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ALTIMA RESOURCES LTD.

Balance Sheets

May 31, November 30,
2007 2006
-$- -$-
Unaudited —
prepared by
Management Audited
ASSETS
Current assets
Cash 608,899 914,278
Amounts receivable 30,010 13,100
Prepaid expenses 7,974 7,974
646,883 935,352
Petroleum and Natural Gas Properties and Equipment (Note 3) 4,848,222 4,250,104
5,495,105 5,185,456
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities
Loan (Note 4) 400,000 -
Accounts payable 87,023 1,358,942
487,023 1,358,942
SHAREHOLDERS’ EQUITY
Share capital (Note 5) 5,743,784 4,335,296
Contributed surplus (Note 5) 1,073,750 870,250
Deficit (1,809,452) (1,379,032)
5,008,082 3,826,514
5,495,105 5,185,456
Director Director

Signed “Richard Switzer” Signed “Joe DeVries”

- See accompanying notes -



ALTIMA RESOURCES LTD.

Interim Statements of Loss and Deficit
(Unaudited — Prepared by Management)

Six months ended

Three months ended

May 31 May 31

2007 2006 2007 2006
-$ - -$- -$- -$-

EXPENSES
Consulting 52,500 15,000 17,500 15,000
Management fees 76,500 24,000 49,500 24,000
Office and miscellaneous 83,450 45,056 51,732 43,447
Professional fees 7,074 31,297 7,074 16,161
Stock-based compensation 203,500 - 203,500 -
Transfer agent and filing fees 26,169 31,101 20,171 23,485
Travel 18,746 18,855 14,255 18,855
Interest income (3,419) (3,937) (1,509) (2,271)
464,520 161,372 362,223 138,677
LOSS BEFORE INCOME TAXES (464,520) (161,372) (362,223) (138,677)
FUTURE INCOME TAX RECOVERY 34,100 - 34,100 -
NET LOSS FOR THE PERIOD (430,420) (161,372 (328,123) (138,677)
Deficit, beginning of period (1,379,032) (121,345) (1,481,329) (144,040)
Deficit, end of period (1,809,452) (282,717) (1,809,452) (282,717)
Basic and diluted loss per share (0.02) (0.02) (0.01) (0.02)
Weighted average number of shares outstanding 25,819,768 8,310,038 25,978,285 8,310,038

- See Accompanying Notes -



ALTIMA RESOURCES LTD.

Interim Statements of Cash Flows

(Unaudited — Prepared by Management)

Six months ended

Three months ended

May 31 May 31
2007 2006 2007 2006
-$ - -$- -$ - -$-
OPERATING ACTIVITIES
Net loss for period (430,420) (161,372) (328,123) (138,677)
Items not affecting cash:
Future income tax recovery (34,100) - (34,100) -
Stock-based compensation 203,500 - 203,500 -
(261,020 (161,372) (158,723) (138,677
Changes in non-cash working capital accounts (1,288,832) 38,539 (399,277) 28,331
Cash provide by (used for) operating activities (1,549,852) (122,833) (558,000) (110,346)
INVESTING ACTIVITIES
Oil and gas properties and equipment (598,117) (906,285) (354,015) (906,285)
Cash used for investing activities (598,117) (906,285) (354,015) (906,285)
FINANCING ACTIVITIES
Loan 400,000 - - -
Issuance of shares, net of acquisition costs 1,442,588 1,514,270 1,281,568 1,514,270
Cash provided by financing activities 1,842,588 1,514,270 1,281,568 1,514,270
Increase (decrease) in cash (305,379) 485,152 369,553 497,639
Cash, beginning of period 914,278 342,076 239,346 329,589
Cash, end of period 608,899 827,228 608,899 827,228

Supplemental cash flow information:
Cash paid for:
- Interest

- Income taxes

- See Accompanying Notes -



ALTIMA RESOURCES LTD.

Notes to Interim Financial Statements
Six Months Ended May 31, 2007
(Unaudited — Prepared by Management)

1. NATURE OF OPERATIONS

The Company was incorporated under the Company Act of British Columbia on November 14, 2003 as a Capital Pool
Company established under the policies of the TSX Venture Exchange. As a Capital Pool Company, the Company’s
principal business is the identification and evaluation of assets, properties or businesses with a view to acquisition or
participation in a Qualifying Transaction.

On April 13, 2004, the Company’s shares were listed for trading on the TSX Venture Exchange.

Pursuant to a Farm-out and Participation Agreement dated March 8, 2006 the Company acquired certain interests in
the Chambers Area Gas Prospect, Alberta. This acquisition constituted the Company’s “Qualifying Transaction”
under Policy 2.4 of the TSX Venture Exchange (Note 3).

On May 9, 2006 the TSX Venture Exchange accepted for filing the Company’s Qualifying Transaction and related
transactions. Accordingly, the Company is no longer considered to be a Capital Pool Company, was reinstated as a
Tier 2 Issuer, and the common shares of the Company commenced trading on the TSX Venture Exchange.

2. BASIS OF PRESENTATION

These unaudited interim financial statements have been prepared in accordance with Canadian generally accepted
accounting principles for interim financial statements. Accordingly, they do not include all of the information and
footnotes required by generally accepted accounting principles for complete financial statements. In the opinion of
management, the accompanying financial information reflects all adjustments, consisting primarily of normal recurring
adjustments, which are, in the opinion of management, necessary for a fair presentation of results for the interim
periods. Operating results for the six month period ended May 31, 2007 are not necessarily indicative of the results
that may be expected for the year ending November 30, 2007. Unless otherwise noted, these interim financial
statements follow the same accounting policies as the audited financial statements of the Company for the year
ended November 30, 2006. Accordingly, these interim financial statements should be read in conjunction with the
Company’s 2006 annual audited financial statements and notes thereto.

3. PETROLEUM AND NATURAL GAS PROPERTIES AND EQUIPMENT

Chambers Area Gas Prospect, Alberta

Pursuant to a Farm-out and Participation Agreement, dated March 8, 2006 between the Company and Golden Eagle
Energy Inc. (“Golden”), the Company acquired the following interests in the Chambers Area Gas Prospect located in
Sections 17 and 18, Township 41, Range 11W5M, Alberta:

a) The right to earn a 20% working interest in a test well;
b) The right to earn a 20% working interest in Section 17 of the farm-out lands;

c) The right to earn an 18.75% working interest in the equipping and tie-in of the POCO Chambers 7-18-41-11W5M
Elkton well; and

d) The right to earn an 18.75% working interest in Section 18 of the farm-out lands.
4. LOAN

In December 2006, the Company received $400,000 as a loan from a company related by a director pursuant to a
letter agreement whereby the Company proposes to acquire the outstanding shares of the company in exchange for
shares and warrants in the Company. If the acquisition is not completed, the loan is repayable on or before
December 31, 2007 and bears interest at commercial rates.



ALTIMA RESOURCES LTD.
Notes to Interim Financial Statements
Six Months Ended May 31, 2007
(Unaudited — Prepared by Management)

5. SHARE CAPITAL

Authorized: unlimited number of common shares without par value

Issued and outstanding:

# shares -$-
Balance, November 30, 2006 25,441,552 4,335,296
Common shares issued at $0.25 and $0.30 per share 2,563,333 651,000
Flow-through common shares issued at $0.25 and $0.30 per share 3,869,400 984,020
Future tax effect of flow-through shares - (34,100)
Share issue costs - (192,432)
Balance, May 31, 2007 31,874,285 5,743,784

In the quarter ending February 28, 2007 the Company closed a private placement for the issuance of 333,400 flow-
through shares at a price of $0.30 per share for proceeds of $100,020 and negotiated a private placement for the
issuance of 305,000 units at a price of $0.20 per unit for proceeds of $61,000. Each unit consists of one common
share and one share purchase warrant entitling the holder to purchase one additional common share, exercisable for
a period of one year from the date of issuance at a price of $0.50 per share.

In the quarter ending May 31, 2007, the Company issued a further 3,536,000 flow-through shares at a price of $0.25
per unit and 2,360,000 units at a price of $0.25 per unit. Each unit consists of one common share and one-half of a
share purchase warrant. Each whole warrant entitles the holder to purchase one additional common share at a price
of $0.35 per share, exercisable for a period of one year from the date of issuance.

In accordance with EIC-146 relating to accounting for flow-through shares, the Company has reduced the flow-
through share proceeds and recognized a future tax liability by an amount approximating the future tax effect
resulting from renouncing exploration expenditures using currently enacted tax rates.

Proceeds raised from the sale of the flow-through shares will be used for exploration and development of the
company's oil and gas properties located in Alberta. The balance of the private placement proceeds will be used for
general working capital purposes.

In connection with the private placements during the period, the Company paid a commission equal to 8 per cent of
the gross proceeds and other expenses totaling $192,432, together with an agent's option equal to 10 per cent of the
number of the flow-through shares and common shares issued under the offering, each agent's option entitling the
agent to acquire one unit at $0.25 cents per unit, each unit consisting of one share and one-half warrant, each whole
warrant being exercisable at $0.35 cents per share for a period of 12 months.

Stock Options

The Company granted 995,000 stock options to certain eligible participants entitling them to purchase common
shares of the Company at a price of $0.30 per share. These options expire on March 20, 2009.

The Company reduced the exercise price of the 1,600,000 options granted on June 6, 2006 from $1.00 to $0.30 per
share, subject to approval by the TSX Venture Exchange.

Using the Black-Scholes stock option pricing model, the fair value of the stock options granted has been calculated at
$49,750. The assumptions used in the model are as follows: risk free interest rate — 3.97%; expected stock price
volatility - 68%; expected dividend yield - 0%; expected life - 2 years.



ALTIMA RESOURCES LTD.

Notes to Interim Financial Statements
Six Months Ended May 31, 2007
(Unaudited — Prepared by Management)

Contributed surplus

Option pricing models require the input of highly subjective assumptions including the expected price volatility.
Changes in the subjective input assumptions can materially affect the fair value estimate of stock options granted,
therefore the existing models do not necessarily provide a reliable single measure of the fair value of the Company’s
stock options.

-$-
Balance — November 30, 2006 870,250
Vesting of options granted during the period 73,750
Fair value of options re-priced during the period 80,000
Fair value of options granted during the period 49,750
Balance — May 31, 2007 1,073,750
6. RELATED PARTY TRANSACTIONS
During the current period, the Company had the following transactions with related parties:
May 31
2007 2006
-$- -$-
Management fees paid or accrued to directors 76,500 24,000
Legal fee paid to a law firm of which a former director is a member - 18,547
Administrative services and occupancy charges paid to an officer and a company
controlled by a director 37,058 3,000

Management service agreements or compensation plans have not been established to date.

7. INCOME TAXES

At May 31, 2007 the Company has net operating losses carried forward of approximately $1,810,000 for income tax
purposes which may be available to reduce future taxable income. To November 30, 2006 the Company had not
recorded in these financial statements the future income tax benefits of non-capital losses and other future tax assets
which may be applied to reduce income taxes in future years. The Company had not previously recognized tax
benefits relating to these future tax assets as the criteria for recognition had not been met. During the current period,
the Company recognized a future income tax recovery from the utilization of available tax assets of the current period
to offset the future tax liability recognized in connection with exploration expenses renounced to investors in
connection with the Company’s issuance of flow-through shares. (See Note 5).

8. SUBSEQUENT EVENTS

a) Altima, in conjunction with its partner, has entered into a farm-in and option-to-purchase agreement with Golden
Eagle Energy Inc. (GEEI), whereby Altima and its partner have the right to purchase all of GEEI's interests in the
Chambers Area of west central Alberta, including, but not limited to all land, option rights and wells in townships
41 and 42, and ranges 10, 11 and 12 W5M. Altima will share in the farm-in and option-to-purchase agreement on
a 50-50 basis.

b) The company issued 1,280,000 flow-through shares at a price of $0.25 per share for total proceeds of $320,000.

9. COMPARATIVE FIGURES

Certain comparative figures have been reclassified to conform to the current presentation. Such re-classification is
for presentation purposes only and has no effect on previously reported results.



ALTIMA RESOURCES LTD.
MANAGEMENT DISCUSSION AND ANALYSIS
SIX MONTHS ENDED MAY 31, 2007

GENERAL

The following management discussion and analysis (“MDA”) of the financial position of Altima Resources
Ltd. (“Company”) and interim financial statements for the six months ended May 31, 2007 should be read
in conjunction with the audited financial statements and accompanying notes for the year ended November
30, 2006. The interim financial statements together with this MDA are intended to provide investors with a
reasonable basis for assessing the financial performance of the Company.

Additional information related to the Company is available for viewing on SEDAR at www.sedar.com, or
by requesting further information from the Company’s head office in Vancouver.

FORWARD LOOKING STATEMENTS

This MDA contains certain forward looking statements, except for historical information. These statements
involve known and unknown risks, uncertainties, and other factors that may cause the Company’s actual
results, levels of activity, performance, and/or achievements to be materially different from any future
results, levels of activity, performance, or achievements expressed or implied by these forward looking
statements.

NATURE OF BUSINESS

The Company was incorporated under the Company Act of British Columbia on November 14, 2003 as a
Capital Pool Company established under the policies of the TSX Venture Exchange.

As a Capital Pool Company (“CPC), the Company’s principal business was the identification and
evaluation of assets, properties or businesses with a view to acquisition or participation in a Qualifying
Transaction.

On April 13,2004, the Company’s shares were listed for trading on the TSX Venture Exchange.

Pursuant to a Farm-out and Participation Agreement dated March 8, 2006 the Company acquired certain oil
and gas interests and the right to participate in the drilling of a Mississippian Elkton test well located in the
Chambers Area Gas Prospect in the West Ferrier area of west central Alberta. This acquisition constituted
the Company’s Qualifying Transaction (“QT”’) under Policy 2.4 of the TSX Venture Exchange.

On May 9, 2006 the TSX Venture Exchange accepted for filing the Company’s QT and related
transactions. Accordingly, the Company is no longer considered to be a CPC, was reinstated as a Tier 2
Issuer, and the common shares of the Company commenced trading on the TSX Venture Exchange.

The Company is an exploration stage public company listed on the TSX Venture Exchange and is
exploring its petroleum and natural gas properties and has not yet determined whether the properties
contain reserves that are economically recoverable. The recoverability of amounts shown for petroleum
and natural gas properties is dependent upon the discovery of economically recoverable reserves and
confirmation of the Company’s interest in the petroleum and natural gas properties, the ability of the
Company to obtain necessary financing to complete the development of the properties and upon future
profitable production or proceeds from the disposition thereof.

OVERVIEW

1. Management activities

During the current period, the Company and its management have been occupied primarily with the
exploration and development of its Chambers Area Gas Prospect. Acquisition of this prospect entitles the
Company to the following:

a) The right to earn a 20% working interest in a test well;

b) The right to earn a 20% working interest in Section 17 of the farm-out lands;



ALTIMA RESOURCES LTD.
MANAGEMENT DISCUSSION AND ANALYSIS
SIX MONTHS ENDED MAY 31, 2007

¢) The right to earn an 18.75% working interest in the POCO Chambers 7-18-41-11W5M (“7-18”) Elkton
d) The right to earn an 18.75% working interest in Section 18 of the farm-out lands.

2. Chambers Area Gas Prospect

The Test Well GEEL ET AL CHAMB 3-17-41-11 W5M (“3-17”) was spudded on March 14, 2006, and
reached a depth of 3,349 metres and production casing was set. By the fiscal year end, the Test Well was
completed (multi-zone completion) testing commercial rates of natural gas from two zones at 1,750mscf/d
and 235bbls/d of associated condensate. The Company and its partners anticipate first production in
September 2007. It is anticipated multiple zones will be co-mingled similar to completion and production
techniques used in many of the Ferrier Pools to the immediate east.

The Company and its partners elected to the tying-in and equipping of the 7-18 well which is anticipated to
commence production in conjunction with the 3-17 well. Plans are to reenter the existing “7-18” well and
reconfigure the production string to provide a higher flow rate from the liquids rich Elkton formation and
the running of a flow line to the 3-17 well. The 7-18 well tested water free gas at 300mcsf/d and 20bbls/d
condensate.

Up to the date of this MDA, the Company and its partners have acquired a total of approximately 140
square miles of 3D seismic and have concluded two independent petrophysical studies over several
Townships in the Chambers/Ferrier area.

The Company and its partners have also elected to drill on optioned lands, and have secured a Mineral
Surface Lease and well license for the first location. The Company’s next drilling location at Chambers is
the new pool wildcat well located at 16-21-41-11 W5M (“16-217). This location was high-graded with the
use of 3D seismic data in conjunction with the results of the 3-17 well. The drilling of the 16-21 well and
the re-entry of the 7-18 well will commence in August 2007. The Company estimates that between 8 and
10 additional well locations exist across the acreage using conventional spacing.

Chambers Area Land, Alberta

In addition to the Company’s expenditures on its test wells described above, the Company acquired working
interests varying from 20% to 100% in certain Crown parcels of land within the Chambers Area, Alberta at a cost
of $789,905. The Company now holds an interest in 9,600 gross acres and an option on another 3,840 gross
acres in the Chambers/Ferrier area. Altima’s average working interest in Crown lands is 28.25%.

3. Operational results

During the current period, the Company recorded a net loss of $430,420 compared to a net loss of $161,372
for the comparative period in the prior year reflecting an increase in expenses of approximately $269,000.

Major reasons for the increase in the net loss for the period were increases in the following expenses:
consulting fees of $52,500 (2006 - $15,000), management fees of $76,500 (2006 - $24,000), office and
miscellaneous of $83,450 (2006 - $45,056), and stock-based compensation of $203,500 (2006 - $Nil).
These increases are commensurate with the increased activities relating to the Company’s involvement in
the Chambers Area Gas Prospect in the current period.

In addition, during the current period, the Company recognized a future income tax recovery of $34,100
(2006 - $§Nil) from the utilization of available tax assets of the current period to offset the future tax liability
recognized in connection with exploration expenses renounced to investors in connection with the
Company’s issuance of flow-through shares.

In general, total general expenses reflect the normal corporate business cycle. Any significant
increase/decrease in expenses relate to the Company’s efforts to provide efficient and cost-effective
administrative support to management’s ongoing efforts to seek new properties, monitor exploration
expenditures, and increase shareholder value.

During the period, the Company had no continuing source of operating revenues.



ALTIMA RESOURCES LTD.
MANAGEMENT DISCUSSION AND ANALYSIS
SIX MONTHS ENDED MAY 31, 2007

Cash used in additions to the Company’s petroleum and natural gas properties and equipment totalled
$598,117 in the current period.

SELECTED ANNUAL INFORMATION

Years ended November 30
2006 2005 2004
-$- -$- -$-
Revenue - - -
Net loss (1,257,687) (38,812) (77,681)
Loss per share (0.09) (0.01) (0.01)
Total assets 5,185,456 347,226 357,496

SUMMARY OF QUARTERLY RESULTS

May 31/07 Feb 28/07 Nov 30/06 Aug 31/06
Revenue - - - -
Net loss (328,123) (102,297) (163,661) (932,655)
Loss per share (0.01) (0.01) (0.01) (0.05)
May 31/06 Feb 28/06 Nov 30/05 Aug 31/05
Revenue - - - -
Net loss (138,677) (22,694) (6,587) (11,751)
Loss per share (0.02) (0.01) (0.00) (0.00)

LIQUIDITY AND CAPITAL RESOURCES

At May 31, 2007 the Company had $608,899 in cash, working capital of $159,861 and a cumulative deficit
of $1,809,452.

To date, the Company’s ongoing operations have been financed predominantly by private placements and
the exercise of warrants and stock options. Additional equity financing will be required to conduct further
development work on the Company’s projects and to place any project, if feasible, into production. While
the Company has been successful in raising the necessary funds in the past, there can be no assurance it can
continue to do so.

In the quarter ending February 28, 2007 the Company closed a private placement for the issuance of
333,400 flow-through shares at a price of $0.30 per share for proceeds of $100,020 and negotiated a private
placement for the issuance of 305,000 units at a price of $0.20 per unit for proceeds of $61,000. Each unit
consists of one common share and one share purchase warrant entitling the holder to purchase one
additional common share, exercisable for a period of one year from the date of issuance at a price of $0.50
per share. Proceed from share capital transactions in the first quarter totalled $161,020.

In the quarter ending May 31, 2007, the Company issued a further 3,536,000 flow-through shares at a price
of $0.25 per unit and 2,360,000 units at a price of $0.25 per unit. Each unit consists of one common share
and one-half of a share purchase warrant. Each whole warrant entitles the holder to purchase one
additional common share at a price of $0.35 per share, exercisable for a period of one year from the date of
issuance. Proceeds from share capital transactions in the second quarter totalled $1,281,568.

Proceeds raised from the sale of the flow-through shares will be used for exploration and development of
the company's oil and gas properties located in Alberta. The balance of the private placement proceeds will
be used for general working capital purposes.

In connection with the private placements during the period, the Company paid a commission equal to 8
per cent of the gross proceeds and other expenses totaling $192,432, together with an agent's option equal
to 10 per cent of the number of the flow-through shares and common shares issued under the offering, each



ALTIMA RESOURCES LTD.
MANAGEMENT DISCUSSION AND ANALYSIS
SIX MONTHS ENDED MAY 31, 2007

agent's option entitling the agent to acquire one unit at $0.25 cents per unit, each unit consisting of one
share and one-half warrant, each whole warrant being exercisable at $0.35 cents per share for a period of 12
months.

Stock options

The Company granted 995,000 stock options to certain eligible participants entitling them to purchase
common shares of the Company at a price of $0.30 per share. These options expire on March 20, 2009.

The Company reduced the exercise price of the 1,600,000 options granted on June 6, 2006 from $1.00 to
$0.30 per share, subject to approval by the TSX Venture Exchange.

Using the Black-Scholes stock option pricing model, the fair value of the stock options granted has been
calculated at $49,750. The assumptions used in the model are as follows: risk free interest rate - 3.97%;
expected stock price volatility - 68%; expected dividend yield - 0%; expected life - 2 years.

TRANSACTIONS WITH RELATED PARTIES

Transactions with related parties in the period consisted of the following:
a) Management fees of $76,500 were paid or accrued to directors;

b) In December 2006, the Company received $400,000 as a loan from a company related by a director
pursuant to a letter agreement whereby the Company proposes to acquire the outstanding shares of the
company in exchange for shares and warrants in the Company. If the acquisition is not completed, the
loan is repayable on or before December 31, 2007 and bears interest at commercial rates.

¢) Administrative services and occupancy charges totaling $37,058 were paid to an officer and a
company controlled by a director.

SUBSEQUENT EVENTS

a) The Company, in conjunction with its partner, has entered into a farm-in and option-to-purchase
agreement with Golden Eagle Energy Inc. (GEEI), whereby Altima and its partner have the right to
purchase all of GEEI's interests in the Chambers Area of west central Alberta, including, but not
limited to all land, option rights and wells in townships 41 and 42, and ranges 10, 11 and 12 W5M.
Altima will share in the farm-in and option-to-purchase agreement on a 50-50 basis.

b) The company issued 1,280,000 flow-through shares at a price of $0.25 per share for total proceeds of
$320,000.

DISCLOSURE CONTROLS AND PROCEDURES

Disclosure controls and procedures have been designed to ensure that information required to be disclosed
by the Company is accumulated and communicated to our management as appropriate to allow timely
decisions regarding required disclosure. The Company's Chief Executive Officer and Chief Financial
Officer have concluded, based on their evaluation as of November 30, 2006, that our disclosure controls
and procedures are effective to provide reasonable assurance that material information related to the
Company, is made known to them by others within those entities. It should be noted that while the
Company's Chief Executive Officer and Chief Financial Officer believe that our disclosure controls and
procedures provide a reasonable level of assurance that they are effective, they do not expect that the
disclosure controls and procedures will prevent all errors and fraud. A control system, no matter how well
conceived or operated, can provide only reasonable, not absolute, assurance that the objectives of the
control system are met.
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INTERNAL CONTROLS OVER FINANCIAL REPORTING

The Chief Executive Officer and Chief Financial Officer of the Company are responsible for designing
internal controls over financial reporting or causing them to be designed under their supervision in order to
provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with Canadian generally accepted accounting principles.
We have designed controls for this process and have conducted an evaluation which has identified several
potential weaknesses in our controls. Due to the limited number of staff at the Company, there is an
inherent weakness in the system of internal controls due to our inability to achieve appropriate segregation
of duties. The limited number of staff has also led us to identify a weakness with respect to accounting for
complex and non-routine accounting transactions as the Company does not have a sufficient number of
finance personnel with technical accounting knowledge to address all complex and non-routine accounting
matters that may arise. Neither of these weaknesses has resulted in a misstatement in our interim or annual
financial statements. However; as there is a more than remote likelihood that a material misstatement
would not be prevented or detected, these items have been classified as material weaknesses. Currently,
Management and Board review are being utilized to mitigate the risk of material misstatement in financial
reporting, and also to ensure that existing internal controls remain effective. We intend to remediate these
weaknesses in the future by expanding the number of individuals in our financial reporting area as we grow
the Company.

RISKS

The Company is engaged in the exploration for and development of petroleum and natural gas properties.
These activities involve significant risks which careful evaluation, experience and knowledge may not, in
some cases, eliminate. The commercial viability of any petroleum and natural gas properties depends on
many factors not all of which are within the control of management. Operationally the Company faces
risks that are associated with and affect the financial viability of a given petroleum and natural gas
property. These include risks associated with finding, developing and producing these petroleum and
natural gas reserves. In addition, Government regulations, taxes, royalties, land tenure, land use,
environmental protection and reclamation and closure obligations, have an impact on the economic
viability of a petroleum and natural gas property.

The preparation of financial statements in conformity with Canadian generally accepted accounting
principles 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 revenues and expenses during the reporting period. Actual results could differ
from those estimates.

The Company’s ability to continue its operations and to realize assets at their carrying values is dependent
upon the continued support of its shareholders, obtaining additional financing and generating revenues
sufficient to cover its operating costs. The accompanying interim financial statements do not give effect to
any adjustments which would be necessary should the Company be unable to continue as a going concern
and therefore be required to realize its assets and discharge its liabilities in other than the normal course of
business and at amounts different from those reflected in the accompanying audited financial statements.

Any forward-looking information in the MDA is based on the conclusions of management. The Company
cautions that due to risks and uncertainties, actual events may differ materially from current expectations.
With respect to the company’s operations, actual events may differ from current expectations due to
economic conditions, new opportunities, changing budget priorities of the company and other factors.

Date prepared:  July 27, 2007.



