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 Novus Energy Inc. 

(formerly Regal Energy Ltd.) 

   Interim Balance Sheets 

(unaudited) 

 

 
 

September 30, 2009  September 30, 2008 

 

ASSETS 

     

Current Assets      

Cash and cash equivalents $ 4,524,791  $ - 

Accounts receivable   1,126,596   2,298,600 

Deposits and prepaid expenses   310,845   484,460 

  5,962,232   2,783,060 

      

Property and equipment  (Note 3)  19,556,018   28,367,818 

      

Intangible assets  -   24,993 

 $ 25,518,250  $ 31,175,871 

      

LIABILITIES AND SHAREHOLDERS’ EQUITY      

Current      

Bank debt (Note 4) $ -  $ 2,593,819 

Accounts payable and accrued liabilities  1,252,101   3,288,808 

  1,252,101   5,882,627 

      

Asset retirement obligation  (Note 6)  773,280   950,799 

  2,025,381   6,833,426 

Commitments and contingencies (Note 13) 

Subsequent events (Notes 4 and 14)      

      

SHAREHOLDERS’ EQUITY       

Equity instruments  (Notes 5(b) and (c))  105,464,808   93,641,650 

Contributed surplus (Note 5(g))  3,349,162   2,298,280 

Deficit     (85,321,101)   (71,597,485) 

  23,492,869   24,342,445 

      

 $ 25,518,250  $ 31,175,871 

 
See accompanying notes. 

 

 

Approved on behalf of the Board: 

 

 

(signed) “Hugh G. Ross”     (signed) “Harry L. Knutson” 

Hugh G. Ross - Director     Harry L. Knutson - Director 
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Novus Energy Inc. 

(formerly Regal Energy Ltd.) 

 Interim Statements of Operations, Comprehensive Loss and Deficit 

 (unaudited) 

 For the three month period ended For the twelve month period ended 

 Sep 30, 2009 Sep 30, 2008 Sep 30, 2009 Sep 30, 2008 

         

REVENUE             

Production revenues  $ 839,222 $ 2,001,143 $ 3,806,650 $ 4,924,134 

Royalties  (106,498)  (477,503)  (640,649)  (1,017,016) 

  732,724  1,523,640  3,166,001  3,907,118 

         

EXPENSES         

Operating  597,193  619,955  2,207,485  1,642,480 

Transportation  39,564  42,940  144,341  82,360 

General and administrative (Note 7) 651,981  1,287,119  3,406,959  2,006,507 

Interest  2,819  49,794  86,312  219,555 

Stock-based compensation  (Note 5(f)) 157,363  569,326  215,557  596,848 

Depletion and depreciation (Note 3) 1,060,666  999,900  10,712,491  2,307,690 

Accretion  23,285  9,807  74,846  37,360 

Amortization of intangible assets  -  24,993  24,993  99,973 

  2,532,871  3,603,834  16,872,984  6,992,773 

         

Loss before income taxes  (1,800,147)  (2,080,194)  (13,706,983)  (3,085,655) 

         

Current income taxes  -  -  16,633  - 

         

Net loss and comprehensive loss for 

the period  

 

(1,800,147)  (2,080,194)  (13,723,616)  (3,085,655) 

         

Deficit, beginning of period  (83,520,954)  (69,517,291)  (71,597,485)  (68,511,830) 

         

Deficit, end of period $ (85,321,101) $ (71,597,485) $ (85,321,101) $ (71,597,485) 

 

Net loss per share  

 

       

     Basic and diluted (Note 5(h)) $ (0.04) $ (0.15) $ (0.47) $ (0.43) 

 

See accompanying notes. 
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Novus Energy Inc. 

(formerly Regal Energy Ltd.) 

 Interim Statements of Cash Flows 
(unaudited) 

 For the three month period ended For the twelve month period ended 

CASH PROVIDED BY (USED IN) Sep 30, 2009 Sep 30, 2008 Sep 30, 2009 Sep 30, 2008 

         

OPERATING ACTIVITIES          

Net loss for the period $ (1,800,147) $  (2,080,194) $ (13,723,616) $ (3,085,655) 

Non-cash and other items:         

Stock-based compensation  157,363  569,326  215,557  596,848 

Depletion and depreciation  1,060,666  999,900  10,712,491  2,307,690 

Accretion  23,285  9,807  74,846  37,360 

Amortization of intangible assets  -  24,993  24,993  99,973 

Asset retirement expenditures  (232,498)  (5,161)  (265,002)  (5,161) 

Change in non-cash working capital (Note 9)  (184,911)  853,504  (13,450)  762,460 

  (976,242)  372,175  (2,974,181)  713,515 

         

FINANCING ACTIVITIES         

Repayment of bank debt, net -  (3,367,228)  (2,593,819)  (1,655,170) 

Proceeds from issuance of equity 

instruments, net of issuance costs 

 

-  5,437,656  12,658,483  5,437,656 

Repayment of bridge financing   -  (400,000)  -  - 

Change in non-cash working capital (Note 9) -  -  -  - 

    1,670,428  10,064,664  3,782,486 

         

INVESTING ACTIVITIES         

Capital expenditures, net  40,471   (1,058,811)  (1,888,054)  (2,202,718) 

Corporate acquisition -  (396,976)  -  (396,976) 

Change in non-cash working capital (Note 9) 99,709  (586,816)  (677,638)  (1,896,307) 

  140,180  (2,042,603)  (2,565,692)  (4,496,001) 

         

Increase (decrease) in cash and cash 

equivalents 

 

(836,062)  -  4,524,791  - 

         

Cash and cash equivalents, beginning of 

period 

 

5,360,853  -  -  - 

 

Cash and cash equivalents, end of period $ 4,524,791 $ - $ 4,524,791 $ - 

 
See accompanying notes. 
 



Novus Energy Inc. 

(formerly Regal Energy Ltd.) 

Notes to the Interim Financial Statements 

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

(unaudited) 
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1. Accounting policies: 

 

The interim financial statements of Novus Energy Inc. (formerly Regal Energy Ltd., and referred to as 

“Novus” or the “Company”) have been prepared by management in accordance with Canadian generally 

accepted accounting principles (“GAAP”).  The preparation of financial statements in conformity with 

Canadian GAAP requires management to make estimates and assumptions that affect the amounts reported 

in the financial statements and accompanying notes and actual results could differ from those estimates. 

 

The interim financial statements have been prepared following the same accounting policies and methods 

of computation as the audited consolidated financial statements for the year ended September 30, 2008, 

except as disclosed in Note 2.  These interim financial statements do not include all note disclosures 

required for annual financial statements and the disclosure provided herein is incremental to the disclosure 

included in the annual financial statements.  The interim financial statements should be read in conjunction 

with the Company’s audited consolidated financial statements for the year ended September 30, 2008. 

 

The Company changed its fiscal year end from September 30 to December 31 effective October 1, 2008. 

As a result, the Company’s current fiscal year is the fifteen month period ending December 31, 2009. 

Going forward, the new calendar fiscal year will allow the Company to report its results on a basis 

consistent with its peers in the oil and natural gas business. 

 

On August 5, 2009, the Company consolidated its common shares on the basis of one new common share 

for every ten common shares outstanding.  All share and per share, warrant and per warrant, and option and 

per option amounts prior to August 5, 2009 have been retroactively adjusted to reflect the share 

consolidation. 

 

2. Changes in accounting policies: 

 

Adoption of new accounting policies 

 

a) Goodwill and intangible assets 

 

Effective October 1, 2008, the Company adopted the new standard for Goodwill and Intangible Assets, 

which states that upon their initial identification, intangible assets are to be recognized as assets only if 

they meet the definition of an intangible asset and the recognition criteria.  It also provides further 

information on the recognition of internally generated intangible assets, including research and 

development costs.   These new standards did not impact the Company’s financial statements. 

 

b) Credit risk and the fair value of financial assets and financial liabilities 

 

On January 20, 2009, the Emerging Issues Committee (“EIC”) issued a new abstract EIC 173 “Credit 

risk and the fair value of financial assets and financial liabilities”.  This abstract concludes that an 

entity’s own credit risk and the credit risk of the counterparty should be taken into account when 

determining the fair value of financial assets and financial liabilities, including derivative instruments.  

This abstract is to apply to all financial assets and liabilities measured at fair value in interim and 

annual financial statements for periods ending on or after January 20, 2009.  The adoption of this 

abstract did not impact the Company’s financial statements. 

 

Accounting pronouncements 

 

a) International Financial Reporting Standards (“IFRS”) 

 

In January 2006, the Canadian Institute of Chartered Accountants (“CICA”) Accounting Standards 

Board (“AcSB”) adopted a strategic plan for the direction of accounting standards in Canada.  In
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2.  Changes in accounting policies continued: 

 

February 2008, the AcSB confirmed the changeover from Canadian GAAP to IFRS will be required 

for publicly accountable enterprises effective for fiscal years beginning on or after January 1, 2011.  In 

July 2009, the International Accounting Standards Board adopted certain amendments and exemptions 

to IFRS 1 including standards relating to the transition to IFRS for resource based companies.   

 

Although the Company has not yet completed the development of an IFRS changeover plan, it 

anticipates completing its project scoping during the first quarter of 2010 as the Company continues to 

monitor and assess the impact of the convergence of Canadian GAAP and IFRS. 

 

b) Business combinations 

 

In January 2009, the AcSB issued CICA Handbook Section 1582, “Business Combinations” which 

replaces previous guidance on business combinations.  This Section applies to business combinations 

entered into on or after January 1, 2011 with earlier adoption permitted.  The Company will monitor 

and assess the impact of the new Section on its financial statements and whether or not it will elect to 

adopt the standards in advance of the transition to IFRS. 

 

c) Consolidated financial statements 

 

In January 2009, the AcSB issued CICA Handbook Section 1601, “Consolidations” and 1602, “Non-

controlling Interests”.  Section 1601 carries forward the requirements of Section 1600, “Consolidated 

Financial Statements”, other than those relating to non-controlling interests which would be covered in 

Section 1602.  These standards are effective for annual and interim periods beginning on or after 

January 1, 2011 with earlier adoption permitted.  The Company will monitor and assess the impact of 

the new Sections on its financial statements and whether or not it will elect to adopt the standards in 

advance of the transition to IFRS. 

 

d) Financial instruments 

 

In May 2009, the AcSB amended CICA Handbook Section 3862, “Financial Instruments – 

Disclosures” to include additional disclosure requirements about fair value measurement for financial 

instruments and liquidity risk disclosures. These amendments require a three level hierarchy that 

reflects the significance of the inputs used in making the fair value measurements. Fair values of assets 

and liabilities included in Level 1 are determined by reference to quoted prices in active markets for 

identical assets and liabilities. Assets and liabilities in Level 2 include valuations using inputs other 

than quoted prices for which all significant outputs are observable, either directly or indirectly. Level 3 

valuations are based on inputs that are unobservable and significant to the overall fair value 

measurement. These amendments are effective for the Company on December 31, 2009. 

 

3. Property and equipment: 

 

   Sep 30, 2009         Sep 30, 2008 

Petroleum and natural gas properties including 

exploration and development thereon $ 41,820,682     $         39,948,844    

Other assets   327,885  299,032 

  $ 42,148,567 $ 40,247,876 

      
Accumulated depletion and depreciation         (22,592,549)    (11,880,058) 

 $ 19,556,018 $   28,367,818 
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3. Property and equipment continued: 

 

Costs of unproved properties in the amount of $2,757,861 at September 30, 2009 and $3,591,441 at 

September 30, 2008 were excluded from depletable costs. Costs of acquiring seismic resources in the 

amount of $nil at September 30, 2009 and $742,419 at September 30, 2008 were also excluded from 

depletable costs.  Future development costs of $5,617,000 were included in the depletion calculations at 

September 30, 2009 and September 30, 2008. The Company does not capitalize any general and 

administrative expenditures.  

  

As at March 31, 2009, the Company performed stage one of the ceiling test calculation which indicated its 

undiscounted future net revenues from proved reserves, plus carrying values for undeveloped land less 

impairment allowances, were less than the carrying value of its oil and gas assets.  Consequently, the 

Company performed stage two of the ceiling test calculation which indicated its future net revenues from 

proved and probable reserves discounted at 5%, plus carrying values for undeveloped land less impairment 

allowances, were less than the carrying value of its oil and gas assets.  As a result of the ceiling test 

calculations, the Company recorded an impairment provision of $7,000,000 at March 31, 2009, which is 

included in the depletion and depreciation expense. 

 

The following table outlines the benchmark reference prices used in the ceiling test calculations: 

 

 Edmonton 

Light Crude 

$Cdn/BBL 

Hardisty Bow 

River Crude 

$Cdn/BBL 

AECO  

Natural Gas 

$Cdn/MMBTU 

2009 (Apr - Dec) 66.79 54.69 4.94 

2010 73.61 56.68 6.93 

2011 81.29 61.78 7.71 

2012 85.99 65.35 7.97 

2013 90.92 69.10 8.16 

2014 97.84 74.36 8.47 

2015 99.82 75.86 8.75 

2016 101.83 77.39 8.94 

2017 103.89 78.96 9.13 

2018 105.99 80.55 9.33 

2019+ 2% per year 

thereafter 

2% per year 

thereafter 

2% per year 

thereafter 

 

4. Bank debt: 

 

At September 30, 2009 the Company had no bank debt. Subsequent to September 30, 2009 the Company’s 

$2,250,000 revolving operating demand facility was extended to May 1, 2010.  Upon closing the 

acquisition of Ammonite Energy Ltd. (Note 14), the amount of the credit facility will increase to 

$3,500,000.  The new credit facility bears interest at the bank prime rate plus 1½% and is secured by a 

general assignment of book debts and a $15,000,000 debenture with a floating charge over all assets of the 

Company with a negative pledge and undertaking to provide fixed charges on the Company’s major 

producing petroleum properties. The credit facility is subject to a covenant that requires the Company to 

maintain a working capital ratio, as defined by the bank, of no less than 1:1. The Company was in 

compliance with this requirement at September 30, 2009, as this ratio was 4.8:1.   
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5. Equity instruments: 

 

On August 5, 2009, the Company consolidated its common shares on the basis of one new common share 

for every ten common shares outstanding.  All share and per share, warrant and per warrant, and option and 

per option amounts prior to August 5, 2009, have been retroactively adjusted to reflect the share 

consolidation. 

 

a) Authorized 

 

Unlimited number of common shares. 

 

Unlimited number of non-voting preferred shares, issuable in series.  The Board of Directors may fix 

from time to time the number of shares that comprise a series and the rights, privileges, restrictions and  

conditions for the series.  Preferred shares of any series may be convertible into or exchangeable for 

common shares. 

  

b) Common shares 

 

On March 31, 2009, the Company completed a private placement financing of 27,750,000 units at 

$0.50 per unit for gross proceeds of $13,875,000 (net $12,658,483).  Under the terms of the financing, 

each unit consisted of one common share and one share purchase warrant, with each warrant entitling 

the holder to acquire an additional common share at a price of $0.75 per common share.  The term of 

the warrant is 36 months, provided however, that if at any time from four months after closing, the 

daily volume-weighted average trading price of the common shares on the TSX-V exceeds $1.20 for 

25 consecutive trading days and the Company gives written notice to the warrantholders within ten 

trading days of the end of such period, the expiry date will be reduced to 30 days from the giving of 

notice. 

 

 Shares  Stated Value 

Balance - September 30,  2008 15,004,968 $ 90,677,305 

Private placement issued for cash 27,750,000  9,102,000 

Share issue costs -  (1,216,517) 

Balance - September 30, 2009 42,754,968 $ 98,562,788 

 

c) Warrants 

 

 Number of 

Warrants 

Number of 

Underlying Shares 

 

Stated Value 

Balance - September 30, 2008 4,136,068 4,136,068 $ 2,964,345 

Issued, March 31, 2009 27,750,000 27,750,000  4,773,000 

Expired (1,021,068) (1,021,068)  (90,273) 

Cancelled (884,900) (884,900)  (745,052) 

Balance - September 30, 2009 29,980,100 29,980,100 $ 6,902,020 

Total Common Shares and Warrants (“Equity  

Instruments”) outstanding September 30, 2009  $ 105,464,808 

 

The fair value of warrants issued on March 31, 2009 was calculated using the following assumptions: 

 

Risk-free interest rate 1.1%  

Expected volatility 103%  

Expected life 2 years  

Expected dividend yield 0%  

Fair value per warrant $0.172  
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5. Equity instruments continued: 

 

The following table summarizes warrants by the expiry date: 

 

 

d) Stock options 
 

The following tables summarize the status of the Company’s stock option plan and the activity during the 

twelve month period ended September 30, 2009: 

 

  Number of Options 

Weighted Average  

Exercise Price 

Balance - September 30, 2008   1,337,500 $ 2.80 

Forfeited   (887,500) $ 2.87 

Granted   3,075,000 $ 0.60 

Balance - September 30, 2009  3,525,000 $ 0.86 

Exercisable - September 30, 2009  321,668 $ 2.91 

 

Date of Grant 

Number 

Outstanding at 

September 30, 

2009 

 

Exercise 

Price 

Weighted 

Average 

Remaining 

Contractual  

Life (Years) 

Date of 

Expiry 

Number 

Exercisable at 

September 30, 

2009 

Jan 1, 2006 35,000 $ 9.50 1.25 Jan 1, 2011 35,000 

Feb 12, 2007 30,000  3.00 2.37 Feb 12, 2012 30,000 

Jul 16, 2008 385,000  2.00 3.79 Jul 16, 2013 256,668 

Sep 4, 2009 3,075,000  0.60 4.93 Sep 4, 2014 - 

 3,525,000 $ 0.86 4.75  321,668 

 

The options granted on September 4, 2009 shall vest ¼ every six months, beginning six months from the 

date of grant. 

 

e) Performance warrants 
 

The following tables summarize the status of the Company’s performance warrants and the activity during 

the twelve month period ended September 30, 2009: 

   Number of Options Exercise Price 

Balance - September 30, 2008   - $ - 

Granted   4,275,000 $ 0.56 

Balance - September 30, 2009  4,275,000 $ 0.56 

Exercisable - September 30, 2009  - $ - 

 

The performance warrants were granted to officers and employees on September 4, 2009 for a term of three 

years, and each performance warrant is exercisable into one common share at a price of $0.56 per 

performance warrant upon the Company achieving certain targets for growth in net asset value per fully 

diluted share (“NAV per share”) as defined in the performance warrant certificates.  With reference to the 

initial NAV per share calculated as $1.10, 1/3 of the performance warrants shall vest upon an increase in 

NAV per share of 25%, 2/3 of the performance warrants shall vest upon an increase of NAV per share of 

33 1/3%, and all of the performance warrants shall vest upon an increase in NAV per share of 50%. 

Date of Issue Number of warrants Exercise Price Date of Expiry 

Jul 10, 2008 2,230,100 $ 2.60 Jul 10, 2010 

Mar 31, 2009 27,750,000 $ 0.75 Mar 31, 2012 

 29,980,100    
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5. Equity instruments continued: 

 

f) Stock-based compensation expense 
 

The fair value of stock options and performance warrants granted during 2009 were estimated on the dates 

of grant using the Black-Scholes option pricing model with the following assumptions: 

 

          Stock options          Performance warrants 

Risk-free interest rate 2.3% 1.2% 

Expected volatility 88% 96% 

Expected life 4.5 years 2.8 years 

Expected dividend yield 0% 0% 

Fair value per option/warrant $0.36 $0.33 

Estimated forfeiture rate 5% 5% 

Estimated probability of success n/a 70% 

 

Compensation costs of $157,363 for the three months ended September 30, 2009 (2008 - $569,326) and 

$215,557 for the twelve months ended September 30, 2009 (2008 - $596,848) have been expensed and 

have resulted in corresponding increases in contributed surplus in the respective periods. 

 

g) Contributed surplus 

 

The following table presents changes in contributed surplus: 

   Amount 

Balance - September 30, 2008 $ 2,298,280 

Stock-based compensation expense  215,557 

Cancellation of warrants  745,052 

Expiration of warrants  90,273 

Balance - September 30, 2009 $ 3,349,162 

 

h) Per share amounts 

 

Basic loss per share is calculated using the weighted average number of common shares of 42,754,968 for 

the three months ended September 30, 2009 (2008 – 13,897,275) and 28,917,982 for the twelve months 

ended September 30, 2009 (2008 – 7,103,302).  All outstanding options and warrants were excluded from 

the dilution calculation as they were anti-dilutive for all periods. 

 

6. Asset retirement obligation: 

 

The following table presents the reconciliation of the beginning and ending aggregate carrying amount of 

the obligation associated with the retirement of oil and gas properties: 

 

  Sep 30, 2009 Sep 30, 2008 

Asset retirement obligation, beginning of period $ 950,799 $ 397,558 

Change in estimates   -  (31,191) 

Liabilities incurred    12,637  7,761 

Liabilities acquired   -  629,191 

Liabilities disposed    -  (84,719) 

Liabilities settled  (265,002)  (5,161) 

Accretion expense  74,846  37,360 

Asset retirement obligation, end of period $ 773,280 $ 950,799 
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6. Asset retirement obligation continued: 

 

The inflated, undiscounted amount of the future cash flows required to settle the obligation is estimated to 

be $2,604,404.  The obligation was calculated using a credit adjusted risk free discount rate of 9% and an 

inflation rate of 2%.  It is expected that this obligation will be funded from general Company resources at 

the time the costs are incurred with the majority of costs expected to occur between 2010 and 2021. 

 

7. General and administrative expenditures:  
 

The following is a summary of costs included in general and administrative expenditures: 

 

 Three month period ended Twelve month period ended 

 Sep 30, 2009 Sep 30, 2008 Sep 30, 2009  Sep 30, 2008 

Recurring expenditures $ 610,946 $ 710,463 $ 2,491,818 $ 1,437,531 

Bad debts  -  121,304  237,595  151,257 

Reorganization costs  -  496,000  636,892  496,000 

Merger and acquisition activity  56,118  -  117,783  - 

Recoveries  (15,083)  (40,648)  (77,129)  (78,281) 

 $ 651,981 $ 1,287,119 $ 3,406,959 $ 2,006,507 

 

8. Income taxes: 

 

The following is a summary of the estimated tax pools of the Company as at September 30, 2009: 

 

Classification  Amount 

Non-capital losses $ 22,198,000 

Scientific research and development   18,900,000 

Canadian development expenditures   14,219,000 

Canadian oil and gas property expenditures   13,462,000 

Capital cost allowance  13,333,000 

Canadian exploration expenditures   13,105,000 

Shares issue and other costs  2,645,000 

 $ 97,862,000 

 

Of the $22,198,000 in non-capital losses, $5,721,000 expire September 30, 2010, and the remainder expire 

between 2014 and 2029. 

 

9. Supplemental cash flow information: 

 
 Three month period ended Twelve month period ended 

 Sep 30, 2009 Sep 30, 2008 Sep 30, 2009  Sep 30, 2008 

Changes in non-cash working capital  

related to: 

        

Accounts receivable $ 334,064 $ 1,662,321 $ 1,172,004 $ 1,346,689 

Deposits and prepaid expenses  13,790  (87,672)  173,615  (250,628) 

Accounts payable and accrued liabilities  (433,056)  (1,307,961)  (2,036,707)  (2,229,908) 

 $ (85,202) $ 266,688 $ (691,088) $ (1,133,847) 
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9.     Supplemental cash flow information continued: 

 
 Three month period ended Twelve month period ended 

 Sep 30, 2009 Sep 30, 2008 Sep 30, 2009  Sep 30, 2008 

Changes in non-cash working capital 

related to:         

Operating activities $ (184,911) $ 853,504 $ (13,450) $ 762,460 

Investing activities  99,709  (586,816)  (677,638)  (1,896,307) 

Financing activities  -  -  -  - 

 $ (85,202) $ 266,688 $ (691,088) $ (1,133,847) 

         

Cash and cash equivalents consist of:         

Cash on deposit: $ 4,524,791 $ - $ 4,524,791 $ - 

 

Interest paid $ 2,819 $ 49,794 $ 86,312 $ 219,555 

Income taxes paid $ - $ - $ 16,633 $ - 

 

10. Financial instruments: 

 

Credit Risk 

 

Substantially all of the Company’s accounts receivable are with customers and joint interest partners in the 

oil and gas industry and are subject to normal industry credit risks. The Company markets its oil and 

natural gas to predominantly one marketer.  Historically, the Company has not experienced any collection 

issues with this marketer.  Receivables from joint venture partners are typically collected within one to 

three months of the joint venture billing being issued, however collection is dependent on industry factors 

such as commodity price fluctuations, escalating costs, the risk of unsuccessful drilling, and disputes 

amongst partners.  The Company attempts to mitigate credit risk from joint venture partners by obtaining 

partner approval of significant capital costs prior to expenditure.  While the Company does not typically 

obtain collateral from joint venture partners, it may cash call a partner in advance of the work being done.  

In addition, the Company has the ability to withhold production from partners in the event of non-payment.  

Should any of the Company’s customers or partners be unable to settle amounts due, the impact on the 

Company could be significant. The maximum exposure to losses arising from accounts receivable and cash 

and cash equivalents is equal to their total carrying amounts on the balance sheet. During the twelve 

months ended September 30, 2009, the Company recorded an allowance for doubtful accounts in the 

amount of $237,595 and recorded the corresponding amount as a bad debt expense.  The Company is 

currently pursuing legal proceedings to collect some of the outstanding accounts receivable. 

 

As at September 30, 2009, the Company’s accounts receivable were comprised of the following: 

 

Sales revenue receivable $ 255,628 

Joint interest receivable  760,970 

Cash call receivable  3,421 

Accrued and other receivable  106,577 

Total accounts receivable $ 1,126,596 

 

As at September 30, 2009, the Company estimates its accounts receivables to be aged as follows:  

 

 

Total accounts 

receivable 0 to 30 days 31 to 60 days 61 to 90 days Greater than 90 days 

$ 1,126,596 $ 309,696 $ 116,314 $ 59,438 $ 641,148 
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10. Financial instruments continued: 

 

Liquidity risk 

 

This is the risk that the Company will not be able to meet its financial obligations as they become due.  The 

Company’s objective in managing liquidity risk is to ensure that it has sufficient resources available to 

meet its liabilities when due. The Company’s ongoing liquidity is impacted by various external events and 

conditions, including commodity price fluctuations and the global economic downturn.  At September 30, 

2009, the Company’s accounts payable and accrued liabilities were $1,252,101 all of which are due for 

payment within normal terms of trade, which are generally between 30 and 60 days. The Company also has 

a credit facility available to manage its liquidity and settlement of liabilities. 

 

The Company’s financial liabilities are summarized below: 

 
Total accounts payable  

and accrued liabilities 0 to 30 days 31 to 60 days 61 to 90 days Greater than 90 days 

$  1,252,101 $    760,771 $       100,396 $       72,529 $       318,405 

 

Foreign currency exchange risk 

 

This is the risk that the fair value or future cash flows will fluctuate as a result of changes in foreign 

exchange rates.  Although the Company’s petroleum and natural gas sales are denominated in Canadian 

dollars, the underlying market prices in Canada are impacted by changes in the exchange rate between the 

Canadian and United States dollar.  The Company had no forward exchange rate contracts in place, nor any 

significant working capital items denominated in foreign currencies, as at or during the three and twelve 

months ended September 30, 2009. 

 

Commodity price risk 

 

This is the risk that the fair value or future cash flows will fluctuate as a result of changes in commodity 

prices.  Commodity prices for petroleum and natural gas are not only impacted by the relationship between 

the Canadian and United States dollar as outlined above, but also by world economic events that dictate the 

levels of supply and demand.  The Company had no commodity contracts locking in petroleum or natural 

gas prices as at or during the three and twelve months ended September 30, 2009. 

 
Interest rate risk 

 

This is the risk that the fair value or future cash flows will fluctuate as a result of changes in market interest 

rates. The Company is exposed to interest rate fluctuations on its bank debt which bears a floating rate of 

interest.  From time to time, the Company may attempt to mitigate this risk by utilizing short-term bankers’ 

acceptances to lock in a portion of its bank debt at fixed rates.  No interest rate swaps or financial contracts 

were in place as at or during the three and twelve months ended September 30, 2009. 

 

Fair value of financial instruments 

 

The Company’s financial instruments as at September 30, 2009 consist of cash and cash equivalents, 

accounts receivable, deposits, and accounts payable and accrued liabilities.  The fair value of these 

instruments approximates their carrying value due to their short-term nature. 
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11. Related party transaction: 

 

Pursuant to the March 31, 2009 private placement financing (note 5(b)), the Company paid a fee of 1% of 

the gross proceeds of the financing, or $138,750, to Nova Bancorp Securities Ltd., a company related at 

that time to two directors of Novus, for the provision of certain advisory services in connection with the 

private placement.  The transaction was in the normal course of business and has been measured at the 

exchange amount, which is the amount of consideration established and agreed to by the related parties. 

 

12. Capital disclosures: 

 

The Company considers its capital structure to include share capital, working capital, and bank 

indebtedness.  The Company manages its capital structure in order to meet its financial obligations, and to 

support the exploration and development of its existing properties.  The Company’s Officers are 

responsible for managing the Company’s capital and do so through quarterly meetings and regular review 

of financial information including budgets and forecasts.  The Company’s Directors are responsible for 

overseeing this process.  Methods used by the Company to manage its capital include the issuance of new 

share capital and warrants which have historically been accomplished through private placements.   There 

were no changes in the Company’s approach to capital management during the quarter.   

 

The Company’s share capital is not subject to any external restrictions, however its credit facility is subject 

to periodic reviews.  The Company’s credit facility is also subject to a covenant that requires the Company 

to maintain a working capital ratio, as defined by the bank, of no less than 1:1.  The Company was in 

compliance with this requirement at September 30, 2009, as the ratio was 4.8:1. 

 

13. Commitments and contingencies: 

 

At September 30, 2009, the Company had commitments for lease payments for office space expiring in 

December, 2009 totaling $70,500. 

 

At September 30, 2009, the Company had commitments for rental compressors totaling $30,903 in 2009.  

These rental agreements are subject to 30 days cancellation notices. 

 

Canada Revenue Agency (“CRA”) has conducted an audit of transfer pricing on international transactions 

between SiberCore Technologies Incorporated and its United States subsidiary, SiberCore America Inc. for 

the years 2000, 2001 and 2002.  SiberCore Technologies Incorporated was the predecessor company of 

Azeri Capital Inc. and ultimately Novus Energy Inc.  The Company has received a proposed settlement 

letter from CRA that would result in a reduction of tax pools in the amount of $1,501,453.  CRA has also 

proposed to charge a cash penalty of approximately $150,000.  The Company has responded to the 

proposed settlement letter and provided further information supporting management’s view that CRA’s 

position has no merit and intends to object to any notice of assessment that may be received.  The outcome 

of this audit is uncertain at this time and as such, no provisions have been made in these financial 

statements.  

 

14. Subsequent events: 

 

Acquisitions 

 

On October 30, 2009 the Company purchased certain non-producing oil and gas assets in the Luseland and 

Onward areas of Saskatchewan for an aggregate cost of $300,000. 

 

On November 5, 2009 the Company closed the acquisition of certain producing and non-producing assets 

in the Kindersley and Rocanville areas of Saskatchewan for an aggregate cost of $3,750,000. 
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14. Subsequent events continued: 

 

On November 9, 2009 the Company entered into an Amended and Restated Arrangement Agreement with 

Ammonite Energy Ltd (“Ammonite”) whereby the Company will acquire all of the issued and outstanding 

common shares of Ammonite pursuant to a Plan of Arrangement (the “Transaction”).  Pursuant to the 

Transaction, the Company will issue 0.825 of a common share for each common share of Ammonite, or 

approximately 32.3 million common shares at an ascribed value of $0.69 per common share, based on the 

Company’s five day weighted average trading price on the TSX Venture Exchange both before and after 

the announcement of the Transaction on October 14, 2009.  A special meeting of the Ammonite 

shareholders is scheduled for December 10, 2009 at which time the Ammonite shareholders will be asked 

to approve the Transaction.  If approved by the Ammonite shareholders, and regulatory approval is 

received, closing of the Transaction is expected to occur on or about December 11, 2009. 

 

On November 18, 2009 the Company closed the acquisition of certain producing and non-producing assets 

in the Eight Mile area of British Columbia for the assumption of approximately $457,295 in trade payables 

of the vendor. 

 

Financing 

 

On November 24, 2009, the Company issued 46,200,000 subscription receipts at a price of $0.65 each for 

gross proceeds of $30,030,000, with such proceeds held in escrow.  Provided the Transaction closes on or 

before December 31, 2009, the gross proceeds will be released to the Company at closing and each 

subscription receipt will entitle the holder to receive, without further payment, one common share of the 

Company.  In the further event that the Company does not obtain a final receipt for a prospectus on or 

before December 31, 2009, then each subscription receipt will be entitle the holder to receive an additional 

0.1 of common share of the Company. Costs associated with the financing are estimated at approximately 

$2,000,000. 

 

15. Comparative interim financial statements: 

 

Certain figures in the comparative interim financial statements have been reclassified to be consistent with 

the presentation in the current period. 
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 MANAGEMENT’S DISCUSSION AND ANALYSIS 

 

The following management’s discussion and analysis (“MD&A”) should be read in conjunction with 

Novus Energy Inc.’s (formerly Regal Energy Ltd., and referred to as “Novus” or the “Company”) 

unaudited interim financial statements as at and for the three and twelve months ended September 30, 2009 

and the audited consolidated financial statements as at and for the year ended September 30, 2008.  The 

accompanying financial statements of Novus have been prepared by management and approved by the 

Company’s Audit Committee and Board of Directors.  The financial data presented herein has been 

prepared in accordance with Canadian generally accepted accounting principles (“GAAP”).  Additional 

information relating to Novus is available on SEDAR at www.sedar.com and Novus’s website 

(www.novusenergy.ca). 

 

The Company changed its fiscal year end from September 30 to December 31 effective October 1, 2008. 

As a result, the Company’s current fiscal year is the fifteen month period ending December 31, 2009. 

Going forward, the new calendar fiscal year will allow the Company to report its results on a basis 

consistent with its peers in the oil and natural gas business. 

 

On August 5, 2009, the Company consolidated its common shares on the basis of one new common share 

for every ten common shares outstanding.  All share and per share, warrant and per warrant and option and 

per option amounts prior to August 5, 2009 have been retroactively adjusted to reflect the share 

consolidation. 

 

This MD&A is current as at November 26, 2009. 

 

NON-GAAP FINANCIAL MEASUREMENTS 

 

Included in the MD&A are references to certain financial measures commonly used in the oil and gas 

industry, such as funds flow from (used in) operations and operating netbacks.  These measures have no 

standardized meanings, are not defined by Canadian generally accepted accounting measures (“GAAP”), 

and accordingly are referred to as non-GAAP measures.  These supplemental measures are used by 

management to assess operating results between periods and between peer companies as they provide an 

indication of the results generated by the Company’s principal business activities before the consideration 

of how these activities are financed or how the results are taxed. 

 

Novus determines funds flow from (used in) operations as cash provided by operating activities prior to 

changes in non-cash working capital items and asset retirement obligations.  A reconciliation of cash 

provided by operating activities to funds flow from (used in) operations is presented below: 

  

 Three months ended  Twelve months ended  

  Sep 30, 2009  Sep 30, 2008  Sep 30, 2009  Sep 30, 2008 

Cash provided by (used 

in) operating activities $ (976,242) $ 372,175 $ (2,974,181) $ 713,515 

Changes in non-cash 

working capital items 

 

184,911 

 

(853,504)  13,450 

 

(762,460) 

Asset retirement 

expenditures 

 

232,498 

 

5,161  265,002 

 

5,161 

Funds flow from (used 

in) operations $ 

 

(558,833) $ (476,168) $ (2,695,729) $ (43,784) 

 

Operating netbacks are calculated by taking production revenue and deducting royalty, transportation and 

operating expenses.  Novus’ reported amounts may not be comparable to similarly titled measures reported 

by other companies.  These terms should not be considered an alternative to, or more meaningful than, cash 

provided by operating, investing and financing activities or net income as determined by Canadian GAAP as 

an indicator of the Company’s performance or liquidity. 

 

 

http://www.sedar.com/
http://www.novusenergy.ca/
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OTHER MEASUREMENTS 

 

The reporting and measurement currency of this MD&A is the Canadian dollar. 

 

Reported production represents Novus’ ownership share of sales before the deduction of royalties. Where 

amounts are expressed on a barrel of equivalent (“boe”) basis, natural gas has been converted at a ratio of 

six thousand cubic feet to one boe.  This ratio is based on an energy equivalency conversion method 

primarily applicable at the burner tip and does not represent a value equivalency at the wellhead.  Boe’s 

may be misleading, particularly if used in isolation.  References to natural gas liquids (“liquids”) include 

condensate, propane, butane and ethane and one barrel of liquids is considered to be equivalent to one boe. 

 

ADVISORY REGARDING FORWARD LOOKING STATEMENTS 

 

Certain disclosures set forth in this MD&A constitute forward-looking statements.  Any statements 

contained herein that are not statements of historical facts may be deemed to be forward-looking 

statements.  Forward-looking statements are often, but not always, identified by the use of words such as 

“anticipate”, “believes”, “budget”, “continue”, “could”, “estimate”, “forecast”, “intends”, “may”, “plan”, 

“predicts”, “projects”, should”, “will” and other similar expressions.  All estimates and statements that 

describe the Company’s future, goals, or objectives, including management’s assessment of future plans 

and operations, may constitute forward-looking information under securities laws.  Forward-looking 

statements involve known and unknown risks and uncertainties which include, but are not limited to: 

exploration, development and production risks; assessments of acquisitions; reserve measurements; 

availability of drilling equipment; access restrictions; permits and licenses; aboriginal claims; title defects; 

commodity prices; commodity markets, transportation and marketing of crude oil, liquids and natural gas; 

reliance on operators and key personnel; competition; corporate matters; funding requirements; access to 

credit and capital markets; market volatility; cost inflation; foreign exchanges rates; general economic and 

industry conditions; environmental risks; Kyoto protocol; and government regulation and taxation. 

 

Forward-looking statements relate to future events and/or performance and although considered reasonable 

by Novus at the time of preparation, may prove to be incorrect and actual results may differ materially from 

those anticipated in the statements made.  Novus does not undertake any obligation to publicly update 

forward-looking information except as required by applicable securities law. 

 

THE COMPANY 
 

The principal and head office of the Company is located at Suite 310, 333 5
th

 Avenue S.W., Calgary, 

Alberta T2P 3B6.  The registered office of the Company is located at 3500, 855 – 2
nd

 Street S.W., Calgary, 

Alberta T2P 4J8. 

 

The Company was incorporated pursuant to the Canada Business Corporations Act (Canada) on August 7, 

1998 as 3519309 Canada Incorporated.  On September 4, 1998, the Company changed its name to 

SiberCore Technologies Incorporated (“SiberCore).  On September 28, 2002, SiberCore amalgamated with 

3548228 Canada Inc, 3548236 Canada Inc, and 3548244 Canada Inc, and the amalgamated entity 

continued under the name SiberCore Technologies Incorporated.  SiberCore was at that time a 

semiconductor company developing high value-added standard chips for intelligent hardware based 

switching and routing platforms. 

 

The shareholders of SiberCore approved a change of business direction on December 17, 2004 that resulted 

in: (i) the distribution of cash and technology assets to shareholders as a return of capital; (ii) the 

consolidation of the common shares of SiberCore on the basis of 1 for 30,000; (iii) conversion of the 

preferred shares of the Company on the basis of 0.012 common shares for each preferred share; and (iv) a 

change in the name of the Company from SiberCore Technologies Incorporated to Azeri Capital Inc 

(“Azeri”). 

 

On December 31, 2005, Azeri acquired, by way of a Plan of Arrangement, all of the issued and outstanding 

shares of Regal Energy Corp., a public company listed on the TSX Venture Exchange, and changed the 
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Company’s name to Regal Energy Ltd. (“Regal”).  Pursuant to the Plan of Arrangement, Regal reorganized 

its share capital whereby the issued and issuable shares were split on a 7.37 for one basis.  Shareholders of 

Regal Energy Corp received one share of Regal for each five shares of Regal Energy Corp. previously held.  

Regal was then continued under the Business Corporations Act (Alberta). 

 

On July 10, 2008, Regal acquired all of the common shares of G2 Resources Inc. (“G2”) pursuant to a plan 

of arrangement involving Regal, 1389787 Alberta Ltd. and G2.  The companies were amalgamated on 

October 1, 2008 and the amalgamated entity continued under the name Regal Energy Ltd. 

 

On August 5, 2009, Regal changed its name to Novus Energy Inc. and consolidated its common shares on 

the basis of one common share for every ten common shares outstanding. 

 

Novus’ common shares are listed and posted for trading on the TSX Venture Exchange under the symbol 

NVS. 

 

RECENT CORPORATE EVENTS 

 

Acquisitions 

 

On October 30, 2009, the Company purchased certain non-producing oil and gas assets in the Luseland and 

Onward areas of Saskatchewan for an aggregate cost of $300,000. 

 

On November 5, 2009, the Company closed the acquisition of certain producing and non-producing assets 

in the Kindersley and Rocanville areas of Saskatchewan for an aggregate cost of $3,750,000. 

 

On November 9, 2009, the Company entered into an Amended and Restated Arrangement Agreement with 

Ammonite Energy Ltd (“Ammonite”) whereby the Company will acquire all of the issued and outstanding 

common shares of Ammonite pursuant to a Plan of Arrangement (the “Ammonite Transaction”).  Pursuant 

to the Ammonite Transaction, the Company will issue 0.825 of a common share for each common share of 

Ammonite, or approximately 32.3 million common shares at an ascribed value of $0.69 per common share, 

based on the Company’s five day weighted average trading price on the TSX Venture Exchange both 

before and after the announcement of the Ammonite Transaction on October 14, 2009.  A special meeting 

of the Ammonite shareholders is scheduled for December 10, 2009 at which time the Ammonite 

shareholders will be asked to approve the Ammonite Transaction.  If approved by the Ammonite 

shareholders, and regulatory approval is received, closing of the Transaction is expected to occur on or 

about December 11, 2009. 

 

On November 18, 2009, the Company closed the acquisition of certain producing and non-producing assets 

in the Eight Mile area of British Columbia for the assumption of approximately $457,295 in trade payables 

of the vendor. 

 

Financing 

 

On November 24, 2009, the Company issued 46,200,000 subscription receipts at a price of $0.65 each for 

gross proceeds of $30,030,000, with such proceeds held in escrow.  Provided the Ammonite Transaction 

closes on or before December 31, 2009, the gross proceeds will be released to the Company at closing and 

each subscription receipt will entitle the holder to receive, without further payment, one common share of 

the Company.  In the further event that the Company does not obtain a final receipt for a prospectus on or 

before December 31, 2009, then each subscription receipt will be entitle the holder to receive an additional 

0.1 of common share of the Company. Costs associated with this financing are estimated at approximately 

$2,000,000. 
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RESULTS OF OPERATIONS 

 

Production 

 
Novus’ average daily production for the fourth fiscal quarter of 2009 was 345 boe/d, up slightly from the 

327 boe/d recorded in the previous quarter and down slightly from the 365 boe/d recorded in the fourth 

fiscal quarter of 2008. For the twelve month period ended September 30, 2009, the Company’s average 

daily production was 324 boe/d up from 242 boe/d recorded in the twelve months of the 2008 fiscal year. 

 

The figures for the twelve months ended September 30, 2008 are lower because they only include 

production from G2 since July 10, 2008, the date G2 was acquired. 

 
 Three months ended Twelve months ended 

Average production  Sep 30, 2009 Sep 30, 2008 Sep 30, 2009 Sep 30, 2008 

Natural gas (mcf/d) 1,584 1,616 1,457 1,138 

Oil & liquids (bbls/d) 81 96 81 53 

Oil equivalent (boe/d) 345 365 324 242 

 

Revenue and pricing 

 
Gross production revenue for the three months ended September 30, 2009 was $839,222 versus $2,001,143 

in the comparative three month period.  For the twelve month period ended September 30, 2009, gross 

production revenue was $3,806,650 versus $4,924,134 a year ago.  Steep declines in commodity prices 

were the reason for the reduced revenue. 

 
 Three months ended Twelve months ended 

Sales revenue  Sep 30, 2009  Sep 30, 2008  Sep 30, 2009  Sep 30, 2008 

Natural gas  $ 443,624 $ 1,131,828 $ 2,410,034 $ 3,202,587 

Oil & liquids  395,598  869,315  1,396,616  1,721,547 

Total $ 839,222 $ 2,001,143 $ 3,806,650 $ 4,924,134 

   

 Three months ended Twelve months ended 

Sales price per unit Sep 30, 2009  Sep 30, 2008  Sep 30, 2009  Sep 30, 2008 

Natural gas ($/mcf) 3.04  7.61  4.53  7.71 

Oil & liquids ($/bbl) 53.23  98.41  47.25  89.31 

Blended ($/boe)  26.45  59.53  32.20  55.64 

 

Royalties 

 Three months ended Twelve months ended 

  Sep 30, 2009  Sep 30, 2008  Sep 30, 2009  Sep 30, 2008 

Crown $ 18,025 $ 290,588 $ 268,706 $ 566,151 

Freehold and GOR  88,473  186,915  371,943  450,865 

Total  $ 106,498 $ 477,503 $ 640,649 $ 1,017,016 

Total (per boe) $ 3.36 $ 14.20 $ 5.42 $ 11.49 

 

Royalties, which include crown, freehold and overriding royalties paid on oil, liquids and natural gas 

production, amounted to $106,498 during the fourth quarter of 2009 compared to $477,503 during the 

fourth fiscal quarter of 2008.  For the twelve month period ended September 30, 2009, royalties were 

$640,649 compared to $1,017,016 a year ago. 

 

As a percentage of production, royalties decreased to 12.7% in the most recent quarter from 23.9% a year 

ago.  Royalties were 16.8% of production for the twelve months ended September 30, 2009 versus 20.7% 

in the comparative period.  The decrease in royalties in 2009 is primarily the result of additional gas cost 

allowance and custom processing credits recovered through the Company’s annual filings. 
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Operating costs 

 

Total operating costs for the quarter ended September 30, 2009 amounted to $597,193, or $18.82/boe, 

compared to $619,955, or $18.44/boe, during the quarter ended September 30, 2008.  For the twelve month 

period ended September 30, 2009 operating costs were $2,207,485, or $18.67/boe, compared to 

$1,642,480, or $18.56/boe, a year ago.  The largest component of the increase was third party adjustments 

to gas gathering and processing charges. 

 

Transportation costs 

 

Total transportation costs for the quarter ended September 30, 2009 amounted to $39,564, or $1.25/boe, 

compared to $42,940, or $1.28/boe, during the quarter ended September 30, 2008.  For the twelve month 

period ended September 30, 2009, transportation costs were $144,341, or $1.22/boe, compared to $82,360 

or $0.93/boe, a year ago.  The properties acquired via the Plan of Arrangement with G2 in July 2008 were 

associated with higher transportation costs. 

 

Operating netbacks 

  

The following table summarizes the Company’s operating netbacks. Operating netbacks are non-GAAP 

measures and are used by Novus to measure the profitability of crude oil and natural gas sales, subsequent 

to the deduction of royalty, operating and transportation costs.  This measure is not necessarily comparable 

to operating netbacks as reported by other entities. 

 

 Three months ended Twelve months ended 

Netback per boe Sep 30, 2009 Sep 30, 2008 Sep 30, 2009 Sep 30, 2008 

Revenue $            26.45 $ 59.53 $ 32.20 $ 55.64 

Royalties  (3.36) $ (14.20) $ (5.42) $ (11.49) 

Operating costs  (18.82)  (18.44)  (18.67)  (18.56) 

Transportation  (1.25)  (1.28)  (1.22)  (0.93) 

Operating netbacks $             3.02 $ 25.61 $ 6.89 $ 24.66 

 

The operating netback for the three months ended September 30, 2009 was $3.02/boe compared to 

$25.61/boe for the same period in 2008.  For the twelve month period ending September 30, 2009, Novus’ 

operating netback was $6.89/boe versus $24.66/boe in the comparative period.  The largest reason for the 

declines in 2009 was the reduction in overall commodity prices. 

 

General and administrative expenses 

 

Total general and administrative expenses during the fourth fiscal quarter of 2009 amounted to $651,981 

compared to $1,287,119 a year ago.  For the twelve months ended September 30, 2009, general and 

administrative expenditures were $3,406,959 versus $2,006,507 in the comparative period.  The current 

year-to-date figures include $636,892 in reorganization costs leading up to and including the March 31, 

2009 change in management, and $237,595 in bad debts.  The following is a breakdown of the costs 

included in general and administrative expenditures: 

 

 Three month period ended Twelve month period ended 

 Sep 30, 2009 Sept. 30, 2008 Sep 30, 2009  Sept. 30, 2008 

Recurring expenditures $ 610,946 $ 710,463 $ 2,491,818 $ 1,437,531 

Bad debts  -  121,304  237,595  151,257 

Reorganization costs  -  496,000  636,892  496,000 

Merger and acquisition activity  56,118  -  117,783  - 

Recoveries  (15,083)  (40,648)  (77,129)  (78,281) 

 $ 651,981 $ 1,287,119 $ 3,406,959 $ 2,006,507 
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Interest expense  

 

Interest expense for the three months ended September 30, 2009 was $2,819 compared to $49,794 a year 

ago.  For the twelve months ended September 30, 2009, interest expense was $86,312, versus $219,555 in 

the comparative period.  The reduction in interest expense is the result of Company using a portion of the 

proceeds of the March 31, 2009 private placement financing to pay off its bank debt. 

 

Stock-based compensation 

 

The Company accounts for stock-based compensation using the fair-value method.  Under this method, 

compensation expense is recorded in the statement of operations over the vesting terms of the options.  

During the fourth quarter of fiscal 2009, $157,363 of stock-based compensation expense was recognized.  

For the twelve months of the fiscal year, the Company recorded $215,557 in stock-based compensation 

expense.  These figures compare to $569,326 and $596,848 for the three and twelve month periods in 2008, 

respectively.  The 2009 figures take into account both the stock options and performance warrants granted 

on September 4, 2009. 

 

Depletion and depreciation 

 

Total depletion and depreciation expense for the quarter ended September 30, 2009 amounted to 

$1,060,666 compared to $999,900 for the quarter ended September 30, 2008.  For the twelve months 

periods ended September 30, the figures were $10,712,491 in 2009 and $2,307,690 in 2008.  As at March 

31, 2009, the Company performed stage one of the ceiling test calculation which indicated its undiscounted 

future net revenues from proved reserves, plus carrying values for undeveloped land less impairment 

allowances, were less than the carrying value of its oil and gas assets.  Consequently, the Company 

performed stage two of the ceiling test calculation which indicated its future net revenues from proved and 

probable reserves discounted at 5%, plus carrying values for undeveloped land less impairment allowances, 

were less than the carrying value of its oil and gas assets.  As a result of the ceiling test calculations, the 

Company recorded an impairment provision of $7,000,000 at March 31, 2009. 

 

Income taxes 

 

The $16,663 charge for the twelve month period ended September 30, 2009 is the result of the 

Saskatchewan Resource Surcharge (“SRS”) on the Company’s Saskatchewan production revenue, 

including adjustments based on predecessor company filings. 

 

The following is a summary of the estimated tax pools of the Company as at September 30, 2009: 

 

Classification  Amount 

Non-capital losses $ 22,198,000 

Scientific research and development   18,900,000 

Canadian development expenditures   14,219,000 

Canadian oil and gas property expenditures   13,462,000 

Capital cost allowance  13,333,000 

Canadian exploration expenditures   13,105,000 

Shares issue and other costs  2,645,000 

 $ 97,862,000 

 

Of the $22,198,000 in non-capital losses, $5,721,000 expire September 30, 2010, and the remainder expire 

between 2014 and 2029. 
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Net income (loss), funds flow and cash flow from (used in) operations 

 

 Three months ended Twelve months ended 

 Sep 30, 2009 Sep 30, 2008 Sep 30, 2009 Sep 30, 2008 

Net income (loss)  $  (1,800,147) $  (2,080,194) $ (13,723,616) $ (3,085,655) 

Per share - basic & diluted (0.04)  (0.15)  (0.47)  (0.43) 
Funds flow from (used in) 

operations 
(1)

 (558,833)  (476,168)  (2,695,729)  (43,784) 

Per share - basic & diluted (0.01)  (0.03)  (0.09)  (0.01) 
Cash flow from (used  in) 

operations (976,243)  372,175  (2,974,182)  713,515 

Per share - basic & diluted (0.02)  0.03  (0.10)  0.10 
Weighted average shares 

outstanding  42,754,968  13,897,275  28,917,982  7,103,302 

 
 (1) Funds flow from (used in) operations has been presented for information purposes only and should not be considered an 

alternative to, or more meaningful than, cash flow from operating activities as determined in accordance with GAAP.  The Company 

considers funds flow from (used in) operations to be a key measure as it demonstrates the Company’s ability to generate the cash 
necessary to repay debt and to fund future growth through capital investment.  The determination of Novus’ funds flow from (used 

in) operations may not be comparable to the same reported by other companies. The reconciliation of net income (loss) and funds 

flow from (used in) operations can be found in the “Non-GAAP financial measurements” section at the front of this MD&A.  Funds 
flow from (used in) operations per share was calculated using the same weighted average shares outstanding used in calculating net 

income (loss) per share. 

 

Capital expenditures 

 

During the fourth fiscal quarter of 2009, the Company recorded $(40,471) of net capital expenditures 

compared to $1,058,811 during the fourth fiscal quarter of 2008.  For the twelve month period ended 

September 30, 2009, capital expenditures were $1,888,054 versus $2,202,718 a year ago.  A breakdown of 

these expenditures is outlined below: 

 
  Three months ended  Twelve months ended 

  Sep 30, 2009  Sep 30, 2008  Sep 30, 2009  Sep 30, 2008 

Land acquisition / 

retention $ 11,833 $ 321,509 $ 195,905 $ 327,990 
Geological, geophysical 

and seismic 
 

- 
 

147,377 
 

382,533 
 

159,727 

Drilling and completions  11,155  240,404  658,963  1,132,276 

Equipping and tie-ins  7,044  128,004  644,196  1,101,308 
Property acquisitions, net (74,875)  223,800  (22,396)  (517,600) 

Furniture and fixtures  4,372  (2,283)  28,853  (983) 

Total expenditures  $ (40,471) $ 1,058,811 $ 1,888,054 $ 2,202,718 

 

LIQUIDITY AND CAPITAL RESOURCES 

 

Capital structure 

 

The Company considers its capital structure to include share capital, working capital, and bank debt.  The 

Company manages its capital structure in order to meet its financial obligations, and to support the 

exploration and development of its existing properties.  The Company’s Officers are responsible for 

managing the Company’s capital and do so through quarterly meetings and regular review of financial 

information including budgets and forecasts.  The Company’s Directors are responsible for overseeing this 

process.  Methods used by the Company to manage its capital include the issuance of new share capital and 

warrants which have historically been accomplished through private placements.   There were no changes 

in the Company’s approach to capital management during the quarter.   

 

The Company’s share capital is not subject to any external restrictions, however its credit facility is subject 

to periodic reviews.  The Company’s credit facility is also subject to a covenant that requires the Company 
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to maintain a working capital ratio, as defined by the bank, of no less than 1:1.  The Company was in 

compliance with this requirement at September 30, 2009, as the ratio was 4.8:1. 

 

Equity instruments 

 

On March 31, 2009, the Company completed a private placement financing of 27,750,000 units at $0.50 

per unit for gross proceeds of $13,875,000 (net $12,658,483).  Under the terms of the financing, each unit 

consisted of one common share and one share purchase warrant, with each warrant entitling the holder to 

acquire an additional common share at a price of $0.75 per common share.  The term of the warrant is 36 

months, provided however, that if at any time from four months after closing, the daily volume-weighted 

average trading price of the common shares on the TSX-V exceeds $1.20 for 25 consecutive trading days 

and the Company gives written notice to the warrantholders within ten trading days of the end of such 

period, the expiry date will be reduced to 30 days from the giving of notice. 

 

As at September 30, 2009, the Company had the following equity instruments outstanding: 

 

 

 

 

The following table summarizes the outstanding share purchase warrants by expiry date: 

 

 

The following table summarizes the outstanding stock options by expiry date: 

 

 

The Company’s 4,275,000 performance warrants were granted on September 4, 2009 for a term of three 

years.  Each performance warrant is exercisable into one common share at a price of $0.56 per performance 

warrant upon the Company achieving certain targets in growth in net assets value per fully diluted share 

outstanding (“NAV per share”).  With reference to the initial NAV per share calculated as $1.10, 1/3 of the 

performance warrants shall vest upon an increase in NAV per share of 25%, 2/3 of the performance 

warrants shall vest upon an increase in NAV per share of 33 1/3%, and all of the performance warrants 

shall vest upon an increase in NAV per share of 50%.  As of September 30, 2009, none of the performance 

warrants have vested. 

 

On November 24, 2009, the Company issued 46,200,000 subscription receipts at a price of $0.65 each for 

gross proceeds of $30,030,000, with such proceeds held in escrow.  Provided the Ammonite Transaction 

closes on or before December 31, 2009, the gross proceeds will be released to the Company at closing and 

each subscription receipt will entitle the holder to receive, without further payment, one common share of 

the Company.  In the further event that the Company does not obtain a final receipt for a prospectus on or 

Common shares outstanding 42,754,968 

Common shares issuable upon the exercise of outstanding share purchase warrants 29,980,100 

Common shares issuable upon the exercise of outstanding stock options 3,525,000 

Common shares issuable upon the exercise of outstanding performance warrants 4,275,000 

Total equity instruments outstanding 80,535,068 

Date of Issue Number of warrants Exercise Price Date of Expiry 

Jul 10, 2008 2,230,100 $2.60 Jul 10, 2010 

Mar 31, 2009 27,750,000 $0.75 Mar 31, 2012 

 29,980,100   

Date of Grant Number of options Exercise Price Date of Expiry 

Jan 1, 2006 35,000 $9.50 Jan 1, 2011 

Feb 12, 2007 30,000 $3.00 Feb 12, 2012 

Jul 16, 2008 385,000 $2.00 Jul 16, 2013 

Sep 4, 2009 3,075,000 $0.60 Sep 4, 2014 

 3,525,000   
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before December 31, 2009, then each subscription receipt will be entitle the holder to receive an additional 

0.1 of common share of the Company. 

 

As a result of the November 24, 2009 financing, as of the date of this MD&A the Company has 

126,735,068 equity instruments outstanding.  In the event that the Ammonite Transaction closes, and 

assuming all the Ammonite options and none of the Ammonite warrants are exercised, a further 32,342,363 

common shares will be issued to the Ammonite shareholders. 

 

Working capital and bank debt 

 

At September 30, 2009, the Company had positive working capital of $4,710,131 compared to a deficiency 

of $3,099,567 at September 30, 2008.  Components of the working capital (deficiency) are contained in the 

following table: 

 

 Sep 30, 2009 Sep 30, 2008 

Cash and cash equivalents $ 4,524,791 $ - 

Accounts receivable  1,126,596  2,298,600 

Deposits and prepaid expenses  310,845  484,460 

Bank debt  -           (2,593,819) 

Accounts payable and accrued liabilities  (1,252,101)  (3,288,808) 

Total working capital (deficiency) $ 4,710,131 $ (3,099,567) 

 

The significant improvement in the Company’s financial position was achieved through the March 31, 

2009 private placement as previously described. 

 

At September 30, 2009, the Company had no bank debt.  Subsequent to September 30, 2009, the 

Company’s $2,250,000 revolving operating demand facility was extended to May 1, 2010.  Upon closing 

the Ammonite Transaction, the amount of the credit facility will increase to $3,500,000.  The new credit 

facility bears interest at the bank prime rate plus 1½% and is secured by a general assignment of book debts 

and a $15,000,000 debenture with a floating charge over all assets of the Company with a negative pledge 

and undertaking to provide fixed charges on the Company’s major producing petroleum properties. The 

credit facility is subject to a covenant that requires the Company to maintain a working capital ratio, as 

defined by the bank, of no less than 1:1. The Company was in compliance with this requirement at 

September 30, 2009, as this ratio was 4.8:1. 

 

COMMITMENTS AND CONTINGENCIES 

 

At September 30, 2009, the Company had commitments for lease payments for office space expiring in 

December, 2009 totaling $70,500. 

 

At September 30, 2009, the Company had commitments for rental compressors totaling $30,903 in 2009.  

These rental agreements are subject to 30 days cancellation notices. 

 

Canada Revenue Agency (“CRA”) has conducted an audit of transfer pricing on international transactions 

between SiberCore Technologies Incorporated and its United States subsidiary, SiberCore America Inc. for 

the years 2000, 2001 and 2002.  SiberCore Technologies Incorporated was the predecessor company of 

Azeri Capital Inc. and ultimately Novus Energy Inc.  The Company has received a proposed settlement 

letter from CRA that would result in a reduction of tax pools in the amount of $1,501,453.  CRA has also 

proposed to charge a cash penalty of approximately $150,000.  The Company has responded to the 

proposed settlement letter and provided further information supporting management’s view that CRA’s 

position has no merit and intends to object to any notice of assessment that may be received.  The outcome 

of this audit is uncertain at this time and as such no provisions have been made in these financial 

statements.  
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RELATED PARTY TRANSACTION 

 

Pursuant to the March 31, 2009 private placement, the Company paid a fee of 1% of the gross proceeds of 

the financing, or $138,750, to Nova Bancorp Securities Ltd for the provision of certain advisory services in 

connection with the private placement.  Harry Knutson and Richard Wlodarczak, who were both directors 

of the Company at the time of the private placement, are also directors, officers, and shareholders of Nova 

Bancorp Securities Ltd.  The transaction was in the normal course of business and has been measured at the 

exchange amount, which is the amount of consideration established and agreed to by the related parties. 

 

SUMMARY OF QUARTERLY RESULTS 
 

(000s, except per boe amounts) 

Three months 

ended Sep 30, 

2009 

Three months 

ended Jun 30, 

2009 

Three months 

ended Mar 31, 

2009 

Three months 

ended Dec 31, 

2008 

Petroleum and natural gas sales $ 839 $ 804 $ 911 $ 1,252 

Net loss  1,800  1,415  9,147  1,361 

Funds flow from (used in) operations  (559)  (476)  (1,379)  (282) 

Capital expenditures, net  (40)  329  220  1,380 

         

Average daily production (boe/d)  345  327  306  316 

Average selling price ($/boe)  26.45  26.96  33.05  43.04 

Operating netback ($/boe)  3.02  7.88  2.23  14.49 

         

Weighted average shares outstanding  42,755  42,755  15,313  15,005 

 

(000s, except per boe amounts) 

Three months 

ended Sep 30, 

2008 

Three months 

ended Jun 30, 

2008 

Three months 

ended Mar 31, 

2008 

Three months 

ended Dec 31, 

2007 

Petroleum and natural gas sales $ 2,001 $ 1,433 $ 798 $ 692 

Net loss  2,080  92  416  498 

Funds flow from (used in) operations (476)  484  10  (62) 

Capital expenditures, net  1,059  (206)  (40)  1,390 

         

Average daily production (boe/d)  365  248  173  180 

Average selling price ($/boe)  59.53  63.44  50.73  41.78 

Operating netback ($/boe)  25.61  34.74  20.87  12.59 

         

Weighted average shares 

outstanding 

 

13,897 

 

4,814 

 

4,814 

 

4,814 

 

Volumes increased in the last half of fiscal 2008, primarily due to production increases at Eight Mile, BC 

and volumes associated with the G2 Plan of Arrangement in the third and fourth quarters respectively.  

Generally speaking, production revenues are a function of sales volumes and commodity prices.  Funds 

flow from (used in) operations starts with production revenues and is also affected by royalties, operating 

and transportation costs, general and administrative expenditures, interest expenses and current taxes.  The 

increase in funds flow from operations in the three months ended June 30, 2008 was primarily the result of 

higher commodity prices, while the reduction in the following quarter was due severance costs associated 

with the G2 Plan of Arrangement and year-end administrative costs, such as audit and engineering fees.  

The funds flow used in operations in the three months ended March 31, 2009 was impacted by severance 

costs associated with the change of management in March, 2009. 

 

The net loss for the quarter ended September 30, 2008 increased from prior fiscal quarters due to the 

change in funds flow from operations and higher depletion charges associated with the increased asset base 

pursuant to the G2 Plan of Arrangement in July of 2008.  The net loss for the three months ended March 

31, 2009 included higher funds flow used in operations and a $7,000,000 ceiling test write-down. 
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SELECTED ANNUAL FINANCIAL INFORMATION 

 

(000s, except per share amounts) 
 Year ended  

Sep 30, 2008 

 Year ended  

Sep 30, 2007 

 Year ended  

Sep 30, 2006 

Production revenue $                  4,924 $ 2,010 $    1,166 

Net income (loss)                (3,086)  (4,387)  (5,627) 

per share - basic & diluted  (0.43)  (1.20)  (2.92) 

Funds flow from (used in) operations (44)  (157)  (618) 

per share - basic & diluted  -  (0.04)  (0.32) 

Total assets   31,176  11,716  9,485 

Total long-term liabilities  951  398  287 

 

CHANGES IN ACCOUNTING POLICIES 

 

Adoption of new accounting policies 

 
a) Goodwill and intangible assets 

Effective October 1, 2008 the Company adopted the new standard for Goodwill and Intangible Assets, 

which states that upon their initial identification, intangible assets are to be recognized as assets only if they 

meet the definition of an intangible asset and the recognition criteria.  It also provides further information 

on the recognition of internally generated intangible assets, including research and development costs.   

These new standards did not impact on Company’s financial statements. 

 

b) Credit risk and the fair value of financial assets and financial liabilities 

On January 20, 2009 the Emerging Issues Committee (“EIC”) issued a new abstract EIC 173 “Credit risk 

and the fair value of financial assets and financial liabilities”.  This abstract concludes that an entity’s own 

credit risk and the credit risk of the counterparty should be taken into account when determining the fair 

value of financial assets and financial liabilities, including derivative instruments.  This abstract is to apply 

to all financial assets and liabilities measured at fair value in interim and annual financial statements for 

periods ending on or after January 20, 2009.  The adoption of this abstract did not impact the Company’s 

financial statements. 

 

Accounting pronouncements 

 

a) International Financial Reporting Standards (“IFRS”) 

In January 2006, the Canadian Institute of Chartered Accountants (“CICA”) Accounting Standards Board 

(“AcSB”) adopted a strategic plan for the direction of accounting standards in Canada.  In February 2008, 

the AcSB confirmed the changeover from Canadian GAAP to IFRS will be required for publicly 

accountable enterprises effective for fiscal years beginning on or after January 1, 2011.  In July 2009, the 

International Accounting Standards Board adopted certain amendments and exemptions to IFRS 1 

including standards relating to the transition to IFRS for resource based companies.  Although the 

Company has not yet completed the development of an IFRS changeover plan, it anticipates completing its 

project scoping during the first quarter of 2010 as the Company continues to monitor and assess the impact 

of the convergence of Canadian GAAP and IFRS 

 

b) Business combinations 

In January 2009, the AcSB issued CICA Handbook Section 1582, “Business Combinations” which replaces 

previous guidance on business combinations.  This Section applies to Business Combinations entered into 

on or after January 1, 2011 with earlier adoption permitted.  The Company will monitor and assess the 

impact of the new Section on its financial statements and whether or not it will elect to adopt the standards 

in advance of the transition to IFRS. 
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c) Consolidated financial statements 

In January 2009, the AcSB issued CICA Handbook Section 1601, “Consolidations” and 1602 “Non-

controlling Interests”.  Section 1601 carries forward the requirements of Section 1600, “Consolidated 

Financial Statements”, other than those relating to non-controlling interests which would be covered in 

Section 1602.  These standards are effective for annual and interim periods beginning on or after January 1, 

2011 with earlier adoption permitted.  The Company will monitor and assess the impact of the new 

Sections on its financial statements and whether or not it will elect to adopt the standards in advance of the 

transition to IFRS. 

 

d) Financial instruments 

In May 2009, the AcSB amended CICA Handbook Section 3862, “Financial Instruments – Disclosures”, to 

include additional disclosure requirements about fair value measurement for financial instruments and 

liquidity risk disclosures. These amendments require a three level hierarchy that reflects the significance of 

the inputs used in making the fair value measurements. Fair values of assets and liabilities included in 

Level 1 are determined by reference to quoted prices in active markets for identical assets and liabilities. 

Assets and liabilities in Level 2 include valuations using inputs other than quoted prices for which all 

significant outputs are observable, either directly or indirectly. Level 3 valuations are based on inputs that 

are unobservable and significant to the overall fair value measurement. These amendments are effective for 

the Company on December 31, 2009. 

 

CURRENT ECONOMIC CONDITIONS 

 

Recent market events and conditions, including disruptions in the international credit markets and other 

financial systems and the deterioration of global economic conditions, have caused significant volatility to 

commodity prices.  These conditions worsened in 2008 and are continuing in 2009, causing a loss of 

confidence in the broader U.S. and global credit and financial markets and resulting in the collapse of, and 

government intervention in, major banks, financial institutions and insurers and creating a climate of 

greater volatility, less liquidity, widening of credit spreads, a lack of price transparency, increased credit 

losses and tighter credit conditions.  Notwithstanding various actions by governments, concerns about the 

general condition of the capital markets, financial instruments, banks, investment banks, insurers and other 

financial institutions caused the broader credit markets to further deteriorate and stock markets to decline 

substantially.  These factors have negatively impacted company valuations and will impact the performance 

of the global economy going forward. 

 

Petroleum prices are expected to remain volatile for the near future as a result of market uncertainties over 

the supply and demand of these commodities due to the current state of the world economies, OPEC 

actions and the ongoing global credit and liquidity concerns 


