FORTRESS
ENERGY INC.

FOR THE THREE MONTHS ENDED MARCH 31, 2010

FINANCIAL AND OPERATING SUMMARY

Three months ended March 31,

2010 . 2009

($000s) $/Mcfe ($000s) $/Mcfe
Petroleum and natural gas sales 6,148 6.58 5,206 7.47
Royaities (585) (0.63) (478) (0.69)
Operating expenses (2,225) (2.38) (1,815) (2.60)
Transportation expenses (348) (0.37) (246) (0.35)
Operating netback 2,990 3.20 2,667 3.83
General and administrative expenses (723) (0.77) (722) (1.04)
Professional fees (98) (0.11) (151) (0.22)
Bad debts (3) - (142) (0.20)
Interest expense (454) (0.49) (241) (0.35)
Current income tax expense (13) (0.01) (18) (0.03)
Funds from operations before transaction costs 1,699 1.82 1,393 1.99
Transaction costs (494) (0.52) - -
Funds from operations ™ 1,205 1.30 1,393 1.99
Unrealized gain on commodity contracts 2,261 242 2,418 347
Depletion, depreciation and accretion expense (3,419) (3.67) (3,813) (547)
Ceiling test impairment (10,715) (11.47) - -
Stock-based compensation (94) (0.10) (79) 0.11)
Loss before future income taxes (10,762) (11.52) (81) (0.12)
Future income tax reduction 750 0.80 88 0.13
Net (loss) income (10,012) (10.72) 7 0.01
Sales volume (Mcfe/d) 10,374 7,752
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Non-GAAP measure. See discussion in the following MD&A.
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MANAGEMENT’S DISCUSSION AND ANALYSIS
May 13, 2010

This management's discussion and analysis (MD&A) should be read in conjunction with the unaudited
interim consolidated financial statements of Fortress Energy Inc. (“Fortress” or the “Company”) as at and for
the three months ended March 31, 2010 and the audited consolidated financial statements for the year
ended December 31, 2009. The interim consolidated financial statements have been prepared in
accordance with Canadian generally accepted accounting principles (GAAP). All tabular amounts in the
following discussion are in thousands of Canadian dollars unless otherwise noted. Additional information is
available on the Company's web site at www.fortressenergy.ca- or under the Company's profile at
www.sedar.com.

Non-GAAP Measurements

The terms “funds from operations” and “operating netback” used in the MD&A are not recognized measures
under GAAP. Management believes that in addition to net income, funds from operations and operating
netback are useful supplemental measures as they provide an indication of the resuits generated by the
Company’s principal business activities before the consideration of how those activities are financed.
Investors are cautioned, however, that these measures should not be construed as alternatives to net
income determined in accordance with GAAP.

The Company’s method of calculating funds from operations may differ from that of other companies, and,
accordingly, it may not be comparable to measures used by other companies. The Company calculates
funds from operations by taking cash flow from operating activities as determined under GAAP before
changes in non-cash operating working capital and abandonment expenditures. The consolidated
statements of cash flows included in the consolidated financial statements present the reconciliation
between net income (loss) and funds from operations. A summary of this reconciliation is as follows:

($000s) Three months Three months
ended March 31, ended March 31,

2010 2009

Cash provided by operating activities 1,690 597
Change in non-cash operating working capital (485) 626
Abandonment expenditures - 170
Funds from operations 1,205 1,393

Operating netback is calculated on a per Mcfe basis taking the sale price and deducting royalties, operating
costs and transportation costs, as follows:

Three months ended Three months ended
March 31, 2010 March 31, 2009
($000s) ($/Mcfe) ($000s) ($/Mcfe)
Petroleum and natural gas sales 6,148 6.58 5,206 7.47
Royalties (585) (0.63) (478) (0.69)
Operating expenses (2,225) (2.38) (1,815) (2.60)
Transportation expenses (348) (0.37) (246) (0.35)
Operating netback 2,990 3.20 2,667 3.83

Natural Gas, Crude Oil and Natural Gas Liquids (NGL) Conversions

Certain crude oil and NGL volumes have been converted to cubic feet equivalent (cfe) on the basis of one
barrel (bbl) to six thousand cubic feet (Mcf) Cfe may be misleading, particularly if used in isolation. A
conversion ratio of one bbl to six Mcf is based on an energy equivalency conversion method primarily
applicable at the burner tip and does not represent value equivalency at the well head.
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Forward-Looking Statements

Certain statements in this MD&A may contain forward-looking information including expectations of future
production, components of cash flow and earnings, expected future events and/or financial results that are
forward-looking in nature and subject to substantial risks and uncertainties. Without limiting the generality of
the foregoing, the Company has made materially forward-looking statements:

(i) Under “Operating Expenses " regarding the expected reduction in operating costs;

(i) Under “Liquidity and Capital Resources” regarding working capital requirements, repayment of the
non-revolving loan facility, continued support of the Company’s bank, options to deal with borrowing
base and ability to continue as a going concern;

(i) Under “Liquidity and Capital Resources and Subsequent Events” regarding a revised offer for the
Boyer assets;

(iv) Under “Income Tax Refund” regarding potential refunds;
(v) Under “Income Tax Audit” regarding expected resolution of the matter; and
(vi) Under “Outstanding Securities” regarding plans to incur flow-through expenditures.

The forward-looking statements are based on certain assumptions including acceptance of a revised offer
for the Boyer property, obtaining a new credit facility, continued operating efficiencies and the continued
performance of the Corporation’s properties. The reader is cautioned that assumptions used in the
preparation of such information may prove to be incorrect. The Company cautions the reader that actual
performance will be affected by a number of factors, including changes in economic and political
circumstances throughout the world. Events or circumstances may cause actual resuits to differ materially
from those predicted, a result of numerous known and unknown risks, uncertainties, and other factors, many
of which are beyond the control of the Company. These risks include, but are not limited to: risks associated
with the Boyer acquisition or not realizing the benefits of the acquisition (applicable to the forward-looking
statements (i), (ii) and (iv) above) the risks associated with the oil and natural gas industry, commodity
prices and exchange rate changes; industry related risks could include, but are not limited to, operational
risks in exploration, development and production (applicable to the forward-looking statements (i), (ii) and
(iv) above), and delays or changes in plans (applicable to the forward-looking statements identified in (i)
through)(iv) above); risks associated with the uncertainty of reserve estimates, health and safety risks and
the uncertainty of estimates and projections of production, costs and expenses. These external factors
beyond the Company’s control may affect the marketability of oil and natural gas produced and include
industry conditions and changes in laws and reguiations, changes in income tax regulations, increased
competition, fluctuations in commodity prices, interest rates, and variations in the Canadian/United States
dollar exchange rate. The reader is cautioned not to place undue reliance on this forward-fooking
information.

Statements throughout this MD&A that are not historical facts may be considered “forward-looking
statements.” These forward-looking statements sometimes include words to the effect that management
believes or expects a stated condition or result. All estimates and statements that describe the Company’s
objectives, goals or plans are forward-looking statements. Since forward-looking statements address future
events and conditions, by their very nature they involve inherent risks and uncertainties. Actual results could
differ materially from those currently anticipated due to any number of risks including, but not limited to:

(i) Risks associated with the oil and natural gas industry and regulatory bodies (e.g. operational risks
in exploration, development and production, or changes in royalty rates);

(ii) Delays or changes in plans with respect to exploration or development projects or capital
expenditures;

(i) Uncertainty of estimates and projections relating to recoverable reserves, costs and expenses;

(iv) Health, safety and environmental risks;

(v) Commodity price and exchange rate fluctuations; and
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(vi) Liquidity risk and working capital requirements (refer to “Liquidity and Capital Resources”).

Forward-looking statements contained herein are made as of the date hereof subject to the requirements of
applicable securities legislation and except as otherwise required by law, the Company assumes no
obligation to update any forward-looking statements, whether as a result of new information, future events
and results, or otherwise. There can be no assurance that forward-looking statements will prove to be
accurate, as actual results and future events could differ materially from those anticipated in such
statements. Accordingly, the reader is cautioned not to place undue reliance on forward-looking statements.

DESCRIPTION OF THE BUSINESS

Fortress' primary focus is the exploration and development of natural gas reserves in Western Canada. The
Company has approximately 126,000 net acres of undeveloped land in the Ladyfern, Velma and Buick
Creek areas in northeast British Columbia and the Chigwell, Bashaw, Square Creek, Halverson, Mearon and
Dahl areas of Alberta.

The Company's strategy is to ‘acquire and exploit' properties that are early in their development cycle and
that offer exploration, appraisal and development driliing opportunities, while maintaining low finding and
development costs. Fortress is the operator of most of its production enabling it to have control over cost
management of its operating and capital programs.

CORPORATE HIGHLIGHTS

During the three months ended March 31, 2010, Fortress accomplished the following considered important
by management:

e AECO natural gas prices averaged $4.94/Mcf, and Fortress was able to enjoy the benefits of its
forward sale to receive an average price of $6.49/Mcf for the three months ended March 31, 2010.

e Increased average production by 34 percent to 10,374 Mcfe for the three months ended March 31,

2010 from 7,752 Mcfe for the three months ended March 31, 2009 (an increase of 23 percent from
the three months ended December 31, 2009).

e Increased funds from operations for the three months ended March 31, 2010 to $1,205,000 from
$1,172,000 for the three months ended December 31, 2009.

DETAILED FINANCIAL ANALYSIS

Production
Three months ended
March 31,
2010 2009
Sales volume:
Natural gas (Mcf/d) 10,212 7,665
Oil and NGL (bbi/d) 27 14
Total (Mcfe/d) 10,374 7,752

Sales volumes for the three months ended March 31, 2010 were 10,374 Mcfe/d compared to 7,752 Mcfe/d
for the three months ended March 31, 2009. The Company’s share of sales volumes from Square Creek
increased to 6,569 Mcfe/d for the three months ended March 31, 2010 from 3,363 Mcfe/d for the three
months ended March 31, 2009, reflecting the Company’s acquisition of its partner's 50 percent working
interest on October 23, 2009. In addition, in the three months ended March 31, 2010, sales volumes at
Velma increased by 325 Mcfe/d due to better well performance and improved run times as a result of re-
routing of this gas to another third party gas processing plant.. The increase in sales volumes was reduced
by several wells that were shut-in and other operational issues during the three months ended March 31,
2010 resulting in lost production of approximately 1,800 Mcfe/d.
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Revenue

Three months ended

March 31,
2010 2009

Petroleum and natural gas sales ($000s) 6,148 5,206
Average realized prices:

Natural gas ($/Mcf) 525 5.36

Realized gain on commodity contracts ($/Mcf) 1.24 2.11

Realized natural gas price ($/Mcf) 6.49 TAT

Oil and NGL ($/bbl) 63.54 37.72

Total ($/Mcfe) 6.58 747
Benchmark prices:

AECO average natural gas price ($/Mcf) 4.94 4.92

Edmonton Par crude oil ($/bbl) 80.92 51.13

For the three months ended March 31, 2010, petroleum and natural gas sales were $6,148,000 (including
realized gains on commodity contracts of $1,162,000) compared to $5,206,000 (including realized gains on
" commodity contracts of $1,459,000) for the three months ended March 31, 2009 - an increase of 18 percent.
This is attributable to a 34 percent increase in sales volumes in the three months ended March 31, 2010
reduced by a 20 percent decrease in realized gains on commodity contracts.

The average realized natural gas price for the three months ended March 31, 2010 was $5.25/Mcf
compared to the average AECO natural gas price of $4.94/Mcf. The average realized natural gas price in
the three months ended March 31, 2009 was $5.36/Mcf and the average AECO natural gas price was
$4.92/Mcf. The Company receives a slight premium to the AECO natural gas price of approximately 4
percent to 5 percent due to the higher heating value of its natural gas.

The Company uses commodity coniracts to manage its exposure to fluctuations in the price of natural gas.
For the three months ended March 31, 2010, the Company realized a gain on commodity contracts of
$1,162,000, or $1.24/Mcf, compared to $1,459,000, or $2.11/Mcf for the three months ended March 31,
2009. Realized gains and losses on commodity contracts are included in petroleum and naturai gas sales.
The Company also recorded an unrealized gain on commodity contracts in the three months ended March
31, 2010 of $2,261,000 compared to $2,418,000 for the three months ended March 31, 2009.

The Company has sold forward approximately 63 percent of its natural gas production through to end of
2010 giving the Company a degree of certainty over its cash flow. The estimated mark-to-market value of
the Company’s commodity contracts at March 31, 2010 was $3,582,000. A $1.00/GJ change in the AECO
price would increase or decrease the mark-to-market value of commodity contracts at March 31, 2010 by
$2,105,000. Contracts in place as of March 31, 2010 are as follows:

Type Period Volume (GJ/d) - Fixed Price ($/GJ)
Swap April 1, 2010 to December 31, 2010 5,000 5.69
Swap April 1, 2010 to March 31, 2011 2,000 5.50

Subsequent to March 31, 2010, the Company entered into a commodity price contract to sell 5,000 GJ/d of
natural gas at $4.92/GJ for the period of January 1, 2011 to December 31, 2011. The Company has
currently sold forward the maximum volume of natural gas permitted under the terms of its credit facilities.

Royalties
Three months ended
. March 31,

. 2010 2009
Royalties ($000s) 585 478
$/Mcfe 0.63 0.69
Percentage of petroleum and natural gas sales 11.7% 12.8%

(1) Before realized gains and losses on commodity contracts.
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For the three months ended March 31, 2010, the Company recorded royalties of $585,000 compared to
$478,000 for the three months ended March 31, 2009. This increase is due to additional sales volumes from
the Square Creek property which attracts the highest Alberta crown royalty rates due to the high productivity
of these wells. The Company recognized Gas Cost Allowance and Custom Processing credits of
approximately $480,000 in the three months ended March 31, 2010 reducing its overall royalty expense
(three months ended March 31, 2009 - $nil). These credits are mainly attributable to the Company’s Square
Creek property which commenced production in March 2008. The effective royalty rate for the three months
ended March 31, 2010 was 11.7 percent (as a percentage of petroleum and natural gas sales) compared to
12.8 percent for the three months ended March 31, 2009. Royalties are not calculated or payable on
realized gains and losses on commodity contracts.

On March 11, 2010, the Government of Alberta announced the resulits of its natural gas and conventional oil
competitiveness review and published its policy response to the review, Energizing Investment, a
Framework to Improve Alberta’s Natural Gas and Conventional Oil Competitiveness, which will modify
Alberta’s royalty framework effective January 1, 2011. The intent of the modified royalty framework is to
advance Alberta’s competitiveness in the upstream oil and gas sector and promote investment in the
province. The Alberta government has indicated it plans to announce the royalty percentages at various
commodity prices by May 31, 2010. Fortress continues to monitor these proposed amendments to the
Alberta royalty framework and the possible impacts on the Company’s business.

Operating Expenses

Three months ended

March 31,
2010 2009
Operating costs ($000s) ' 2,225 1,815
$/Mcfe ) 2.38 2.60

For the three months ended March 31, 2010, operating expenses were $2,225,000, or $2.38/Mcfe,
compared to $1,815,000, or $2.60/Mcfe, for the three months-ended March 31, 2008. Operating expenses
increased in the three months ended March 31, 2010 due to the Square Creek acquisition on October 2009.
The Company also incurred approximately $162,000 ($0.17/Mcfe) of additional operating expenses related
to previously disputed charges for prior production periods that were settled in the three months ended
March 31, 2010. On a per Mcfe basis, operating expenses decreased in the three months ended March 31,
2010 to $2.38/Mcfe from $2.60/Mcfe for the three months ended March 31, 2009 due to higher production
levels as a significant component of operating expenses are fixed as opposed to varying with production.

The Company took several key steps in 2009 to materially reduce operating costs going forward in its main
areas of operation. At Square Creek the Company purchased the rental compressor, camp, rig mats and
other rented equipment. The Company also replaced the field operations contractor at Square Creek,
effective August 1, and replaced the field operations contractor at the third party facility at Clear Prairie
through which the Company's Square Creek production is produced effective November 15. At Ladyfern
North, Ladyfern South and Mearon North the Company negotiated a significant reduction in contract
operating fees for its field operations. At Velma the Company replaced the contract operator and re-routed
its production to another third party processing plant thereby reducing contract operating, gathering and
processing fees. These changes are expected to save the Company approximately $1,700,000 annually.

Transportation Expenses

Three months ended

March 31,
2010 2009
Transportation expenses ($000s) 348 246
$/Mcfe 0.37 0.35

Transportation expenses include transportation and fuel costs associated with the usage of natural gas
pipelines. For the three months ended March 31, 2010, transportation expenses were $348,000 compared
to $246,000 for the three months ended March 31, 2009. This increase is due to the additional Square
Creek volumes. In addition, the rate that the Company was charged for interruptible transportation services
increased in the fourth quarter of 2009.
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General and Administrative Expenses

Three months ended Three months ended
March 31, March 31,

2010 2010 2009 2009
($000s) ($/Mcfe) ($000s) ($/Mcfe)

General and administrative expenses, net of
recoveries 723 0.77 722 1.04
Professional fees 98 0.1 151 0.22
Bad debts 3 - 142 0.20
Transaction costs 494 0.52 - -
Total 1,318 1.40 1,015 1.46

General and administrative expenses, net of recoveries, for the three months ended March 31, 2010 was
$723,000 compared to $722,000 for the three months ended March 31, 2009. There have been no
significant changes to the Company’s administration over this period.

Professional fees include fees for lawyers, auditors, income tax professionals, and independent reserves
evaluators. Professional fees decreased in the three months ended March 31, 2010 to $98,000 from
$151,000 for the three months ended March 31, 2009. This decrease is due to a reduction in the
Company'’s audit, accounting and tax compliance fees.

Bad debts for the three months ended March 31, 2010 were $3,000 compared to $142,000 for the three
months ended March 31, 2009. Bad debts reflect the accounts of former joint venture partners that are
considered uncollectible; many of these accounts are related to companies that were acquired by the
Company.

The Company incurred transaction costs of $494,000 related to the Boyer assets that were expensed in the
three months ended March 31, 2010.

Stock-based Compensation Expense

Three months ended

March 31,
($000s except $/Mcfe) 2010 2009
Stock-based compensation expense:
Stock options 81 61
Restricted stock units 13 18
Total 94 79
$/Mcfe 0.10 0.11

Stock-based compensation expense for the three months ended March 31, 2010 was $94,000 compared to
$79,000 for the three months ended March 31, 2009. In November 2009, the Company granted 3,680,000
stock options and issued 400,000 restricted stock units resulting in an increase in stock-based
compensation expense for the period.

interest Expense

Three months ended

March 31,
2010 2009
Interest expense ($000s) 454 241
$/Mcfe 0.49 0.35

The Company recorded interest expense of $454,000 for the three months ended March 31, 2010 compared
to $241,000 for the three months ended March 31, 2009. Interest expense for the three months ended
March 31, 2010 reflects interest and facility renewal fees on the Company’s bank indebtedness and accrued
interest on flow-through commitments. Interest expense for the three months ended March 31, 2009 reflects
interest on bank indebtedness and accrued interest on flow-through commitments.
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Depletion, Depreciation and Accretion Expense

Three months ended

March 31,

2010 2009
Depletion and depreciation expense ($000s) 3,343 3,756
Accretion of asset retirement obligations ($000s) 76 57
Depletion, depreciation and accretion expense ($000s) 3,419 3,813
Ceiling test impairment ($000s) 10,715 -
Depletion and depreciation expense ($/Mcfe) 3.59 5.39
Accretion of asset retirement obligations ($/Mcfe) ‘ 0.08 0.08
Depletion, depreciation and accretion expense ($/Mcfe) 3.67 5.47
Ceiling test impairment ($/Mcfe) 11.47 -

Depletion and depreciation expense is calculated based on capital expenditures, production rates, and
proved reserves. Depletion and depreciation expense was $3,343,000 for the three months ended March
31, 2010 compared to $3,756,000 for the three months ended March 31, 2009. This decrease is due to the
ceiling test impairment charge of $10,715,000 recorded in three months ended March 31, 2010, decreasing
the asset base that is subject to depletion. Depletion and depreciation expense for the three months ended
March 31, 2010 amounted to $3.59/Mcfe compared to $5.39/Mcfe for the three months ended March 31,
2009.

Estimated future development costs for proved undeveloped properties included in the calculation of
depletion expense at March 31, 2010 decreased to $7,456,000 from $11,235,000 at March 31, 2009.
Pressure testing conducted in January 2010 on wells at Square Creek indicated that the Company does not
need to drill any additional wells to drain the Bluesky pool, resulting in a reduction of future development
costs and an increase in recoverable reserves. Undeveloped land costs at March 31, 2010 decreased to
$7,565,000 from $8,630,000 at March 31, 2009 and were excluded from assets subject to depletion.
Undeveloped land costs decreased in the three months ended March 31, 2010 due to expiries in the
Halverson area in the second quarter of 2009. .

Accretion expense for the three months ended March 31, 2010 was $76,000 compared to $57,000 for the
three months ended March 31, 2009. Accretion expense for the three months ended March 31, 2010
reflects changes to the assumptions used to calculate the Company’s asset retirement obligations.

The Company recorded a ceiling test impairment in the three months ended March 31, 2010 of $10,715,000
due to a significant decrease in natural gas prices from December 31, 2009 levels. The impact of the ceiling
test impairment charge was $11.47/Mcfe.

Income Tax
Three months ended

March 31, .
(3000s except $/Mcfe) 2010 2009
Current income tax expense 13 18
Future income tax reduction (750) (88)
Total v (737) (70)
$/Mcfe (0.79) (0.60)

The Company recorded an income tax reduction for the three months ended March 31, 2010 of $737,000
compared to $70,000 for the three months ended March 31, 2009. The future income tax reduction of
$750,000 reflects the tax effect of the renunciation of flow-through expenditures in the three months ended
March 31, 2010. :

For the three months ended March 31, 2010, the Company recorded current income tax expense of $13,000
compared to $18,000 for the three months March 31, 2009, consisting of arrears interest and penalties. All
of the Company’s income tax returns have been filed but not all have yet been assessed by CRA.




The estimated tax pools of the Company at March 31, 2010 are as follows:

i ($000s)
Canadian Oil and Gas Property Expenses 20,604
Canadian Development Expenses 28,505
Canadian Exploration Expenses 10,114
Undepreciated Capital Cost 28,612
87,835

Net (Loss) Income

Three months ended

March 31,
2010 2009
Net (loss) income ($000s) (10,012) 7
Net (loss) income per share - basic and diluted ($) (0.18) 0.00
Net (loss) income ($/Mcfe) (10.72) 0.01

The Company recorded a net loss of $10,012,000 for the three months ended March 31, 2010 compared to
net income of $7,000 for the three months ended March 31, 2009. This translates into a net loss per basic
and diluted share of $0.18 for the three months ended March 31, 2010 and net income per basic and diluted
share of $0.00 for the three months ended March 31, 2009. The net loss for the three months ended March
31, 2010 is due to the ceiling test impairment charge that was recorded in the period.

Funds from Operations

Three months ended

March 31,
2010 2009
Funds from operations ($000s) 1,205 1,393
Funds from operations ($/Mcfe) 1.30 1.99
Funds from operations per share — basic and diluted ($) 0.02 0.05

Funds from operations for the three months ended March 31, 2010 were $1,205,000 compared to
$1,393,000 for the three months March 31, 2009. This decrease is attributable to transaction costs that
were expensed in the period of $494,000 offset by a higher operating netback due to increased sales
volumes in the three months ended March 31, 2010.

Capital Expenditures
Three months ended
March 31,

($000s) 2010 2009
Land and seismic 370 119
Drilling and completions 386 4,043
Equipment and facilities 422 1,385
Capitalized overhead costs 118 216
Abandonments - 170
Other - 2

1,296 5,935

In the three months ended March 31, 2010, the Company completed a fuel gas conversion at its Square
Creek camp to reduce its operating costs, completed workover operations on two wells at Buick Creek and
completed pipeline header repairs at Mearon North to restore lost production. In the three months ended
March 31, 2009, the Company completed the drilling of an exploratory well in the Pine Creek area and the
drilling of two development wells and one exploratory well in the Square Creek area.
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At the Clear Prairie facility, Fortress has arrangements for 5.0 MMcf/d (2.5 MMcf/d net) of firm processing
capacity and has processing service available on a best efforts basis for larger volumes. Fortress’ ability to
produce naturai gas at an optimum rate from the Square Creek area is restricted by processing capacity at
the Clear Prairie facility, which is owned by a third party. Due to low natural gas prices the Company has
not pursued the plant expansion at the Clear Prairie Facility.

Outstanding Securities

Outstanding securities

Common shares 55,294,788
Warrants (exercise price $2.00) 5,516,700
Warrants - A (exercise price $0.55) 21,779,000
Stock options 4,774,579
Total outstanding securities at March 31, 2010 and May 13, 2010 87,365,067

On September 30, 2009, the Company closed a public offering of 21,779,000 units and 6,594,000 flow-
through common shares for gross proceeds of $11,385,185 ($10,320,000 net of issuance costs). Each unit
consists of one common share of the Company and one common share purchase warrant. The warrants
are exercisable on or before December 31, 2011. Each warrant entitles the holder thereof to purchase one
common share at an exercise price of $0.55. The expenditure commitment resulting from the issuance of
6,594,000 flow-through common shares is $3,000,270 and was renounced to subscribers effective
December 31, 2008 with all expenditures to be incurred by December 31, 2010. The Company is currently
planning to incur these expenditures in the fourth quarter of 2010.

Options to purchase 4,774,579 common shares and warrants to purchase 27,295,700 common shares at
March 31, 2010 were not included in the calculation of diluted common shares outstanding because they
were anti-dilutive.

Liquidity and Capital Resources

The Company's consolidated financial statements have been prepared on a going concern basis, which
assumes the realization of assets and discharge of fiabilities in the normal course of business for the
foreseeable future. The Company has experienced consecutive losses, has an accumulated deficit of
$108,751,000 and a working capital deficiency of $21,340,000 as at March 31, 2010.

The Company has a $17,000,000 demand operating loan facility with its bank bearing interest at the bank’s
prime lending rate plus 2.0 percent. The effective interest rate for the three months ended March 31, 2010
on the operating loan was 4.0 percent (March 31, 2009 — 4.0 percent). In addition, the Company has a
$7,000,000 demand non-revolving loan facility bearing interest at the bank’s prime lending rate plus 5.0
percent. The effective interest rate for the three months ending March 31, 2010 on the non-revolving loan
was 7.25 percent. At March 31, 2010, a total of $23,355,000 was drawn on these facilities. The Company
also has a°$810,000 letter of guarantee facility of which $810,000 was drawn at March 31, 2010 (December
31, 2009 - $900,000). These facilities are collateralized by an interest over all present and after acquired
property of the Company.

The demand non-revolving loan was due to be repaid on March 31, 2010. The repayment date was
subsequently extended to May 31, 2010. On March 4, 2010, the Company announced that it had entered
into a Letter of Intent to acquire a significant natural gas property located in the Boyer area of Alberta. It was
a condition under the Letter of Intent that the Company file a final prospectus in relation to financing a
portion of the purchase price for the Boyer Assets on or before April 26, 2010. Due to current market
conditions and the resulting delays in financing Fortress was unable to satisfy this condition. As a result,
Fortress was informed on April 27, 2010 that the Letter of Intent had been terminated. Fortress intends to
resubmit an offer to the vendor for the Boyer Assefs and has elected not to withdraw its preliminary
prospectus filed on April 1, 2010. The vendor has no obligation to consider any revised offer and there is
no certainty that they will do so. If the Company is unable to close the acquisition of the Boyer assets or a
similar transaction, the Company anticipates that its bank will continue to work with the Company to
establish a repayment schedule.

Scheduled reviews of the revolving operating loan focus on the borrowing base supporting lending limits and
are influenced by the lender's willingness to lend in general, commodity price forecasts used to determine
the lending base, the lender's interest in particular business sectors, such as energy and the relative
strength of the borrower. The next review is May 31, 2010.
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There is substantial doubt regarding the Company's ability to continue as a going concern, which is
dependent upon achieving on-going cash flow from operating activities and receiving additional support from
its lenders and investors. The future operations of the Company are dependent on its ability to successfully
raise capital and receive the continued financial support of its lender. The outcome of these matters cannot
be predicted at this time. .

The Company is required to maintain its working capital ratio at 1:1 or greater while the facilities are
outstanding. The working capital ratio is defined as current assets plus the unutilized portion of the credit
facility divided by current liabilities less the balance drawn against the credit facility. The Company is in
compliance with this covenant as at March 31, 2010. The Company’s ability to maintain compliance with
these financial covenants is dependent on certain factors, certain of which are outside the Company’s
control. Such factors include future industry and capital market conditions and commaodity pricing. Based
on current market conditions and commodity prices, the Company may have difficuity maintaining
compliance with this financial covenant in the next 12-month period and the bank can demand repayment of
the operating loan facility.

The Company's capital resources available at March 31, 2010 are as follows:

As at March 31,
($000s) 2010
Loan facilities available (including $7,000 due May 31, 2010) . 24,000
Working capital deficiency (21,340)
Capital resources available 2,660

As at March 31, 2010, the Company had a working capital deficiency of $21,340,000. Available capital
resources as at March 31, 2010 were $2,660,000. Future capital requirements will be funded through cash
flows from operations. There is no assurance that Fortress will be able to sustain its current borrowing base
and it may be required to reduce its outstanding operating loan facility. Fortress has options available to
deal with a borrowing base reduction including the sale of non-core properties, dedication of cash flows, and
liquidation of its commodity contracts.

Cash provided by operating activities for the three months ended March 31, 2010 was $1,690,000 compared
to $597,000 for the three months ended March 31, 2009. This increase is due to an increase in non-cash
working capital balances and improved operating netbacks for the three months ended March 31, 2010.

Cash provided by financing activities for the three months ended March 31, 2010 was $311,000 compared
to $2,362,000 for the three months ended March 31, 2009. Cash provided by financing activities for the
three months ended March 31, 2010 and 2009 represents an increase in the amounts drawn on ioan
facilities from the prior quarter.

Cash used in invésting activities for the three months ended March 31, 2010 was $2,065,000 compared to
$3,069,000 for the three months ended March 31, 2009. The Company's capital expenditures in the three
months ended March 31, 2010 were $1,296,000 compared to $5,765,000 in the three months ended March
31, 2009.

Related-Party Transactions

In the three months ended March 31, 2010, the Company was charged $190,000 (the months ended March
31, 2009 - $68,000) by a law firm of which a director of the Company is a partner.

Al related-party transactions are in the normal course of business and have been measured at the agreed-
to exchange amounts, which are the amounts of consideration established and agreed to by the related
parties and which are similar to those negotiated with third parties.
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Commitments and Contingencies
Office space and equipment

The Company is committed to minimum annual lease payments under operating leases for office premises
and equipment to March, 2013, as follows:

($000s) Equipment Office
Rental Lease Total
2010 9 355 364
2011 9 475 484
2012 - 475 475
2013 . - 119 119
18 1,424 1,442

Transportation and Processing

The Company has an agreement for the transportation and processing of natural gas from the Company's
Square Creek, Alberta area. The Company is committed to pay the greater of a fee calculated as monthly
volumes at an established rate per Mcf, or an established minimum monthly processing fee based on
estimated gas throughput of 2 MMcf per day until the earlier of April 1, 2015 or the delivery of a total of 15
Bcf.

Committed payments are as follows:

$000s

2010 1,255
2011 1,633
2012 1,633
2013 1,533
2014 1,633
2015 545
7.932

Letter of Credit

On February 1, 2010, the Company issued a letter of credit of $810,000 with an expiry of February 1, 2011,
related to a gas transportation and processing agreement.

Flow-Through Share Expenditures

In September 2009, the Company issued 6,594,000 flow-through common shares at $0.455 per share for
gross proceeds of $3,000,270 and renounced the related resource expenditures fo the subscribers effective
December 31, 2009 with all expenditures to be incurred by December 31, 2010. As of March 31, 2010, the
Company had not incurred any eligible expenditures.

‘Income Tax Refund

in September 2008, the Company re-filed its income tax retums for the 1997 to 1999 tax years to claim
additional scientific research and experimental development (SR&ED) credits related to the bio-technology
business of its predecessor company. These additional claims could result in a refund of approximately
$3,400,000 to the Company.
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Income Tax Reassessment

Based on the results of an audit concluded in March 2009 by the Canada Revenue Agency (CRA) on the
2004 flow-through expenditures of a business acquired by the Company in 2006, the Company was
reassessed by CRA for interest and penalties of $300,000 on expenditures not qualifying for renunciation
under the flow-through share program in the amount of $1,916,000. The Company filed a Notice of
Objection with CRA on July 31, 2009 after consultation with its tax advisors and legal counsel and is
appealing this reassessment. The Company has indemnified the subscribers of this flow-through share
offering from income taxes related to the offering. The amount of the potential indemnification is
approximately $765,000. The amounts of the interest and penalties and potential indemnification have not
been recorded as the Company's position is that the more likely than not criteria for recognition have not
been met.

Income Tax Audit

In January 2010, the Company received an audit letter from the CRA pertaining to the conversion of
SignalEnergy Inc., predecessor to the Company and formerly known as SignalGene Inc., into an oil and
natural gas enterprise. The CRA proposes to deny the use of tax pools existing at the time of the
conversion. The Company responded to the CRA audit letter on March 26, 2010 and believes that this
matter will be resolved in the Company's favour. If the CRA are successful in their challenge to the
Company’s interpretation of the tax legislation, it will result in additional taxes, interest and penalties of a
material amount. :

Subsequent Events

(a) Subsequent to March 31, 2010, the Company’s bank extended the repayment requirement for the
$7,000,000 non-revolving loan facility to May 31, 2010.

(b) Subsequent to March 31, 2010, the Company entered into a commodity price contract to sell 5,000
GJ/d of natural gas at $4.92/GJ for the period of January 1, 2011 to December 31, 201 1.

{(c) On March 4, 2010, the Company announced that it had entered into a Letter of intent to acquire a
significant natural gas property located in the Boyer area of Alberta. It was a condition under the
Letter of Intent that the Company file a final prospectus in relation to financing a portion of the
purchase price for the Boyer assets on or before April 26, 2010. Due to current market conditions
and the resulting delays in financing Fortress was unable to satisfy this condition. As a result,
Fortress was informed on April 27, 2010 that the Letter of Intent had been terminated.

Fortress intends to resubmit an offer to the vendor for the Boyer assets and has elected not to
withdraw its preliminary prospectus filed on April 1, 2010. The vendor has no obligation to
consider any revised offer and there is no certainty that they will do so.
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SELECTED QUARTERLY INFORMATION

2010 2009 2008
Q1 Q4 Q3 Q2 1 Q4 Q3 Q2

Production:

Natural gas (Mcf/d) . 10,212 8,288 6,741 7,603 7,665 - 8,118 8,733 8,690

Oil and NGL (bbl/d) 27 19 13 12 14 14 23 15
Total (Mcfe/d) 10,374 8,418 6,822 7,674 7,752 8,202 8,868 8,778
Average realized price:

Natural gas ($/Mcf) 6.49 6.15 665 = 622 747 6.69 7.99 10.02

Qil and NGL ($/bbl) 63.54 51.10 82.45 4511 37.72 60.42 82.29 108.04

Combined average ($/Mcfe) 6.58 37.17 40.53 37.35 44.79 47.50 48.44 60.58
Benchmark prices:

AECO average natural gas price ($/Mcf) 4.94 '4.55 3.00 3.45 4.92 6.69 7.76 9.82

Edmonton Par crude oil price ($/bbl) 80.92 76.99 71.65 66.70 51.13 64.18 123.08 126.37
Financial ($000s unless otherwise noted):

Petroleum and natural gas sales 6,148 4,798 4,240 4,346 5,206 5,962 5,811 7,232

Net income (loss) ’ (10,012) (7,357) (3,787)  (14,605) 7 (624) 1,070 (744)

Net income (loss) per share — basic ($) (0.18) (0.13) (0.14) (0.54) 0.00 (0.02) 0.04 (0.04)

Net income (loss) per share — diluted ($) {0.18) (0.13) (0.14) (0.54) 0.00 (0.02) 0.04 (0.04)

Funds from operations 1,205 1,172 1,393 557 1,393 1,113 1,193 2,627

Operating expenses ($/Mcfe) 2.38 15.45 16.81 15.95 15.62 14.50 16.72 15.40

Weighted average shares 55,295 55,295 27,230 26,922 26,922 26,965 26,965 16,809

outstanding — basic (000)
Weighted average shares 55,295 55,295 27,230 26,922 26,922 26,965 27,004 16,809

outstanding — diluted (000)

Disclosure Controls and Procedures

The Company has established disclosure controls and procedures to ensure timely and accurate
preparation of financial and other reports. Disclosure controls and procedures are designed to provide
reasonable assurance that material information required to be disclosed is recorded, processed,
- summarized and reported within the periods specified by securities regulations and that information required
to be disclosed is accumulated and communicated to the appropriate members of management and properly
reflected in the Company's filings. The Chief Executive Officer and the Chief Financial Officer oversee this
evaluation process and have concluded that the design and operation of these disclosure controls and
procedures are adequate and effective in ensuring that the information required to be disclosed by the
Company in reports filed with the Canadian Securities Administrators is accurate and complete and filed
within the periods required. The Chief Executive Officer and Chief Financial Officer have individually signed
certifications to this effect.

Internal Controls over Financial Reporting

The Company’s Chief Executive Officer and Chief Financial Officer have designed or caused to be designed
under their supervision, internal controls over financial reporting to provide reasonable assurance regarding
the reliability of the Company’s financial reporting and the preparation of financial statements for external
purposes in accordance with Canadian GAAP.

No material changes in the Company’s internal controls over financial reporting were identified during the
three months ended March 31, 2010, that have materially affected, or are reasonably likely to materially
affect, the Company's internal controls over financial reporting. ‘

It should be noted that a contro! system, including the Company's disclosure and internal controls and
procedures, no matter how well conceived can provide only reasonable, but not absolute, assurance that the
objectives of the control system will be met and it should not be, expected that the disclosure and internal
controls and procedures will prevent all errors or fraud.

New Canadian Accounting Pronouncements

in December 2008, the CICA issued Section 1582, Business Combinations, which replaces the previous
business combinations standard. The standard requires assets and liabifities acquired in a business
combination, contingent consideration and certain acquired contingencies to be measured at their fair values
as of the date of acquisition. In addition, acquisition-related and restructuring costs are to be recognized
separately in the statement of operations. The Company’s adoption of this standard on January 1, 2010
resulted in the expensing of certain acquisition-related costs in the three months ended March 31, 2010.
This standard has been applied on a prospective basis with no restatement of prior periods.
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International Financial Reporting Standards

The Canadian Accounting Standards Board (AcSB) has confirmed that the use of IFRS will be required in’
2011 for publicly accountable profit-oriented enterprises. The official changeover date is for interim and
annual financial statements relating to fiscal years beginning on or after January 1, 2011. The adoption date
of January 1, 2011 will require the restatement, for comparative purposes, of amounts reported by the
Company for the year ended December 31, 2010, including the opening balance sheet as at January 1,
2010.

The Company has started the process to transition from current Canadian GAAP to IFRS. The Company’s
Chief Financial Officer has been appointed to lead the conversion project. Resource requirements have
been identified and all IFRS requirements will be met with internal employees supplemented with
consuitants as needed. Regular progress reporting to the Board of Directors on the status of the IFRS
conversion has been implemented. The Company has begun the process of training key personnel within
the accounting function. Training occurred through external IFRS oil and gas workshops that were attended
by key members of the accounting team in 2008 through to the first quarter of 2010. A training session will
be scheduled for the Board of Directors in the third quarter of 2010.

The Company's IFRS conversion project is made up of three phases:

e Scoping and diagnostic phase — this phase involves performing a high-level impact analysis to
identify areas that may be affected by the transition to IFRS. The results of this analysis are priority
ranked according to complexity and the amount of time required to assess the impact of changes in
transitioning to IFRS.

e Impact analysis and evaluation phase — during this phase, items identified in the scoping and
diagnostic phase are addressed according to the priority levels assigned to them. This phase
involves analysis of policy choices allowed under IFRS and their impact on the financial
statements. In addition, certain potential differences are further investigated to assess whether
there may be a broader impact to the Company’s debt agreements, compensation arrangements or
management reporting systems. The conclusion of the impact analysis and evaluation phase will
require the Board of Directors to review and approve all accounting policy choices as proposed by
management.

e Implementation phase — involves implementation of all changes approved in the impact analysis
and evaluation phase and will include changes to information systems, business processes,
modification of agreements and training of all staff who are impacted by the conversion.

The Company has completed the scoping and diagnostic phase of the project and has commenced the
analysis of various accounting policy choices available under IFRS. The Company has not yet completed its
accounting policies and is unable to quantify the impact of adopting IFRS on the financial statements. Due
to the impact of low natural gas prices experienced in 2009 and the resulting reallocation of staff resources,
the Company is behind on its schedule. As a result of the 2009 reportihg requirements and the proposed
acquisition of the Boyer assets, no further progress was made on the Company's IFRS project in the three
months ended March 31, 2010. The Company is in discussions with consultants and other external
resources to assist with the project.

First-Time Adoption of IFRS

IFRS 1, “First-Time Adoption of Intemational Financial Reporting Standards”, provides entities adopting
IFRS for the first time with a number of optional exemptions and mandatory exceptions in certain areas to
the general requirement for full retrospective application of IFRS. The Company is analyzing the various
accounting policy choices available and will implement those determined to be the most appropriate for the
Company as summarized below:

e Business Combinations — IFRS 1 would allow the Company to use the IFRS rules for business
combinations on a prospective basis rather than re-stating all business combinations. The IFRS
business combination rules converge with the new CICA Handbook Section 1582 that is also
effective for the Company on January 1, 2011; however, early adoption is permitted.
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