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DAYLIGHT REPORTS SECOND QUARTER 2010 FINANCIAL AND OPERATING
RESULTS 1T PEMBINA CARDIUM LIGHT OIL DRILLING SUCCESS CONTINUES

MESSAGE TO SHAREHOLDERS

Daylight Energy Ltd. ("Daylight" or the "Corporation") is pleased to report its financial and operating results
for the three and six months ended June 30, 2010 ("Q2 2010" and "YTD 2010", respectively).

Record production volumes during Q2 2010 of 42,273 barrels of oil equivalent ("boe") per day highlight
another strong quarter for Daylight representing year over year production growth of 83% and an increase
of 6% over Q1 2010. The Corporation continued to be extremely active during Q2 2010, converting from an
Income Trust to a growth-oriented dividend paying corporation, closing our previously announced
acquisition of West Energy Ltd. ("West") and announcing the sale of certain assets in eastern Alberta,
outside of our core Deep Basin Alberta and Northeast BC fairway. Daylight continues this momentum into
Q3 2010 as we maintain our focus on developing our key Pembina Cardium horizontal light oil play.

In spite of weather related delays during Q2 2010, the Corporation initiated drilling operations on 7 gross
(3.4 net) wells, including wells in a variety of different high profile plays. Daylight participated in 3 gross (2.8
net) horizontal multi-frac light oil wells during Q2 2010, two targeting the Pembina Cardium in Brazeau and
one targeting the Doe Creek formation in Sinclair. The two Pembina Brazeau wells have both been cased,
with preliminary geological and initial testing data indicating that their production performance should be

similar to Daylightd&ds t oThe Qogordtionralso initigtedwrdlihglon 4 grass (2.6he ar e a
net) horizontal wells targeting natural gas and liquids in our core West Central property. This program
continues to highlight the depth and variety of Dayligtl
natural gas and natural gas liquids.

Subsequent to the end of Q2 2010, Daylight has spud 6 gross (5.5 net) wells to kick-off the remainder of
our high-impact 2010 drilling program. Currently, Daylight has 4 drilling rigs operating in the Pembina area.
At Pembina, we are targeting the Cardium light oil resource play with 2 gross (2.0 net) wells in Brazeau
and 2 gross (2.0 net) wells in Tomahawk drilling or cased so far in Q3 2010. Daylight considers these
areas to be among the top locations for Cardium development. In addition, Daylight is following up on our
first Sinclair Doe Creek horizontal light oil well with another 100% W.I. location.

Q2 2010 FINANCIAL & OPERATING RESULTS

Operations
e Recorded Q2 2010 production volumes of 42,273 boe per day, representing an increase of 6% from
Q1 2010 and 83% from Q2 2009. In spite of weather related delays impacting completion and tie-in
operations during Q2 2010, Daylight maintains its 2010 production guidance of 42,000 to 43,000 boe
per day with an exit rate of approximately 45,000 boe per day.
e Capital expenditures of $61.8 million during Q2 2010. Daylight has guided total capital spending of
$300 million in 2010 with a primary focus on horizontal Cardium oil wells in Pembina and Pine Creek
and multi-zone, high liquids natural gas in our core West Central area.
e Daylightds operating costs de cpercbaesas cbmpangd tdPH0.86 per Q2 2 0 1 (
boe in Q1 2010. Daylightés operating costs are expec
boe for the remainder of 2010 as Daylight adds production in our lower cost key resource play areas.

Commodity Prices

e Average price received for natural gas decreased to $3.94 per mcf from $5.29 per mcf for Q1 2010, a
decrease of 26%.

e Average price received for light oil decreased to $72.12 per bbl for Q2 2010, a 7% decrease from Q1
2010.



DAYLIGHT ENERGY LTD.

e Average price received for heavy oil decreased to $56.92 per bbl for Q2 2010, a decrease of 14% from
Q1 2010.

e Average price received for natural gas liquids ("NGLs") was $55.89 per bbl for Q2 2010, a decrease of
10% from Q1 2010.

Financials

e Funds from operations increased to $71.3 million during Q2 2010 from $66.4 million in Q1 2010.

e Royalty rates for Q2 2010 decreased to 27.4% of revenue compared to 28.2% of revenue in Q1 2010.

e Revenue for Q2 2010 decreased 6% to $160.3 million from $170.9 million in Q1 2010 due to lower
commodity prices and despite higher production volumes.

o Daylight declared a $0.05 per share per month dividend for each of the three months July, August and
September 2010.

e Payout ratio for Q2 2010 was 48% compared to 63% in Q1 2010.

e Operating netback of $21.38 per boe for Q2 2010 compared to $22.53 per boe for Q1 2010 as lower
royalties and lower operating costs partially mitigated the impact of lower commodity prices.

Balance Sheet

e Maintained our financial flexibility wi t h bank debt of $372 mill imilion dr awn
credit facility at June 30, 2010.
e Financi al position further i mpicaevassatsadlerfor cashlpnpceed® 1 0 wi t |

of $100 million plus $25 million of equity.
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SECOND QUARTER FINANCIAL AND OPERATIONAL RESULTS

Financial Q2 01 Q2 YTD YTD
(CDNS$ thousands, except share, per share and operational data) 2010 2010 2009 2010 2009
Petroleum and natural gas revenues $ 160,267 $170,934 $66,649 $ 331,201 $ 138,542
Operating netback 82,232 80,606 58,383 162,838 114,699
Funds from operations @ 71,309 66,439 48,459 137,748 93,354
Per share i Basic 0.37 0.38 0.45 0.76 0.94
i Diluted 0.35 0.36 0.42 0.71 0.87
Cash dividends declared 34,298 41,820 26,254 76,118 47,911
Per share 0.18 0.24 0.24 0.42 0.48
Payout ratio ™ 48% 63% 54% 55% 51%
Capital expenditures 61,799 94,253 15,803 156,052 75,216
Shares outstanding (000s)
Basic 203,258 174,278 122,434 203,258 122,434
Diluted 235,063 206,216 138,457 235,063 138,457
Operational
Average daily production
Natural gas (mcf/d) 148,966 144,754 96,173 146,872 93,933
Light oil (bbls/d) 12,173 10,025 3,596 11,105 3,764
Heavy oil (bbls/d) 1,722 1,969 2,141 1,845 2,129
NGLs (bbls/d) 3,551 3,640 1,281 3,595 1,380
Oil & NGLs (bbls/d) 17,446 15,634 7,018 16,545 7,273
Combined (boe/d) 42,273 39,760 23,047 41,023 22,929
Average prices received
Natural gas ($/mcf) $ 394 $ 529 $ 353 $ 460 $ 4.36
Light oil ($/bbl) 72.12 77.57 60.54 74.56 53.08
Heavy oil ($/bbl) 56.92 66.20 56.16 61.85 46.96
NGLs ($/bbl) 55.89 62.12 42.75 59.03 40.64
Oil & NGLs ($/bbl) $ 6732 $ 7254 $ 5596 $ 69.77 $ 48.92
Combined ($/boe) $ 4166 $ 4777 $ 3178 $ 4461 $ 33.38
$ per boe
Petroleum and natural gas revenues $ 4166 $ 4777 $ 3178 $ 4461 $ 33.38
Royalties (11.41) (13.47) (5.36) (12.40) (6.11)
Realized gain on derivative contracts 2.30 - 14.33 1.19 13.33
Operating expenses (20.33) (10.86) (11.86) (10.59) (11.88)
Transportation expenses (0.85) (0.91) (1.05) (0.88) (1.09)
Operating netback $ 2138 $ 2253 $ 2784 $ 2193 $ 27.63
Other income 2.04 - - 1.06 -
G&AT cash charge (2.25) (1.83) (2.44) (2.05) (2.89)
Cash financial charges (2.64) (2.13) (2.29) (2.39) (2.25)
Funds from operations @ $ 1853 $ 1857 $ 2311 $ 1855 $  22.49

Per boe amounts may not add exactly due to rounding.

The Corporation is the entity resulting from the conversion of Daylight Resources Trust from an income trust to a corporate structure
effective May 7 2010. Reference to "common shares" and "shares", "shareholder" and "dividends" should be read as reference to
"trust units" and "units", "unitholders" and "distributions", respectively, for periods prior to May 7, 2010.
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Daylight is a growing intermediate oil and natural gas producing company with a high quality suite of
resource play assets in Western Canada. Our highly focused team utilizes our technical expertise in
exploitation, development and acquisitions to create long-term value for our shareholders. Our team has
developed a multi-year inventory of repeatable, low risk exploitation resource play projects with substantial
potential reserve additions on assets we currently own and control in the premier Deep Basin area of
Alberta and British Columbia and in the premium Pembina Cardium light oil fairway.

Daylight has approximately 203 million common shares outstanding which trade on the TSX under the
symbol DAY. Daylight Series B, C and D convertible debentures trade on the TSX under the symbols
DAY.DB.B, DAY.DB.C and DAY.DB.D, respectively.

Anupdated corporat e presentation i s av aiwwa.bdaylighteoengydm.y!| i ght 6s we

Signed:
"Anthony Lambert"

Anthony Lambert

President & CEO
August 3, 2010
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MANAGEMENTO6S DI SCUSSI ON AND ANALYSI S

This Managementd s Di scussi on & An addyAsgus 3, QOLMand should beé ead tha

conjunction with the accompanying unaudited interim consolidated financial statements and notes for the
three and six months ended June 30, 2010 and 2009 as well as the MD&A and consolidated financial
statements and notes thereto of Daylight Resources Trust (the "Trust") for the years ended December 31,
2009 and 2008. The consolidated financial statements and other financial data presented have been
prepared in accordance with Canadian Generally Accepted Accounting Principles ("GAAP"). The following
MD&A compares the results of the three months ended June 30, 2010 ("Q2 2010") to the three months
ended March 31, 2010 ("Q1 2010") and to the three months ended June 30, 2009 ("Q2 2009"). This MD&A
also compares the results of the six months ended June 30, 2010 ("YTD 2010") to the six months ended
June 30, 2009 ("YTD 2009"). All references are to Canadian dollars unless otherwise indicated. Additional
information is available on Daylight Energy Ltd.'s ("Daylight" or the "Company") website
(www.daylightenergy.com) and all previous public filings, including the most recently filed Annual
Information Form of the Trust, are available through SEDAR (www.sedar.com). As a result of Daylight's
conversion from an income trust to a corporation, effective May 7, 2010, references to "common
shares" and "shares", "Share Award Incentive Plan", "shareholders" and "dividends" should be
read as references to "units", "Unit Award Incentive Plan", "unitholders" and "distributions"
respectively, for periods prior to May 7, 2010.

NON-GAAP MEASURES

The Company utilizes the following terms for measurement within the MD&A that do not have standardized
prescribed meaning under GAAP and these measurements may not be comparable with the calculation of
similar measurements of other entities.

"Funds from operations” and "funds from operations per share" are terms utilized by Daylight to
evaluate operating performance and assess leverage. Daylight considers funds from operations to be an
important measure of Daylight's ability to generate the funds necessary to pay dividends, repay debt and
finance capital expenditures. Funds from operations does not represent net income for the period nor
should it be viewed as an alternative to net income or other measures of financial performance calculated
in accordance with GAAP. All references to funds from operations throughout the MD&A are based on
cash provided by operating activities before the change in non-cash operating working capital and asset
retirement expenditures since Daylight believes the timing of collection, payment or incurrence of these
items involves a high degree of discretion and as such these items are not useful for evaluating Daylight's
operating performance. A reconciliation of cash provided by operating activities to funds from operations
follows.

(000s) Q2 01 Q2 YTD YTD

2010 2010 2009 2010 2009

Cash provided by operating activities $101,189 $ 63,220 $ 49,198 $164,409 $ 96,627
Change in non-cash operating working

capital (29,983) 976 (1,993)  (29,007) (5,538)

Asset retirement expenditures 103 2,243 1,254 2,346 2,265

Funds from operations $ 71309 $ 66,439 $ 48,459 $137,748 $ 93,354

"Payout ratio" is a term utilized to evaluate financial flexibility and the capacity to fund dividends. Payout
ratio is defined on a percentage basis as dividends declared divided by funds from operations.

"Operating netback" is a term utilized by Daylight to evaluate the operating performance of petroleum
and natural gas assets. The term operating netback is defined as petroleum and natural gas revenues less
royalties, realized gain on derivative contracts, operating and transportation expenses.

"boe" is a term utilized by Daylight in relation to reserves or production to combine the volumetric
measures of natural gas, light oil, heavy oil and natural gas liquids ("NGLs") to a common "barrel of oil
equivalent” term of measurement. Natural gas volumes have been converted at the ratio of 6,000 cubic
feet of natural gas to one boe and this conversion ratio is based upon an energy equivalent conversion
method primarily applicable at the burner tip and does not represent value equivalence at the wellhead.

Second Quarter i June 30, 2010
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Light oil, heavy oil and NGLs have been converted at the ratio of one barrel of these liquids to one boe.
Use of the terms boe and amounts per boe without reference to the underlying commodity may be
misleading.

FORWARD-LOOKING STATEMENTS

Certain statements contained within this MD&A constitute forward-looking statements. These statements
relate to future events or our future performance. All statements other than statements of historical fact
may be forward-looking statements. Forward-looking statements are often, but not always, identified by the
use of words such as "seek", "anticipate”, "budget"’, "plan”, "continue", "estimate", "expect", "forecast",
"may", "will", "project", "predict", "potential”, "targeting", "intend", "could", "might", "should", "believe" and
similar expressions. These statements involve known and unknown risks, uncertainties and other factors
that may cause actual results or events to differ materially from those anticipated in such forward-looking
statements. We believe the expectations reflected in these forward-looking statements are reasonable but
no assurance can be given that these expectations will prove to be correct and such forward-looking
statements included in this MD&A should not be unduly relied upon. These statements speak only as of the
date of this MD&A.

In particular, this MD&A contains the following forward-looking statements pertaining to the following:

. production volumes, including anticipated production volumes for the balance of 2010 and
Daylightdés primary focus areas for production

. timing of cash flows;

. futureoilandgaspr i ces, including the expected correl
market prices for the balance of 2010;

. operating costs;

. royalty rates, including the anticipated effects of the recently announced results of the Alberta

gover nme n tgasandccanventiorsal oil competitiveness review, recently announced royalty
curves which determine royalty rates at certain commodity price levels and the impact of royalties
on future reserve and production additions;

) future development, exploration, and acquisition activities and related expenditures and
i nvest ment s, including expenditures related

. future liquidity and future financial capacity, including the adequacy thereof to fund working capital
and capital expenditures for the balance of 2010;

. potential future dispositions of non-core assets as part of Daylight's ongoing strategic repositioning
of its core asset base;

. derivative contracts and Daylightds commenmsk t y
management activities;

. available tax pools and declining balances with respect thereto; and

. future tax treatment of the Company.

With respect to forward-looking statements contained in this MD&A we have made assumptions regarding,
among other things:

future oil and natural gas prices and differentials between light, medium and heavy oil prices;

the continued availability of capital, undeveloped lands and skilled personnel;

the costs of expanding our property holdings;

the ability to obtain equipment in a timely manner to carry out exploration, development and
exploitation activities;

the ability to obtain financing on acceptable terms;

the ability to add production and reserves through exploration, development and exploitation
activities;

the realization of the anticipated benefits of the acquisitions;

demand and interest of industry participation in potential assets for disposition;

the continuation of the current tax and regulatory regime; and

other assumptions contained in this MD&A.

Second Quarter i June 30, 2010
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DAYLIGHT ENERGY LTD.

The actual results could differ materially from those anticipated in these forward-looking statements as a
result of the risk factors set forth below and elsewhere in this MD&A and Daylightd ¢including the Trust's)
other continuous disclosure documents:

volatility in market prices for oil, NGLs and natural gas;

counterparty credit risk;

access to capital;

changes or fluctuations in oil, NGLs and natural gas production levels;

liabilities inherent in oil and natural gas operations;

adverse regulatory rulings, orders and decisions;

attracting, retaining and motivating skilled personnel;

uncertainties associated with estimating oil and natural gas reserves;

competition for, among other things, capital, acquisitions of reserves, undeveloped lands, and
services;

incorrect assessments of the value of acquisitions and targeted exploration and development
assets;

failure to realize the anticipated benefits of acquisitions;

fluctuations in foreign exchange or interest rates;

stock market volatility, market valuations and the market value of the securities of Daylight;

actions by governmental or regulatory authorities including changes in royalty structures and
programs and income tax laws or changes in tax laws and incentive programs relating to the oil
and gas industry generally;

limitations on insurance;

changes in accounting policies and standards;

changes in environmental or other legislation applicable to our operations, and our ability to comply
with current and future environmental and other laws; and

geological, technical, drilling and processing problems and other difficulties in producing oil, NGLs
and natural gas reserves.

Statements relating to "reserves" or "resources" are by their nature deemed to be forward-looking
statements, as they involve the implied assessment, based on certain estimates and assumptions, that the
resources and reserves described can be profitably produced in the future.

Readers are cautioned that the foregoing lists of factors are not exhaustive. The forward-looking
statements contained in this MD&A and the documents referred to herein are expressly qualified by
this cautionary statement. We do not undertake any obligation to publicly update or revise any
forward-looking statements except as required by applicable securities law.

Second Quarter i June 30, 2010
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HIGHLIGHTS
Financial Q2 Q1 Q2 YD Y1D
(CDNS$ thousands, except share, per share and operational data) 2010 2010 2009 2010 2009
Petroleum and natural gas revenues $ 160,267 $ 170,934 $ 66,649 $ 331,201 $ 138,542
Royalties (43,886) (48,196) (11,238) (92,082) (25,349)
Realized gain on derivative contracts 8,858 - 30,048 8,858 55,333
Operating expenses (39,737) (38,863) (24,875) (78,600) (49,316)
Transportation expenses (3,270) (3,269) (2,201) (6,539) (4,511)
Operating netback 82,232 80,606 58,383 162,838 114,699
Other income 7,857 - - 7,857 -
G&A'i cash charge (8,637) (6,556) (5,117) (15,193) (12,002)
Cash financial charges (10,143) (7,611) (4,807) (17,754) (9,343)
Funds from operations 71,309 66,439 48,459 137,748 93,354
Per share - Basic 0.37 0.38 0.45 0.76 0.94
- Diluted 0.35 0.36 0.42 0.71 0.87
Cash provided by operating activities 101,189 63,220 49,198 164,409 96,627
Net income (loss) (30,733) 11,206 (14,543) (19,527) (8,472)
Per share - Basic (0.16) 0.06 (0.14) (0.11) (0.09)
- Diluted (0.16) 0.06 (0.14) (0.11) (0.09)
Cash dividends declared 34,298 41,820 26,254 76,118 47,911
Per share 0.18 0.24 0.24 0.42 0.48
Payout ratio 48% 63% 54% 55% 51%
Capital expenditures 61,799 94,253 15,803 156,052 75,216
Corporate acquisitions 545,859 - 123,827 545,859 123,827
Market value of investments 24,571 10,972 2,599 24,571 2,599
Bank debt 371,825 120,759 160,983 371,825 160,983
Working capital deficiency 169,393 147,609 40,986 169,393 40,986
Convertible debentures 273,810 272,198 116,525 273,810 116,525
Total assets 2,381,016 1,772,987 1,153,128 2,381,016 1,153,128
Shares outstanding (000s) - Basic 203,258 174,278 122,434 203,258 122,434
- Diluted 235,063 206,216 138,457 235,063 138,457
Operational (Per boe amounts may not add exactly due to rounding)
Average daily production
Natural gas (mcf/d) 148,966 144,754 96,173 146,872 93,933
Light oil (bbls/d) 12,173 10,025 3,596 11,105 3,764
Heavy oil (bbls/d) 1,722 1,969 2,141 1,845 2,129
NGLs (bbls/d) 3,551 3,640 1,281 3,595 1,380
Oil & NGLs (bbls/d) 17,446 15,634 7,018 16,545 7,273
Combined (boe/d) 42,273 39,760 23,047 41,023 22,929
Average prices received
Natural gas ($/mcf) $ 3.94 $ 5.29 $ 3.53 $ 4.60 $ 4.36
Light oil ($/bbl) 72.12 77.57 60.54 74.56 53.08
Heavy oil ($/bbl) 56.92 66.20 56.16 61.85 46.96
NGLs ($/bbl) 55.89 62.12 42.75 59.03 40.64
Oil & NGLs ($/bbl) $ 67.32 $ 7254 $ 55.96 $  69.77 $  48.92
Combined ($/boe) $ 41.66 $ 4777 $ 31.78 $ 44.61 $ 3338
$ per boe
Petroleum and natural gas revenues $ 41.66 $ 4777 $ 3178 $ 4461 $ 3338
Royalties (11.41) (13.47) (5.36) (12.40) (6.11)
Realized gain on derivative contracts 2.30 - 14.33 1.19 13.33
Operating expenses (10.33) (10.86) (11.86) (10.59) (11.88)
Transportation expenses (0.85) (0.91) (1.05) (0.88) (1.09)
Operating netback $ 21.38 $ 2253 $ 27.84 $ 2193 $ 2763
Other income 2.04 - - 1.06 -
G&A'i cash charge (2.25) (1.83) (2.44) (2.05) (2.89)
Cash financial charges (2.64) (2.13) (2.29) (2.39) (2.25)
Funds from operations $ 18.53 $ 18.57 $ 2311 $ 18.55 $ 2249
Wells drilled i gross (net) 7 (3.4) 35 (20.6) 2(0.1) 42 (24.0) 22 (6.2)

(€}

Excludes unrealized gain on derivative contracts and future income tax liability.
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RESULTS OF OPERATIONS

Overview

Daylight is a growing intermediate oil and natural gas producing company with a high quality suite of
assets in Western Canada. Our focused team utilizes our technical expertise in exploitation, development
and acquisitions to create long-term value for our shareholders. Our team has developed a multi-year
inventory of repeatable, low risk exploitation resource play projects with substantial potential reserve
additions on assets we currently own and control in the Deep Basin areas of Alberta and Northeast British
Columbia. Da y | i gommdnsshares, 8.5% Convertible Unsecured Subordinated Debentures Series B,
10.0% Convertible Unsecured Subordinated Debentures Series C and 6.25% Convertible Unsecured
Subordinated Debentures Series D trade on the Toronto Stock Exchange ("TSX") with the symbols DAY,
DAY.DB.B, DAY.DB.C, and DAY.DB.D, respectively.

On May 7, 2010, Daylight Resources Trust completed its corporate restructuring (the "Reorganization™) to
a growth-oriented exploration and development company, Daylight Energy Ltd. As a result of the
Reorganization, unitholders of the Trust received an equal nhumber of common shares of Daylight which
now holds the assets and the liabilities previously held, directly or indirectly, by the Trust. The Trust's
outstanding convertible debentures were assumed by the Company and are convertible into common
shares of the Company with no other substantive changes to the terms.

During Q2 2010, Daylight remained focused on its long-term plan of acquiring and developing high quality
assets in its core areas. On May 12, 2010, Daylight announced the closing of its previously announced
acquisition of West Energy Ltd. ("West"). Daylight drilled 42 gross (24.0 net) wells during the first six
months of 2010, investing $156 million on internal projects such as its Cardium light oil resource play in
Pembina and Pine Creek and our liquids rich natural gas inventory in West Central Alberta. In conjunction
with Daylight's strategy of focusing on its core areas, on July 14, 2010, Daylight completed the previously
announced disposition of certain oil and natural gas properties in eastern Alberta to Gear Energy Ltd.
("Gear"), an Alberta private company, for cash proceeds of $100 million and $25 million in common shares
of Gear at a price per share of $3.75. On January 5, 2010, Daylight issued $172.5 million principal amount
of 6.25% Convertible Unsecured Subordinated Debentures, Series D ("Series D Debentures”) for net
proceeds of $165.3 million. These funds were used to temporarily repay bank debt and for general
corporate purposes. Daylight has maintained its strong financial position with significant available capacity
on its bank credit facilities that provides flexibility to capitalize on opportunities as they arise. Daylight will
continue to pursue strategic opportunities and investint he organi zationds ext
development prospects and will maintain its focus on preserving financial flexibility. As part of its ongoing
business strategy, Daylight will continue to examine opportunities to acquire and/or dispose of assets in an
effort to focus on core operational areas and allocate capital accordingly.

Production

Daylightés total p@202010 averagech42,278 boe pee day, 2 6% increase from Q1
2010 due to the West acquisiionand Day !l i ght 6 s 20%80Wdllingepsogranu Q2 2910 production
was comprised of 148,966 mcf per day of natural gas, 12,173 bbls per day of light oil, 1,722 bbls per day of
heavy oil and 3,551 bbls per day of NGLs. Production for Q2 2010 increased 83% from Q2 2009 due to our
corporate acquisitions of West in May 2010 and Highpine Oil & Gas Limited ("Highpine") in Q4 2009 and
Daylight és S uccess BSaelthe tCaptal tExgendityras,oAxquigitions and Divestitures”
section of this MD&A for additional information on the acquisitions of West and Highpine. Average
production for YTD 2010 was 41,023 boe per day, an increase of 79% from YTD 2009 due to the West and
Highpine acquisitions.

With the addition of the West volumes and volume additions from Daylight's significant 2010 drilling
program, Daylight expects 2010 production to average between 42,000 and 43,000 boe per day, net of the
eastern Alberta property disposition with a 2010 exit rate of approximately 45,000 boe per day. Da y | i
2010 production guidance is based on the investment of $300 million in our 2010 internal capital program.
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Q2 Q1 Q2 YTD YTD

2010 2010 2009 2010 2009

Natural gas (mcf/d) 148,966 144,754 96,173 146,872 93,933
Light oil (bbls/d) 12,173 10,025 3,596 11,105 3,764
Heavy oil (bbls/d) 1,722 1,969 2,141 1,845 2,129
NGLs (bbls/d) 3,551 3,640 1,281 3,595 1,380
Combined oil & NGLs (bbls/d) 17,446 15,634 7,018 16,545 7,273
Combined all products (boe/d) 42,273 39,760 23,047 41,023 22,929

Production addition activities for calendar 2010 are focused on the following:
e East property of Pembina
e West Central properties of Obed, Kaybob, Medicine Lodge, and Pine Creek

e Peace River Arch properties of EImworth, Wapiti and Jackpine

Commodity Prices

Dayl ightés rncast aver irglllenced abg both North American and global supply and demand
balances, seasonal changes, storage levels, the Canadian to US dollar exchange rate and transportation
capacity constraints. Dayl i ght 6s reali zed nat ur al n tg the dailyrAlbaerte h a s a
benchmark price ("AECO") which provides a pricing reference point for natural gas. Daylight markets the
majority of its natural gas through a combination of the daily AECO index price and monthly AECO index
price contracts with a small portion of its natural gas sold through longer-term contracts with aggregators.
Asaresult, Dayl i ght 6és realized nat AEC®Indegmises.pri ce i s compared

Dayl i ght &aresmnificantty mflueneed by global supply and demand conditons . Dayl i ght 6s r e
light oil price has a high correlation to the US benchmark West Texas Intermediate at Cushing, Oklahoma

("WTI") price converted at the Canadian to US dollar exchange rate. Canadian light oil prices, including the

Edmonton par price, correlate to refinery postings that adjust WTI for the Canadian to US dollar exchange

rate as well as transportation costs and quality differentials.

Dayl i ght 6s realized heavy oil price i s |l ower t han i ts
Edmonton par price and Western Canadian Select ("WCS") price, a heavy oil benchmark, is not overly

strong. Heavy oil requires increased refining and other costs, such as condensate for transportation

blending, which reduce the realized price of this product.

NGLs include condensate, pentane, butane and propane. Prices for NGLs have their own market dynamic
with a relatively strong correlation to light oil prices for condensate and pentane, while butane and propane
trade at varying discounts due to market conditions including supply and demand.

Market prices Q2 Q1 Q2 YTD YTD
2010 2010 2009 2010 2009

AECO Index ($Cdn/mcf)
Daily Index $ 389 % 495 % 3.45 $ 4.42 $ 4.18
Monthly Index 3.86 5.36 3.66 4.61 4.65
WTI ($US/bbl) 78.03 78.84 59.69 78.35 51.57
Edmonton par ($Cdn/bbl) 75.11 80.35 66.11 77.71 58.25
WCS ($Cdn/bbl) 65.57 72.50 60.54 69.04 51.77
Exchange rate ($Cdn/$US) 0.9730 0.9616 0.8579 0.9669 0.8312
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Daylight prices realized Q2 Q1 Q2 YTD YTD

2010 2010 2009 2010 2009
Natural gas ($/mcf) $ 394 % 529 $ 353 $ 4.60 $ 4.36
Light oil ($/bbl) 72.12 7757 60.54 74.56 53.08
Heavy oil ($/bbl) 56.92 66.20 56.16 61.85 46.96
NGLs ($/bbl) 55.89 62.12 42.75 59.03 40.64

Combined oil & NGLs ($/bbl) $ 6732 $ 7254 $ 5596 $ 69.77 $ 4892
Combined all products ($/boe) $ 4166 $ 4777 $ 3178 $ 44.61 $ 33.38

Daylight markets its natural gas through contracts based on daily and monthly AECO index pricing with
less than 5% sold through longer-term contracts with aggregators. Day | i g ht 6 s priceaduring @2 ga
2010 was $3.94 per mcf, a 1% premium to the daily AECO index price during the period and a 2%
premium to the average of the daily and monthly AECO index prices during the period. Daylight sold
approximately 50% of its production at the monthly AECO index price in Q2 2010. Daylight's realized price
represents a 26% decrease from the Q1 2010 natural gas price of $5.29 per mcf. Da y | i Q2h201® s
natural gas price was 12% higher than the Q2 2009 natural gas price of $3.53 per mcf, which is consistent
with the increase to the daily AECO index prices between these two periods. During Q2 2010, the daily
AECO pricing for natural gas ranged from a low of approximately $3.11 per mcf to a high of approximately
$4.48permcf. Day |l i ght 6 s Yal das @€ as $46D par mcf, a 2% premium to the average of
the daily and monthly AECO during the period and a 6% increase over the YTD 2009 natural gas price of
$4.36 per mcf.

Day | i @016 lght oil realized $72.12 per bbl, 96% of Edmonton par, while Q1 2010 light oil realized
$77.57 per bbl, 97% of Edmonton par, a quarter over quarter decrease of 7%. Daylightdés 1light o
Q2 2010 was 19% higher than the Q2 2009 light oil price of $60.54 per bbl, which was 92% of Edmonton
par. Day | i \Yrb 204 Glight oil price of $74.56 per barrel, 96% of Edmonton par, was 40% higher than
the YTD 2009 realized light oil price of $53.08 per barrel, 91% of Edmonton par. Changes in the Canadian

dollar to US dollar exchange rate affect the Canadian dollar Ed mont on par and Daylightds
price relative to the US dollar WTI, with a higher exchange rate generally reducing Edmonton par and

Daylightés realized | ight oil price relative to WTI and
par and Daylightoés realized | ight oil price relative to

The Canadian dollar to US dollar exchange rate for Q2 2010 was 0.9730 which generally put downward

pressureon Edmont on par and Daylightoés realizedQL20§0ht o | [
with an exchange rate of 0.9616 and to Q2 2009 with an exchange rate of 0.8579. The Canadian dollar to

US dollar exchange rate for YTD 2010 was 0.9669 as compared to 0.8312 for YTD 2009.

In Q1 2009, the Edmonton par price and WCS price dropped significantly resulting in lower realized prices

by Daylight on its heavy oil production. From Q2 2009 to Q1 2010, the Edmonton par and WCS prices

started to recover, incre®dDayhggbapbi hleady oedl pzodupti c
the Wildmere and Chipman properties. On July 14, 2010 Daylight completed the previously announced

sale of certain eastern Alberta properties, including Wildmere, to Gear for consideration of $125 million

consisting of cash proceeds of $100 million and $25 million in common shares of Gear at a price per share

of $3.75. Daylight's Q2 2010 heavy oil price of $56.92 per bbl, 87% of WCS is 14% lower than the Q1 2010

heavy oil price of $66.20 per bbl, 91% of WCS. D a y IQR 20h0théasy oil price was 1% higher than the

Q2 2009 heavy oil price of $56.16 per bbl, 93% of WCS.Dayl i ght 6s YTD 2010 heavy oil
barrel, 90% of WCS, was 32% higher than YTD 2009 heavy oil prices of $46.96, 91% of WCS.

Daylightds combi ned o0 iQ2208nvds $6I/G2 er bplr 7% dower than QL 2040 and
20% higher than Q2 2009. Daylight's combined oil and NGLs price for YTD 2010 was $69.77 per barrel, an
increase of 43% over YTD 2009 combined oil and NGLs price of $48.92 per barrel.

The impact of derivative contractsisr ecor ded wi t ¢ainmon fiDamgial insguméents.sAs at June
30, 2010, Daylight has derivative contracts in place for a portion of natural gas production volumes for the
period July 1, 2010 to March 31, 2011. Please refer to the "Financial Instruments" section of this MD&A for
further details.

Daylightés realized prices are expectheodgh20d0. conti nue t o
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Revenue
(000s) Q2 Q1 Q2 YTD YTD
2010 2010 2009 2010 2009
Natural gas $ 53,401 $ 68,867 $ 30,913 $ 122,268 $ 74,126
Light oil 79,889 69,984 19,812 149,873 36,163
Heavy oil 8,917 11,732 10,941 20,649 18,100
NGLs 18,060 20,351 4,983 38,411 10,153
Total $ 160,267 $ 170,934 $ 66,649 $ 331,201 $ 138,542

Revenue for Q2 2010 decreased for natural gas, heavy oil and NGLs compared with Q1 2010 due to
decreased commaodity prices. Natural gas sales for Q2 2010 were $53.4 million, a decrease of 22% from
Q1 2010. Light oil sales for Q2 2010 were $79.9 million, up 14% from Q1 2010. Heavy oil sales for Q2
2010 were $8.9 million, down 24% from Q1 2010, and NGLs sales for Q2 2010 were $18.1 million, down
11% from Q1 2010. Total revenue decreased 6% in Q2 2010 from Q1 2010, due to significantly lower
natural gas prices partially offset by increased production volumes from the West acquisition. For the YTD
2010 period, Daylight realized a 65% increase in natural gas sales, a 314% increase in light oil sales, a
14% increase in heavy oil sales, a 278% increase in NGL sales, and a 139% increase in total revenue over
YTD 2009 primarily due to the acquisitions of West and Highpine and the improvement in commodity
prices.

Other Income

Other income of $7.9 million was received and recognized during Q2 2010. Other income relates to
Daylight és net s h ar eeceivéd umder ythe | Athgrta goeemmentts rEneegyg Incentive
Program (see "Royalties" section below) through
eligibility under this program.

Royalties

Royalty payments are made to the owners of the mineral rights on leases, which include provincial
governments (Crown) and freehold landowners, as well as to other third parties by way of contractual
overriding royalties.

In Alberta, royalties on natural gas and NGLs are charged by the government based on an established
monthly Reference Price. The Reference Price is meant to reflect the average price for natural gas and
NGLs in Alberta. Gas cost allowance, custom processing credits and other incentive programs reduce the
effective royalty rate.

Overriding royalties are generally paid to third parties where Daylight has entered into agreements to earn
an interest in their mineral rights by investing capital in their property.

Oil royalty rates are generally a function of production rates on a per well basis and prices. They are also
subject to certain reductions and incentives. Oil Crown royalties in Alberta are generally satisfied by
delivering the required volume of oil to the Alberta provincial government.

Royalties by type (000s) Q2 Q1 Q2 YTD YTD

2010 2010 2009 2010 2009
Crown royalties $ 38513 $ 41613 $ 8,621 $ 80,126 $ 19,588
Freehold royalties 1,333 1,607 1,133 2,940 2,244
Overriding royalties 4,040 4,976 1,584 9,016 3,517
Total $ 4388 $ 48,196 $ 11,238 $ 92,082 $ 25,349
$ per boe $ 1141 $ 1347 % 5.36 $ 1240 $ 6.11
% of revenue 27.4 28.2 16.9 27.8 18.3
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DAYLIGHT ENERGY LTD.

Royalties by commodity (000s) Q2 Q1 Q2 YTD YTD

2010 2010 2009 2010 2009
Natural gas $ 5213 $ 8817 $ 3,153 $ 14,030 $ 10,436
Oil and NGLs 38,673 39,379 8,085 78,052 14,913
Total $ 43886 $ 48,196 $ 11,238 $ 92082 $ 25349
Natural gas ($/boe) $ 231  $ 406 $ 2.16 $ 317 3 3.68
Oil and NGLs ($/boe) 24.36 27.99 12.66 26.06 11.33
Total ($/boe) $ 1141 $ 1347 $ 5.36 $ 1240 % 6.11
Natural gas (% of revenue) 9.8 12.8 10.2 115 14.1
Oil and NGLs (% of revenue) 36.2 38.6 22.6 37.4 23.2
Total (% of revenue) 27.4 28.2 16.9 27.8 18.3

Overall royalty rates remained relatively flat at 27.4% of revenue in Q2 2010 compared to 28.2% of
revenue in Q1 2010. Lower royalties for new production were offset with higher royalties incurred on West
production in the quarter. Natural gas Crown royalties decreased to 9.8% of natural gas revenue in Q2
2010 from 12.8% in Q1 2010 due to lower natural gas prices and from 10.2% in Q2 2009 due to gas cost
allowance credits and increased unit operating cost credits. Oil and NGLs royalty rates decreased to
36.2% of revenue during Q2 2010 as compared to 38.6% of revenue in Q1 2010 and increased compared
to Q2 2009 royalties of 22.6% due to the acquisitions of Highpine and West. YTD 2010 total royalty rates
increased to 27.8% of revenue as compared to 18.3% for YTD 2009 primarily driven by the acquisitions of
Highpine and West which incurred higher light oil royalties.

On October 25, 2007, the Alberta government introduced a proposed New Royalty Framework ("NRF")
which took effect January 1, 2009. On April 10, 2008, the Alberta government announced revisions to the
NRF to increase royalty rates on conventional and non-conventional oil and natural gas production
whereby royalty rates may increase to maximum rates of 50%, to introduce broader ranges of commodity
prices in its sliding scale royalty calculations, and to eliminate royalty incentive and holiday programs with
the exception of specific programs relating to deep oil and natural gas drilling, innovative technology and
enhanced recovery programs. Subsequent to the legislation of the NRF in November 2008, the
Transitional Royalty Plan ("TRP") was introduced in response to the economic downturn and declining
commodity prices. The TRP offers reduced royalty rates for wells drilled on or later than November 19,
2008 which meet certain depth criteria. The TRP is in place for a maximum period of five years up to
December 31, 2013.

On March 3, 2009, an incentive program (the "Energy Incentive Program") designed to encourage the
execution of new drilling projects in Alberta was announced in response to the slowdown in drilling activity
throughout the province of Alberta. The Energy Incentive Program provides for a drilling royalty credit for
new conventional oil and natural gas wells that initiate drilling on or after April 1, 2009 and that complete
drilling by March 31, 2010. The drilling credit is based on a $200 per meter credit on total meters drilled
with a cap based on production levels and Alberta Crown royalties paid. The Energy Incentive Program
also provides a reduced royalty rate of 5% on new wells for the first year of production up to an established
total production volume. On June 25, 2009, the Alberta government extended the Energy Incentive
Program by one year to March 31, 2011.

On March 11, 2010, the Alberta government announced the results of its natural gas and conventional oil
competitiveness review and published its policy response to the review, Energizing Investment, a

Framework to I mprove Al bertads Natur al ,viighswilamwdfy Convent
2011.

Al bertadéds royalty framework effective January sio,

advance Al bertabdés competitiveness in the wupstream

province. On May 27, 2010, the Alberta government released the new royalty curves associated with the
changes announced on March 11, 2010, which determine royalty rates at certain commodity price levels,
and revised the natural gas deep drilling credit to wells deeper than 2,000 metres, compared to 2,500
metres previously. The deep drilling credit is $625 per metre for metres below 2,000 metres to 3,500
metres.

Approximately 95% of Dayl i ght 6 s reserves and producti on arriishi

Columbia and Saskatchewan. Approximately 88% of current production is subject to Crown royalties,
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DAYLIGHT ENERGY LTD.

which are affected directly by the government royalty programs, and the remaining 12% of Day20i0ght 6 s
royalties are related to freehold and override charges, which are not directly affected by these programs.

Consequently, the NRF, TRP, the Energy Incentive Program, the modifications to Albertad s royalty
framework effective January 1, 2011 and the new royalty curve announced on May 27, 2010 will impact
Daylightdés royalty rates, the effect of which is depend

Future reserve and production addition activities are expected to be significantly impacted by changes to

the royalty system. The Companyd s depth of pr o s pselaylighti tm gedect tcapitay all ow
expenditure programs that provide the greatest value to our shareholders in the context of changes to the

royalty system.

Financial Instruments

Financial instruments comprise accounts receivable, investments, accounts payable and accrued liabilities,
derivative contracts, cash dividends payable, bank debt, and convertible debentures. Carrying values
reflect the current fair value of the Companyd s f i nan c i adle td theshont tarm & matwity except
for investments, convertible debentures, long term debt and derivative contracts.

The Companyd s i nvestments hel dcommonsharesafdMidway EnengycLtd.u'Viewayh e
and asset backed securities assumed on the West acquisition (see "Investments" section below). The
Company also has an equity investment in Bengal Energy Ltd. ("Bengal) (see "Investments" section
below). The investments held for trading have a fair value based on quoted market values of $19.4 million
as at June 30, 2010. During Q2 2010, Daylight experienced a $1.0 million unrealized loss on these
investments held for trading compared to a $0.7 million unrealized gain in Q1 2010. The investment in
Bengal has a fair value based on quoted market value of $5.2 million as at June 30, 2010 compared to fair
value of $6.7 million as at December 31, 2009. For the three and six months ended June 30, 2010, the
equity loss on the investment in Bengal was $0.3 million (2009 - $0.2 million) and $0.5 million (2009 - $0.2
million), respectively.

The Companyd s {teomdgbt bears interest at a floating market rate and accordingly, the fair market
value approximates the carrying value.

The convertible debentures outstanding at June 30, 2010, with a face value of $300.7 million, had a fair
value based on quoted market value of $323.8 million. On January 5, 2010, Daylight issued $172.5 million
principal amount of 6.25% Convertible Unsecured Subordinated Debentures, Series D for net proceeds of
$165.3 million. The convertible debentures outstanding at August 3, 2010, with a face value of $300.7
million had a fair value based on quoted market value of $325.0 million.

The Company may enter into financial or commodity derivative contracts to manage commodity prices,
foreign exchange and interest rate risk. The current 12 month forward strip for AECO natural gas is
approximately $4.50 per mcf and WTI oil is approximately US$85.00 per barrel which is equivalent to
approximately $88.00 Canadian per barrel.

As at June 30, 2010, Daylight had the following derivative contracts in place:

Type of Contract Commaodity Hedged Volume @ Hedge Price Hedge Period
Financial (Collar) ) Natural gas 5,000 GJ/d Cdn$4.78 - $7.00/GJ July 1/10 to Aug 31/10
Financial (Swap) @ Natural gas 5,000 GJ/d Cdn$5.72/GJ July 1/10 to Mar 31/11
Financial (Swap) @ Natural gas 30,000 GJ/d Cdn$5.69/GJ July 1/10 to Mar 31/11
Financial (Swap) @ Natural gas 10,000 GJ/d Cdn$5.695/GJ July 1/10 to Mar 31/11

@ Collar price indicates floor (minimum) and ceiling (maximum).
@ Swap indicates fixed price payable to Daylight in exchange for floating price payable to counterparty.
©® A GJ converts to a mcf at the rate of 1.055056 GJs per mcf.

Financial or commodity derivative contracts used to manage risk are subject to periodic settlements
throughout the term of the instruments. Such settlements may result in a gain or loss which is recognized
as a realized derivative gain or loss at the time of settlement. The mark-to-market value of a derivative
contract outstanding at the end of a reporting period reflects the value of the derivative contracts based
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upon market conditions existing as of that date. Any change in value from that determined at the end of the
prior period is recognized as an unrealized gain or loss on derivative contracts.

(000s) Q2 Q1 Q2 YTD YTD
2010 2010 2009 2010 2009

Realized gain on derivative

contracts $ 8,858 % - $ 30048 $ 8,858 $ 55,333
Realized gain on investments

held for trading 255 - - 255 -
Unrealized gain (loss) on

derivative contracts (10,045) 27,636 (32,679) 17,591 (30,842)
Unrealized gain (loss) on

investments held for trading (1,036) 651 (51) (385) (154)
Gain (loss) on financial

instruments $ (1,968 $ 28287 $ (2,682) $ 26,319 $ 24,337
(% per boe) Q2 Q1 Q2 YTD YTD

2010 2010 2009 2010 2009

Realized gain on derivative

contracts $ 230 $ - $ 1433 $ 119 $ 13.33
Realized gain on investments

held for trading 0.07 - - 0.03 -
Unrealized gain (loss) on

derivative contracts (2.61) 7.72 (15.58) 2.37 (7.43)
Unrealized gain (loss) on

investments held for trading (0.27) 0.18 (0.02) (0.05) (0.04)
Gain (loss) on financial

instruments $ (051) $ 790 % (1.27) $ 354 $ 5.86

Daylight recognized an $8.9 million realized gain on its derivative contracts during Q2 2010 compared to
not recognizing a realized gain or loss on its derivatives in Q1 2010 and a $30.0 million realized gain in Q2
2009. The realized gain on the sale of investments held for trading of $0.3 million in Q2 2010 represents
the gain on the sale of Insignia Energy Ltd. and Wild Stream Exploration Inc. common shares from the time
Daylight acquired the investment to the time of disposition. During Q2 2010, the net increase to income for
the sale of these investments was $0.1 million with a reversal of previously recorded unrealized losses on
investment of $0.2 million. Daylight experienced a $10.0 million unrealized loss on its derivative contracts
during Q2 2010 compared to a $27.6 million unrealized gain in Q1 2010 and a $32.7 million unrealized loss
during the same period last year. For the six months ended June 30, 2010, Daylight recorded a gain on
financial instruments of $26.3 million including a realized gain of $8.9 million on its derivative contracts,
compared to a $24.3 million gain for YTD 2009, which included a $55.3 million realized gain on its
derivative contracts. As at June 30, 2010, the unrealized gain on derivative contracts was $17.8 million.

Operating Expenses

Operating expenses include activities in the field required to operate wells and facilities, lift to surface,
gather, process, treat and store production.

(000s) Q2 Q1 Q2 YTD YTD

2010 2010 2009 2010 2009
Operating expenses $ 39,737 $ 38,863 $ 24,875 $ 78,600 $ 49,316
$ per boe $ 10.33 $ 10.86 $ 11.86 $ 10.59 $ 11.88

Daylightd sperating costs during Q2 2010 decreased 5% to $10.33 per boe as compared to Q1 2010 at
$10.86 per boe and were 13% lower than Q2 2009, at $11.86 per boe. Daylight's operating costs per boe
decreased in Q2 2010 compared to prior quarters with the acquisitions of West and Highpine and adding
production volumes in areas of lower operating costs per boe. Daylight's YTD 2010 operating expense on
a boe basis decreased 11% to $10.59 per boe from $11.88 per boe in YTD 2009. Daylight has reduced its
operating cost expectations to be between $10.25 and $10.75 per boe in 2010 due to Daylight's addition of
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production volumes from areas with lower operating costs per boe and impact of non-core asset
dispositions.

Transportation Expenses

Transportation expenses are defined by the point of legal custody transfer of the commodity and are
influenced by the nature of the production, location, availability of transportation and the sales point. The
cost of delivering production to the custody transfer point is shown separately as transportation expense.

Daylight generally sells its light oil and NGLs production at the lease with the purchaser taking legal
custody of the oil and paying a price afyoir and dsmmallo i | at
portion of its light oil production, are delivered to a terminal by truck and as such, bear trucking charges
which are a transportation expense. Natural gas is usually transported to an established delivery point
such as AECO in Alberta and then transferred to the purchaser. Transportation expense decreased 7% to
$0.85 per boe in Q2 2010 compared to $0.91 per boe in Q1 2010 and decreased 19% compared to $1.05
per boe in Q2 2009. The decrease in transportation expenses in Q2 2010 from Q1 2010 is a result the
addition of West volumes which do not incur significant transportation charges. The decrease from Q2
2009 is due to the acquisitions of Highpine and West production volumes that experience lower
transportation costs per boe. YTD 2010 transportation decreased to $0.88 per boe from $1.09 per boe
YTD 2009, a 19% decrease, due to the addition of Highpine and West production volumes that experience
lower transportation costs per boe.

(000s) Q2 Q1 Q2 YTD YTD

2010 2010 2009 2010 2009
Transportation expenses $ 3270 % 3269 $ 2201 $ 6,539 % 4,511
$ per boe $ 08 $ 091 $ 105 $ 0.88 $ 1.09

Operating Netbacks

The following table provides detail regarding Daylight's operating netbacks on a per boe basis.

$ per boe Q2 Q1 Q2 YTD YTD
2010 2010 2009 2010 2009

Petroleum and natural gas
revenues $ 4166 3 4777 % 31.78 $ 4461 $ 33.38
Royalties (11.41) (13.47) (5.36) (12.40) (6.11)

Realized gain on derivative
contracts 2.30 - 14.33 1.19 13.33
Operating expenses (10.33) (10.86) (11.86) (10.59) (11.88)
Transportation expenses (0.85) (0.91) (1.05) (0.88) (1.09)
Operating netback $ 2138 $ 2253 $ 2784 $ 2193 $ 27.63

General and Administrative Expenses

The following tables provide detail regarding Daylight's general and administrative expenses ("G&A") on a
total and per boe basis.

(000s) Q2 Q1 Q2 YTD YTD

2010 2010 2009 2010 2009
Gross G&A $ 12996 $ 11639 $ 7956 $ 24635 $ 19,343
Operating recoveries (1,914) (2,662) (799) (4,576) (2,436)
Capitalized costs (2,445) (2,421) (2,040) (4,866) (4,905)
G&AT cash charge 8,637 6,556 5,117 15,193 12,002
Share-based compensation 2,332 1,716 1,236 4,048 2,196
Net G&A $ 10969 $ 8,272 % 6,353 $ 19241 $ 14,198
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$ per boe Q2 Q1 Q2 YTD YTD

2010 2010 2009 2010 2009
Gross G&A $ 338 % 325 % 379 % 332 % 4.66
Operating recoveries (0.50) (0.74) (0.38) (0.62) (0.59)
Capitalized costs (0.64) (0.68) (0.97) (0.65) (1.18)
G&AT cash charge 2.25 1.83 2.44 2.05 2.89
Share-based compensation 0.60 0.48 0.59 0.54 0.53
Net G&A $ 285 % 231 % 303 % 259 % 3.42

G&A expenses during Q2 2010 were $11.0 million ($2.85 per boe) including Q2 2010 corporate conversion
costs of $0.3 million ($0.08 per boe) and non-cash unit-based compensation of $2.3 million ($0.60 per
boe). G&A expenses for Q1 2010 were $8.3 million ($2.31 per boe) including non-cash unit-based
compensation of $1.7 million ($0.48 per boe) and included corporate conversion costs of $0.5 million
($0.14 per boe). G&A expenses for Q2 2009 were $6.4 million ($3.03 per boe) including non-cash unit-
based compensation of $1.2 million ($0.59 per boe). The Q2 2010 G&A cash expenses were higher due to
additional staff relating to the West acquisition and reduced operating recoveries due to decreased capital
spending in Q2 2010 compared to Q1 2010. In Q2 2010, G&A cash expenses were $8.6 million ($2.25 per
boe), an increase of $2.1 million from Q1 2010 due to the addition of West employees and corporate
conversion c¢ost 2010 G cdsh expenséssof $Y512Dnillion were higher than YTD 2009

G&A cash expenses of $12.0 million; however were $0.841 ower on a ©per boe basis

growth due to the acquisitions of Highpine and West. Including non-cash items, G&A expenses have
decreased $0.83 per boe.

Share-based compensation expense is an allocation of the fair value of Restricted Share Awards ("RSAs")
and Performance Share Awards ("PSAs") over their vesting period starting at the date of grant. The Q2
2010 unit-based compensation expense per boe was 27% higher than Q1 2010 and 3% higher than Q2
2009 due to additional share awards granted in Q2 2010, including share awards granted to new West
employees. No common shares were issued under the Employee Bonus Plan or the Employee Share
Ownership Plan during 2009 or 2010 and the securities provided under these plans have been acquired
through open market purchases with the cost included in G&A cash expenses.

Financial Charges

Daylight incurs cash interest expense on its outstandi

effective bank debt interest rate was 3.7% for Q2 2010 as compared to 4.9% for Q1 2010 and 2.8% for Q2
2009. Da y | i lpphktdébs interest rate is expected to continue to correlate with market interest rates
during 2010. On January 5, 2010, Daylight issued $172.5 million of 6.25% Convertible Unsecured
Subordinated Debentures, Series D for net proceeds of $165.3 million. On December 19, 2008, Daylight
issued $75 million principal amount of 10% Convertible Unsecured Subordinated Debentures, Series C
("Series C Debentures") for net proceeds of $71.7 million (see "Liquidity and Capital Resources" section
below). On October 3, 2007, Daylight issued $125 million principal amount of 8.5% Convertible Unsecured
Subordinated Debentures, Series B ("Series B Debentures") for net proceeds of $119.6 million. Series B
Debentures have a fixed interest rate of 8.5%. Series C Debentures have a fixed interest rate of 10.0%.
Series D Debentures have a fixed interest rate of 6.25%. Cash financial charges are influenced by both the
interest rate and the level of debt outstanding.

Non-cash financial charges relate to amortization of costs incurred to establish bank credit facilities and
issue convertible debentures as well as the accretion of the convertible debenture discount. Q2 2010
financial charges increased compared to Q1 2010 due to increased bank interest costs relating to a higher
average bank debt outstanding and higher bank interest rates. Financial charges in Q2 2010 increased
over Q2 2009 due to the increase in the convertible debenture interest and higher bank interest rates.
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(000s) Q2 Q1 Q2 YTD YTD
2010 2010 2009 2010 2009
Bank debt interest $ 4,459 $ 2114 $ 1,723 $ 6,573 $ 3,208
Convertible debenture interest 5,684 5,497 3,084 11,181 6,135
Cash financial charges 10,143 7,611 4,807 17,754 9,343
Amortization of financial
charges - - 27 - 54
Accretion of convertible
debenture discount 1,622 1,613 702 3,235 1,363
Total $ 11,765 $ 9,224 $ 5,536 $ 20,989 $ 10,760
$ per boe Q2 Q1 Q2 YTD YTD
2010 2010 2009 2010 2009
Bank debt interest $ 1.16 $ 0.59 $ 0.82 $ 0.89 $ 0.77
Convertible debenture interest 1.48 1.54 1.47 1.51 1.48
Cash financial charges 2.64 2.13 2.29 2.39 2.25
Amortization of financial
charges - - 0.01 - 0.01
Accretion of convertible
debenture discount 0.42 0.45 0.33 0.44 0.33
Total $ 3.06 $ 2.58 $ 2.63 $ 2.83 $ 2.59

Depletion, Depreciation and Accretion

Daylightdés depletion, d Q@ P04 totalledi$96r8 mdliond whiahcic 16% highern f or
than Q1 2010. Q2 2010 charges increased 117% from Q2 2009. These increases are due to the
acquisitions of Highpine and West increasing reserves and production. Daylight's depletion, depreciation

and accretion for YTD 2010 totalled $180.6 million, which is 107% higher than YTD 2009 total of $87.2

million.

(000s) Q2 Q1 Q2 YTD YTD

2010 2010 2009 2010 2009
Depletion and Depreciation $ 95405 $ 82395 $ 43,799 $ 177,800 $ 85,755
Accretion 1,383 1,374 749 2,757 1,494
Total $ 96,788 $ 83,769 $ 44548 $ 180,557 $ 87,249
$ per boe Q2 Q1 Q2 YTD YTD

2010 2010 2009 2010 2009
Depletion and Depreciation $ 2480 $ 23.03 $ 2088 % 2395 $ 20.66
Accretion 0.36 0.38 0.36 0.37 0.36
Total $ 25.16 $ 2341 $ 2124 % 24.32 $ 21.02

Future Taxes

Daylight recorded a future income tax reduction of $9.9 million in Q2 2010, a future income tax reduction of
$3.8 million in Q1 2010, and a future income tax reduction of $16.4 million in Q2 2009. For YTD 2010,
Daylight recorded a future income tax reduction of $13.6 million and a future income tax reduction of $20.2
million for YTD 2009. Daylight is a taxable entity under the Income Tax Act (Canada). Daylight does not
currently expect to pay any income taxes during 2010.
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(000s) Q2 01 Q2 YTD YTD

2010 2010 2009 2010 2009
Future Tax $ (9851) $ (3,785) $ (16,437) $ (13,636) $ (20,228)
$ per boe $ (256) $ (1.06) $ (784 $ (1.84) $ (4.87)

As at June 30, 2010, Daylight and its subsidiaries have tax pools of approximately $1.7 billion. These tax
pool balances are subject to change as tax returns are completed, annual claims are made, and
reclassification of items between categories may occur. Da y | $ npirdor@ disposition in July 2010 will
reduce these pools by $125 million, allocated $100 million to Canadian oil and gas property expense and
$25 million to undepreciated capital cost.

(000s) 2010 2009
Canadian exploration expense $ 94,000 $ 114,000
Canadian development expense 365,000 271,000
Canadian oil and gas property expense 378,000 155,000
Undepreciated capital cost 370,000 223,000
Non-capital losses 518,000 276,000
Net capital losses 2,000 -
Cumulative eligible capital 2,000 4,000
Share and unit issue costs 18,000 15,000
Total $ 1,747,000 $ 1,058,000

On June 22, 2007, income tax legislation was passed resulting in tax on the distributions of publicly traded
income trusts, referred to as Specified Investment Flow-Through ("SIFT Tax") entities, commencing in
2011. Under this legislation, income trust distributions will be subject to a two tier tax structure, similar to
that of corporations, whereby distributions paid to unitholders, other than returns of capital, will be subject
to tax at the trust level and at the unitholder level. On March 12, 2009, the Department of Finance of
Canada passed legislation that facilitates the restructuring of income trusts into corporations by permitting
a conversion to be a non-taxable exchange for both the unitholders and the trust.

On January 5, 2010, the Trust closed the Series D Debenture financing. This closing may have
accelerated Daylight becoming subject to the SIFT Tax prior to converting to a corporation. If the Trust
became subject to the SIFT Tax, distributions to unitholders (prior to converting to a corporation) would not
be deductible by the Trust for tax purposes. In the event that the Trust became subject to the SIFT tax for
2010, the Trust had sufficient tax pools available to reduce cash taxes payable in the period to nil.

On May 7, 2010, the Trust completed its conversion to a corporation. The conversion is anticipated to be a
non-taxable exchange for both Canadian and U.S. Income tax purposes.

Under Canadian GAAP, the conversion was accounted for on a continuity of interests basis. Under the
continuity of interests method of accounting, the Company was recognized as the successor entity to the
Trust and the Consolidated Financial Statements reflect the financial position, results of operations and
cash flows as if the Company had always carried on the business formerly carried on by the Trust. Terms
such as shareholder, unitholder, dividend and distribution are used interchangeably throughout the
Consolidated Financial Statements and this MD&A.

As a corporation, Daylight continues to allocate its funds from operations to capital expenditures, periodic
debt repayments, asset retirement obligations and dividends. Taxable income as a corporation will vary
depending on total income and expenses which will vary with commodity prices, costs, claims for both
accumulated tax pools and tax pools associated with current year expenditures. Current taxes payable will
be subject to normal corporate tax rates. Because Daylight has accumulated over $1.7 billion of tax pools
at June 30, 2010, taxable income and cash taxes are expected to be nil for several years following
conversion. Tax pools are deductible at various rates and annual deductions associated with the initial tax
pools are expected to decline over time.

Conversion from the trust structure to a corporation will affect the income tax payable by each shareholder
differently and each shareholder should consult their own tax advisor for details on the direct impact of the
change.
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Net Income (Loss), Funds from Operations, and Cash Provided by Operating Activities

As a result of the previously discussed factors, Daylight recognized Q2 2010 net loss of $30.7 million
(($7.99) per boe, ($0.16) per share-basic and diluted), funds from operations of $71.3 million ($18.53 per
boe, $0.37 per share-basic, $0.35 per share-diluted) and cash provided by operating activities of $101.2
million. For YTD 2010, Daylight recognized a net loss of $19.5 million (($2.63) per boe, ($0.11) per share-
basic and diluted), funds from operations of $137.7 million ($18.55 per boe, $0.76 per share-basic, $0.71
per share-diluted) and cash provided by operating activities of $164.4 million. Actual results from the
comparative periods are presented below.

(000s) Q2 Q1 Q2 YTD YTD
2010 2010 2009 2010 2009
Net income (loss) $ (30,733) $ 11,206 $ (14,543) $ (19,527) $ (8,472)
Per boe $ (799) % 313 % (6.93) $ (2.63) $ (2.04)
Per Share
Basic $ (0.16) $ 0.06 $ (0.14) $ (0.11) $ (0.09)
Diluted $ (0.16) $ 0.06 $ 0.14) $ 0.11) $ (0.09)
Funds from operations $ 71309 $ 66439 $ 48459 $ 137,748 $ 93,354
Per boe $ 1853 % 1857 % 2311 $ 1855 $ 22.49
Per Share
Basic $ 037 $ 038 $ 045 $ 076 $ 0.94
Diluted $ 035 $ 036 $ 042 $ 071 3 0.87
Cash provided by operating
activities $ 101,189 $ 63,220 $ 49,198 $ 164,409 $ 96,627

Da y | i fgndstfréns operations are significantly influenced by commodity prices and production volumes.

Dayl i ght 6 ssensitity iinnfiands dlalv to changes in its commodity price, production volume and
exchange rate assumptions for the full year 2010 are estimated as follows:

¢ $3.5 million per $0.10 change in natural gas price per mcf.

e $4.2 million per US$1.00 change in the WTI oil price per bbl.
e $0.8 million per 1 mmcf per day change in production.

e $1.4 million per 100 bbl per day change in light oil production.
e $1.2 million per 100 bbl per day change in NGLs production.

e $1.4 million per $0.01 change in the United States dollar to Canadian dollar exchange rate.

Capital Expenditures, Acquisitions and Divestitures

Daylight invested $156.1 million on its capital expenditure program during YTD 2010 compared to $75.2
million in YTD 2009. The capital expenditure program continues to provide new production volumes and
Daylight anticipates fiscal 2010 production volumes to average between 42,000 and 43,000 boe per day
with an investment of approximately $300 million.

(000s) Q2 Q1 Q2 YTD YTD

2010 2010 2009 2010 2009
Land and acquisitions $ 8588 $ 1965 $ 3,131 $ 10,553 $ 5,656
Geological and geophysical 4,101 4,492 2,192 8,593 5,058
Drill, complete and recomplete 39,778 73,173 3,709 112,951 50,456
Equipping and facilities 9,332 14,623 6,771 23,955 14,046
Capital expenditures $ 61,799 $ 94253 $ 15,803 $ 156,052 $ 75,216
Corporate acquisitions $ 545,859 $ - $ 123,827 $ 545,859 $ 123,827

In the first six months of 2010, Daylight drilled a total of 42 gross (24.0 net) wells with 100% success. This
program provided production and reserve additions within the following core areas:
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e Peace River Arch properties include Sinclair, EImworth Wapiti. YTD 2010, Daylight drilled 1 gross
(2.0 net) oil well and 3 gross (1.9 net) gas wells.

e West Central properties include Pine Creek and Kaybob. YTD 2010, Daylight drilled 18 gross (6.7
net) natural gas wells and 8 gross (4.1 net) oil wells.

e Eastern properties include Pembina. YTD 2010, Daylight drilled 11 gross (10.1 net) oil wells and 1
gross (0.2 net) gas wells.

The drilling royalty credit offered by the Alberta government of $200 per meter drilled, has resulted in an
average credit of approximately $0.7 million per well for Daylight wells drilled. Drilling royalty credits are
available until April 2011. YTD 2010, Daylight has earned approximately $16.4 million in drilling credits
under the Alberta program which have been recognized as a reduction to capital spending.

On May 12, 2010, Daylight acquired all of the issued and outstanding common shares of West by way of
plan of arrangement. As consideration, Daylight paid cash of $115 million before transaction costs of $1.6
million and issued 28,607,914 common shares at approximately $10.77 per common share based on
Daylight's weighted average trading price at the March 5, 2010 announcement date. The operations of
West have been included with the results of the Company commencing May 12, 2010.

On October 8, 2009, Daylight acquired all of the issued and outstanding class "A" common shares of
Highpine. As consideration, Daylight paid cash of $46.3 million before transaction costs of $3.6 million and
issued 51,413,561 trust units at approximately $8.11 per trust unit based on Daylight's weighted average
trading price at the August 23, 2009 announcement date. The operations of Highpine have been included
with the results of Daylight commencing October 8, 2009.

On June 5, 2009, Daylight acquired all of the issued and outstanding shares of Intrepid Energy Corporation
("Intrepid"). As consideration, Daylight paid cash of $32.0 million before transaction costs of $0.6 million
and issued 7,249,937 trust units at a price of approximately $7.40 per trust unit based on Daylight's
weighted average trading price at the April 27, 2009 announcement date. The operations of Intrepid have
been included with the results of Daylight commencing June 5, 2009.

On July 14, 2010, Daylight completed the disposition of certain working interests in oil and gas assets in
eastern Alberta to Gear for gross proceeds of $100 million in cash, before closing adjustments, and $25
million of common shares in Gear at a price per share of $3.75. The Company received a $5.0 million
deposit in June 2010 for this sale which has been included in accounts payable and accrued liabilities at
June 30, 2010, as it was refundable until closing.

Investments
June 30, December 31,
Number of Basis of 2010 Equity 2009 Equity
Symbol Shares Valuation or Fair Value or Fair Value
Bengal Energy Ltd. BNG 4,260,000 Equity $ - $ 532
Midway Energy Ltd. MEL 1,046,511 Fair value 3,108 3,108
Insignia Energy Ltd. Fair value - 366
Wild Stream Exploration Inc. Fair value - 1,097
Asset Backed Securities Fair value 16,264 -
Total $ 19,372 $ 5,103

Daylight owns 4,260,000 common shares of Bengal Energy Ltd., representing approximately 23% of the
issued and outstanding common shares, and accounts for the investment using the equity method. For the
three months ended June 30, 2010, the equity loss on the investment in Bengal was $0.3 million (2009 -
$0.2 million). For the six months ended June 30, 2010, the equity loss on the investment in Bengal was
$0.5 million (2009 - $0.2 million). As at June 30, 2010, the carrying value of the investment in Bengal was
$nil and the market value of the investment in Bengal was $5.2 million (December 31, 2009 - $6.7 million).

Daylight owns 1,046,511 common shares of Midway Energy Ltd. with a value of $3.1 million at June 30,
2010. During the year ended December 31, 2009, Daylight acquired 306,273 common shares of Midway at
a cost of $0.70 per share through the exercise of warrants. Daylight accounts for this investment at fair
value based on the quoted market price.
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Daylight sold all of the common shares of Insignia Energy Ltd. and Wild Stream Exploration Inc. during the
second quarter of 2010 for total cash proceeds of $1.7 million.

Daylight acquired an investment in certain asset backed securities on the acquisition of West (see note 3
to the unaudited interim consolidated financial statements and notes for the three and six months ended
June 30, 2010 and 2009). This investment is accounted for at fair value based on quoted market prices.
Daylight has recognized an unrealized loss on this investment of $0.4 million in Q2 2010.

Daylight considers its investments in Bengal, Midway and asset backed securities as available for
disposition.

Dividends

During Q2 2010, Daylight declared three monthly cash dividends totalling $34.3 million ($0.18 per common
share) with a resulting payout ratio of 48%. Payout ratio is defined on a percentage basis as dividends
declared divided by funds from operations. During Q1 2010, Daylight declared three monthly cash
distributions totalling $41.8 million ($0.24 per trust unit) with a resulting payout ratio of 63%. During Q2
2009, Daylight declared three monthly cash distributions totalling $26.3 million ($0.24 per trust unit) with a
resulting payout ratio of 54%. YTD 2010, Daylight declared six monthly cash dividends totalling $76.1
million ($0.42 per share) with a resulting payout ratio of 55%. YTD 2009, Daylight declared six monthly
cash distributions totalling $47.9 million ($0.48 per trust unit) with a resulting payout ratio of 51%.

Daylight expects to pay a sustainable dividend on a monthly basis, provided however that any decision to

pay dividends onthe co mmon shares wil |l be made by the Board of Di
funds from operations, earnings, financial requirements, commodity price levels, legal requirements and

other conditions existing at such future times. Daylight currently intends to designate all dividends to be

"eligible dividends" for the purposes of the Income Tax Act (Canada) such that shareholders who are

individuals will benefit from the enhanced gross-up and dividend tax credit mechanism under the Income

Tax Act (Canada). Dividends are not guaranteed to be declared or paid in the future. To the extent that

capital expenditures are not fully financed by funds from operations, Daylight may draw upon its available

credit facilities, issue new equity and/or debt securities or initiate divestitures.

As discussed in the non-GAAP measures section of this MD&A, Daylight utilizes the non-GAAP term
"funds from operations” to evaluate operating performance and assess leverage. Daylight considers this
term to be an important measure in assessing its ability to generate the funds necessary to pay dividends,
repay debt and finance capital expenditures. Funds from operations is also utilized in the calculation of
"payout ratio" which is also a non-GAAP measure utilized by Daylight to evaluate financial flexibility and
the capacity to fund dividends. National Policy 41-201 requires certain disclosures with respect of the Trust
comparing distributions (dividends) to cash provided by operating activities which is a GAAP measure. A
reconciliation of cash provided by operating activities to funds from operations is included in the non-GAAP
measures section of this MD&A. The disclosures required by National Policy 41-201 are contained in the
following table and paragraphs of this section of the MD&A.

(000s) Q2 Q1 Q2 YTD YTD
2010 2010 2009 2010 2009

Cash dividends declared per

share $ 018 $ 024 $ 024 $ 042 $ 0.48
Cash provided by operating

activities $ 101,189 $ 63,220 $ 49,198 $ 164,409 $ 96,627
Cash dividends declared $ 34298 $ 41820 $ 26254 $ 76,118 $ 47,911
Excess of cash provided by

operating activities over cash

dividends declared: $ 66,891 $ 21,400 $ 22944 $ 88,291 $ 48,716
Net income (loss) $ (30,733) $ 11,206 $ (14,543) $ (19,527) $ (8,472
Cash dividends declared $ 34298 $ 41820 $ 26254 $ 76,118 $ 47,911
Excess (shortfall) of net income

over cash dividends declared: $ (65,031) $ (30,614) $ (40,797) $ (95,645) $ (56,383)

Cash provided by operating activities of $101.2 million for Q2 2010 e x ceed e d Day tividgndst 6 s cast
declared of $34.3 million by $66.9 million. Cash provided by operating activities of $63.2 million for Q1
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2010 exceeded cash dividends declared of $41.8 million by $21.4 million. Cash provided by operating
activities of $49.2 million for Q2 2009 exceeded cash dividends declared of $26.3 million by $22.9 million in
the period. On a year to date basis, cash provided by operating activities of $164.4 million exceeded the
cash dividends declared of $76.1 million by $88.3 million and cash provided by operating activities of $96.6
million exceeded the cash dividends declared of $47.9 million by $48.7 million for YTD 2009.

For Q2 2010, Q1 2010 and Q2 2009, there was a shortfall of net income over cash dividends declared of
$65.0 million, $30.6 million and $40.8 million, respectively. For the six months ended June 30, 2010 and
2009 there was a shortfall of net income over cash dividends declared of $95.6 million and $56.4 million,
respectively.

Cash dividends declared often exceed net income but do not typically exceed cash provided by operating
activities and this relationship is expected to continue for future periods. Daylight has often declared cash
dividends in excess of net income since net income includes several non-cash charges including depletion,
depreciation and accretion, share-based compensation, unrealized gain (loss) on financial instruments and
future taxes, which do not impact the funds available to pay dividends declared. The depletion,
depreciation and accretion charge does not necessarily represent the cost of maintaining and replacing the
volume of reserves produced in the period.

Daylight has a Premium Dividend™, Dividend Reinvestment and Optional Common Share Purchase Plan
("Premium DRIP™") for eligible shareholders. On dividend payment dates eligible Premium DRIP™
shareholders may elect to receive, in lieu of the cash dividend that shareholders are otherwise entitled to
receive in respect of their common shares, a cash payment equal to 102% of such amount. Shareholders
may also elect to reinvest their cash dividends in additional common shares at a price that is 95% of the
average market price for the Pricing Period. The Pricing Period refers to the period beginning on the later
of the 21 business day preceding the dividend payment date and the second business day following the
record date applicable to that dividend payment date, and ending on the second business day preceding
the dividend payment date. Eligible Premium DRIP™ shareholders may also make optional cash payments
on this date to purchase additional common shares at a price that is equal to the average market price for
the Pricing Period. Daylight can prorate or suspend requests for the receipt of amounts under the Premium
DRIP™. Daylight has not issued any trust units or common shares under the Premium DRIP™ program
since August 2007 when Daylight suspended this program. Following the Reorganization of the Trust to
the Company in May 2010, Daylight continued the suspension of the Premium DRIP™.

Liquidity and Capital Resources

(000s) June 30, March 31, December 31, June 30,
2010 2010 2009 2009

Bank debt $ 371,825 $ 120,759 $ 260,172 $ 160,983
Working capital deficiency'” 169,393 147,609 101,482 40,986
541,218 268,368 361,654 201,969

Convertible debentures i long-term 273,810 272,198 117,897 116,525
Market value of investments (24,571) (10,972) (11,302) (2,599)
790,457 529,594 468,249 315,895

Sharehol ders6 equit $ 1318955 $ 1,072,801 $ 1,088,600 $ 754,138
&)

Excludes unrealized gain (loss) on derivative contracts and future income tax liability.

The Company continually monitors its financing alternatives and expects to substantially finance its cash
capital expenditures program and dividends from internally generated funds from operations over the
longer term.

At June 30, 2010, Daylight had approximately $372 million outstanding on its credit facilities which provide

up to $650 million available under revolving term credit facilities with a syndicate of banks and are subject

to semi-annual review by the banking syndicate. The working capital deficiency does not affect the amount

available under the credit facilities. Day | i ght 6 s banki ng sdngreased thearé¢velvingtermi ewed al
credit facilities to $650 million from $500 million on May 12, 2010 upon close of the West acquisition. The

$650 million revolving term credit facility was reviewed and confirmed on July 14, 2010 upon closing of the

disposition of certain oil and gas assets in eastern Alberta to Gear. The available lending limits of the

facilities are based on the syndicate® interpretation of the Companyd s r eserves and future
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prices. There can be no assurance that the amount of the available facilities will not decrease at the next
scheduled review on or before October 31, 2010.

On January 5, 2010, Daylight issued $172.5 million principal amount of 6.25% Convertible Unsecured
Subordinated Debentures, Series D for net proceeds of $165.3 million. The Series D Debentures pay
interest semi-annually on December 31 and June 30, commencing with the initial interest payment on June
30, 2010 and have a maturity date of December 31, 2014. The Series D Debentures are convertible at the
option of the holder to common shares at a conversion price of $12.00 per common share. The Company
has the option to redeem the Series D Debentures at a price of $1,050 per Series D Debenture after
December 31, 2012 and on or before December 31, 2013 and at a price of $1,025 per Series D Debenture
after December 31, 2013 and before the maturity date of December 31, 2014 and at a price of $1,000 per
Series D Debenture on maturity. On redemption or maturity the Company may elect to repay the principal
and satisfy its interest obligations by issuing Daylight common shares.

On May 7, 2009, Daylight issued 24,630,000 trust units at a price of $7.00 per trust unit for gross proceeds
of $172 million. Net proceeds were used by the Company to reduce outstanding borrowings under
Daylight's credit facilities, fund future growth initiatives and for general corporate purposes.

On December 19, 2008, Daylight issued $75 million principal amount of 10% Convertible Unsecured
Subordinated Debentures, Series C for net proceeds of $71.7 million. The Series C Debentures pay
interest semi-annually on December 31 and June 30, commencing with the initial interest payment on June
30, 2009 and have a maturity date of December 31, 2013. The Series C Debentures are convertible at the
option of the holder to common shares at a conversion price of $9.60 per common share. The Company
has the option to redeem the Series C Debentures at a price of $1,050 per Series C Debenture after
December 31, 2011 and on or before December 31, 2012 and at a price of $1,025 per Series C Debenture
after December 31, 2012 and before the maturity date of December 31, 2013 and at a price of $1,000 per
Series C Debenture on maturity. On redemption or maturity the Company may elect to repay the principal
and satisfy its interest obligations by issuing Daylight common shares.

The market value of Daylight's investments is based on the closing trading value of the related securities at

the end of the periods and Daylight's ability to realize this value is subject to changes in the trading value

of these secur i t i es. Daylightdéds wor ki nthe uareapizedt gaih ondderivativei ency,
contracts and future income tax liability, at June 30, 2010 was $169.4 million.

Management anticipates that Daylight will continue to have adequate liquidity to fund future working capital
and forecasted capital expenditures during 2010 through funds from operations and/or debt and equity as
required. Funds from operations used to finance these expenditures may reduce the amount of funding
available to provide cash dividends to shareholders. Major acquisitions may require the issuance of new
equity and/or debt securities.

Common Share Information

Daylightd sommon shares trade on the TSX under the symbol "DAY" and Daylight is a constituent of the
S&P/TSX Composite Index. A summary of Daylight's trading history on the TSX follows.

(per common share) Q2 Q1 Q2 YTD YTD

2010 2010 2009 2010 2009
High $ 11.48 $ 1168 $ 8.66 $ 1168 $ 9.00
Low $ 8.90 $ 1018 % 6.44 $ 890 $ 5.12
Close $ 8.93 $ 1052 % 7.37 $ 893 §% 7.37
Average daily volume 1,415,050 1,290,871 881,776 1,535,457 718,021

On October 22, 2009, Daylight filed notice with the TSX to make a normal course issuer bid (the "2009
Bid") to purchase outstanding common shares on the open market through the facilities of the TSX. The
TSX has authorized Daylight to purchase up to 17,102,157 common shares, being 10% of the public float,
from October 26, 2009 through October 25, 2010 or such earlier time as the 2009 Bid is completed or
terminated at the option of the Company. The Company will pay for any common shares acquired under
the 2009 Bid at the prevailing market price on the TSX at the time of the purchase. The common shares
acquired under the 2009 Bid will be cancelled. For the three and six months ended June 30, 2010, no
common shares were purchased and cancelled.
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As at June 30, 2010, Daylight had the following common shares and common share equivalents
outstanding:

Number
Common shares 203,258,044
Convertible debentures Series B ($53,197,000 face value) 6,185,698
Convertible debentures Series C ($74,977,000 face value) 7,810,104
Convertible debentures Series D ($172,500,000 face value) 14,375,000
Restricted Share Awards (1,893,166) 2,105,125
Performance Share Awards (1,227,834) 1,328,848
Total Diluted 235,062,819

As at August 3, 2010, Daylight has the following common shares and common share equivalents
outstanding:

Number
Common shares 203,266,610
Convertible debentures Series B ($53,197,000 face value) 6,185,698
Convertible debentures Series C ($74,977,000 face value) 7,810,104
Convertible debentures Series D ($172,500,000 face value) 14,375,000
Restricted Share Awards (1,872,583) 2,089,896
Performance Share Awards (1,227,834) 1,335,859
Total Diluted 235,063,167
Commitments
The following is a summary of Dayl i ght a9une30,20l0:act ual
2010 2011 2012 2013 2014  Thereafter
Operating leases $ 3301 $ 7282 $ 7387 $ 6,213 $ 6,187 $23,712
Natural gas
transportation 1,920 2,794 1,251 739 121 -
Convertible debentures
(face value) - - 53,197 74,977 172,500 -
Bank debt - - 371,825 - - -

$ 5221 $ 10,076 $433,660 $ 81,929 $178,808 $ 23,712

Daylight enters into multiple contractual obligations as part of conducting day-to-day business. Material
contractual obligations include bank debt, leases for office space and commitments for natural gas
transportation.

Quarterly Financial Information

(000s) Q2 Q1 Q4 Q3
2010 2010 2009 2009
Funds from operations $ 71309 $ 66439 $ 72,162 $ 50,245
Per Unit
Basic $ 037 % 0.38 $ 0.42 $ 0.41
Diluted $ 035 % 036 $ 040 $ 0.39
Cash provided by operating activities $ 101,189 $ 63220 $ 48,756 $ 44,054
Net income (loss) $ (30,733) $ 11206 $ (7,858) $ (7,244
Per Unit
Basic $ (016) $ 006 $ (0.05) $  (0.06)
Diluted $ (0.16) $ 0.06 $ (0.05) $ (0.06)
Petroleum and natural gas revenues $ 160,267 $ 170,934 $ 156,695 $ 66,100
Average daily production combined (boe/d) 42,273 39,760 38,197 23,502
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(000s) Q2 Q1 Q4 Q3
2009 2009 2008 2008
Funds from operations $ 48459 $ 44895 $ 50,075 $ 78,646
Per Unit
Basic $ 0.45 $ 0.50 $ 0.56 $ 0.91
Diluted $ 0.42 $ 0.45 $ 0.52 $ 0.84
Cash provided by operating activities $ 49198 $ 47429 $ 47416 @ $ 97,799
Net income $ (14543) $ 6071 $ 44424 $ 69,692
Per Unit
Basic $ (014 $ 007 $ 050 $ 0.81
Diluted $ (014 $ 007 $ 048 $ 0.76
Petroleum and natural gas revenues $ 66649 $ 71893 $ 91,311 $ 145,269
Average daily production combined (boe/d) 23,047 22,810 21,863 21,782

Funds from operations increased in Q2 2010 from Q1 2010 as Q2 2010 funds from operations included a
realized gain on derivatives of $8.9 million and other income of $7.9 million offset by a decrease in revenue
relating to lower commodity prices. Funds from operations increased steadily throughout 2009 as crude oil
prices recovered and total production increased with the Highpine and Intrepid acquisitions. Q4 2009 funds
from operations increased significantly from Q3 2009 with the acquisition of Highpine. Cash provided by
operating activities increased in Q2 2010 due to increased cash flow from operations and increased
change in non-cash working capital due to the acquisition of West. Q4 2009 also experienced these
improvements; Q4 2009 cash provided by operating activities was reduced by higher operating and G&A
charges. Cash provided by operating activities remained relatively flat throughout 2009 with a small
decrease in Q3 2009 due to increased asset retirement expenditures. Funds from operations and cash
provided by operating activities increased during Q2 2010 versus Q1 2009 due to increasing commodity
prices and production due to the Highpine and West acquisitions.

Net income (loss) has been affected by fluctuations in commodity prices and realized gains and losses on
derivative contracts. Net income (loss) has been significantly impacted by non-cash items such as future
taxes and unrealized gains and losses on commodity contracts.

Control Environment
Disclosure Controls and Procedures

Daylightdés Chief Executive Officer and Chief Financi al
under their supervision, disclosure controls and procedures that ensure that information required to be

di sclosed by Daylight is accumulated and communicated t
timely decisions regarding required disclosure. Dayli ght 6s Chi ef Executive Officer
Officer have concluded, based on their evaluation as of the end of the period covered by the interim filing,

that Daylightdés di scl o sforthethreeanoriths endesl Juaen30, 2Ql0 areceffettivas e s

to provide reasonable assurance that material information related to Daylight, including its consolidated

subsidiaries, is made known to them by others within those entities.

Internal Control Over Financial Reporting

Dayl i ght 6s Ch ffieerf andEChief &Finangial @fficed have designed or caused to be designed

under their supervision, internal controls over financial reporting related to the Company, including its

consolidated subsidiaries, to provide reasonable assurance regarding the reliability of the Companyd s

financial reporting and the preparation of financial statements for external purposes in accordance with

Canadian GAAP. As at June 30,2010, Day !l i ght 6s Chief Executive Officer an
evaluated, or caused to be evaluated under their supervision, the design of the Companyds i nter nal
controls over financial reporting and have concluded that these controls are designed appropriately.

Daylightds Chief Executive Off i cerodisclost he@miamy Eharlgeimanci al

the Companyd s i nternal control over finan €ompdnybise pnorstti nrge ctema
interim period that has materially affected, or is reasonably likely to have materially affected, the
Company6 dnternal control over financial reporting. No changes in the Companyd s i nt erqiowdr contr o

financial reporting were identified during the three months ended June 30, 2010 that have materially
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affected, or are reasonably likely to materially affect, the Companyd snternal controls over financial
reporting.

I't should be noted that while Daylightés Chief Executi v
Companydbs disclosure controls and procedures and internal
reasonable level of assurance that they are effective, they do not expect that the disclosure controls and

procedures or internal controls over financial reporting 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 control system are met.

Critical Accounting Estimates

The significant accounting policies used by Daylight are disclosed in note 1 to the Consolidated Financial
Statements for the years ended December 31, 2009 and 2008. Certain accounting policies require that
management make appropriate decisions with respect to the formulation of estimates and assumptions
that affect the reported amounts of assets, liabilities, revenues and expenses. Management reviews its
estimates on a regular basis. The emergence of new information and changed circumstances may result in
actual results or changes to estimated amounts that differ materially from current estimates.

Future Accounting Changes

Business Combinations

In January 2009, the CICA issued Section 1582, Business Combinations. This section is effective January
1, 2011 and applies prospectively to business combinations for which the acquisition date is on or after the
first annual reporting period beginning on or after January 1, 2011 for the Company. This section replaces
Section 1581, Business Combination and harmonizes the Canadian standards with International Financial
Reporting Standards.

Consolidated Financial Statements and Non-Controlling Interests

In January 2009, The AcSB issued Section 1601, Consolidated Financial Statements, and Section 1602;
Non-Controlling Interests, which together replace Section 1600, Consolidated Financial Statements, and
harmonize the Canadian standards with International Financial Reporting Standards. Section 1601
establishes standards for the preparation of consolidated financial statements. Section 1602 provides
guidance on accounting for a non-controlling interest in a subsidiary in consolidated financial statements
subsequent to a business combination. These sections are effective on or after the beginning of the first
reporting period beginning on or after January 1, 2011.

International Financial Reporting Standards

On January 1, 2011, International Financial Reporting Standards ('IFRS") will become the generally
accepted accounting principles in Canada for profit-oriented publicly accountable enterprises. The adoption
date of January 1, 2011 will require the restatement, for comparative purposes, of amounts reported by
Daylight for the year ended December 31, 2010, including the opening balance sheet as at January 1,
2010.

Daylight is executing its project plan for the transition from current Canadian GAAP to IFRS. Internal staff
continue to implement the conversion project and all IFRS requirements will be met with internal
employees supplemented with consultants as required. Daylight reports its progress on conversion
regularly to the Audit Committee of the Board of Directors. Daylight continues to train key personnel within
the accounting and finance functions as well as update and communicate the potential impacts and policy
choices to its management team.

Daylight will continue to update its IFRS transition plan to reflect any new and amended accounting
standards issued by the International Accounting Standards Board.

Daylightdéds project consists of three key phases:

e Scoping and diagnostic phase 1 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.
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e Impact analysis and evaluation phase 1 during this phase, items identified in the 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
Daylightdés debt agreements, compensation or
the impact analysis and evaluation phase will require the Audit Committee of the Board of
Directors to review and approve all accounting policy choices as proposed by management.

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

Daylight has completed the scoping and diagnostic phase and has prepared draft analysis for the impact
analysis and evaluation phase. Management has not yet finalized its accounting policies and as such is
unable to quantify the impact of adopting IFRS on the financial statements.

Expected Accounting Policy Impacts

managem

Daylight és significant areas of iequipraentt impairmlert, asset c | u d e o

retirement obligations, share-based payments, convertible debentures and trust unit classification prior to
conversion to a corporation. The following discussion provides an overview of these areas as well as the
exemptions available under IFRS 1, "First-Time Adoption of International Financial Reporting Standards"
("IFRS 1"). IFRS 1 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.

e Property, Plant and Equipment ("PP&E") - Under Canadian GAAP, Daylight applies full cost
accounting in which all costs directly associated with the acquisition of, the exploration for, and the
development of natural gas and crude oil reserves are capitalized on a country-by-country cost
centre basis. Costs accumulated within each country cost centre are depleted using the unit-of-
production method based on proved reserves determined using estimated future prices and costs.
Upon transition to IFRS, Daylight will be required to adopt new accounting policies for upstream
activities, including pre-exploration costs, exploration and evaluation costs and development costs.

Pre-exploration costs are expenditures incurred prior to obtaining the legal right to explore and
must be expensed under IFRS. Under Canadian GAAP, Daylight capitalizes and depletes such
costs within the full cost pool.

Exploration and evaluation costs ("E&E") are expenditures incurred for an area or property for
which technical feasibility and commercial viability has not been yet determined. Upon transition to
IFRS, Daylight will re-classify all E&E expenditures that are currently included in the PP&E
balance on the consolidated balance sheet. This will include the book val ue f or
undeveloped exploratory land that relates to exploration properties. E&E assets may not be
depleted and must be assessed for impairment when indicators suggest the possibility of
impairment.

Development costs are expenditures incurred for an area or property where technical and
commercial feasibility have been determined. Daylight will continue to capitalize these costs.
Under Canadian GAAP, these costs were be depleted on a unit-of-production basis at a country
cost centre level but under IFRS will be depleted on a unit-of-production basis over an area level
(unit of account). Under IFRS, Daylight has the option to calculate depletion using a reserve base
of proved reserves or both proved and probable reserves, as compared to the Canadian GAAP
method of calculating depletion using only proved reserves. Daylight has chosen to calculate
depletion using a reserve base of proved and probable reserves.

Divestitures of an oil and gas property under IFRS will generally result in a gain or loss recognized
in earnings. Under Canadian GAAP, proceeds of divestitures are deducted from the full cost pool
without recognition of a gain or loss unless such a deduction resulted in a change to the depletion
rate of 20 percent of greater.

As at the date of transition January 1, 2010, for entities using the full cost accounting method,
IFRS 1 provides an option to deem the cost of its PP&E assets to equal its Canadian GAAP net
book value. Daylight will apply this option. The IFRS E&E costs will be equal to those that would
have been recognized as such under Canadian GAAP. The remaining net book value of the full
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cost pool on the date of transition will be allocated to the unit of account development cost centers
on the basis of Dayl i duesabtsatpoi@mmemeve vol umes or

Impairment - Under IFRS, impairment must be calculated at an asset or cash-generating unit level
instead of the country cost centre under Canadian GAAP using either total proved or proved plus
probable reserves. Assets will be assessed for impairment when indicators suggest the possibility
of impairment. Under IFRS impairment losses, other than goodwill, are reversed when there is an
increase in the recoverable amount. Daylight will group its assets into cash-generating units which
are identified on the basis of cash inflows being independent from other assets or groups of
assets.

Asset Retirement Obligation - A decommissioning liability provision as referred to in IFRS is likely
to increase as a result of the change from a credit adjusted risk free rate to a risk free rate
(government bond) in the discounting of the cash flows. In addition any change in the discount rate
would affect the entire liability and not just the prospective additions to the obligation. IFRS 1
requires that an entity adopting the full cost accounting deemed cost exemption must also
measure the decommissioning liability (ARO) associated with PP&E as at the date of transition to
IFRS with any impact recorded to retained earnings on adoption.

Share Based Payments - Under IFRS 2 "Share-based Payments" ("IFRS 2"), awards that vest in
installments must be accounted for as though each installment is a separate award and amortized
using a graded vesting model. This will result in front loading of compensation expense. In addition
the expense is to be set up to reflect an estimate of the number of instruments expected to vest
(estimate of forfeitures). IFRS 1 allows for an exemption from IFRS 2, "Share-Based Payments" to

vV a

equity instruments granted on or before Novemb e r 2, 2002 or which vested

transition date to IFRS.

Fair Value on Debentures - IFRS permits entities to designate, at the time of acquisition or
issuance, any financial asset or financial liability to be measured at fair value, with ongoing value
changes recognized in the income statement providing that asset or liability meets the criteria.
IFRS 1 provides an option for assets or liabilities that meet the criteria to elect to designate and
measure them at fair value on the date of transition.

Trust Unit classification - IFRS prescribes the principles surrounding debt versus equity
classification regarding financial instruments. IFRS does not look to the legal form of instruments;

instead it f ocuses on t he ionsnBaylight coptinuedte assessriter act u al

application of IFRS to the Trust's trust units at the time of adoption until conversion and the
implications under IFRS of its treatment as equity if such classification meets the IFRS standards.

In addition to account i ng policy differences, Daylightés transiti

over

financi al reporting, the disclosure control

systems as follows:

S

and

Internal controls over financial reporting ("ICFR")-As t he review of Dayl i ght 6s

is completed, an assessment is made to determine changes required for ICFR. As an example,
additional controls wild.l be i mplemented for t

be an ongoing process through 2010 to ensure that all changes in accounting policies include the
appropriate additional controls and procedures for future IFRS reporting requirements.

Disclosure controls and procedures - Throughout the transition process, Daylight is assessing

stakehol dersé information requirements and wi

provided so that all stakeholders are kept apprised. Management anticipates disclosure in investor
presentations and in shareholder publications during 2011 to explain the differences between the
historical Canadian GAAP statements and the IFRS statements.

Business activities - Management will work with our counterparties and lenders to ensure that
agreement references to Canadian GAAP statements are modified to allow for IFRS statements.
Based on the expected changes to Daylight's accounting policies at this time, there are no
foreseen issues with the existing wording of agreements as a result of the conversion to IFRS.
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e IT systems - Daylight has completed most of the system updates required in order to ready the
Company for IFRS reporting. The modifications, while not significant, were deemed critical in order
to allow for reporting of both Canadian GAAP and IFRS statements in 2010 as well as the
modifications required to track PP&E costs and E&E costs with a more granular level of detail for
IFRS reporting. Additional system modifications may be required based on final policy choices.

Risk Factors

Daylight is subject to multiple business and other risks that are similar to other entities involved in the
conventional energy sector. Day!l i g h tfudds frdmiopegationsi aadl posi ti
dividends to shareholders are directly impacted by several risk factors and uncertainties.

For a detailed discussion of the risks and uncertainties associated with Daylight's business and operations,
refer to the Trust's Annual Information Form, dated March 16, 2010, the information circular and proxy
statement of the Trust dated April 7, 2010, and the Trust's MD&A for the year ended December 31, 2009,
each of which is avail abl ewwadedaixanyl i ght 6s SEDAR profile
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Quarterly Information

. . 2010 2009 2008
Financial
(in thousands of dollars, except Q2 Q1 Q4 Q3 Q2 Q1 Q4 Qs
share, per share and boe data)
Petroleum and natural
gas revenues $160,267 $ 170,934 |$ 156,695 $ 66,100 $ 66,649 $ 71,893 [ 91,311 $145,269
Royalties (43,886) (48,196) (42,179) (10,527)  (11,238) (14,111) | (18,814) (28,149)
Realized gain (loss) on
derivative contracts 8,858 - 17,421 32,282 30,048 25,285 12,230 (9,237)
Operating expenses (39,737) (38,863) (40,526) (25,179) (24,875) (24,441) | (24,038) (23,943)
Transportation expenses (3,270) (3,269) (3,112) (2,424) (2,201) (2,310) (2,423) (2,132)
Operating netback 82,232 80,606 88,299 60,252 58,383 56,316 58,266 81,808
G&A'i cash charge (8,637) (6,556) (11,023) (4,934) (5,117) (6,885) (4,483) (4,542)
Cash financial charges (10,143) (7,611) (5,114) (5,073) (4,807) (4,536) (3,708) (4,626)
Provision for non-
recoverable accounts
receivable - - - - - - - (1,800)
Other income 7,857 - - - - - - 7,806
Funds from operations 71,309 66,439 72,162 50,245 48,459 44,895 50,075 78,646
Per share i Basic 0.37 0.38 0.42 0.41 0.45 0.50 0.56 0.91
i Diluted 0.35 0.36 0.40 0.39 0.42 0.45 0.52 0.84
Cash provided by
operating activities 101,189 63,220 48,756 44,054 49,198 47,429 47,416 97,799
Net income (loss) (30,733) 11,206 (7,858) (7,244) (14,543) 6,071 44,424 69,692
Per share i Basic (0.16) 0.06 (0.05) (0.06) (0.14) 0.07 0.50 0.81
i Diluted (0.16) 0.06 (0.05) (0.06) (0.14) 0.07 0.48 0.76
Cash dividends
declared 34,298 41,820 41,811 29,385 26,254 21,657 35,193 33,684
Per share 0.18 0.24 0.24 0.24 0.24 0.24 0.39 0.39
Payout ratio 48% 63% 58% 58% 54% 48% 70% 43%
Capital expenditures 61,799 94,253 76,928 10,613 15,803 59,413 38,766 45,657
Cash property acquisitions - - - - - - 66,571 -
Cash property divestitures - - - - - - - (87,695)
Non-cash property
acquisitions - - - - - - 26,887 -
Corporate acquisitions 545,859 - 534,278 - 123,827 - - 36,433
Market value of
investments 24,571 10,972 11,302 4,143 2,599 2,013 2,285 9,987
Bank debt 371,825 120,759 | 260,172 164,172 160,983 238,359 | 219,853 199,282
Working capital
deficiency™ 169,393 147,609 101,482 31,298 40,986 60,981 42,275 37,200
Convertible debentures 273,810 272,198 117,897 117,217 116,525 115,836 | 115,201 54,180
Total assets 2,381,016 1,772,987 |1,727,814 1,097,686 1,153,128 1,077,667 [,058,195 915,364
Shares outstanding (000s)
Basic 203,258 174,278 174,216 122,437 122,434 90,239 90,239 86,299
Diluted 235,063 206,216 189,831 138,499 138,457 106,517 | 106,050 94,295
Operations
Average daily production
Natural gas (mcf/d) 148,966 144,754 | 136,412 100,250 96,173 91,668 82,572 81,798
Light oil (bbls/d) 12,173 10,025 9,926 3,421 3,596 3,935 4,086 4,864
Heavy oil (bbls/d) 1,722 1,969 2,026 2,096 2,141 2,117 2,798 2,179
NGLs (bbls/d) 3,551 3,640 3,510 1,277 1,281 1,480 1,217 1,106
Oil & NGLs (bbls/d) 17,446 15,634 15,462 6,794 7,018 7,532 8,101 8,149
Combined (boe/d) 42,273 39,760 38,197 23,502 23,047 22,810 21,863 21,782
Average prices received
Natural gas ($/mcf) $ 394 $ 5.29 |$ 476  $ 3.05 $ 353 §$ 524 B 711 $ 854
Light oil ($/bbl) 72.12 77.57 74.11 67.58 60.54 46.17 55.28 116.11
Heavy oil ($/bbl) 56.92 66.20 63.10 59.39 56.16 37.57 45.20 99.43
NGLs ($/bbl) 55.89 62.12 54.19 45.08 42.75 38.81 43.27 89.43
Oil & NGLs ($/bbl) $ 6732 $ 7254 [$ 6814 $ 6082 $ 5596 $ 4231 | 50.00 $ 108.03
Combined ($/boe) $ 4166 $ 4777 |$ 4459 $ 3058 $ 3178 $ 35.02 B 4540 $ 7250
Wells drilled - gross (net) 7 (3.4) 35 (20.6) 20(9.1) 17 (10.4) 2 (0.1) 20(6.1) | 10(3.2) 15(7.0)

(€}

Excludes unrealized gain (loss) on derivative contracts and future income taxes.
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Quarterly Information

Financial 2008 2007 2006
(in thousands of dollars,
except share, per share Q2 Q1 Q4 Q3 Q2 Q1 Q4 Q3
and boe data)
Petroleum and natural gas
revenues $151,171 $113,986 | $ 99,718 $ 82557 $ 92,699 $ 91,982 [$ 92,715 $ 69,877
Royalties (29,568) (21,733) (18,853)  (14,454)  (18,223) (16,237) | (17,444) (13,312)
Realized gain (loss) on
derivative contracts (9,507) - 2,145 5,118 (320) 24 91 (133)
Operating expenses (22,587) (21,769) (23,072)  (21,555) (27,268) (21,971) | (21,319) (15,901)
Transportation expenses (1,926) (1,721) (2,019) (1,920) (2,085) (1,833) (1,871) (1,959)
Operating netback 87,583 68,763 57,919 49,746 44,803 51,965 52,172 38,572
G&A'i cash charge (4,175) (3,679) (3,724) (3,552) (4,117) (3,840) (4,326) (3,634)
Cash financial charges (6,637) (6,417) (6,716) (5,851) (5,412) (5,292) (4,519) (2,695)
Cash taxes - - - - - - (54) (1)
Funds from operations 77,032 58,667 47,479 40,343 35,274 42,833 43,273 32,242
Per share i Basic 0.95 0.75 0.61 0.52 0.46 0.57 0.59 0.71
i Diluted 0.85 0.66 0.54 0.52 0.46 0.57 0.59 0.68
Cash provided by operating 71.028
activities ' 43,516 44,824 38,850 37,211 46,500 21,314 31,783
Net income (loss) 42,462 3,941 (127,381) 7,131 18,682 5,301 |(283,511) (2,140)
Per share T Basic 0.53 0.05 (1.64) 0.09 0.24 0.07 (3.88) (0.05)
i Diluted 0.48 0.05 (1.64) 0.09 0.24 0.07 (3.88) (0.05)
Cash dividends declared 24,807 23,333 23,296 27,006 34,475 34,114 43,008 31,844
Per share 0.30 0.30 0.30 0.35 0.45 0.45 0.59 0.62
Payout ratio 32% 40% 49% 67% 98% 80% 99% n/a®
Capital expenditures 37,866 43,630 29,089 33,727 12,887 20,677 17,032 19,358
Cash property acquisition - - - - - - 32,729 -
Non-cash property
divestitures - - - - - - - (21,100)
Corporate acquisitions - - - - - - - 527,691
Market value of investments 18,554 15,172 13,068 13,336 17,988 16,673 22,860 20,500
Bank debt 274,313 268,410 257,342 363,153 358,832 338,511 | 349,336 287,392
Working capital deficiency® 9,740 29,908 32,088 40,097 25,499 29,649 22,624 50,318
Convertible debentures 62,762 120,170 119,792 3,467 3,456 3,444 3,515 3,510
Total assets 970,810 949,143 922,344 1,065,025 1,072,055 1,083,695 |1,114,085 1,424,236
Shares outstanding (000s)
Basic 85,481 77,914 77,657 77,475 76,652 76,542 74,322 71,863
Diluted 94,553 94,096 93,850 78,983 78,133 77,597 75,309 72,117
Operations
Average daily production
Natural gas (mcf/d) 75,041 67,691 71,187 69,143 74,356 78,556 80,991 57,926
Light oil (bbls/d) 4,899 5,174 4,964 4,565 4,258 4,310 4,455 3,172
Heavy oail (bbls/d) 2,257 2,181 2,488 2,382 2,416 2,504 2,796 2,760
NGLs (bbls/d) 1,054 1,167 1,266 1,129 1,258 1,449 1,449 756
Oil & NGLs (bbls/d) 8,210 8,522 8,718 8,076 7,932 8,263 8,700 6,688
Combined (boe/d) 20,717 19,804 20,583 19,600 20,325 21,356 22,199 16,342
Average prices received
Natural gas ($/mcf) $ 1016 $ 792 | $ 6.49 $ 533 % 746 3% 729 $ 6.89 $ 5.72
Light oil ($/bbl) 120.93 91.40 81.84 73.87 67.09 61.34 60.07 74.23
Heavy oail ($/bbl) 96.07 71.54 53.50 51.97 46.05 42.50 39.59 51.27
NGLs ($/bbl) 84.76 74.91 64.99 59.90 53.42 54.31 49.53 67.79
Oil & NGLs ($/bbl) $ 10946 $ 8406 |$ 7131 $ 6546 $ 5851 $ 5440 $ 5173 $ 64.03
Combined ($/boe) $ 8019 $ 6325 |$ 5266 $ 4579 $ 5012 $ 4786 $ 4540 $ 46.48
Wells drilled - gross (net) 3(2.2) 22(8.9) 11 (7.8) 18 (9.9) 4 (3.6) 11 (6.0) 9(1.8) 12 (9.2)

@ On a proforma basis, if the Sequoia acquisition had been completed on September 1, 2006, the payout ratio would have been

88% for Q3 2006.
@

Excludes unrealized gain (loss) on derivative contracts and future income tax liability.
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Annual Information

Financial
(in thousands of dollars, except share, per

share and boe data) 2009 2008 2007 2006 2005
Petroleum and natural gas revenues $ 361,337 $ 501,737 $ 366,956 $ 297,333 $ 276,573
Royalties (78,055) (98,264) (67,767) (57,281) (49,977)
Realized gain (loss) on derivative contracts 105,036 (6,514) 6,967 (42) (390)
Operating expenses (115,021) (92,337) (93,866) (67,354) (52,073)
Transportation expenses (10,047) (8,202) (7,857) (6,493) (4,055)
Operating netback 263,250 296,420 204,433 166,163 170,078
G&A T cash charge (27,959) (16,879) (15,233) (13,181) (9,856)
Cash financial charges (19,530) (21,127) (23,271) (11,199) (10,063)
Provision for non-recoverable accounts
receivable ) (1,800) - - -
Other income @ - 7,806 - - -
Cash taxes - - - (58) (1,277)
Funds from operations 215,761 264,420 165,929 141,725 148,882
Per share 1 Basic 1.76 3.17 2.16 2.80 4.59
i Diluted 1.65 2.89 2.10 271 4.20
Cash provided by operating activities 189,437 259,759 167,385 113,105 133,219
Net income (loss) (23,574) 160,519 (96,267) (257,823) 64,060
Per share 1 Basic (0.19) 1.92 (1.26) (5.09) 2.06
i Diluted (0.19) 1.80 (1.26) (5.09) 1.99
Cash dividends declared 119,107 117,017 118,891 127,922 72,585
Per share 0.96 1.38 1.55 2.47 2.26
Payout ratio 55% 44% 72% n/a® 49%
Capital expenditures 162,757 165,919 96,380 92,802 72,539
Cash property acquisitions - 66,571 - 32,729 -
Cash property divestitures - (87,695) - - -
Non-cash property acquisitions - 26,887 - - -
Non-cash property divestitures - - - (27,728) (14,636)
Corporate acquisitions 658,105 36,433 - 527,691 177,509
Market value of investments 11,302 2,285 13,068 22,860 -
Bank debt 260,172 219,853 257,342 349,336 123,455
Working capital deficiency®® 101,482 42,275 32,088 22,624 26,575
Convertible debentures 117,897 115,201 119,792 3,515 9,219
Total assets 1,727,814 1,058,195 922,344 1,114,085 841,254
Shares outstanding (000s)
Basic 174,216 90,239 77,657 74,322 40,806
Diluted 189,831 106,050 93,850 75,309 43,854
Operations
Average daily production
Natural gas (mcf/d) 106,232 76,805 73,279 63,648 56,306
Light oil (bbls/d) 5,231 4,754 4,526 3,269 2,476
Heavy oil (bbls/d) 2,095 2,354 2,447 2,709 1,631
NGLs (bbls/d) 1,891 1,136 1,275 908 815
Oil & NGLs (bbls/d) 9,217 8,244 8,248 6,886 4,922
Combined (boe/d) 26,922 21,045 20,461 17,494 14,307
Average prices received
Natural gas ($/mcf) $ 4.18 $ 841 % 6.67 $ 664 % 8.87
Light oil ($/bbl) 65.52 97.52 71.54 67.15 62.83
Heavy oil ($/bbl) 54.03 76.01 48.52 44.24 36.35
NGLs ($/bbl) 47.73 72.22 57.99 58.09 53.47
Oil & NGLs ($/bbl) $ 59.26 $ 8789 % 62.62 $ 56.94 $ 52.51
Combined ($/boe) $ 36.77 $ 65.14  $ 49.14 $ 4657 $ 52.97
Wells drilled - gross (net) 59 (25.7) 50 (21.4) 44 (27.3) 47 (27.6) 71 (40.6)

@

million.
@

83% for 2006.
@

Dated August 3, 2010

Excludes unrealized gain (loss) on derivative contracts and future income tax liability.
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Consolidated Balance Sheets

(in thousands of dollars) (unaudited)

June 30, December 31,
2010 2009
Assets
Current assets
Accounts receivable (note 12) 74,044 $ 74,661
Prepaid expenses and deposits 4,977 4,944
Unrealized gain on derivative contracts (note 12) 17,785 194
96,806 79,799
Investments (note 4) 19,372 5,103
Property, plant and equipment (note 5) 2,264,838 1,642,912
2,381,016 $ 1,727,814
Liabilities
Current liabilities
Accounts payable and accrued liabilities 238,251 $ 167,150
Dividends payable 10,163 13,937
Future income tax liability 4,725 55
253,139 181,142
Bank debt (note 6) 371,825 260,172
Convertible debentures (note 7) 273,810 117,897
Asset retirement obligations (note 9) 60,496 47,184
Future income tax liability 102,791 32,819
1,062,061 639,214
Sharehol der sd Equi ty
Share capital (note 10) 2,132,471 -
Unithol dersdé capit al (note 10 - 1,822,041
Contributed surplus (note 10) 9,973 6,437
Equity component of convertible debentures (note 7) 21,008 8,974
Deficit (844,497) (748,852)
1,318,955 1,088,600
2,381,016 $ 1,727,814

Commitments and contingencies (note 13)

Subsequent event (note 14)

See accompanying notes to the consolidated financial statements.
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Consolidated Statements of Loss, Comprehensive Loss and Deficit

(in thousands of dollars, except per share amounts) (unaudited)

Three months ended June 30,

Six months ended June 30,

2010 2009 2010 2009
Revenues
Petroleum and natural gas $ 160,267 66,649 $ 331,201 $ 138,542
Royalties (43,886) (11,238) (92,082) (25,349)
Other income (note 5) 7,857 - 7,857 -
Gain (loss) on financial instruments
(note 12) (1,968) (2,682) 26,319 24,337
122,270 52,729 273,295 137,530
Expenses
Operating 39,737 24,875 78,600 49,316
Transportation 3,270 2,201 6,539 4511
General and administrative 10,969 6,353 19,241 14,198
Financial charges (note 8) 11,765 5,536 20,989 10,760
Loss on equity method investment
(note 4) 325 196 532 196
Depletion, depreciation and accretion 96,788 44,548 180,557 87,249
162,854 83,709 306,458 166,230
Loss before taxes (40,584) (30,980) (33,163) (28,700)
Future tax reduction (9,851) (16,437) (13,636) (20,228)
Net loss and comprehensive loss (30,733) (14,543) (19,527) (8,472)
Deficit, beginning of period (779,466) (621,757) (748,852) (606,171)
Dividends (note 10) (34,298) (26,254) (76,118) (47,911)
Deficit, end of period $ (844,497) $ (662,554) $ (844,497) $ (662,554)
Net loss per share (note 10)
Basic $ (0.16) $ (0.14) $ (0.11) $ (0.09)
Diluted $ (0.16) $ (0.14) $ (0.11) $ (0.09)

See accompanying notes to the consolidated financial statements.
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Consolidated Statements of Cash Flows

(in thousands of dollars) (unaudited)

Three months ended June 30, Six months ended June 30,

2010 2009 2010 2009
Cash provided by (used in):
Operating
Net loss $ (30,733) $ (14,543) $ (19,527) $ (8,472)
Items not affecting cash:
Depletion, depreciation and
accretion 96,788 44,548 180,557 87,249
Future tax reduction (9,851) (16,437) (13,636) (20,228)
Non-cash financial charges (note 8) 1,622 729 3,235 1,417
Share-based compensation 2,332 1,236 4,048 2,196
Unrealized (gain) loss on financial
instruments 10,826 32,730 (17,461) 30,996
Loss on equity method investment 325 196 532 196
Asset retirement expenditures (note 9) (103) (1,254) (2,346) (2,265)
Change in non-cash operating working
capital (note 11) 29,983 1,993 29,007 5,538
Cash provided by operating activities 101,189 49,198 164,409 96,627
Financing
Bank debt 130,796 (105,010) (8,617) (86,504)
Issue of common shares, net of issue
costs (note 10) (396) 163,599 (483) 163,599
Convertible debentures issued, net of
issue costs - D 165,250 (16)
Cash dividend to shareholders (38,077) (23,678) (79,892) (49,847)
Change in non-cash financing working
capital (note 11) (5,265) (4,421) 1,005 (1,370)
Cash provided by financing activities 87,058 30,489 77,263 25,862
Investing
Petroleum and natural gas asset
additions (61,799) (15,803)  (156,052) (75,216)
Corporate acquisitions (note 3) (116,693) (32,538)  (116,693) (32,538)
Proceeds on disposition of investment 1,730 - 1,730 -
Change in non-cash investing working
capital (note 11) (11,485) (31,346) 29,343 (14,735)
Cash used in investing activities (188,247) (79,687) (241,672) (122,489)
Change in cash - - - -
Cash, beginning of period - - - -
Cash, end of period $ - $ - - 3 -

Cash is defined as cash and cash equivalents.

See accompanying notes to the consolidated financial statements.
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Notes to the Consolidated Financial Statements
For the three and six months ended June 30, 2010 and 2009

(Tabular amounts are stated in thousands of dollars except share, unit, and per share and per unit amounts) (unaudited)

Daylig h t Ener gy Lt dthe "Cénpany’) is golvedl in ahe exploitation, development and
production of oil and natural gas in Alberta, British Columbia and Saskatchewan. The Company resulted
from a reorganization effective May 7, 2010 pursuant to a plan of arrangement (the "Reorganization") that
involved, among others, Daylight Resources Trust (the "Trust") , Daylight Energy
securityholders.

As part of the Reorganization, the Trust was restructured from an open-ended, unincorporated investment
trust to Daylight Energy Ltd.a publ i cly traded corporation. For
received one common share in Daylight which holds the assets and liabilities previously held, directly or
indirectly, by the Trust. The outstanding convertible debentures of the Trust were assumed by Daylight and
are now convertible into common shares of the Company, rather than trust units of the Trust, with the same
terms and conditions as those previously agreed to by the Trust. All outstanding rights to acquire trust units,
under the Trustés Unit Award Incentive plan for
became rights to acquire an equal number of common shares of Daylight on the same terms and
conditions, including their vesting dates.

The Reorganization has been accounted for on a continuity of interest basis and accordingly, the
consolidated financial statements for periods prior to the effective date of the Reorganization reflect the
financial position, results of operations and cash flows as if the Company had always carried on the
business formerly carried on by the Trust. Information in these consolidated interim financial statements
with respect to Daylight includes information in respect of the Trust prior to completion of the
Reorganization to the extent applicable unless the context requires otherwise. References to "common
shares"” and "shares", "Share Award Incentive Plan”, "shareholders” and "dividends" should be
read as references to "units”, "Unit Award Incentive Plan", "unitholders"” and "distributions™"
respectively, for periods prior to May 7, 2010.

1. Significant Accounting Policies

The interim consolidated financial statements are stated in Canadian dollars, have been prepared by
management in accordance with Canadian generally accepted accounting principles ("GAAP") following
the same accounting policies and methods of computation as Da y | i guditeddocensolidated financial
statements for the year ended December 31, 2009 and include the accounts of the Company and its
wholly owned subsidiaries. Preparation of the financial statements in conformity with GAAP requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities
and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses for the period. Actual results may differ materially from those
estimates.

Specifically, the amounts recorded for the depletion and depreciation of petroleum and natural gas assets
and for the accretion of asset retirement obligations are based on estimates. The ceiling test is based on
estimates of reserves, production rates, oil and gas prices, future costs and other relevant assumptions.
The amounts for share-based compensation are based on estimates of share price and performance
factors, while the fair value estimates for derivative contracts are based on expected future crude oil and
natural gas prices. Future income taxes are based on estimates as to the timing of the reversal of
temporary differences and tax rates currently substantively enacted. By their nature, these estimates are
subject to measurement uncertainty and the effect on the financial statements of changes in such
estimates in future periods could be material.
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2. Changes in Accounting Polices

Future Accounting Changes

Business Combinations

In January 2009, the CICA issued Section 1582, "Business Combinations". This section is effective
January 1, 2011 and applies prospectively to business combinations for which the acquisition date is on or
after the first annual reporting period beginning on or after January 1, 2011 for the Company. This section
replaces Section 1581, "Business Combinations” and harmonizes the Canadian standards with
International Financial Reporting Standards ("IFRS").

Consolidated Financial Statements and Non-Controlling Interests

In January 2009, The AcSB issued Section 1601, "Consolidated Financial Statements"”, and Section 1602,
"Non-Controlling Interests", which together replace Section 1600, "Consolidated Financial Statements",
and harmonize the Canadian standards with IFRS. Section 1601 establishes standards for the preparation
of consolidated financial statements. Section 1602 provides guidance on accounting for a non-controlling
interest in a subsidiary in consolidated financial statements subsequent to a business combination. These
sections are effective for the first reporting period beginning on or after January 1, 2011.

International Financial Reporting Standards
Daylight will be required to report its results in accordance with IFRS beginning in 2011. Daylight is
assessing the impact on its financial statements of the convergence of GAAP with IFRS.

3. Corporate Acquisitions

West Energy Ltd.

On May 12, 2010, Daylight acquired all of the issued and outstanding common shares of West Energy Ltd.
("West"). As consideration, Daylight paid cash of $115 million before transaction costs of $1.6 million and
issued 28,607,914 common shares at approximately $10.77 per common share, based on Daylight's
weighted average trading price at the March 5, 2010 announcement date. The operations of West have
been included with the results of the Company commencing May 12, 2010.

The transaction was accounted for by the purchase method based on fair values as follows:

Net assets acquired:

Property, plant and equipment $ 646,640
Bank debt (120,270)
Working capital deficiency (17,537)
Investment in asset backed securities 16,661
Asset retirement obligations (12,523)
Future income tax liability (88,257)
Total $ 427,714

Consideration:

Cash $ 115,000
Shares issued 308,152
Transaction costs 1,562
Total $ 424,714

The above amounts are estimates based on information available to the Company at the time of
preparation of these financial statements. Accordingly, these amounts are subject to changes as cost
estimates and values are finalized.
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Highpine Oil & Gas Limited

On October 8, 2009, Daylight acquired all of the issued and outstanding class "A" common shares of
Highpine Oil & Gas Limited ("Highpine"). As consideration, Daylight paid cash of $46.3 million before
transaction costs of $3.6 million and issued 51,413,561 trust units at approximately $8.11 per trust unit,
based on Daylight's weighted average trading price at the August 23, 2009 announcement date. The
operations of Highpine have been included with the results of Daylight commencing October 8, 2009. The
transaction was accounted for by the purchase method based on fair values as follows:

Net assets acquired:

Property, plant and equipment $ 618,972
Bank debt (41,953)
Working capital deficiency (24,781)
Investments 1,475
Fair value of derivative contracts 1,573
Asset retirement obligations (19,727)
Future income tax liability (68,865)
Total $ 466,694

Consideration:

Cash $ 46,345
Units issued 416,716
Transaction costs 3,633
Total $ 466,694

The above amounts are estimates based on information available to the Company at the time of
preparation of these financial statements. Accordingly, these amounts are subject to changes as cost
estimates and values are finalized.

Intrepid Energy Corporation

On June 5, 2009, Daylight acquired all of the issued and outstanding common shares of Intrepid Energy
Corporation (“Intrepid"). As consideration, Daylight paid cash of $32 million before transaction costs of $0.6
million and issued 7,249,937 trust units at a price of approximately $7.40 per trust unit, based on Daylight's
weighted average trading price at the April 27, 2009 announcement date. The operations of Intrepid have
been included with the results of Daylight commencing June 5, 2009. The transaction was accounted for
by the purchase method based on fair values as follows:

Net assets acquired:

Property, plant and equipment $ 133,051
Bank debt (27,634)
Working capital deficiency (8,452)
Fair value of derivative contracts 1,162
Asset retirement obligations (1,741)
Future income tax liability (10,136)
Total $ 86,250

Consideration:

Cash $ 31,994
Units issued 53,626
Transaction costs 630
Total $ 86,250
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4. Investments

June 30,2010 December 31, 2009

Number Basis of  Equity or Fair Equity or Fair
Entity Symbol of Shares  Valuation Value Value
Bengal Energy Ltd. BNG 4,260,000 Equity $ - $ 532
Midway Energy Ltd. MEL 1,046,511  Fair Value 3,108 3,108
Insignia Energy Ltd. Fair Value - 366
Wild Stream Exploration Inc. Fair Value - 1,097
Asset Backed Securities Fair Value 16,264 -
Total $ 19,372 $ 5,103

Daylight owns 4,260,000 common shares of Bengal Energy Ltd. ("Bengal"), representing approximately
23% of the issued and outstanding common shares, and accounts for the investment using the equity
method. For the three months ended June 30, 2010, the equity loss on the investment in Bengal was $0.3
million (2009 - $0.2 million) and for the six months ended June 30, 2010, the equity loss on the investment
in Bengal was $0.5 million (2009 - $0.2 million). As at June 30, 2010, the carrying value of the investment
in Bengal was $nil and the market value of the investment in Bengal was $5.2 million (December 31, 2009
- $6.7 million).

Daylight owns 1,046,511 common shares of Midway Energy Ltd. ("Midway"), with a fair value of $3.1
million at June 30, 2010. During the year ended December 31, 2009, Daylight acquired 306,273 common
shares of Midway at a cost of $0.70 per share through the exercise of warrants. Daylight accounts for this
investment at fair value based on the quoted market price.

Daylight sold all of the common shares of Insignia Energy Ltd. and Wild Stream Exploration Inc. during the
second quarter of 2010 for total cash proceeds of $1.7 million. Daylight realized a gain on the disposal as
shown in note 12.

Daylight acquired an investment in asset backed securities on the acquisition of West (note 3). This
investment is accounted for at fair value based on quoted market prices. Daylight has recognized an
unrealized loss on this investment of $0.4 million for the three and six months ended June 30, 2010.

Daylight considers its investments in Bengal, Midway and asset backed securities as available for
disposition.

5. Property, Plant and Equipment

Accumulated

depletion and Net book

Cost depreciation value

Property, plant and equipment $ 3,129,905 $ 867,339 $ 2,262,566
Other assets 6,774 4,502 2,272
Balance, June 30, 2010 $ 3,136,679 $ 871,841 $ 2,264,838

Accumulated

depletion and Net book

Cost depreciation value

Property, plant and equipment $ 2,330,333 $ 689,869 $ 1,640,464
Other assets 6,620 4,172 2,448
Balance, December 31, 2009 $ 2,336,953 $ 694,041 $ 1,642,912

During the six months ended June 30, 2010, Daylight capitalized $6.4 million (2009 - $6.0 million) of
general and administrative expenses related to exploration and development activities. Included in this
amount is $1.6 million (2009 - $0.8 million) of non-cash share-based compensation and the related tax
effect of $0.5 million (2009 - $0.3 million). Future development costs of $373.7 million (2009 - $215.8
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million) associated with proved reserves were included in the depletion and depreciation calculation.
Future salvage value of production equipment and facilities of $73.5 million (2009 - $41.3 million) and a
cost of $360.9 million (2009 - $60.2 million) for unproved properties have been excluded from the depletion
and depreciation calculation.

Other income of $7.9 million was received and recognized during Q2 2010. Other income relates to

Daylightés net share of royal therta goeemments rEneegy Incergivee i ved u
Program through the application of third party drilling
6. Bank Debt

Daylight has a total of $650 million (2009 - $500 million) available under revolving term credit facilities with

a syndicate of banks of which $372 million (December 31, 2009 - $260 million) was drawn at June 30,

2010. The effective interest rate for the bank debt was 4.1% for the six months ended June 30, 2010 (2009

- 2.5%). The credit facilitesbe ar i nterest based on the |l endersd pri me
plus a stamping fee. The facilities are secured with a demand debenture of $1.0 billion over the petroleum

and natural gas assets and are subject to semi-annual review where the lenders may re-determine the

borrowing base.

Pursuant to the terms of the revolving credit facilities dated May 12, 2010, Dayl i ght may, wi t h
approval, extend the revolving period from for a further 364 day period. If not extended, the revolving

facility will automatically convert to a one year and one day non-revolving term facility with the entire

payment due on the 366th day after commencement of the term period. The $500 million revolving term

credit facility was increased to $650 million upon closing of the West acquisition on May 12, 2010. The

available lending limits of the facilities are based on the syndicate® interpretation of the Company é s
reserves and future commodity prices. There can be no assurance that the amount available under the

credit facilities will not decrease at the next scheduled review on or before October 31, 2010.

7. Convertible Debentures

On January 5, 2010, Daylight issued $172.5 million principal amount of 6.25% Convertible Unsecured
Subordinated Debentures, Series D ("Series D Debentures") for net proceeds of $165.3 million. The Series
D Debentures pay interest semi-annually on December 31 and June 30, commencing with the initial
interest payment on June 30, 2010 and have a maturity date of December 31, 2014. The Series D
Debentures are convertible at the option of the holder to common shares at a conversion price of $12.00
per common share. The Company has the option to redeem the Series D Debentures at a price of $1,050
per Series D Debenture after December 31, 2012 and on or before December 31, 2013 and at a price of
$1,025 per Series D Debenture after December 31, 2013 and before the maturity date of December 31,
2014 and on maturity at $1,000 per Series D Debenture. On redemption or maturity the Company may
elect to repay the principal and satisfy its interest obligations by issuing Daylight common shares.

The Series D Debentures were initially recorded at $160.5 million representing the fair value of the
obligation net of the fair value of the conversion feature of $12.1 million. The fair value of the conversion
feature of $12.1 million has been recorded in shareholders' equity. The Series D Debenture liability has
been further reduced by $7.3 million for associated transaction costs.

On December 19, 2008, Daylight issued $75 million principal amount of 10% Convertible Unsecured
Subordinated Debentures, Series C ("Series C Debentures") for net proceeds of $71.7 million. The Series
C Debentures pay interest semi-annually on December 31 and June 30, commencing with the initial
interest payment on June 30, 2009 and have a maturity date of December 31, 2013. The Series C
Debentures are convertible at the option of the holder to common shares at a conversion price of $9.60 per
common share. The Company has the option to redeem the Series C Debentures at a price of $1,050 per
Series C Debenture after December 31, 2011 and on or before December 31, 2012 and at a price of
$1,025 per Series C Debenture after December 31, 2012 and before the maturity date of December 31,
2013 and on maturity at $1,000 per Series C Debenture. On redemption or maturity the Company may
elect to repay the principal and satisfy its interest obligations by issuing Daylight common shares.
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The Series C Debentures were initially recorded at $67.6 million representing the fair value of the
obligation net of the fair value of the conversion feature of $7.4 million. The fair value of the conversion
feature of $7.4 million has been recorded in shareholders' equity. The Series C Debenture liability has
been further reduced by $3.3 million for associated transaction costs.

On October 3, 2007, Daylight issued $125 million principal amount of 8.5% Convertible Unsecured
Subordinated Debentures, Series B ("Series B Debentures") for net proceeds of $119.6 million. The Series
B Debentures pay interest semi-annually on October 31 and April 30, commencing with the initial interest
payment on April 30, 2008 and have a maturity date of October 31, 2012. The Series B Debentures are
convertible at the option of the holder to common shares at a conversion price of $8.60 per common share.
The Company has the option to redeem the Series B Debentures at a price of $1,050 per Series B
Debenture after October 31, 2010 and on or before October 31, 2011 and at a price of $1,025 per Series B
Debenture after October 31, 2011 and before the maturity date of October 31, 2012 and on maturity at
$1,000 per Series B Debenture. On redemption or maturity the Company may elect to repay the principal
and satisfy its interest obligations by issuing Daylight common shares.

The Series B Debentures were initially recorded at $121.4 million representing the fair value of the
obligation net of the conversion feature of $3.6 million. The fair value of the conversion feature of $3.6
million has been recorded in shareholders' equity. The Series B Debenture liability has been further
reduced by $5.4 million for associated transaction costs.

On October 21, 2004, Daylight issued $80 million principal amount of 8.5% Convertible Unsecured
Subordinated Debentures, Series A ("Series A Debentures") for net proceeds of $76.8 million. Issue costs
of $3.2 million were initially classified as deferred financing charges. Due to the change in accounting
policy adopted in 2007, the balance of the unamortized costs of $0.1 million was recorded against the
convertible debenture liability. The Series A Debentures paid interest semi-annually on June 1 and
December 1 and had a maturity date of December 1, 2009. The series A Debentures were convertible at
the option of the holder to trust units at a conversion price of $14.07888 per trust unit. Daylight had the
option to redeem the Series A Debentures at a price of $1,025 per Series A Debenture after December 1,
2008 and on or before December 1, 2009 and on maturity at $1,000 per Series A Debenture. On maturity,
Daylight repaid the outstanding principal and interest obligations in cash.

The Series A Debentures were initially recorded at $77.7 million representing the fair value of the
obligation net of the conversion feature of $2.3 million. The fair value of the conversion feature of $2.3
million was recorded in unitholders' equity.

The following table indicates the Convertible Debenture activities, which include the Series A Debentures,
the Series B Debentures, the Series C Debentures and the Series D Debentures, for the six months ended
June 30, 2010 and the year ended December 31, 2009:

Face Debt Equity

Value Component Component

Balance, December 31, 2008 $ 132,313 $ 118,734 $ 9,080
Transaction costs on December 19, 2008 issuance - (16) -
Repayment of matured series A Debentures (3,576) (3,576) (104)
Converted to trust units (20) (18) (2)
Accretion and amortization - 2,773 -
Balance, December 31, 2009 $ 128,717 $ 117,897 $ 8974
Issued January 5, 2010 172,500 160,450 12,050
Transaction costs on January 5, 2010 issuance - (7,250) -
Converted to trust units or common shares (543) (522) (16)
Accretion and amortization - 3,235 -
Balance, June 30, 2010 $ 300,674 $ 273,810 $ 21,008
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The following table indicates the Series B Debentures, Series C Debentures and Series D Debentures
outstanding as at June 30, 2010.

Face Debt Equity

Value Component Component

Series B Debentures $ 53,197 $ 51,423 $ 1541
Series C Debentures 74,977 67,359 7,417
Series D Debentures 172,500 155,028 12,050
Balance, June 30, 2010 $ 300,674 $ 273,810 $ 21,008

8. Financial Charges

During the six months ended June 30, 2010 and 2009, Daylight incurred interest charges on bank debt and
convertible debentures as well as the amortization of financial charges and accretion of the convertible
debenture liability as follows:

2010 2009
Bank debt interest $ 6,573 $ 3,208
Convertible debenture interest 11,181 6,135
Amortization of financial charges - 54
Accretion of convertible debenture liability 3,235 1,363
Total $ 20,989 $ 10,760
9. Asset Retirement Obligations
Daylightdés asset retirement obligations result from ne

assets including well sites, gathering systems and processing facilities. Daylight estimates the total
undiscounted cash flow required to settle its asset retirement obligations is approximately $472.3 million
(December 31, 2009 - $351.5 million) which will be incurred between 2010 and 2059. The majority of the
costs will be incurred between 2010 and 2031. An inflation factor of 2% has been applied to the estimated
asset retirement cost at June 30, 2010 and December 31, 2009. A credit-adjusted risk-free rate of 8% -
10% has been used to calculate the fair value of the asset retirement obligations.

A reconciliation of the asset retirement obligations is provided as follows:

June 30, 2010 December 31, 2009

Balance, beginning of period $ 47,184 $ 22,110
Liabilities incurred on corporate acquisitions (note 3) 12,523 21,468
Liabilities transferred on property dispositions - (403)
Change in estimate - 4,856
Liabilities incurred 378 2,124
Liabilities settled (2,346) (6,126)
Accretion expense 2,757 3,155
Balance, end of period $ 60,496 $ 47,184
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10. Shareholders' Equity

The Company is authorized to issue an unlimited number of common shares.

a) Issued Capital
Number of
Shares Amount
Issued pursuant to the Reorganization, May 7, 2010 174,650,139 $ 1,824,319
Returned to treasury 9) -
Issued on West acquisition (note 3) 28,607,914 308,152
Balance, June 30, 2010 203,258,044 $ 2,132,471

As part of the Reorganization, a total of 174,650,139 common shares were issued on May 7, 2010 to
former holders of trust units as consideration for the transfer of their trust units to the Company on the

basis of one common share for each trust unit transferred.

b) Trust Units

Number of

Units Amount
Balance, December 31, 2008 90,239,243 $ 1,181,868
Issued on vesting of Trust Unit Awards 681,340 4,556
Issued through public offering 24,630,000 172,410
Issued on Intrepid acquisition (note 3) 7,249,937 53,626
Issued on Highpine acquisition (note 3) 51,413,561 416,716
Issued on conversion of debentures 2,083 20
Unit issue costs, net of tax effect of $2,147,000 - (7,155)
Balance, December 31, 2009 174,216,164 $ 1,822,041
Issued on conversion of debentures 63,101 538
Issued on vesting of Trust Unit Awards 370,874 2,119
Unit issue costs, net of tax effect of $104,000 - (379)
Trust units prior to the Reorganization 174,650,139 1,824,319
Trust units exchanged for shares pursuant to the Reorganization (174,650,139) (1,824,319)
Balance, May 7, 2010 - $ -

Normal Course Issuer Bid

On October 22, 2009, Daylight filed notice with the Toronto Stock Exchange (the "TSX") to make a
normal course issuer bid (the "2009 Bid") to purchase outstanding common shares on the open market
through the facilities of the TSX. The TSX has authorized Daylight to purchase up to 17,102,157
common shares, being 10% of the public float, from October 26, 2009 through October 25, 2010 or
such earlier time as the 2009 Bid is completed or terminated at the option of the Company. The
Company will pay for any common shares acquired under the 2009 Bid at the prevailing market price
on the TSX at the time of the purchase. The common shares acquired under the 2009 Bid will be
cancelled. For the six months ended June 30, 2010, no common shares were purchased and
cancelled.

Premium Dividend™, Dividend Reinvestment and Optional Common Share Purchase Plan

Daylight has a Premium Dividend™, Dividend Reinvestment and Optional Common Share Purchase
Plan ("Premium DRIP™") for eligible shareholders. On dividend payment dates eligible Premium
DRIP™ shareholders may elect to receive, in lieu of the cash dividend that shareholders are otherwise
entitled to receive in respect of their common shares, a cash payment equal to 102% of such amount.
Shareholders may also elect to reinvest their cash dividends in additional common shares at a price
that is 95% of the average market price for the Pricing Period. The Pricing Period refers to the period
beginning on the later of the 21st business day preceding the dividend payment date and the second
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business day following the record date applicable to that dividend payment date, and ending on the
second business day preceding the dividend payment date. Eligible Premium DRIP™ shareholders
may also make optional cash payments on this date to purchase additional common shares at a price
that is equal to the average market price for the Pricing Period. Daylight can prorate or suspend
requests for the receipt of amounts under the Premium DRIP™. Daylight has not issued any trust units
or common shares under the Premium DRIP™ program since August 2007 when Daylight suspended
this program. Following the Reorganization of the Trust to the Company in May 2010, Daylight
continued the suspension of the Premium DRIP™.

Employee Share Ownership Plan ("ESOP")

Prior to the Reorganization, Daylight had an Employee Unit Ownership Plan ("EUOP") which was

continued and amended as the Employee Share Ownership Plan ("ESOP") as part of the

Reorganization such that members of the ESOP have the right to participate in the ESOP through the

acquisition of Daylight common shares. Under the ESOP, the Company continues to match every

doll ar contributed by each employee, to a maxi mum of
of the ESOP, the Company acquires its common shares on behalf of employees through open market

purchases on the Toronto Stock Exchange. As part of the Reorganization the ESOP was amended to

remove the ability of Daylight to match employee contributions by issuing Daylight common shares

from treasury, whereas under the EUOP the Trust has the ability to match contributions through the

issuance of trust units from treasury. During the six months ended June 30, 2010, no trust units or

common shares were issued from treasury in settlement of ESOP obligations representing the
employee contributions and the CompanryeddedDeeemizehi ng con
31, 2009, no trust units were issued from treasury in settlement of EUOP obligations representing the

empl oyee <contributions and the Companyos mat ching ¢
common shares from treasury under the plan since April 2008.

c) Net Loss Per Share

The following table summarizes the weighted average common shares, convertible debentures, and
Restricted and Performance Share Awards used in calculating the net loss per share:

Three months ended June 30, Six months ended June 30,
2010 2009 2010 2009
Basic and diluted 190,335,717 107,484,310 182,327,674 98,909,415

A total of 28,371,249 (2009 - 14,314,986) common shares attributable to convertible debentures were
excluded from the calculation for the three months ended June 30, 2010 as they were anti-dilutive. A
total of 1,253,443 (2009 - 715,949) Restricted and Performance Share Awards were excluded from the
calculation for the three months ended June 30, 2010 as they were anti-dilutive. A total of 28,077,520
(2009 - 14,314,986) common shares attributable to convertible debentures excluded from the
calculation for the six months ended June 30, 2010 as they were anti-dilutive. A total of 588,162 (2009
- 649,524) Restricted and Performance Share Awards were excluded from the calculation for the six
months ended June 30, 2010 as they were anti-dilutive.

d) Share Award Incentive Plan

Daylight has a Share Award Incentive Plan which allows the Board of Directors to grant up to 4.0% of
the common shares outstanding as Restricted and/or Performance Share Awards to directors, officers,
employees and service providers of Daylight and its affiliates. The Restricted Share Awards and
Performance Share Awards vest over a two or three-year period. The number of common shares
issued for Performance Share Awards granted is also subject to a performance multiplier and is
dependent on the performance of the Company relative to a peer comparison group of oil and gas
producers. A holder of a Restricted or Performance Share Award may elect, subject to the consent of
Daylight, to receive cash upon vesting in lieu of the number of common shares held. During the period
that a Share Award is outstanding, the plan provides for adjustments to the number of common shares
to be issued as a result of the Share Award based on the dividends paid by the Company in that
period.
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Prior to the Reorganization, Daylight had a Trust Unit Award Incentive Plan on a substantially similar
basis to the Share Award Incentive Plan by which trust units were awarded instead of common shares.
As part of the Reorganization, outstanding awards as of May 7, 2010, being 1,777,916 Restricted
Trust Units and 1,227,834, Performance Trust Units, became awards to receive, upon vesting,
Daylight common shares instead of trust units.

Reconciliation of Number of Restricted and Performance Share Awards

Restricted Share Awards Number

Balance, December 31, 2008 1,066,529
Issued 254,300
Vested and converted to common shares (372,663)
Forfeited (96,532)
Balance, December 31, 2009 851,634
Issued 1,314,400
Vested and converted to common shares (202,502)
Forfeited (70,366)
Balance, June 30, 2010 1,893,166

As at June 30, 2010, a weighted average adjustment factor, related to foregone dividends, of 1.11196
adjusts the number of Restricted Share Awards to their common share equivalent.

Performance Share Awards Number

Balance, December 31, 2008 140,417
Issued 339,000
Vested and converted to common shares (50,835)
Forfeited (23,333)
Balance, December 31, 2009 405,249
Issued 848,000
Vested and converted to common shares (25,415)
Balance, June 30, 2010 1,227,834

As at June 30, 2010, a weighted average adjustment factor, related to foregone dividends, of 1.08227
adjusts the number of Performance Share Awards to their common share equivalent. The performance
multiplier is calculated on an annual basis for one third of the Performance Share Awards originally
granted. The performance multiplier may range from 0 to 2 in any given year, as determined by the
Board of Directors, and applies to the Performance Share Awards at vesting.

The fair value of the Share Awards is determined at the date of grant and amortized through general
and administrative expense over the vesting period as share-based compensation with a
corresponding increase to contributed surplus. The weighted average fair value at the date of grant for
the Share Awards granted during the six months ended June 30, 2010 was $10.98 per Share Award
(2009 - $6.86). During the six months ended June 30, 2010, $5.7 million (2009 - $3.0 million) was
charged to general and administrative expense, prior to capitalization.

e) Contributed Surplus

Amount
Balance, December 31, 2008 $ 4,155
Share-based compensation 6,734
Vested Share Awards (4,556)
Series A Debentures matured 104
Balance, December 31, 2009 $ 6,437
Share-based compensation 5,655
Vested Share Awards (2,119)
Balance, June 30, 2010 $ 9,973
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f) Accumulated Dividends

The table below shows the cumulative distributions of Daylight Energy Trust ("DET") in total and per

unit as well as per Daylight Resources Trust unit equivalent:

per Daylight per DET
Record Date Unit equivalent* Unit Amount
Total 2004 cash distributions $ 0.36 $ 0.24 $ 9,777
Total 2005 cash distributions $ 2.26 $ 1.50 $ 72,585
Open Range distribution (cost base) 0.47 0.31 15,235
Total 2005 distributions $ 273 $ 1.81 $ 87,820
Total 2006 cash distributions $ 1.68 $ 1.12 $ 70,901
Trafalgar distribution (cost base) 0.26 0.17 11,202
Total 2006 distributions $ 194 $ 1.29 $ 82,103
Total distributions since inception $ 5.03 $ 3.34 $ 179,700

*may not add exactly due to rounding

The table below shows the cumulative distributions and per unit equivalent for Daylight Resources

Trust:

Record Date

Per Unit Amount

Total 2006 cash distributions $ 0.78 $ 57,021
Total 2007 cash distributions $ 1.55 $ 118,891
Total 2008 cash distributions $ 1.38 $ 117,017
January 30, 2009 0.08 7,219
February 27, 2009 0.08 7,219
March 31, 2009 0.08 7,219
April 30, 2009 0.08 7,244
May 29, 2009 0.08 9,215
June 30, 2009 0.08 9,795
July 31, 2009 0.08 9,795
August 31, 2009 0.08 9,795
September 30, 2009 0.08 9,795
October 30, 2009 0.08 13,937
November 30, 2009 0.08 13,937
December 31, 2009 0.08 13,937
Total 2009 cash distributions $ 0.96 $ 119,107
January 29, 2010 0.08 13,939
February 26, 2010 0.08 13,939
March 31, 2010 0.08 13,942
April 30, 2010 0.08 13,972

Total 2010 cash distributions

0.32 $ 55,792

Total distributions since inception

4.99 $ 467,828

The table below shows the cumulative dividends and per share equivalent for Daylight Energy Ltd.:

Record Date

Per Share

Amount

May 31, 2010
June 30, 2010

$

0.05 $ 10,163
0.05 10,163

Total 2010 dividends

$

0.10 $ 20,326
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11. Supplemental Cash Flow Information
Three months ended June 30, Six months ended June 30,

2010 2009 2010 2009
Change in non-cash working capital:
Accounts receivable $ 4,560 $ 2,333 $ 617 $ 7,661
Prepaid expenses and deposits 116 (2,146) (33) (3,065)
Accounts payable and accrued liabilities 20,887 (22,770) 71,101 (3,972)
Working capital acquired on acquisitions (12,330) (11,191) (12,330) (11,191)
Change in non-cash working capital $ 13,233 $(33,774) $ 59,355 $ (10,567)
Relating to:
Operating activities $ 29,983 $ 1,993 $ 29,007 $ 5,538
Financing activities (5,265) (4,421) 1,005 (1,370)
Investing activities (11,485) (31,346) 29,343 (14,735)
Change in non-cash working capital $ 13,233 $(33,774) $ 59,355 $ (10,567)

Three months ended June 30, Six months ended June 30,

2010 2009 2010 2009

Interest and taxes paid:
Interest paid $ 14,165 $ 7,750 $ 15,597 $ 8,989
Taxes paid $ - $ - $ - $ 34

12. Financial Instruments and Risk Management
Overview
The Company has exposure to the following risks from its use of financial instruments:

e Credit risk
e Liquidity risk
e Market risk

This note presents information about the Companyd gxposure to each of the above risks, the Company6 s
objectives, policies and processes for measuring and managing risk, and the Company6 snanagement of
capital. Further quantitative disclosures are included throughout these financial statements.

The Board of Directors has overall responsibility for the establishment and oversight of the Company6 sisk
management framework. Day |l i ght 6 s maimgegentee and cortidues to maintain and monitor
risk management procedures for the benefit of the organization.

The Companyd ssk management policies are established to: (i) Identify and analyze the risks faced by the
Company; (ii) Set appropriate risk limits and controls; and (iii) Monitor risks and consider the implications of
market conditions in relation to the Companyd activities.

Credit Risk

Credit risk is the risk of financial loss to the Company if a customer or counterparty to a financial
instrument fails to meet its contractual obligations and arises principally from Dayligh t Geseivables from

joint venture partners and petroleum and natural gas marketers. As at June 30, 2010, Dayl i ght 6s
receivables consisted of $24.8 million (December 31, 2009 - $19.1 million) from joint venture partners,

$46.1 million (December 31, 2009 - $49.8 million) of receivables from petroleum and natural gas marketers

and $3.1 million (December 31, 2009 - $5.8 million) of other trade receivables.

Receivables from petroleum and natural gas marketers are normally collected on or about the 25th day of
the month following production. D a y | i pwlityt témsitigate credit risk associated with these balances is to
maintain marketing relationships with large, established and reputable purchasers that are considered to
be creditworthy. Joint venture receivables are typically collected within one to three months of the joint
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venture bill being issued to the partner. Daylight attempts to mitigate the risk from joint venture receivables
by obtaining partner approval of significant capital expenditures prior to expenditure and in certain
circumstances may require cash deposits in advance of incurring financial obligations on behalf of joint
venture partners. However, the receivables are from participants in the petroleum and natural gas sector
and collection of the outstanding balances is dependent on industry factors such as changes in commodity
prices, escalating costs and the risk of unsuccessful drilling. In addition, further risk exists with joint venture
partners as disagreements occasionally arise that increase the potential for non-collection. The Company
does not typically obtain collateral from petroleum and natural gas marketers or joint venture partners;
however, Daylight does have the ability to withhold production from joint venture partners in the event of
non-payment or may be able to register security on the assets of joint venture partners. Daylight monitors
the credit position of its marketers regularly and where deemed appropriate will require collateral such as a
letter of credit. Daylight regularly reviews purchasers against its credit risk program to ensure credit
worthiness given current market conditions.

The derivative contracts asset consists of commodity contracts used to manage the Companyd s exposur e
to fluctuations in commodity prices. The Company manages the credit risk exposure related to derivative

assets by selecting counterparties based on credit ratings and financial stability and by not entering into

commaodity contracts for trading or speculative purposes. Dayli ght 6s pol i cy to mitigate cI
with derivatives is to only enter into derivative contracts with large, established and reputable
counterparties that are considered to be creditworthy. Daylight has International Swaps and Derivatives
Association ("ISDA") agreements or long form confirmations in place with all of its derivative contract
counterparties. These agreements and confirmations provide some credit protection in that they generally

allow parties to aggregate amounts owing to each other under all outstanding transactions and settle with

a single net amount in the case of a credit event. All derivative contracts outstanding at June 30, 2010 are

with counterparties that are members of Daylight's banking syndicate that provide access to bank debt

under the revolving term credit facilities described in note 6.

The carrying amount of accounts receivable and derivative contracts represents the maximum credit
exposure. Daylight has provided an allowance for doubtful accounts as at June 30, 2010 of $2.1 million
(December 31, 2009 - $2.4 million) which relates primarily to working capital assumed on corporate
acquisitions. The amount decreased during the period as amounts deemed uncollectible were applied
against this allowance.

As at June 30, 2010 and December 31, 2009, Daylight considers its receivables to be fully collectible with
receivable aging as follows:

June 30, 2010 December 31, 2009

Current (90 days or less) $ 61,922 $ 67,073

Past due (more than 90 days) 12,122 7,588

Total $ 74,044 $ 74,661

Liquidity Risk

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they are due.
Daylightdéds approach to managing liquidity is to ensure,
to meet its liabilities when due, under both normal and stressed conditions, without incurring unacceptable

|l osses or risking harm to Daylightdéds reputation.

Daylight monitors its capital structure with consideration of the ratio of net debt to annualized funds from
operations. To manage this, Daylight prepares annual capital expenditure budgets, which are regularly
monitored and updated as considered necessary. Further, Daylight utilizes authorizations for expenditures
on both operated and non-operated projects to further manage capital expenditures. To facilitate timing
and liquidity requirements as well as a desirable low cost of capital, Daylight has revolving reserve-based
credit facilities, as outlined in note 6, that are reviewed at least annually by the lender. On January 5, 2010,
Daylight issued $172.5 million of 6.25% Convertible Unsecured Subordinated Debentures, Series D for net
proceeds of $165.3 million. Proceeds of the convertible debenture issuance were used to repay bank debt
and for general corporate purposes, including the future funding of acquisitions and expanded capital
programs. On May 7, 2009, Daylight issued 24,630,000 trust units at a price of $7.00 per trust unit for
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gross proceeds of $172 million. Net proceeds of the issue were used by the Company to reduce
outstanding borrowings on the credit facilities, to fund future growth initiatives and for general corporate
purposes. The following are the contractual maturities of financial liabilities as at June 30, 2010:

<1 Year 17 2 Years 27 5Years

Accounts payable and accrued liabilities $ 238,251 $ - $ -
Dividends payable 10,163 - -
Bank debt - principal - 371,825 -
Convertible debentures i face value - - 300,674
$ 248,414 $ 371,825 $ 300,674

Market Risk

Market risk is the risk that changes in market prices, such as foreign exchange rates, commaodity prices,
and interest rates will affect the Companyd sperations, net earnings or the value of financial instruments.
The objective of market risk management is to manage and control market risk exposures within
acceptable limits, while maximizing long-term returns.

The Company utilizes both financial derivative contracts and physical delivery sales contracts to manage
market risks. All such transactions are conducted in accordance with the Companyds est arisk i shed
management procedures.

Interest Rate Risk:

Interest rate risk is the risk that future cash flows will fluctuate as a result of changes in market interest
rates. The Company is exposed to interest rate risk to the extent that changes in market interest rates will
impactthe Companyd s bank debt which i s s ubFpré¢he six morthsandedJuoeat i ng i n
30, 2010, Da y | i dfféctivé interest rate was 4.1% (2009 - 2.5%). If this rate had been 3.1% for the six
months ended June 30, 2010 (2009 - 1.5%), with all other variables held constant, net income for the
period would have been $0.7 million (2009 - $0.7 million) higher due to lower interest expense for the
period of $1 million (2009 - $1.0 million). An equal and opposite impact would have occurred to net income
and interest expense had interest rates increased for the six months ended June 30, 2010 to 5.1% (2009 -
3.5%). The sensitivity to interest rate changes is consistent in 2010 as compared to 2009 because of a
consistent outstanding bank debt which averaged $197 million in the first six months of 2010 compared to
$204 million for the same period in 2009.

The Company had no interest rate swap or financial contracts in place as at or during the three or six
months ended June 30, 2010.

Foreign Currency Exchange Rate Risk:

Foreign currency exchange rate risk is the risk that the fair value of future cash flows will fluctuate as a
result of changes in foreign exchange rates. While substantially all of the Company6 getroleum and
natural gas sales are denominated in Canadian dollars, the underlying market prices in Canada for
petroleum and natural gas are impacted by changes in the exchange rate between the Canadian and
United States dollar.

Daylight assumed a forward exchange rate contract on the acquisition of Highpine. Daylight realized a gain
of $1.3 million on this contract in the fourth quarter of 2009, which was included in gain on financial
instruments. This contract ended on December 31, 2009.

Commaodity Price Risk:

Commodity price risk is the risk that the fair value of future cash flows will fluctuate as a result of changes
in commodity prices. Commodity prices for petroleum and natural gas are impacted by not only the
relationship between the Canadian and United States dollar, as outlined above, but also world economic
events that dictate the levels of supply and demand. The Company has attempted to mitigate commaodity
price risk through the use of various financial derivative and physical delivery sales contracts.

The Companyd surrent policies permit economic hedging of up to 50% of its petroleum and natural gas
production for up to 24 months in the future. These economic hedging limits can be changed upon
approval by the Board of Directors.
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As at June 30, 2010, the following derivative contracts were outstanding:

Type of Contract Commodity Hedged Volume © Hedge Price Hedge Period
Financial (Collar) @ Natural gas 5,000 GJ/d Cdn$4.78/GJ - $7.00/GJ  July 1/10 to Aug 31/10
Financial (Swap) ®  Natural gas 5,000 GJ/d Cdn$5.72/GJ July 1/10 to Mar 31/11
Financial (Swap) ®  Natural gas 30,000 GJ/d Cdn$5.69/GJ July 1/10 to Mar 31/11
Financial (Swap) @ Natural gas 10,000 GJ/d Cdn$5.695/GJ July 1/10 to Mar 31/11

()
@

Collar price indicates floor (minimum) and ceiling (maximum).
Swap indicates fixed price payable to Daylight in exchange for floating price payable to counterparty.
® A GJ converts to a mcf at the rate of 1.055056 GJs per mcf.

The following table provides a summary of the gain (loss) on financial instruments for the six months
ended June 30, 2010 and 2009:

2010 2009
Realized gain on derivative contracts $ 8,858 $ 55,333
Unrealized gain (loss) on derivative contracts 17,591 (30,842)
Realized gain on investments held for trading (note 4) 255 -
Unrealized loss on investments held for trading (note 4) (385) (154)
Total $ 26,319 $ 24,337

The unrealized gain on derivative contracts has been included on the balance sheet with changes in the
fair value included in gain (loss) on financial instruments on the statement of income. As at June 30, 2010,
if the future strip prices for natural gas were $0.10 per GJ lower, with all other variables held constant, net
income for the period would have been $1.0 million higher due to the increase in the fair value of the
derivative contracts asset of $1.4 million. An equal and opposite impact would have occurred to net income
and the fair value of the derivative contracts asset had natural gas prices been $0.10 per GJ higher. As at
June 30, 2009, if the future strip prices for natural gas were $0.10 per GJ lower and $1.00 per barrel lower
for crude oil, with all other variables held constant, net income for the period would have been $0.9 million
higher due to the increase in the fair value of the derivative contracts asset of $1.2 million. An equal and
opposite impact would have occurred to net income and the fair value of the derivative contracts asset had
natural gas prices been $0.10 per GJ higher and crude oil prices been $1.00 per barrel higher.

Fair Value of Financial Instruments

Financial instruments include accounts receivable, investments, accounts payable and accrued liabilities,
derivative contracts, dividends payable, bank debt, and convertible debentures. Unless otherwise noted,
carrying values reflect the current fair value of the Companyé sther financial instruments due to the short
term to maturity. Certain of these financial instruments including investments in common shares, other
than those accounted for under the equity method, asset backed securities and derivative contracts are
measured in the financial statements at fair value. These financial instruments require disclosure about
how fair value was determined based on significant levels of inputs described in the following hierarchy:

e Level 11 Quoted prices are available in active markets for identical assets or liabilities as of the
reporting date. Active markets are those in which transactions occur in sufficient frequency and
value to provide pricing information on an ongoing basis.

e Level 27 Pricing inputs are other than quoted prices in active markets included in Level 1. Prices
in Level 2 are either directly or indirectly observable as of the reporting date. Level 2 valuations are
based on inputs including quoted forward prices for commodities, time value and volatility factors,
which can be substantially observed or corroborated in the marketplace.

e Level 37 Valuations in this level are those with inputs for the asset or liability that are not based on
observable market data.

The Companyd s i nvestments held for tr aadquated martketwalue af $3.1ai r val
million that also represents their carrying value and are considered Level 1. The equity method investment

has a fair value based on a quoted market value of $5.2 million that is greater than its carrying value of

$nil. The fair value of the investment in Asset Backed Securities is $16.3 million also reflecting its carrying
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value and based on quoted market prices and is considered Level 1. The fair value of derivative contracts
as presented on the balance sheet is determined by discounting the difference between the contracted
price and published forward price curves as at the balance sheet date, using the remaining contracted
natural gas volumes and are considered Level 2. The Companyd s bank debt bear s
market rate and accordingly the fair market value approximates the carrying value. The convertible
debentures outstanding at June 30, 2010, with a face value of $300.7 million (December 31, 2009 - $128.7
million), had a fair value based on a quoted market value of $323.8 million (December 31, 2009 - $150.0
million).

Capital Management

The Company targets the maintenance of a strong capital base so as to maintain and potentially increase
investor, creditor and market confidence and to sustain the future development of the business. Daylight
targets to fully finance its capital expenditures and cash dividends with funds from operations over the
longer term but may not fully finance these items within a quarterly or annual period. Funds from
operations is based on cash provided by operating activities before the change in non-cash operating
working capital and asset retirement expenditures.

Daylight manages its capital structure and makes adjustments to its capital structure in consideration of
changes in economic conditions and the risk characteristics of the underlying petroleum and natural gas
assets. The Company considers its capital structure to include shareh ol d er s 6 cornwetiblé
debentures, bank debt and working capital. In order to maintain or adjust the capital structure, the
Company may from time to time issue common shares, issue convertible debentures, adjust its capital
spending or adjust dividend levels. On January 5, 2010, Daylight issued $172.5 million of 6.25%
Convertible Unsecured Subordinated Debentures, Series D for net proceeds of $165.3 million. Proceeds of
the convertible debenture issuance were used to repay bank debt and for general corporate purposes,
including the future funding of acquisitions and expanded capital programs. On May 7, 2009, Daylight
closed a financing of 24,630,000 trust units at a price of $7.00 per trust unit for gross proceeds of $172
million. Net proceeds of the issue were used by the Company to reduce outstanding borrowings on the
credit facilities, to fund future growth initiatives and for general corporate purposes.

June 30, 2010 December 31, 2009

Bank debt $ 371,825 $ 260,172
Working capital deficiency ™ 169,393 101,482
Net debt $ 541,218 $ 361,654
Convertible debentures i long-term $ 273,810 $ 117,897
Shareh o | d equitg 6 $ 1,318,955 $ 1,088,600

@) Excludes unrealized gain on derivative contracts and future income tax liability.

The Company monitors its capital structure with consideration of the ratio of net debt to annualized funds
from operations. This ratio is calculated as net debt, defined as outstanding bank debt plus or minus
working capital, excluding the unrealized gain on derivative contracts and future income tax liability,
divided by funds from operations on an annualized basis, defined as the preceding six month period times
2.

The Companyd s strategy i s t tlat isneonsidéred i reasonable radt grudent in the
circumstances. This ratio may increase at certain times. In order to facilitate the management of this ratio,
the Company prepares annual capital expenditure budgets, which are updated as necessary depending on
varying factors including current and forecast commodity prices and production levels, the success of the
capital expenditure program and general industry conditions. The annual and updated budgets are
approved by the Board of Directors. As at June 30, 2010, Daylightdés rati o &nds
from operations, utilizing the current and prior quarter funds from operations times 2, was 2.0 to 1, up from
December 31, 2009. This increase was primarily due to the increase in net debt as a result of the West
acquisition.
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June 30, 2010 December 31, 2009

Bank debt $ 371,825 $ 260,172
Working capital deficiency 169,393 101,482
Net debt $ 541,218 $ 361,654
Cash provided by operating activities $ 101,189 $ 48,756
Change in non-cash operating working capital (29,983) 23,052
Asset retirement expenditures 103 354
Funds from operations i current quarter $ 71,309 $ 72,162
Funds from operations i prior quarter 66,439 50,245
$ 137,748 $ 122,407

X2 X2

Annualized funds from operations $ 275,496 $ 244,814
Ratio of net debt to annualized funds from operations 2.0 15

@) Excludes unrealized gain on derivative contracts and future income tax liability.

The Companyb share capital is not subject to external restrictions; however, the bank debt facilities are
based on petroleum and natural gas reserves (see note 6). The Company determined during the three
months ended June 30, 2010 to invest additional funds into its capital program and as a result, reduced its
dividend to $0.05 per common share from $0.08 per common share.

13. Commitments and Contingencies

The followingisasummar y of Daylightés contract uatbune30,l201g:at i ons
2010 2011 2012 2013 2014 Thereafter
Operating leases $ 3301 $ 7282 $ 7,387 $ 6213 $ 6,187 $ 23,712
Natural gas transportation 1,920 2,794 1,251 739 121 -
Convertible debentures
(face value) - - 53,197 74,977 172,500 -
Bank debt - - 371,825 - - -
$ 5221 $ 10,076 $433,660 $81,929 $178,808 $ 23,712
Included in operating leases are obligations related to office space and office equipment. In addition to the
above, the Company has commitments related to its risk management program (see note 12).
Daylight is involved in litigation and claims arising in the normal course of operations. Management is of
the opinion that pending litigation will not have a material adverse impact on Daylight's financial position or
results of operations.
14. Subsequent Event
On July 14, 2010, Daylight completed the disposition of certain working interests in oil and gas assets in
eastern Alberta to Gear Energy Ltd. ("Gear") for gross proceeds of $100 million in cash, before closing
adjustments, and $25 million of common shares in Gear at a price per share of $3.75. The Company
received a $5.0 million deposit in June 2010 for this sale which has been included in accounts payable and
accrued liabilities at June 30, 2010 as it was refundable until closing.
53

Second Quarter i June 30, 2010

an






