as described above, this well has

been drilled and cased and is awaiting completion. Wembley, which is a 1,000 meter Cretaceous test, is currently

awaiting surface and landowner consents. At Pouce Coupe, we plan to drill horizontally to confirm the potential in

the Montney/Lower Doig forntaons. At present, we anticipate that both the Wembley and Pouce Coupe wells will

spud during the latter part of the fourth quarter of 2009.

In our previous August 12, 2009 press release we provided H2/09 guidance which included a second half capital
budget of $10 to $14 million and this included the drilling of one horizontal Montney/Doig well at Pouce Coupe. As
indicated above we are on track to spud the Pouce Coupe horizontal well prior to year end and with the drilling of
the Caroline well completege are tightening up our second half capital budget guidance to $9 to $11 million.
Completion of the Pouce Coupe well is not anticipated until the first quarter of 2009.

Previously, we also forecasted a 2009 exit rate of 2,400 boe/d and, this numbexdmauchpact from our second

half drilling program but did include approximately 200 boe/d net from th&0-6W5M Crossfire well.  Although

we understand that the Crossfire well has been producing for a couple of months, the Company continues to be in a
dispute with the operator of this well which has resulted in the Company receiving no production from this well.

Until this issue is resolved, the Companydés future pro
Insignia has revisedtsi projected 2009 exit rate guidance to 2,200 boe/d.

First Half 2010 Capital Budget and Guidance

Contingent on commodity prices and results from the second half 2009 drilling program, the Board of Directors has
approved a H1/10 capital budget of $1B&D million. The Company plans to allocate approximately 75% of this
capital toward drilling and facilities which are anticipated to include the drilling of 6 to 7 gross wells (5 to 6 net)

with a material amount of this capital being targeted on drillictiyity on its main properties at Pouce Coupe and
Caroline.

Assuming reasonable success from the Companyé6s fall an:
achieving a first half 2010 exit rate of 3,000 boe/d.



Capital Expenditures

Q3 Q2 Q3 YTD YTD
(0006 s) 2009 2009 2008 2009 2008
Land 1,332 1,668 985 3,033 1,065
Geological and geophysical 955 108 42 1,141 45
Drilling and completions 213 2 28 1,318 44
Equipment, facilities and pipelines 216 198 521 548 956
Capitalized general aratiministrative and other 250 208 106 712 117
Total capital expendituréscash 2,966 2,184 1,682 6,752 2,227
Property dispositions (25) (2,850) - (2,875) 4
Corporate acquisitions 112,719 - 45,399 112,719 45,399
Non-cash capitalized amounts 80 (749) 114 (615) 114
Total additions to property and equipment 115,740 (1,415) 47,195 115,981 47,744

The Board of Directors of Insigniaad approved asecond hal2009 capital budget of $0 - $14 million, prior to

consideration of any acquisition®©f this amount,$3.0 million has beenexpendedto September30, 2009,

comprisng $2.5 million in land, seismic anatapitalized general and administratieed $.5 million in drilling and

equiping.

Effective July 24 2009, Insignia acquired100% ofthe common shares @rey Wolf. TheCompany és pr i mat
focusin Q3 2009was on the integration of Insignia and Grey Wolf.

Financial Results

Production
Q3 Q2 Q3 YTD YTD
2009 2009 2008 2009 2008
Natural gas (mcf/d) 10,315 3,777 3,390 5,841 1873
Oil and NGL (bbls/d) 411 144 168 233 56
Total (boe/d) 2,130 773 733 1,206 368
% of Total
Natural gas 81% 81% 7% 81% 85%
Oil & NGL 19% 19% 23% 19% 15%

Production inQ3 2009 increasedas a result of the acquisition of Grey Wolf. Production from the Grey Wolf
properties is included from July 24, 2009 to the end of the quartée increase in production from the Grey Wolf
assets was offset due to natural declines in the properties along with no drilling in the quarter.



Pricing and Marketing

Q3 Q2 Q3 YTD YTD
$) 2009 2009 2008 2009 2008
Benchmark Price
AECO-C Daily Spot ($/mcf) 2.2 3.45 7.74 3.77 8.62
Edmonton Light ($/bbl) 71.36 65.90 121.85 62.45 115.14
I nsigniabs Realized
Natural gas ($/mcf) 3.16 3.61 7.22 3.60 7.92
Oil and NGL ($bbl) 54.60 56.63 101.52 53.40 101.52
Total ($/boe) 25.80 28.18 56.81 27.76 55.88

Natural gasprices have beeweclining since mid2008, and this fact is reflected in the prices realized by the
Company. Realizedpricesdecreasethy approximateh8% from Q22009to Q32009

The Company has the following outstanding derivative contracts at September 30, 2009:

Fair Value Current

Period Volume Type Pricing Terms asset (liability) ( 000 6
Natural Gas

Oct1, 2009 Dec 31, 2009 6,000 GJ/day Fixed $5.90(AECO CDN$/GJ) $ 838

Jan 1, 2010 Dec 31,2010 2,000 GJ/day Cap $7.95(AECO CDN$/GJ) $ (177)

Jan 1, 2010 Dec 31, 2011 4,000 GJ/day Cap $8.455(AECO CDN$/GJ) $ (783)

Oil and Natural Gas Sales

Q3 Q2 Q3 YTD YTD
(500006 s) 2009 2009 2008 2009 2008
Natural gas 2,995 1,241 2,252 5,743 4,064
Oil and NGL 2,062 742 1,579 3,401 1,579
Total 5,057 1,983 3,831 9,144 5,643

Sales for @ 2009increasedrom Q2 2009 as a result of th&rey Wolf acquisition

Royalties
Q3 Q2 Q3 YTD YTD
(00006 s) 2009 2009 2008 2009 2008
Crown 344 (61 558 409 710
Freehold, including freehold mineral ta 77 41 144 218 308
Gross overriding 108 30 182 251 335
Total 529 10 884 878 1,353
$/boe 2.70 0.14 13.12 267 1340
% of revenue 11% 0% 23% 10% 24%
Q3 Q2 Q3 YTD YTD
Royalties by Commodity 2009 2009 2008 2009 2008
Natural gag$0 0 0 6 s ) 68 (30) 702 196 1,171
% of natural gas revenue 2% (2%) 31% 3% 29%
Oiland NGL($0 0 0 6 s ) 461 40 182 682 182
% of oil and ngl revenue 22% 5% 12% 20% 12%




Ins g n acguired properties are predominantly subject to crown royaltiegural gas oyalties in Q3 2009 are

low due to the monthly allowable Alberta Energy deductions on crown royalties anthtoval gagprices in the
guarter. Total royalties in Q2009 were positively impacted by several adjustments, the most significant of which
was the 2008 Gas Cost Allowance adjustment received 20Q2

The decline in average royalty rates from 2008rimarily due tolower gas pricessombinedwith the imgact of

higherGas Cost Allowance deductions in 2009 compared to 2008

Lease Operating/ Transportation Expenses

Q3 Q2 Q3 YTD YTD
(00006 s) 2009 2009 2008 2009 2008
Lease operating expenses 2,683 1,008 1,019 4,689 1,294
$/boe 13.70 14.22 15.11 14.24 12.8
Transportation expenses 265 79 83 438 130
$/boe 1.34 1.12 1.23 1.33 1.28

Total operating expensand transportation expenseve increasedn the quartedue to the acquired Grey Wolf
properties. Operating expenses peedecreased in Q3 2008lative to Q3 2008 due to the saleadfigh operating
cost propest in Q2 2009and increasedefficiencies in the properties acquired in the 2008 acquisitidie

Companyexpecsits operating costs to average approximately $14.00 per boe in the douartier of 2009.

Interest

Q3 Q2 Q3 YTD YTD
(00006 s) 2009 2009 2008 2009 2008
Interest income 10 17 162 92 442
Interest expense (87) - - (87) -

INQ320M0,1 ns i gash lanee wassed to pay down the line of credésumedn the Grey Wolf acquision.
Interest expense of $87 thousand in the quarter is a result of the ioteaggtdon the funds drawn on the credit

facility over the quarter.

General and Administrati onrbasekQorepersaien ( A G&AO)

and Stock

Q3 Q2 Q3 YTD YTD
(0006 s) 2009 2009 2008 2009 2008
G&A 1,149 885 636 3,030 1,224
Overhead recoveries (35 (46) (15) (103 (23
Capitalized G&A (247 (208 (102) (701) (102)
Net G&A 867 631 519 2,226 1,099
Net G&A ($/boe) 4.42 8.98 7.69 6.76 10.89
Stock-based compensation 278 285 319 898 545

The Q3 2000 G&A totaled $1,149000 compared to885000 in @ 2009, the increaseattributable primarily to
consultingservicesincurred in @ 2009during the transition of the Grey Wolf acquisitiand due to the hiring of
two full-time equinalent employeesG&A increasedrom 2008 to 200&sa result of the acquisitions in 2008 and
2009. Insignia expects its fourth quarter G&A to be consistent with Q3 2009.



Insigniaexpense the value ofits stock options and performance warrants over #sing period, whiclkeurrently
results in approximately 60% of the total stdmsed compensation expense being reflected in earnings in the first
12 months following the grant.

Insignia currently capitalize G&A relating to exploration activities and rewing purchase, farain and other
property and corporatecquisitions Insigniaalso capitalizethe related stocbkased compensation associated with
employee salaries that are capitalized. ¥®D 2009, Insigniarecognized stockased compensation expsenof
$1,153000 (YTD 2008 $545000) of which 55000 (YTD 2008, $nil) was capitalizedQ3 2009 expense
declined from Q 2009 due tahe first year of stock compensation expense relating to the options granted in July
2008 is completed. Nestockoptions grantedn September 1, 2008ere expensed for one monththe quarter

Depl etion, Depreciation and Accretion (ADD&AO)
Q3 Q2 Q3 YTD YTD
(00006 s) 2009 2009 2008 2009 2008
Depletion, depreciation and accretiol 4587 2,233 2,594 9,016 3,248
Total ($/oe) 2341 31.74 38.47 2738 32.17

For Q3 2009 depletion, depreciation and accretiomereased substantialfyom Q2 2009 as a result of the Grey
Wolf acquisition On a boe basis, DD&A decreasedb841/boein Q3 2009 from 81.74in Q2 2009 as a resutif
the low acquisition cost per proved reservetf@Grey Wolf acquisitionWe have excludedl®.4million from the
depletion base related to unproved properties, and have addenhiion in future development costs to the
depletion base.

Funds from Operations and Net Loss

For Q3 2009 funds from operationtotalled$1.9 million, compared to &73000for Q2 2009. Cash flow increased
as a result of higher production levelge to the Grey Wolf acquisitionThe Company retains a strong balance
sheetincluding$40 million in unused credit facility.

The following table summarizes funds from operation a barrel of oil equivalent:

Q3 Q2 Q3 YTD YTD
($/boe) 2009 2009 2008 2009 2008
Sales price 25.80 28.18 56.81 27.76 55.88
Royalties (2.70 (019 (1312 (2.67) (13.40
Lease operating expenses (13.70) (14.32) (15.11) (14.24) (12.82)
Transportation expenses (1.39 (1.12 (1.23 (1.33 (1.28
Operating netback 8.06 12.80 27.35 9.52 28.38
Interest income 0.05 0.24 2.41 0.28 4.37
General an@ddministration (4.42 (8.99 (7.69 (6.7 (10.89
Interest expense (0.44) - - (0.26) -
Realized gain on financial instruments 6.59 - - 3.92 -
Funds from operations netback 9.84 3.86 22.07 6.70 2186

Net loss forQ3 200 was #.3 million ($0.17 per baic and diluted share) compared to a net loss2df fiillion
($0.18per basic and diluted share) i2 Q0. The increase is mainigttributableto the higher DD&A expense as
a result of the Grey Wolf acquisition.



Liguidity and Capital Resources
Equity

As at SeptembeB0, 2009 the Company has 30,660,28@mmon sharegutstanding antias issue@,285500stock
optionsat a weightd average exercise price of $3.84d 1,84,500 performance warrants at exercise price of
$6.80.

Q3 Q2 Q3 YTD YTD
Weighted Average Shareu@Btanding 2009 2009 2008 2009 2008
Basic and Diluted 26,105,200 12,587,967 9,083,351 17,144,826 5,781,239

Stock options and performance warrants are not included in diluted share computations as theglilté/anti

As of the date heof, the Company has repurchased for cancellatid@44common shares at an average price of
$3.01 per common share in 2009 (14,400 common shares at aagavprice of $3.07 in 2008) pursuant to the
Company6s Normal Course | ssuer Bid.

On July 20, 2009under the terms of the Equity Commitment Agreement with Tricap Partners Ltd., the Company
issued 3,676,470 Common Shares for cash consideration of $6.80 per Common Share for total proceeds of $25.0
million. Concurrent with the subscription for Common S¥saunder the Equity Commitment Agreement, 3,676,470
Special Voting Shares were cancelled without consideration.

On July 24, 2009, the Company completed a business combination with Grey Wolf Exploration Inc. pursuant to an
arrangement under the Business gowations Act (Alberta). Pursuant to ti&V Arrangement, Insignia issued
approximately 14.4 million common shares to acquire all of the issued and outstanding Grey Wolf common shares.

As a result, the pr&W Arrangement Insignia shareholders own approxématy 53 % o f Il nsigniabs

common shares and the former Grey Wolf sharehol der s
shares. As a result of the closing of this transaction, the Company establishB8.@rillion revolving credit
facility with a Chartered Canadian Bank

Followingthec o mp |l et i on of these transactions, Tricap hol ds
shares.

Working Capital

September30, December 31,
(00006 s) 2009 2008
Cash and cash equivalents 225 29,972
Accounts receivable 4,462 2,001
Prepaid and deposits 1,247 491
Bank indebtedness (11,634) -
Accounts payable and accrued liabilities (9,493 (4,433)
Working capital surplus (deficiency) (15,193) 28,031

The decrease in working capital froryear end 208 reflectsthe pay downof the debt assumed on the Grey Wolf
acquisitionand expenditures incurred on exploration and development in the current year, offset by cashflow from
operations and proceeds received on property dispositions.

ow

a



Contractual Obligations and Commitments

The contractual obligations for which the Company is responsible are as follows:

Years ending December 31, 2010- 2012- After
(00006 s) Total 2009 2011 2013 2013
Office lease, excluding operating costs 3,247 119 1,299 1,43 377
Gathering and processing agreement 4,079 1,257 2,822 - -
Asset retirement obligations 19,203 391 2,979 3,032 12,801
Total Contractual Obligations 26,529 1,767 7,100 4,484 13,178

The Company enters into contractual obligations in the course diucting its day to day business. nsi gni ads
material obligations are as detailed abowe.conjunction with the Grey Wolf acquisition, the Company acquired

Grey Wol fos office | ease. The present vafrabehousahd t he fio
has been accrued for as part of the purchase equation.

In conjunction with the Grey Wolf acquisition, the Company assumed two gathering and processing agreements.
One of the agreements expires on ABAl 2010 and has a future commitmerit$0.9 million in 2009 and $1.1

million in 2010. The remaining agreement has been determined to be a liability as the contract volume obligation
exceeds the production in the area. This contract expires in February 2011 and the present value toathigfcon

$2.2 million has been accrued for as part of the purchase price allocation of Grey Wolf.

The payment terms on the asset retirement obligation is based on an estimated timing of expenditures to be made in
future periods and amounts have been etalat 2.0%; the actual amount and timing of expenditures may differ
materially from that presented above.

Financial Instruments

Financial instruments comprise cash and cash equivalents, accounts receigablats payable and accrued
liabilities, bank indebtedness and financial derivative contraci®he fair values of these financial instruments
approximate their carrying amounts due to their steorh maturities. We have not identified any embedded
derivatives in any of our contracts.

Off-Balance $ieet Arrangements

The Company had no effalance sheet arrangements in the current or prior period.

Control Environment

Disclosure controls and procedures have been designed to ensure that information required to be disclosed by
Insignia is accumulateddn c o mmuni cated to the Companydds management
regarding required disclosure.

I nternal controls over financi al reporting (Al CFRO) h
assurance regarding the reliabl y o f Il nsigniabés financi al reporting and
external purposes in accordance with Canadiad® . The control frameworslCFRiIsed t o

is the Internal Contrelntegrated Framework (COSO Framewog)blished by the Committee of Sponsoring
Organizations of the Treadway Commission. We utilized the Guidance for Smaller Public Companies.

No changes in the Companyo6s 8 200%thanhaye mateially affecleds orarer e i d
reasonal y | i kely to affect, the Companyo6s internal contr o
It should be noted that while Insigniabés Chief Execut
Companyb6s control pr ocedur e sce that controlslaze efiectiveethey domat bxpeet | e v e

that the procedures will prevent all errors and fraud. A control system, no matter how well conceived or operated,
can provide only reasonable, not absolute, assurance that the objectives of the iatrohsy met.
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New Accounting Standards

As of January 1, 2009, the Comparstrospectivelyadopted theCanadian Institute of Chartered Accountants

( GICAO Bection 3064fiGoodwill and Intangible Asseals This section clarifies the criteria for the recogmitof

assets, intangible assets and inteynddiveloped intangible assefEhe adoption of this new standard did not impact

the amounts reported in the Companyédés financi al statemi

On January 1, 2009, the <@d&8p a mkandiefardlduedftrieandal AGsaté s EI1 C
and Financi al Liabilities.o The EIC provides guidance
counterparty when determining the fair value of financial assets and financial liabilities, inchletivgtive

instruments. The adoption of this EIC did not i mpact t|

I n January 2009, the CICA issued Section 1582, ABusinNn
business combinations.e&ion 1582 establishes principles and requirements of the acquisition method for business
combinations and related disclosures. This statement applies prospectively to business combinations for which the
acquisition date is on or after the beginningh#f first annual reporting period beginning on or after January 1, 2011

with earlier application permitted.

In January 2009, the CICA issued Sections <Zdtolling AConso
I nterestso, whiudhncer Sqrtlomlb® ®stablishessstandards fogthe preparation of consolidated
financial statements. Section 1602 provides guidance on accounting forcantolling interest in a subsidiary in
consolidated financial statements subsequent to a bastoesbination. These standards are effective for fiscal

years beginning on or after January 1, 2011 with earlier application permitted.

In June 2009, the CICA issued amendments ti sCdlCoAs uHaensdb.
The amedments include enhanced disclosures related to the fair value of financial instruments and the liquidity risk
associated with financial instruments. The amendments will be effective for annual financial statements for fiscal
years ending after September, 3M09. The Company will include these additional disclosures in its annual
consolidated financial statements for the year ending December 31, 2009.

International Financial Reporting Standards

I n February 2008, the Canadi@Bo)Acconufnitn mgd Sthaatdaatdb E
accountable enterprises wild/l be required to adopt I nt e
and annual reporting purposes for fiscal years beginning on or after January 1, 2011. Thentfamsiticurrent
Canadian GAAP to I FRS is a significant undertaking t he
position and results of operations.

The IFRS conversion project has five key components or impafiteancial statement prepaia, training,
information systems, control environment, and external communications. With the assistance of an external advisor,
the Company has completed a high level review of the major differences between Canadian GAAP and IFRS as they
relate to accaouting policies and practices. The next project phase will be a matepith analysis of the business

issues and accounting policy choices.

Application of Critical Accounting Estimates

We make estimates and assumptions that affect the reported amoountsag$ets and liabilities and the disclosure

of contingent assets and liabilities at the date of the Financial Statements and our revenues and expenses during the
reporting period. Our management reviews these estimates, including those relatedals, samoristonmental and

asset retirement obligations, income taxes, and the determination of proved reserves on an ongoing basis. Changes
in facts and circumstances may result in revised estimates and actual results may differ from these estimates. Our
critical accounting estimates are discussed below.

Reserves Determination

The process of estimating reserves is complex. It requires significant judgements and decisions based on available
geological, geophysical, engineering and economic data. To estmeadednomically recoverable oil and natural
gas reserves and related future net cash flows, many factors and assumptions are incorporated such as expected
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reservoir characteristics based on geological, geophysical and engineering assessments, futtian patdac

based on historical performance and expected future operating and investment activities, future oil and gas prices
and quality differentials, future development and operating costs and assumed effects of regulation by government
agencies.

Propeties will, over a period of time, actually deliver oil and gas in quantities different than originally estimated due
to changes in reservoir performance. The timing of future capital expenditures are subject to uncertainty. Projected
future commodity pdes and the operating and capital cost structure are subject to significant management
judgement and currently, highly volatile. Actions by provincial governments with respect to the royalty regime have
a significant and unpredictable impact.

Managements responsible for estimating the quantities of oil and natural gas reserves. Estimates are prepared in
accordance with National Instrument-5Q1, generally accepted industry practices and the standards of the
Canadian Oil and Gas Evaluation Handbook.

On an annual basis, we have an independent reserves evaluation corapttted a quarterly basis, we prepare
internal estimates and updateSLJ Petroleum Consultants perfardthe annualevaluation effective December 31,
2008.

The Board of Directors hastablished a Reserves Audit Committee to assist them in overseeing the annual review

of our oil and gas reserves. The Reserves Audit Committee comprises three independent Directors. The Reserves
Audit Committee meets with management periodically to revigsvreserves process and results. The Reserves
Audit Committee appoints and meets with the independent reserve evaluator, independent of management, to review
the scope of their work, whether they have had access to sufficient information, the natgatisfadtory
resolution of any material differences of opinion, and their independence.

Reserves estimates are critical to many of our accounting estimates, including the following:

1. Calculating our unipf-production depletion and depreciation rate.

2. Applyi ng a fAceiling testo to the net book value of oi
value does not exceed the estimated fair value of the properties.

3. Assessing the cost of our unproved properties excluded from costs subject tmdeidtdepreciation for
impairment.

Asset Retirement Obligations (AAROO0)

We are required to remove or remedy the effect of our activities on the environment at our oil and gas wells and
facilities. Estimating our future asset retirement obligations reguis to make estimates and judgments with
respect to activities that will occur many years into the future. We record asset retirement obligations in our
Financial Statements by discounting the estimated future obligations. In arriving at the amoutgd.enumerous
assumptions and judgments are made with respect to ultimate settlement amounts, inflation factead]stedit

discount rates, and the timing of settlement. These individual assumptions can be subject to change based on
experience. fie ARO we have recorded results in an increase to the carrying costs of our property and equipment,
and the obligations accrete with the passage of time. A change in any one of our assumptions could impact our
ARO, the carrying value of our property argugoment, and our net income or loss.

Future Income Taxes

We follow the liability method of accounting for income taxes whereby future income tax assets and liabilities are
recognized based on temporary differences in reported amounts for financial staechéax purposes. We have
recorded a valuation allowance against our future income tax asset based on an analysis of the likelihood of
realization of those assets. Changes in facts and circumstances as a result of income tax audits, reassessments,
jurisprudence and any new legislation may result in an increase or decrease in our provision for income taxes.

Other Estimates

The accrual method of accounting requires management to incorporate certain estimates including estimates of
revenue, royalties, lea operating and transportation costs at a specific report date, but for which actual revenues
and costs have not yet been received. In addition, estimates are made on capital projects which are in process or
recently completed where actual costs havehasn received by the reporting date. The Company obtains the
estimates from the individuals with the most knowledge of the activity and from all project documentation received.
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The estimates are reviewed for reasonableness and compared to past peefdor@ssess the reliability of the
estimates. Past estimates are compared to actual results in order to make informed decisions on future estimates.

Stockbased Compensation

We determine the fair value of stock options and performance warrants at thef dant and expense the
compensation cost over the vesting period. In determining fair value, we utilize binomial lattice option pricing
models developed for us by a third party expert. In arriving at the amounts recorded, numerous assumptions and
judgments are made with respect to exercise expectations, volatilitfreesknterest rates and dividend yield.

Risk Factors

There are a number of risk factors that we face as participants in the Canadian oil and gas iAddstailed
discussion of ourisk factors and industry conditions is presented in our most recent Annual Information Form, filed
with securities regulatory authorities and availablevomw.sedar.com Certain key risk factors are discussed
below

Volatility of commodity prices

Natural gas is a commodity primarily influenced by factors within North America. A tight supply demand balance

for natural gas causes significant elasticity in pricing, whereas higher than average storage levels teedsto depr

natural gas pricing. Drilling activity, weather, fuel switching and demand for electrical generation are all factors
that affect the suppldemand balance. Recently, liquefied natural gas shipments to North America have also
resulted in natural gasigply and natural gas pricing being based more on factors other than supply and demand in
North America. Changes to any of these or other factors create price volatility.

Crude oil prices are influenced by the world economy, the Organization of theeBetr&xporting Countries'
("OPEC) ability to adjust supply to world demand and weather. Political events also trigger large fluctuations in
price levels. The current global financial crisis has reduced liquidity in financial markets thereby restidsgy a

to financing and has caused significant volatility to commodity prices. Petroleum prices are expected to remain
volatile for the remainder of 2009 as a result of market uncertainties over the supply and demand of these
commodities due to the currestate of the world economies, OPEC actions and the ongoing global credit and
liquidity concerns.

World oil and gas prices are quoted in United States dollars and the price received by Canadian producers is,
therefore, affected by the Canadian/U.S. dadtechange rate, which will fluctuate over time. Material increases in

the value of the Canadian dollar may negatively impact production revenues. Such increases may also negatively
impact the future value of reserves as determined by independent evwaluator

The impact on the oil and gas industry, in general, from commaodity price volatility is significant. During periods of
high prices, producers generate sufficient cash flows to conduct active exploration programs without external
capital. Increased aamodity prices frequently translate into very busy periods for service suppliers triggering
premium costs for their services. Purchasing land and properties similarly increases in cost during these periods.
During low commodity price periods, acquisitiarosts drop, as do internally generated funds to spend on
exploration and development activities. With decreased demand, the prices charged by the various service suppliers
also decline.

For Insignia, this volatility causes significant variation in our prduction revenue from period to period. In an
environment of low prices,ectain wells or other projects may become uneconamitwe may elect not to produce
from certain wellsleading to a reduction idevelopment opportunities attite volumeand vdue of ourreseres.

Insignia continually monitors the movement of commodity prices and will apply appropriate financial risk
management instruments if we believe that these are warranted to maintain a given revenue profile. Insignia
assumedhree derivatie contracts in the latest acquisition that expire over the next twa years

Volatile oil and gas prices make it difficult to estimate the acquisition value of producing properties and often cause
disruption in the market for oil and gas producing propgrtes buyers and sellers have difficulty agreeing on such
value. Price volatility also makes it difficult to budget for and project the return on acquisitions and development
and exploitation projects.
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Global Financial Crisis

Recent market events and cdimhs, including disruptions in the international credit markets and other financial
systems and the deterioration of global economic conditions, have caused significant volatility to commodity prices
and an increase to the cost of capital. These conditileteriorated in 2008 and are continuing in 2009, causing a

loss of confidence in the broader U.S. and global credit and financial markets and resulting in the collapse of, and
government intervention in, major banks, financial institutions and insamiscreating a climate of greater
volatility, less liquidity, widening of credit spreads, a lack of price transparency, increased credit losses and tighter
credit conditions. Notwithstanding various actions by governments, concerns about the genérah aafnhe

capital markets, financial instruments, banks, investment banks, insurers and other financial institutions caused the
broader credit markets to worsen and stock markets to decline substantially. These factors have negatively impacted
companyvaluations and will impact the performance of the global economy going forward.

The impact on capital markets caused by investor uncertainty in the global economy has a significant impact on our
business modelWe anticipate making substantial capital engiitures for the acquisition, exploration, development

and production of oil and natural gas reserves in the future. There can be no assurance that debt or equity financing
will be available or that our existing cash balances and cash gengyatpdratbns will be sufficient to make these
expenditures. If debt or equity financing is available, it may not be on terms acceptable to us. Failure to obtain such
financing on a timely basis could cause us to miss certain acquisition opportunities.

Third PartyCredit Risk

We must successfully market our natural gas to prospective buyeesCompany may be exposed to third party
credit risk through its contractual arrangements with its current or future marketers of its oil and natural gas
production. In theent such entities fail to meet their contractual obligations to the Company, such failures may
have a material impact on the Company's business, financial condition, results of operations and prospects.

In addition, poor credit conditions in the indusémyd of joint venture partners may impact a joint venture partner's
willingness to participate in the Company's ongoing capital program, potentially delaying the program and the
results of such program until the Company finds a suitable alternative partner.

Interest Rate Risk

Interest rate risk refers to the risk that the value of a financial instrument or cash flows associated with the
instrument will fluctuate due to changes in market interest rates. The Company is exposed to interest rate risk as it
borrows funds at floating interest rates.

Exploration, Development and Production

The longterm commercial success of Insignia will depend on its ability to find, acquire, develop and commercially
produce oil and natural gas reserves. No assurance can betlgatensignia will be able to locate satisfactory
properties for acquisition or participation. Moreover, if such acquisition or participations are identified, Insignia
may determine that current markets, terms of acquisition and participation or pemmltions make such
acquisitions or participations uneconomic.

Future oil and gas exploration may involve unprofitable efforts, not only from dry wells, but from wells that are
productive but do not produce sufficient net revenues to return a prefit diftling, operating and other costs.
Completion of a well does not assure a profit on the investment or recovery of drilling, completion and operating
costs. In addition, drilling hazards or environmental damage could greatly increase the costtidnspeand
various field operating conditions may adversely affect the production from successful wells. These conditions
include delays in obtaining governmental approvals or consentsinshat wells resulting from extreme weather
conditions, insufitient storage or transportation capacity or other geological and mechanical conditions. While
diligent well supervision and effective maintenance operations can contribute to maximizing production rates over
time, production delays and declines from ndrrield operating conditions cannot be eliminated and can be
expected to adversely affect revenue and cash flow levels to varying degrees.

In addition, operations are subject to the risks of exploration, development and production of oil and natural gas
properties, including encountering unexpected formations or pressures, premature declines of reservoirs, the
invasion of water into producing formations, blawts, sour gas releases, fires and spills. Losses resulting from the
occurrence of any of theseksscould have a materially adverse effect on future results of operations, liquidity and
financial condition.
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Insignia attempts to minimize exploration, development and production risk by utilizmghaquality technical
team with extensive experiencadamultidisciplinary skill sets to assure the highest probability of success. We
augment our management team by coningotertain supervisory activities to consulting firms with specialized
expertise.

Environment, Health and Safety

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

There are potential risks to the environment inherent in the business activities of the Corhpgiggia has
developed and i mplemented policies and procedures to
These policies and procedures include the emergency response plans and the EH&S program. These policies and
procedures are desighéo protect and maintain the environment and to ensure that the employees, contractors,
subcontractors and the public at large are kept safe at all times.

Insurance

The Companyés involvement in the expl ooperties mayresulbin and d
the Company becoming subject to liability for pollution, blow outs, leaks of sour natural gas, property damage,
personal injury or other hazards. Although the Company maintains insurance in accordance with industry standards

to addess certain of these risks, such insurance has limitations on liability and may not be sufficient to cover the full
extent of such liabilities. In addition, such risks are not, in all circumstances, insurable or, in certain circumstances,

the Company maglect not to obtain insurance to deal with specific risks due to the high premiums associated with

such insurance or other reasons. The payment of any uninsured liabilities would reduce the funds available to the
Company. The occurrence of a significament that the Company is not fully insured against, or the insolvency of

the insurer of such event, may have a material adverse effect on the Company's business, financial condition, results

of operations and prospects.

Hedging

From time to time the Corpation may enter into agreements to receive fixed pfeesther derivative contracts)

on its oil and natural gas production to offset the risk of revenue losses if commaodity prices decline; however, if
commodity prices increase beyond the levels seuch agreements, the Corporation will not benefit from such
increase and the Corporation may nevertheless be obligated to pay royalties on such higher prices, even though not
received by it, after giving effect to such agreements. Similarly, from tirienéotheCorporation may enter into
agreements to fix the exchange rate of Canadian to United States dollars in order to offset the risk of revenue losses
if the Canadian dollar increase in value compared to the United States dollar; however, if thrCedobar

declines in value compared to the United States dollar, the Corporation will not benefit from the fluctuating
exchange rate.

Forward Looking Statements
Statements throughout t his MD&A t hat are ddookinghi stori

statementso. These forward | ooking statements someti me
expects a stated condition or result. All estimates an
future plans, inc udi ng, without | imitation, management s assess

commodity prices and their impacinticipated demand for commodity pricéisning of expenditures, budgeted
capital expenditures and the method of fundingeb&rtiming of drilling and wells to be brought on production,
completion and tién of wells, expected royalty rates and changes to the Alberta royalty regime and the possible
effect thereof on the Company and its allocation of captglectedperatingcosts and general and administrative
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expensesthe expected levels of production ratesd anticipated acquisiti and timing thereofnd benefits
derived therefrom may constitute forwdmbking statements under applicable securities laws and neclgssari
involve risks including, without limitation, risks associated with oil and gas exploration, development, exploitation,
production, marketing and transportation, volatility of commodity prices, imprecision of reserve estimates,
environmental risks, compon from other producers, incorrect assessment of the value of acquisitions, failure to
complete and/or realize the anticipated benefits of acquisitions, delays resulting from or inability to obtain required
regulatory approvals and ability to accesdfatient capital from internal and external sources and changes in the
regulatory and taxation environment. As a consequence, the Company's actual results may differ materially from
those expressed in, or implied by, the forwbkroking statements. Forwaildoking statements or information are
based on a number of factors and assumptions which have been used to develop such statements and information
but which may prove to be incorrect. Although the Company believes that the expectations reflected in such
forward-looking statements or information are reasonable, undue reliance should not be placed on-fookangl
statements because the Company can give no assurance that such expectations will prove to be correct. In addition
to other factors and assumpti® which may be identified in this document, assumptions have beenregadding,

among other things:the ability of the Company to obtain equipment and services in a timely and cost efficient
manner; drilling results; the ability of the operator of thmjects which the Company has an interest in to operate

the field in a safe, efficient and effective manor; field production rates and decline rates; the ability to replace and
expand oil and natural gas reserves through development of exploration; &iltared natural gas prices; interest

rates; the regulatory framework regarding royalties, and the ability of the Company to successfully market its oil
and natural gas products. Readers are cautioned that the foregoing list of factors is not exhadslitenah
information on these and other factors that could affect the Company's operations and financial results are included
elsewhere herein and in reports on file with Canadian securities regulatory authorities and may be accessed
through the SEDAR wslte (vww.sedar.coin or at the Company's websit@ww.insigniaenergy.gaFurthermore,

the forwardlooking statements contained in this MD&A are made as at the datesdfib&A and the Company

does not undertake any obligation to update publicly or to revise any of the included fooakirdy statements,
whether as a result of new information, future events or otherwise, except as may be required by applicable
securitiedaws.

Additional Information

Addi tional information relating to Insignia, including
can be viewed atww.sedar.com Information can also be obtained by contagthe Company at:

Suite 2300, 5004™ Avenue SW

Calgary, Alberta

T2P 2V6

Attention: Jeff Newcommon, President and CEO
(403) 5368138

www.insigniaenergy.ca

info@insigniaenergy.ca
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Insignia Energy Ltd.
Balance Sheets

September 30 December 31,
2009 2008
(0006s) (unaudited) $ $
ASSETS
Current
Cash and cash equivaleiftote 10] 225 29,972
Accounts receivable 4,462 2,001
Prepaids and deposits 1,247 491
Financial instrumentgote 8] 838 -
6,772 32,464
Future income taxes 4,000 1,100
Property and equipmeifihote 4] 139,509 32,137
150,281 65,701
LI ABI'LI'TIES AND SHAREHOLDERSS®S
Current
Bank indebtednegsote 5] 11,634 -
Accounts payable and accrued liabilities 9,493 4,433
Financial instrumentgote 8] 960 -
22,087 4,433
Asset retirement obligatiojmote 6] 11,641 6,366
Commitments [note 11]
Sharehol dersdé equity
Share capitdinote 7] 146,989 77,421
Contributed surplufnote 7] 2,954 1,769
Deficit (33390 (24,288)
116553 54,902
150281 65,701

See accompanying notes

APPROVED ON BEHALF OF THE BOARD

(Signed) AD. Ambediand, Director

(Signed) #AJ.E. Erricoo, Director
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Insignia Energy Ltd.

Statements of Operations and Deficit
For the three and nine months ended September 30, 2009

Three monthsended

Nine months ended

September 30, September 30,

2009 2008 2009 2008
(0006s) (unaudited) $ $ $ $
Revenues
Oil and natural gas sales 5,057 3,831 9,144 5,643
Royalties (529) (884) (878) (1,353)
Interest income 10 162 92 442

4,538 3,109 8,358 4,732
Expenses
Lease operating 2,683 1,019 4,689 1,294
Transportation 265 83 438 130
General and administrative 867 519 2,226 1,099
Interest 87 - 87 -
Stockbased compensatignote 7] 278 319 898 545
Financial instruments logaote 8] 106 - 106 -
Depletion, depreciation and accretjmotes 4,6] 4,587 2,594 9,016 3,248

8,873 4,534 17460 6,316
Loss and comprehensivdoss for the period (4,339 (1,425) (9,102 (1,584)
Deficit, beginning of period (29,055) (599) (24,288) (440)
Elimination of deficit - 629 - 629
Deficit, end of period (33,390 (1,395) (33,390 (1,395)
Loss per share, basic and dilutednote 7] (0.17) (0.16) (0.53) (0.27)

See accompanying notes
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Insignia Energy Ltd.

Statements of Cash Flows
For the three and nine months ended September 30, 2009

Three months ended

Nine months ended

September 30, September 30,
2009 2008 2009 2008
(0006s) (unaudited) $ $ $ $
Cash was provided by (used in)
OPERATING ACT IVITIES
Loss for the period (4,339 (1,425) (9,102 (1,584)
Items not involving cash
Stockbased compensation 278 319 898 545
Unrealized financial instruments loss 1,398 - 1,398 -
Depletion, depreciation and accretion 4,587 2,594 9,016 3,248
1,928 1,488 2,210 2,209
Change in noitash operating working capitdote 10] 1,847 (560) 1,803 (739)
Abandonment and reclamation cogtete 6] (321) (228) (455) (228)
3,454 700 3,558 1,242
FINANCING ACTIVITIES
Increase (decrease) in bankaéhtedness (51,702) - (51,702) -
Issuance of share capital, net of share issuance expe 25,000 24,894 25,000 24,894
Repurchase of common shafeete 7] - - (31) -
(26,702) 24,894 (26,733) 24,894
INVESTING ACTIVITIES
Corporate acquisitiomote 3] (1,029) (8,715) (1,378) (9,396)
Proceeds on disposal of property and equipment 25 - 2,875 -
Property and equipment expenditures (2,966) (1,682) (6,752) (2,231)
Change in noitash investing working capitfdote 10] 226 (315) (1,317) 507
(3,744) (10,712) (6,572)  (11,120)
Increase (decrease) in cash and cash equivalents (26,992) 14,882 (29,747) 15,016
Cash and cash equivalents, beginning of period 27,217 16,650 29,972 16,516
Cash and cash equivalents, end of periddote 10] 225 31,532 225 31,532

See accompanying notes
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Insignia Energy Ltd.

Notes to Financial Statements

For the three and nine months ended September 30, 2009 and 2008

(Tabular amounts are stated in thousands of dollars excephare and per share amounts)
(unaudited)

1. BUSINESS OF THE COMPANY

gniao or the fACompanyo) r e:
0) and Flagship Energy I nc.
s are compr iadl ad natufal gaishe e x pl

I nsignia Energy Ltd. (Al nsi
Energy | nc. (Alnsignia | nc.
Note 3. The Companyds activitie
properties in Western Canada.

The interim financial statements of the Company have been prepared in accordance with accounting principles
generaly accepted in Canada, using the same accounting policies and methods of computations as set out in Note 2
to the audited financial statements of the Company for the year ended December 31, 2008, except as outlined in
Note 2 below. The disclosures providedlow are incremental to those included with the audited financial
statements for the year ended December 31, 2008. The interim financial statements should be read in conjunction
with the audited financial statements of the Company for the year endechbexc31, 2008.

2. CHANGES IN ACCOUNTING PRINCIPLES

As of January 1, 2009, the Company retrospectively adopted the Canadian Institute of Chartered Accountants

(ACI CAO0) S éGoodiviband IBtdn@Gible Assais. This sect i onthereagnitiohdfes t he
assets, intangible assets and internally developed intangible assets. The adoption of this new standard did not impact
the amounts reported in the Companyds financi al statem
On January 1, 2009, the QodmBpanmCradiopt &kd stkhandl CA&s FRI C
and Financi al Liabilities.0o The EIC provides guidance
counterparty when determining the fair value of financial assets and financial &sbiiiticluding derivative
instruments. The adoption of this EIC did not impact t|

New accounting pronouncements

In January 2009, the CICA issued Sect iformerdubléh@,on A Busi n
business combinations. Section 1582 establishes principles and requirements of the acquisition method for business
combinations and related disclosures. This statement applies prospectively to business combinations for which the
acquistion date is on or after the beginning of the first annual reporting period beginning on or after January 1, 2011

with earlier application permitted.

I n January 2009, the CICA issued Sections Xdiblling AConso
I nterestso, which replaces existing guidance. Section
financial statements. Section 1602 provides guidance on accounting forcamtoolling interest in a subsidiary in
consolidatedfinancial statements subsequent to a business combination. These standards are effective for fiscal
years beginning on or after January 1, 2011 with earlier application permitted.

In June 2009, the CICA issued ame mahciaélmstrusnentddi sCcl | CoAs uHraensddb.
The amendments include enhanced disclosures related to the fair value of financial instruments and the liquidity risk
associated with financial instruments. The amendments will be effective for annual financial stafemigstal

years ending after September 30, 2009. The Company will include these additional disclosures in its annual
consolidated financial statements for the year ending December 31, 2009.

International Financial Reporting Standards

In February 2008, th Canadian Accounting Standards Board confirmed that all Canadian publicly accountable
enterprises wild/l be required to adopt I nternational Fi
reporting purposes for fiscal years beginning on acgratanuary 1, 2011. The transition from current Canadian

GAAP to I FRS is a significant undertaking that may mat
results of operations.
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3. CORPORATE ACQUISITIONS AND RECAPITALIZATION

() Grey Wolf Exploration Inc.

Ef fective July 24, 2009, Il nsignia completed a business
pursuant to an arrangement under the Business Corporations Act (Alberta). Insignia issued 14.4 million common
shares to acqre all of the issued and outstanding Grey Wolf common shares. The acquisition was accounted for
using the purchase method of accounting. The volume weighted average closing market price on the Toronto Stock
Exchange foan Insignia commonshare for theperiod from May 28, 2009 to June 10, 2009$3.1Q was used to

value the Insignimommon kares to be issued in connection with the transaction.

The estimated purchase price allocation is as follows:

Net assets received, at estimated fair value $
Property and equipment 112,719
Working capital deficiency (1,357)
Bank indebtedness (63,336)
Financial instruments 1,277
Asset retirement obligation (6,194)
Future income taxes 2,900
46,009
Consideration
Common Shares issugd 4.4 million) 44,631
Transaction costs 1,378
46,009

(b) Flagship Energy Inc.

Pursuant to a Plan of Arrangement effective July 31, 2008, Insignia Inc. completed a reverse takeover of Flagship
whereby Flagship acquired substantially all of the net assets of Insignia Itite lssuance of common shares of

Flagship. The acquisitionwas accountedfor using the purchase method of accounting. The fair value of the
acquisition was determined based on the fair Velue of
majority of the fair value of Insignia Inc.6s net ass:¢
common shares issued have been excluded from the statement of cash flows-eash t@msaction.

The purchase price allocation was follows:

Net assets received, at estimated fair value $
Property and equipment 45,399
Working capital deficiency (8,989)
Tricap Partners Ltd. debt (27,000)
Asset retirement obligation (5,900)
Future income taxes 3,700
7,210
Consideration
Common Shares issued 5,600
Cash in respect of Oddot Provisions 51
Fair value of Arrangement Warrants 300
Transaction costs 1,259
7,210

The Plan of Arrangement also provided for a recapitalization of the Company whereby Tricap Partners Ltd.

( A Tarpioc) converted outstanding debt of $27.0 million 1t
pursuant to a private placement, and committed to a $25.0 million future private placement [Note 7]. On July 20,

2009, under the terms of the Equity Conment Agreement with Tricap Partners Ltd., the Company issued
3,676,470 common shares to Tricap for cash proceeds of $25.0 million.
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These transactions resulted in Tricap owning approximately 41% of the outstanding voting shares as at September
30, 2009.

4. PROPERTY AND EQUIPMENT

September 30, December 31,
2009 2008
$ $

Oil and natural gas properties 172,820 56,849
Office equipment 164 154

172984 57,003
Less accumulated depletion and depreciation (33,475) (24,866)

139,509 32,137

The cost ofunproved properties at September 30, 2009 of $19.4 million (September 30, 088 million) has

been excluded from the depletion and depreciation calculation. Future development costs on proved reserves of
$41.0 million (September 30, 200&8.3 million) have been included in the depletion and depreciation calculation.

For the nine months ended September 30, 2009, the Company capitalized $956 thousand of general and
administrative expenditures and related stbaked compensation (September 30, 20882 thousand

5. BANK INDEBTEDNESS

The Company has a $55.0 million demand revolving operating credit facility with a Canadian chartered bank. The

credit facility provides that advances may khadbynade by
|l etters of credit/ guarantees. Direct advances bear in
for Canadian doll ar advances. The applicable margin c¢
trailingcashfbw r ati o. The bankerds acceptances bear interes
explicit stamping fee based upon the Companyds debt to

a fixed and floating charge debergwon the assets of the Company. The borrowing base is subject toansemi
review by the bank with the next scheduled review to be completed in the first quarter of 2010. At September 30,
2009 $11.6 million was drawn on the credit facility.

6. ASSET RETI REMENT OBLI GATI ON (AAROO0)

The total future asset retirement obligation was estin
estimated costs to reclaim and abandon its wells and facilities and the estimated timing of the costs tedénincur
future periods.

At September 30, 2009 the estimated total future amount required to settle the ARO, escal@édveas $19.2

million (December 31, 2008$9.5 million). Approximately $7.2 million of this obligation will be settled over the

nexts year s. The tot al future amount has bfreecimeregtratcount e
of 7%.
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A reconciliation of the asset retirement obligation is provided below:

Nine months ended Year ended
September 30, December 31
2009 2008
$ $
Balance, beginning of period 6,366 152
Liabilities incurred 30 809
Revisions in estimated future cash flows (120) -
Accretion expense 407 183
Liabilities settled (455) (678)
Disposal of properties (781) -
Liabilities acqured [note 3] 6,194 5,900
Balance, end of period 11,641 6,366

7. SHARE CAPITAL
(@) Authorized
Unlimited number of Voting Common Shares

Unlimited number of Special Voting Shares, no dividend or distribution rights

(b) Issued

Number of Amount
Issued Common Shares Shares $
Balance, December 31, 2008 12,596,801 77,421
Repurchased under Normal Course Issuerade 7(b)(i)] (10,244) (63)
Issued for special voting sharemte 7(b)(ii)] 3,676,470 25,000
Issued for corporate acquisition 14,397,196 44,631
Balance, September 30, 2009 30,660,223 146,989
Issued Special Voting Sharpmte 7(b)(ii)]
Balance, December 31, 2008 3,676,470 -
Cancelled (3,676,470) -
Balance, September 30, 2009 - -
0] Normal Course Issuer Bid

In December, 2008 the Cmmany recei ved approval from the Toront

Normal Course Issuer Bid. The Company can repurchase up to 2,244 Common Shares per day from
December 10, 2008 to March 31, 2009 and 1,122 Common Shares per day from April 1, 2009rioeDece

9, 2009, subject to certain conditions. Under the TSX authorization, the Company repurchased for
cancellation 10,244 Common shares at an average price of $3.01 per Common Share during 2609 (2008
14,400 Common Shares at an average price of $3.0Cqemon Share). The excess of the book value
over the purchase price was added to Contributed Surplus.

(i) Equity Commitment Agreement

In connection with the Plan of Arrangemeifiricap and Insignia entered into an Equity Commitment
Agreement. Duringhe quarter and under the terms of this agreement, Tricap purchased 3,676,470
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Common Shares for cash consideration of $6.80 per Common Share for total cash proceeds of $25.0
million. Concurrent with the subscription for Common Shares under the Equity GoemiiAgreement,
3,676,470 Special Voting Shares were cancelled without consideration.

(c) Per share amounts

The weighted average number of Common Shares issued and outstanding are as follows:

Three months ended Nine months ended
September 30, SeptembeB0,
2009 2008" 2009 2008"
Weighted average common shares
outstanding basic and diluted 26,105,200 9,083,351 17,144,826 5,781,239

(1) Adjusted for the share exchange ratio and consolidation under the Plan of Arrangement.

Stock options and parfmance warrants are not included in diluted share computations as they-dittvei

(d) Stock options and performance warrants

Stockoptions

The Company has a stock option plan, administered by the Board of Directors, under which up to 10%sogthe i

and outstanding Common Shares may be reserved for issuance. Unless otherwise determined by the Board of
Directors, options shall vest as to ethéd on each of the first, second and third anniversary dates of the option
grant and expire five yeafsom the option grant date. This stock option plan was approved by the shareholders on
July 31, 2008.

Performanceavarrarts

Performance warrants have been issued for ayfaae term. The performance warrants vest (subject to accelerated
vesting on a chaye of control) as to: (1) orthird on each of the dates that are 12 months, 18 months and 24
months following the issue date, and (2) at the following vesting price which is defined in the performance warrant
certificates to be effectively the current reir price of the Common Shares on a recognized exchange or the price

of the securities of another issuer exchanged for Common Shares or other consideration received pursuant to a
business combination:

Vesting price $ Percent of Issued Warrants
10.20 10%
11.90 10%
13.60 15%
15.30 15%
17.00 15%
18.70 15%
20.40 20%
100%
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A summary of the

Companyds

Stock Options

outstandi

ng stock options

Performance Warrants

Weighted Weighted
Average Average
Exercise Prices Exercise Prices
Number $/Option Number $/Warrant

Outstanding, beginning of period 963,500 6.54 1,629,500 6.80
Granted 1,352,000 2.11 - -
Forfeited (30,000) (6.80) (15,000) (6.80)
Outstanding, end of period 2,285,500 3.91 1,614,500 6.80
Weighted Average Years to Expiry 4.5 3.85
Exercisable September 30, 2009 278,167 -

Stockbased compensation

The Company utilizes a binomial lattice optipricing model to estimate the fair value of stock options and
performance warrants. The follawg significant assumptions were utilized.

Nine months ended
September 30, 2009

Risk-free rate of return 2.6%
Expected volatility 75.0%
Dividend yield nil

The binomial lattice model assumes that performance warrants and stock options will be@éxeneis the share

price equals or exceeds a multiple of the exercise price. The Company has assumed that holders will exercise vested

instruments when the share price is 125% of the exercise price.
The Company amortizes the fair value of stock optionspanfibrmance warrants over the vesting period.

Non-cash expense has been recorded as follows:

Three months ended

Nine months ended

September 30, September 30,
2009 2008 2009 2008

$ $ $ $
Stock options 231 170 686 258
Performance warrants 127 149 467 287
Less: capitalized portion (80) - (255) -
Total 278 319 898 545
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(e) Contributed surplus

The following table reconciles the Companyds contribut
Nine months ended Year ended
September 30, December 31,
2009 2008
$ $
Balance, kginning of period 1,769 738
Stockbased compensation 1,153 987
Fair value of Arrangement Warrants - 300
Reclassified to share capital on exercise of the Arrangement -
Warrants (300)
Repurchase of Common Shares for cancelldtiote 7(b)(i)] 32 44
Balance, end of period 2,954 1,769

8. FINANCIAL INSTRUMENTS AND FINANCIAL RISK FACTORS

(a) Fair values of financial assets and liabilities

Financial instruments of the Company consist of cash and cash equivalents, accounts receivable, accounts payable
and accrued liabilities, bank indebtedness and financial derivative contracts. As at September 30, 2009 there were
no significant differences between the carrying amounts reported on the balance sheet and their estimated fair values
due to the short term hae of these financial instruments.

(b) Financial risk factors

The Company is exposed to a number of different financial risks arising foomah course business exposures
including market, liquidity and credit risks.

Market risk

Market risk is the rislor uncertainty arising from possible market price movements and their impact on the future
performance of the business. The market price movements that could adversely affect expected future cash flows
includecommodityprices, foreign exchange rates anterest rates

The Companyés financi al pcemmiodity pricasn The Companycmomiterse theyriské i n k e d
associated with these prices and may utilize financial instruments to manage its exposure, if appropeiate.
Company assumed thellfving outstanding derivative contracts from the Grey Wolf acquisition, the terms of

which are summarized below:

Fair Value
Period Volume Type Pricing Terms Current asset (liability)
Natural Gas
Oct1, 2009 Dec 31, 2009 6,000 GJ/day Fixed $5.90(AECO CDNS$/GJ) $ 838
Jan 1, 2010 Dec 31, 2010 2,000 GJ/day Cap $7.95(AECO CDN$/GJ) $ (177)
Jan 1, 2010 Dec 31, 2011 4,000 GJ/day Cap $8.455(AECO CDN$/GJ) $ (783)

The unrealized loss for the three and nine month periods engéen®er 30, 2009 on these contracts was $1.4
million. The realized gain for the same period was $1.3 million. Assuming all other variables remain constant, a
10% increase in the forward curve would have resulted in a financial derivative loss of appebx$871 thousand

and a 10% decrease in the forward curve would have resulted in a derivative gain of approximately $1.1 million for
the Company during the nine month period ended September 30, 2009.

Al | of the Companyds s andellars and, as sutle the Compaaytisenot direatly eKpased d i a
to foreign currency exchange rate risk. However, the market prices in Canada for oil and natural gas are impacted
by changes in the exchange rate between the Canadian and United States thell@onipany currently has no

forward exchange contracts in place.
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Interest rate risk refers to the risk that the value of a financial instrument or cash flows associated with the
instrument will fluctuate due to changes in market interest rates. The Cypispaxposed to interest rate risk as it
borrows funds at floating interest rate&ssuming all other variables remain constant, a 1% increase or decrease in
interest rates would have impacted the cash flows of the Company during the three month amzhtfingeriods

ended September 30, 2009 by approximately $15 thousand and $94 thousand respectively.

Liquidity risk

Liquidity risk is the risk that the Company will encounter difficulty in meeting obligations associated with financial
liabilites. The Compny 6s operating cash requirements including a
existing capital expenditure program are continuously monitored and adjusted as input variables change. These
variables include but are not limited to, available bln&s, oil and natural gas production from existing wells,
results from new wells drilled, commaodity prices, cost overruns on capital projects and regulations relating to prices,
taxes, royalties, land tenure, allowable production and availability of tsarlées these variables change, liquidity

risks may necessitate the Company to conduct equity issues, obtain project debt financing or enter into joint
arrangements.

Credit risk

Credit risk is the risk of financial loss to the Company if a customer faitadet its contractual obligations, and
arises pri nci pcadhhnd cashrequiwalenta and accounts deseifrabbejoint venture partners and
oil and natural gagurchasers

As at September 30, 2009, the Company holds $225 thousand @frchshsh equivalents with Canadian chartered
banks. Management has assessed the associated credit risk as relativeslawSeptember 30, 2009he
Companyds r ecei$32rmilica duefom oil aridsaturaldjas onérketer$l.1million duefrom joint
venture partners arftD.3million of other tradeand taxreceivables.

The Company markets itsl and natural gas products to several purchasergrbdominantiyto Nexen Marketing.

This purchaser was selected from a number of availabtepce t i t or s based on management ¢
with, and risk assessment of, tharchaserThe Companyeceives payment from purchasers normally on thd'25

day of the month following production, and as such amounts due from purchasers and incladeduints

receivable aBeptember 30, 200%ave been substantialfgceived.

Joint venture receivables are typically collected within two to three months of the joint venture billing being issued
to the partner. We attempt to mitigate the risk from jei@hture receivables by obtaining partner approval of
significant capital and operating expenditures prior to the actual expenditure. Our partners are subject to the risks
and conditions of the industry, and significant changes in industry conditionsevilaise the risk of Insignia not
collecting receivables. As &eptember 3@0M®, the Company hadd3 million of receivables that were considered

past due and were greater th&® Hays old. Management establishes an allowance for doubtful accounthased

their assessment of collection, and this allowance was $0.1 mill®epaember 30, 2009.

9. CAPITAL MANAGEMENT

The Companyds capital structure includes working capit
maintain a strong balancéeet for its objectives of maintaining financial flexibility and creditor and investor
confidence to sustain future growth and access to capital. The Company manages its capital structure and makes
adjustments to it in light of changes in economic coadgiand the risk characteristics of the underlying oil and

natural gas assets. In order to maintain or adjust the capital structure, the Company may, from time to time, issue
shares, adjust its capital spending or issue debt instruments. The Compainguisj&ct to any exterriglimposed

capital requirements other than covenants on its operating credit facility with its lender to maintain an adjusted
working capital ratio of not Il ess than 1 t dwdkingt all t
capital ratio was 5.1 to 1.
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10. SUPPLEMENTARY CASH FLOW INFORMATION

As at and for the As at and for the
three months ended nine months ended
September 30, September 30,
2009 2008 2009 2008

Cash and cash equivalents includes:
Bark balance, bearing interest at prime less 1.8 225 31,532 225 31,532
subject to market rate caps

Net change in norcash working capital:

Decrease (increase) in accounts receivable 159 (136) 469 (252)
Decrease (increase) in prepaid expes 16 (29) 165 (104)
Increase (decrease) in accounts payable and

accrued liabilities 1,898 (720) (148) 124
Total 2,073 (875) 486 (232)

Summary of working capital changes:

Operating 1,847 (560) 1,803 (739)

Financing - - - -

Investing 226 (315) (1,317) 507

Total 2,073 (875) 486 (232)

Supplementary cash flow information:

Income taxes paid - 136 - 185

11. COMMITMENTS

The Companyds future commitments wunder its ofafeiaxe prem
follows: 2009- $43 thousand2010- $270 thousand; 2011 to 2018423 thousand per year; 2018352 thousand.

I n conjunction with the Grey Wolf acquisition, the Com

of the fNnoeyoobffheembrase commitment of $745 thousand
price allocation of Grey Wolf.

In conjunction with the Grey Wolf acquisition, the Company assumed two gathering and processing agreements.
One of the agreementspres on April 30, 2010 and has a future commitment of $0.9 million in 2009 and $1.1
million in 2010. The remaining agreement has been determined to be a liability as the contract volume obligation
exceeds the production in the area. This contract expirEebruary 2011 and the present value of this contract of
$2.2 million has been accrued for as part of the purchase price allocation of Grey Wolf.

The contractual obligations for which the Company is responsible are as follows:

Total 2009 2010- 2012- After
Years ending December 31 2011 2013 2013
$ $ $ $ $
Office lease, excluding operating costs 3,247 119 1,299 1,452 377
Gathering and processing agreement 4,079 1,257 2,822 - -
Asset retirement obligations 19,203 391 2,979 3,032 12,801
Total Corractual Obligations 26,529 1,767 7,100 4,484 13,178
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ABBREVIATIONS

/d per day

bbl(s) barrel(s)

mbbl thousand barrels

mcf thousand culgi feet

mmcf million cubic feet

bcf billion cubic feet

boe barrels of oil equivalent

mboe thousand barrels of oil equivalent

mmbtu millions of British thermal units
NGLs natural gas liquids

WTI West Texas Intermediate

Cdn Canadian

us United States
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