
 

Novus Energy Inc 

Consolidated Financial Statements 

June 30, 2010 

(unaudited) 

 

 

 

 

 

 

 

   Contents            Page 

 

 

 Interim Consolidated Financial Statements 

 Consolidated Balance Sheets 2 

 Consolidated Statements of Operations, Comprehensive Loss 

    and Deficit 3 

  Consolidated Statements of Cash Flows 4 

 Notes to the Consolidated Financial Statements 5 – 18 

 
 

 

   

  

  



2 

 

 Novus Energy Inc. 

   Consolidated Balance Sheets 

(unaudited) 

 

 
 June 30, 2010  December 31, 2009 

 

ASSETS 

     

Current Assets      

Cash and cash equivalents $ 28,434,015  $ 22,142,578 

Accounts receivable   5,496,355   2,512,175 

Deposits and prepaid expenses   670,783   442,120 

  34,601,153   25,096,873 

      

Investment  15,000   15,000 

Future income taxes (note 9)  4,922,827   4,222,807 

Property and equipment (note 5)  79,936,853   45,387,237 

Goodwill  5,914,576   5,914,576 

 $ 125,390,409  $ 80,636,493 

      

LIABILITIES AND SHAREHOLDERS’ EQUITY      

Current      

Accounts payable and accrued liabilities $ 11,733,451  $ 5,674,197 

      

Asset retirement obligations (note 7)  4,542,339   2,384,903 

  16,275,790   8,059,100 

Commitments and contingencies (note 13) 

Subsequent events (notes 6, 8(c) and 14)      

      

SHAREHOLDERS’ EQUITY       

Equity instruments (note 8)  111,097,805   156,531,431 

Contributed surplus (note 8(g))  4,960,730   3,599,900 

Deficit (note 8(h))  (6,943,916)   (87,553,938) 

  109,114,619   72,577,393 

      

 $ 125,390,409  $ 80,636,493 

 
See accompanying notes. 

 

 

Approved on behalf of the Board: 

 

 

(signed) “Hugh G. Ross”     (signed) “Larry C. Mah” 

 

Hugh G. Ross - Director     Larry C. Mah - Director 
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Novus Energy Inc. 

 Consolidated Statements of Operations, Comprehensive Loss and Deficit 

 (unaudited) 

 For the three month period ended For the six month period ended 

 June 30, 2010 June 30, 2009 June 30, 2010 June 30, 2009 

         

REVENUE             

Production revenues  $ 3,087,877 $ 804,001 $ 6,074,547 $ 1,715,221 

Royalties  (913,553)  (22,488)  (1,582,508)  (247,688) 

  2,174,324  781,513  4,492,039  1,467,533 

         

EXPENSES         

Operating  1,336,223  510,744  2,243,678  1,096,693 

Transportation  118,240  35,837  221,744  74,266 

General and administrative 1,319,558  706,937  2,503,899  2,089,028 

Transaction costs (note 4)  65,000  -  237,217  - 

Interest  -  1,435  -  45,862 
Stock-based compensation (recovery) 

(note 8(f)) 709,001  10,558  1,358,304  (46,082) 

Depletion and depreciation (note 5) 3,079,367  905,933  5,419,555  8,718,099 

Accretion  91,111  22,763  158,821  35,149 

  6,718,500  2,194,207  12,143,218  12,013,015 

         

Loss before income taxes  (4,544,176)  (1,412,694)  (7,651,179)  (10,545,482) 

         

Current income taxes (note 9)  21,502  2,478  50,431  16,633 

    Future income tax recovery (note 4)  (445,605)  -  (757,694)  - 

Net loss and comprehensive loss for 

the period  

 

(4,120,073)  (1,415,172)  (6,943,916)  (10,562,115) 

         

Deficit, beginning of period  (90,377,781)  (82,105,782)  (87,553,938)  (72,958,839) 

Reduction of stated capital (note 

8(h)) 

 

87,553,938  -  87,553,938  - 

         

Deficit, end of period $ (6,943,916) $ (83,520,954) $ (6,943,916) $ (83,520,954) 

 

Net loss per share  

 

       

     Basic and diluted (note 8(i)) $ (0.03) $ (0.03) $ (0.05) $ (0.36) 

 

See accompanying notes. 
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Novus Energy Inc. 

 Consolidated Statements of Cash Flows 
(unaudited) 

 For the three month period ended For the six month period ended 

CASH PROVIDED BY (USED IN) June 30, 2010 June 30, 2009 June 30, 2010 June 30, 2009 

         

OPERATING ACTIVITIES          

Net loss for the period $ (4,120,073) $  (1,415,172) $ (6,943,916) $ (10,562,115) 

Non-cash and other items:         

Stock-based compensation (recovery)  709,001  10,558  1,358,304  (46,082) 

Depletion and depreciation  3,079,367  905,933  5,419,555  8,718,099 

Accretion  91,111  22,763  158,821  35,149 

Future income tax recovery  (445,605)  -  (757,694)  - 

Asset retirement expenditures  (1,836)  (32,504)  (4,408)  (32,504) 

Change in non-cash working capital (note 10)  612,779  1,019,907  180,541  45,147 

  (75,256)  511,485  (588,797)  (1,842,306) 

         

FINANCING ACTIVITIES         

Repayment of bank debt, net -  -  -  (3,350,000) 

Proceeds from issuance of equity 

instruments, net of issuance costs 

 

24,478,229  

 

- 

 

24,499,586  12,658,483 

Change in non-cash working capital (note 10) 41,715  (463,185)  (134,033)  - 

  24,519,944  (463,185)  24,365,553  9,308,483 

         

INVESTING ACTIVITIES         

Capital expenditures, net  (20,155,349)  (328,639)  (26,093,307)  (548,797) 

Cash paid on business combinations (note 4) (1,140,000)  -  (1,952,274)  - 

Cash acquired on business combinations (note 4) -  -  8,276,474  - 

Change in non-cash working capital (note 10) 1,876,518  (843,023)  2,283,788  (2,043,870) 

  (19,418,831)  (1,171,662)  (17,485,319)  (2,592,667) 

         

Increase (decrease) in cash and cash 

equivalents 

 

5,025,857  (1,123,362)  6,291,437  4,873,510 

         

Cash and cash equivalents, beginning of 

period 

 

23,408,158  6,484,215  22,142,578  487,343 

 

Cash and cash equivalents, end of period $ 28,434,015 $ 5,360,853 $ 28,434,015 $ 5,360,853 

 
See accompanying notes. 
 

Non-cash transactions – notes 4 and 8(b). 

Supplemental cash flows disclosure – note 10. 
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1. Description of business 

 

Novus Energy Inc. (“Novus” or the “Company”) is engaged in the acquisition, exploration, development 

and production of petroleum and natural gas reserves in Western Canada. 

 

2. Accounting policies  

 

The interim consolidated financial statements of the Company have been prepared by management in 

accordance with Canadian generally accepted accounting principles.  The preparation of consolidated 

financial statements in conformity with Canadian generally accepted accounting principles requires 

management to make estimates and assumptions that affect the amounts reported in the consolidated 

financial statements and accompanying notes.  Actual results could differ from those estimates. 

 

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

and methods of computation as the audited financial statements for the fiscal period ended December 31, 

2009, except as disclosed in note 3.  These interim consolidated 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 consolidated financial statements 

should be read in conjunction with the Company’s audited financial statements for the fiscal period ended 

December 31, 2009. 

 

3. Changes in accounting policies and new accounting pronouncements 

 

Adoption of new accounting policies 

 

a) 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.  This standard outlines new 

guidance which states that the purchase price is to be based on trading data at the closing date of the 

acquisition, not the announcement date, and that most acquisition costs are to be expensed as incurred, 

not capitalized, as part of the purchase price.  As well, under the new standard, the acquirer’s 

unrecognized tax benefits that are recognizable as a result of an acquisition are recognized as a 

reduction of income tax expense.  The new standard also modifies the accounting for contingent 

consideration and negative goodwill.  The Company has elected to prospectively adopt this standard 

effective January 1, 2010, in advance of the transition to International Financial Reporting Standards 

(“IFRS”) as it substantially aligns with IFRS. 

 

b) 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 has elected to adopt the standards 

effective January 1, 2010, and they do not have a material impact on the Company’s consolidated 

financial statements. 

 

c) Principles of consolidation 

 

These consolidated financial statements include the accounts of the Company and its wholly-owned 

subsidiary, Novus Energy (Acquisition) Inc., from January 29, 2010, when it was incorporated; Coyote 

Resources Ltd., a wholly-owned subsidiary of Novus Energy (Acquisition) Inc., from March 4, 2010, 
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when it was acquired; and Titan Oilfield Services Inc., a wholly-owned subsidiary of Novus Energy 

(Acquisition) Inc., from April 7, 2010, when it was acquired. 

 

Accounting pronouncements 

 

a) International Financial Reporting Standards (“IFRS”) 

 

In January 2006, the CICA’s 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.  The amendment will permit the Company to apply IFRS prospectively by utilizing its 

current reserves at the transition date to allocate the Company’s full cost pool, with the provision that a 

ceiling test, under IFRS standards, be conducted at the transition date. 

 

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

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

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

Company’s consolidated financial statements is not reasonably determinable at this time.  Key 

information will be disclosed in the Company’s Management’s Discussion and Analysis as it becomes 

available during the transition period. 

 

4. Business combinations 

 

PrivateCo. 
 

On March 1, 2010, the Company, through its newly formed wholly-owned subsidiary Novus Energy 

(Acquisition) Inc., acquired all of the issued and outstanding common shares of a private oil & gas 

company (“PrivateCo”), which had approximately 214 barrels of oil equivalent per day of production, 25.5 

net sections of undeveloped lands and estimated working capital of approximately $8 million at the time of 

acquisition.  As consideration, the Company issued 18,666,211 common shares at an ascribed value of 

$0.91 per common share.  The ascribed value is equal to the closing price of the Company's shares on the 

TSX Venture Exchange on March 1, 2010.  The acquisition was accounted for using the acquisition method 

of accounting whereby the assets acquired and the liabilities assumed are recorded at fair values.  The 

purchase price allocation is as follows:  

 

Consideration:     

     Common shares issued   $ 16,986,252 

 

Fair value of assets and liabilities acquired:   

Property and equipment $ 9,351,974  

Cash  8,276,474 

Working capital deficiency  (293,839) 

Future tax asset  700,020 

Asset retirement obligations  (1,048,377) 

 $ 16,986,252 

 

The attributed value of the common shares has been excluded from the statement of cash flows as a non-

cash transaction.  The accounts of the Company include the results of PrivateCo from March 1, 2010.  

PrivateCo amalgamated with Novus Energy (Acquisition) Inc., on March 1, 2010 and continues to operate 

as Novus Energy (Acquisition) Inc. 
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As a result of the acquisition, the Company evaluated PrivateCo’s estimated future cash flows based on 

proved producing reserves and determined that the Company is more likely than not to recognize future tax 

assets on certain tax pools of PrivateCo. 

 

Transaction costs of $70,210 were primarily comprised of legal fees and are recorded on the consolidated 

statement of operations, comprehensive loss and deficit as Transaction costs. 

 

PrivateCo incurred $1,025,734 in legal, advisory and severance costs with respect to the sale of the 

company, all of which were paid by PrivateCo at closing, except for $227,628 which is included in the 

working capital deficiency acquired. 

 

The fair value of accounts receivable acquired was $159,351 which represented the contractual amounts 

receivable and were considered to be collectible.  Accounts receivable were comprised of the following: 

 

Sales revenue receivable $ 36,450  

Joint interest receivables  27,998 

Accrued and other receivables  94,903 

 $ 159,351 

 

All of the above amounts are estimates, which were made by management based on information at the time 

these interim consolidated financial statements were prepared.  Amendments may be made to these 

amounts as values subject to estimate are finalized. 

 

PrivateCo’s revenue and net loss since the closing date, March 1, 2010, and pro forma consolidated revenue 

and net loss giving effect to the acquisition of PrivateCo as if it had occurred on January 1, 2010, are not 

practicable to determine.  The operations of PrivateCo are not managed as a separate business unit or 

division of Novus and general business overhead and other costs of Novus are not allocated or identified on 

a specific entity basis.  Any such allocation would be arbitrary and would require significant assumptions 

and estimates about what management’s intent would have been during those periods. 

 

Coyote Resources Ltd. 
 

On March 4, 2010, the Company, through its wholly-owned subsidiary Novus Energy (Acquisition) Inc., 

acquired all of the issued and outstanding common shares of Coyote Resources Ltd. (“Coyote”), which 

owned two sections of prospective land in the Dodsland area of Saskatchewan.  As consideration, the 

Company paid $702,274 and assumed $222,276 of debt, subject to further adjustments.  The acquisition 

was accounted for using the acquisition method of accounting whereby the assets acquired and the 

liabilities assumed are recorded at fair values.  The purchase price allocation is as follows: 
 

Consideration:     

     Cash   $ 702,274 

 

Fair value of assets and liabilities acquired:   

Property and equipment $ 1,374,414  

Working capital deficiency  (222,276) 

Future income tax liability  (312,089) 

Asset retirement obligations  (137,775) 

 $ 702,274 

         

The accounts of the Company include the results of Coyote from March 4, 2010. 

 

As a result of the acquisition, the Company determined that it is more likely than not to recognize future tax 

assets on certain tax pools of the Company to offset the future income tax liability associated with the 
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acquisition.  As a result, $312,089 has been recorded as a future income tax recovery during the period 

ended June 30, 2010. 

 

Transaction costs of $63,953 were primarily comprised of legal fees and are recorded on the consolidated 

statement of operations, comprehensive loss and deficit as Transaction costs. 

 

The fair value of accounts receivable acquired was $33,716 which represented the contractual amounts 

receivable and were considered to be collectible.  Accounts receivable were comprised of the following: 

 

Sales revenue receivable $ 32,543  

Accrued and other receivables  1,173 

 $ 33,716 

 

All of the above amounts are estimates, which were made by management based on information at the time 

these interim consolidated financial statements were prepared.  Amendments may be made to these 

amounts as values subject to estimate are finalized.  The purchase price has been reduced by $110,000 from 

the previously issued financial statements with a corresponding increase to working capital deficiency.  The 

change was a result of new information obtained on working capital adjustments. 

 

Coyote’s revenue and net loss since the closing date, March 4, 2010, and pro forma consolidated revenue 

and net loss giving effect to the acquisition of Coyote as if it had occurred on January 1, 2010, are not 

practicable to determine.  The operations of Coyote are not managed as a separate business unit or division 

of Novus and general business overhead and other costs of Novus are not allocated or identified on a 

specific entity basis.  Any such allocation would be arbitrary and would require significant assumptions and 

estimates about what management’s intent would have been during those periods. 

 

Titan Oilfield Services Inc. 
 

On April 7, 2010, the Company, through its wholly-owned subsidiary Novus Energy (Acquisition) Inc., 

acquired all of the issued and outstanding common shares of Titan Oilfield Services Inc. (“Titan”), which 

owned 2.3 sections of prospective land in the Dodsland area of Saskatchewan.  As consideration, the 

Company paid $1,250,000, subject to further adjustments.  The acquisition was accounted for using the 

acquisition method of accounting whereby the assets acquired and the liabilities assumed are recorded at 

fair values.  The purchase price allocation is as follows: 
 

Consideration:     

     Cash   $ 1,250,000 

 

Fair value of assets and liabilities acquired:   

Property and equipment $ 1,862,094  

Future income tax liability  (445,605) 

Asset retirement obligations  (166,489) 

 $ 1,250,000 

 

The accounts of the Company include the results of Titan from April 7, 2010. 

 

As a result of the acquisition, the Company determined that it is more likely than not to recognize future tax 

assets on certain tax pools of the Company to offset the future income tax liability associated with the 

acquisition.  As a result, $445,605 has been recorded as a future income tax recovery during the period 

ended June 30, 2010. 

 

Transaction costs of $103,054 were primarily comprised of legal and consulting fees and are recorded on 

the consolidated statement of operations, comprehensive loss and deficit as Transaction costs. 
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The fair value of accounts receivable acquired was nil. 

 

All of the above amounts are estimates, which were made by management based on information at the time 

these interim consolidated financial statements were prepared.  Amendments may be made to these 

amounts as values subject to estimate are finalized. 

 

Titan’s revenue and net loss since the closing date, April 7, 2010, and pro forma consolidated revenue and 

net loss giving effect to the acquisition of Titan as if it had occurred on January 1, 2010, are not practicable 

to determine.  The operations of Titan are not managed as a separate business unit or division of Novus and 

general business overhead and other costs of Novus are not allocated or identified on a specific entity basis.  

Any such allocation would be arbitrary and would require significant assumptions and estimates about what 

management’s intent would have been during those periods. 
   

5. Property and equipment 

 

   Jun 30, 2010  Dec 31, 2009 

Petroleum and natural gas properties including 

exploration and development thereon $ 108,589,740 $ 68,728,194 

Other assets   478,748  371,123 

  $ 109,068,488 $ 69,099,317 
Accumulated depletion and depreciation   (29,131,635)  (23,712,080) 

 $ 79,936,853 $ 45,387,237 

 

Costs of unproved properties in the amount of $10,867,038 (December 31, 2009 – $4,899,955) were 

excluded from depletable costs.  Future development costs of $14,352,800 (December 31, 2009 – 

$12,692,000) were included in depletable costs.  The Company capitalized $207,823 of general and 

administrative expenditures which were directly attributable to exploration and evaluation activities during 

the six months ended June 30, 2010 (2009 – $nil). 

 

As at June 30, 2010, the Company performed a ceiling test calculation.  Stage one of the test indicated its 

undiscounted future net revenue from proved reserves plus the carrying value of unproved properties 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 revenue from proved and probable reserves, 

discounted at 5%, plus the carrying value of unproved properties, were greater than the carrying value of its 

oil and gas assets.  No further impairment was required. 

 

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

    

 

  

Edmonton  Light 

Crude $Cdn/BBL 

Hardisty Bow River 

Crude $Cdn/BBL 

AECO Natural Gas 

$Cdn/MMBTU 

      

2010 (Jul – Dec)   80.41 73.17 4.58 

2011   84.35 75.91 5.12 

2012   86.75 76.34 5.45 

2013   90.75 78.95 6.65 

2014   94.74 81.48 7.76 

2015   96.17 82.71 7.89 

2016   97.62 83.86 8.02 

2017   99.10 85.22 8.15 

2018   100.59 86.51 8.28 

2019   102.11 87.82 8.42 

2020   103.65 89.14 8.55 

Thereafter                               Escalation rate of 1.5% per year 
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Adjustments were made to the benchmark prices, for the purposes of the ceiling test, to reflect varied 

delivery points and quality differentials in the products delivered. 

 

A ceiling test calculation performed as at March 31, 2009 resulted in an impairment provision of 

$7,000,000, with such amount included in the depletion and depreciation expense for the six months ended 

June 30, 2009. 

 

6. Bank debt 

 

As at June 30, 2010, the Company had no bank debt outstanding.  The Company has available a $3,500,000 

revolving operating demand facility.  The 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 and natural gas properties.  The credit facility is subject to a 

financial covenant that requires the Company to maintain a working capital ratio of at least 1:1, but for the 

purposes of the covenant, bank debt and the fair value of any commodity contracts are excluded and the 

unused portion of the credit facility may be added to current assets.  As at June 30, 2010, this ratio was 

3.3:1. 

 

The effective interest rate for the bank debt for the six months ended June 30, 2010 was 3.8% (2009 – 

3.9%).  As the credit facility bears interest at floating rates, the Company is exposed to interest rate risk on 

outstanding balances. 

 

Subsequent to June 30, 2010, the credit facility was increased to $5,000,000. 

 

7. Asset retirement obligations 

 

The Company’s asset retirement obligations are based on the Company’s net ownership in wells and 

facilities and management’s estimate of the timing and expected future costs associated with the plugging 

and abandonment of wells, facilities dismantlement and site reclamation. 

 

The following table reconciles the changes in the Company’s asset retirement obligations:  

 

 Jun 30, 2010 Dec 31, 2009 

Asset retirement obligations, beginning of period $ 2,384,903 $ 950,799 

Revisions in estimated cash flows  42,687  115,338 

Liabilities incurred   607,695  146,078 

Liabilities acquired on property acquisitions  -  673,785 

Liabilities acquired on business combinations (note 4)  1,352,641  697,829 

Liabilities settled  (4,408)  (308,099) 

Accretion expense  158,821  109,173 

Asset retirement obligations, end of period $ 4,542,339 $ 2,384,903 

 

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

be $10,234,860 (December 31, 2009 - $6,156,727).  The obligations were calculated using a credit-adjusted 

risk-free interest rate of 9% and an inflation rate of 2%.  It is expected that the obligations will be funded 

from general Company resources at the time the costs are incurred with the majority of costs expected to 

occur between 2015 and 2023. 
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8. Equity instruments 

 

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. 

  

Issued 

 

Common Shares Shares  Stated Value 

Balance – December 31, 2009 122,103,852 $ 149,630,325 

   Issued for cash (note 8(a)) 22,730,000  25,003,000 

   Issued on business combination (note 4) 18,666,211  16,986,252 

   Issued for farm-in agreement (note 8(b)) 325,000  286,000 

   Issued for asset purchase agreement (note 8(b)) 390,000  351,000 

   Issued on exercise of warrants 1,424,000  1,312,928 

   Reduction of  stated capital (note 8(h)) -  (87,553,938) 

   Issue costs -  (1,571,414) 

Balance – June 30, 2010 165,639,063 $ 104,444,153 

 

 

 

Warrants 

Number of Warrants 

and Underlying Shares 

 

Stated Value 

Balance – December 31, 2009 30,070,815 $ 6,901,106 

Exercised (1,424,000)  (244,928) 

Expired (110,715)  (2,526) 

Balance – June 30, 2010 28,536,100 $ 6,653,652 

 

Total Equity Instruments $ 111,097,805 

 

a) Financing 

 

On May 18, 2010, the Company completed an equity offering (“the Offering”) whereby the Company 

issued 22,730,000 common shares at a price of $1.10 per share for aggregate gross proceeds of 

$25,003,000.  After deducting the costs of the Offering of $1,532,771, the net proceeds available to the 

Company were $23,470,229.  

 

b) Farm-in and asset purchase agreements 

 

On February 9, 2010, the Company issued 325,000 common shares at an ascribed value of $0.88 per 

common share in exchange for the right to farm-in on certain lands in the Dodsland area of 

Saskatchewan.  The ascribed value is equal to the closing price of the Company’s shares on the TSX 

Venture Exchange on February 9, 2010.  The value of common shares of $286,000 issued as 

consideration for the farm-in agreement has been excluded from the statement of cash flows as a non-

cash transaction. 

 

On May 27, 2010, the Company made a cash payment of $1,300,000 and issued 390,000 common 

shares at an ascribed value of $0.90 per share in exchange for interests in certain freehold leases in the 

Dodsland area of Saskatchewan. The ascribed value is equal to the closing price of the Company’s 

shares on the TSX Venture Exchange on May 27, 2010.  The value of common shares of $351,000 
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issued as partial consideration for the purchase agreement has been excluded from the statement of 

cash flows as a non-cash transaction. 

 

c) Warrants 

 

The following table summarizes the warrants outstanding on June 30, 2010: 

 

(1) 2,230,100 warrants expired subsequent to June 30, 2010. 

 

d) Stock options 
 

The Company has a floating stock option plan by which the Company may grant options to directors, 

officers, employees and consultants for up to 10% of common shares outstanding.  Each option 

permits the holder to purchase one common share of the Company at the stated exercise price. 

 

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

the six month period ended June 30, 2010: 

   

 

 

 

Number of 

Options 

Weighted 

Average  

Exercise Price 

Balance, beginning of period     3,415,000 $ 0.78 

Granted    4,435,000  0.90 

Expired    (46,000)  2.00 

Balance, end of period    7,804,000  0.84 

Exercisable, end of period    1,036,668 $ 1.02 

 

Date of Grant 

Number 

Outstanding at 

Jun 30, 2010 

Exercise 

Price 

Weighted 

Average 

Remaining 

Contractual  

Life (Years) 

Date of 

Expiry 

Number 

Exercisable at 

Jun 30, 2010 

Feb 12, 2007 30,000 $ 3.00 1.62 Feb 12, 2012 30,000 

Jul 16, 2008 92,000  2.00 0.16 Aug 29, 2010 92,000 

Jul 16, 2008 247,000  2.00 3.05 Jul 16, 2013 164,668 

Sep 4, 2009 3,000,000  0.60 4.18 Sep 4, 2014 750,000 

Feb 9, 2010 4,000,000  0.88 4.62 Feb 9, 2015 - 

Jun 17, 2010 435,000  1.10 4.97 Jun 17, 2015 - 

 7,804,000 $ 0.84 4.36  1,036,668 

 

Options granted on July 16, 2008 vest ⅓ every twelve months, beginning on the date of grant.  

Options granted subsequent to July 16, 2008 vest ¼ every six months, beginning six months from the 

date of grant. 

 

 

 

 

 

 

 

Date of Expiry Exercise Price Number of warrants 

Jul 10, 2010
(1)

 $ 2.60 2,230,100 

Mar 31, 2012 $ 0.75 26,306,000 

   28,536,100 
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e) Performance warrants 
 

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

during the six month period ended June 30, 2010: 

  Number of Warrants Exercise Price 

Balance – December 31, 2009   4,200,000 $ 0.56 

Granted  -  - 

Forfeited  -  - 

Balance – June 30, 2010  4,200,000  0.56 

Exercisable – June 30, 2010  - $ - 

 

Performance warrants were granted to certain officers and employees on September 4, 2009 for a term 

of three years, with each performance warrant being 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, ⅓ of the performance warrants shall 

vest upon an increase in NAV per share of 25%, ⅔ of the performance warrants shall vest upon an 

increase of NAV per share of 33 ⅓%, and all of the performance warrants shall vest upon an increase 

in NAV per share of 50%.  The performance warrants will also vest upon a change in control of the 

Company.  No further performance warrants will be issued. 

 

f) Stock-based compensation expense 

 

The fair value of stock options granted during the six months ended June 30, 2010 were estimated on 

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

 

  Jun 17, 2010 Feb 9, 2010 

Risk-free interest rate  2.3% 2.2% 

Expected volatility  86% 86% 

Expected life  4.0 years 4.4 years 

Expected dividend yield  0% 0% 

Estimated forfeiture rate  2.4% 2.4% 

Fair value per option  $0.49 $0.57 

 

Compensation costs (recoveries) of $709,001 for the three months ended June 30, 2010 (2009 - 

$10,558) and $1,358,304 for the six months ended June 30, 2010 (2009 - $(46,082)) have been 

expensed (recovered) and have resulted in a corresponding increase (decrease) in contributed surplus 

in the respective periods.  No compensation expense has been recorded for the performance warrants 

as management does not expect the performance warrants to vest based on current NAV per share 

projections at this time. 

 

g) Contributed surplus 

 

The following table presents changes in contributed surplus during the period: 

 

     Amount 

Balance, beginning of period   $ 3,599,900 

Stock-based compensation expense    1,358,304 

Expiry of warrants    2,526 

Balance, end of period   $ 4,960,730 
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h) Reduction of stated capital 

 

On June 3, 2010, the shareholders of the Company approved a $87,553,938 reduction to the 

Company’s stated capital account.  This reduction was offset by a corresponding elimination of the 

Company’s December 31, 2009 deficit balance. 

 

i) Per share amounts 

 

Net loss per share is calculated using the weighted average number of common shares outstanding of 

153,287,920 for the three months ended June 30, 2010 (2009 – 42,755,021) and 141,102,182 for the 

six months ended June 30, 2010 (2009 – 29,109,993).  All outstanding options, performance warrants 

and warrants were excluded from the dilution calculation as they were anti-dilutive for all periods. 

 

9. Income taxes 

 

The current income tax expense of $21,502 for the three months ended June 30, 2010 (2009 - $2,478) and 

$50,431 for the six months ended June 30, 2010 (2009 – $16,633) relate to the Saskatchewan Resource 

Surcharge on the Company’s Saskatchewan production revenue. 

 

The following is a summary of the Company’s estimated tax pools as at June 30, 2010: 

 

Classification    Amount 

Non-capital loss carry-forwards   $ 47,457,000 

Canadian oil and gas property expenditures    34,510,000 

Canadian development expenditures     27,862,000 

Scientific research and development     18,899,000 

Canadian exploration expenditures     18,684,000 

Capital cost allowance    15,000,000 

Share issue costs    5,649,000 

Other    261,000 

   $ 168,322,000 

 

The estimated non-capital loss carry-forwards available to reduce future year’s income for tax purposes 

expire as follows: 

 

Year    Amount 

2011   $ 709,000 

2013    4,672,000 

2014    1,898,000 

2022 – 2030    40,178,000 

Total non-capital loss carry-forwards   $ 47,457,000 
 

10. Supplemental cash flow information 

 
 Three months ended Six months ended 

 Jun 30, 2010 Jun 30, 2009 Jun 30, 2010 Jun 30, 2009 

Changes in non-cash working capital  

related to: 

        

Accounts receivable $ (2,701,685) $ 312,399 $ (2,984,180) $ 182,360 

Deposits and prepaid expenses  28,239  36,134  (228,663)  99,883 

Accounts payable and accrued liabilities  5,314,458  (634,834)  6,059,254  (2,280,966) 

Business combinations (note 4)    (110,000)  -  (516,115)  - 

 $ 2,531,012 $ (286,301) $ 2,330,296 $ (1,998,723) 
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 Three months ended Six months ended 

 Jun 30, 2010 Jun 30, 2009 Jun 30, 2010 Jun 30, 2009 

Changes in non-cash working capital 

related to:         

Operating activities $ 612,779 $ 1,019,907 $ 180,541 $ 45,147 

Investing activities  1,876,518  (843,023)  2,283,788  (2,043,870) 

Financing activities  41,715  (463,185)     (134,033)  - 

 $ 2,531,012 $ (286,301) $ 2,330,296 $ (1,998,723) 

         

Cash and cash equivalents consist of:         

Cash on deposit: $ 28,434,015 $ 5,360,853 $ 28,434,015 $ 5,360,853 

 

Interest paid $ - $ 1,435 $ - $ 45,862 

Income taxes paid $ - $ 2,478 $ - $ 16,633 

 

11. Financial instruments and risk management 

 

The Company’s financial instruments as at June 30, 2010 consist of cash and cash equivalents, accounts 

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

instruments approximates their carrying value due to their short-term nature, except for the investment.  

The investment consists of common shares in a non-publicly traded company, which was acquired as part 

of a business combination in 2009.  The fair value of the investment is determined by a review of the 

company’s assets, capital program, and fund raising efforts. 

 

The following table presents the Company’s fair value hierarchy for those assets and liabilities measured at 

fair value as of June 30, 2010. 

 

 Level 1 Level 2 Level 3 Total 

Cash and cash equivalents  $ 28,434,015 $ - $ - $ 28,434,015 

Investment - - 15,000 15,000 

Total $ 28,434,105 $ - $ 15,000 $ 28,449,015 

 

The nature of the Company’s financial instruments and operations expose the Company to certain risks.  

The Board of Directors has overall responsibility for the establishment and oversight of the Company’s risk 

management framework, and senior management employs various strategies to ensure that the exposure to 

risk is in compliance with the Company’s business objectives and tolerance levels. 

 

Credit Risk 

 

Credit risk is the risk of financial loss to the Company if a counterparty to a financial instrument fails to 

meet its contractual obligation.  The Company is exposed to credit risk with respect to accounts receivable 

and cash and cash equivalents. 

 

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 petroleum 

and natural gas to several marketers so that the exposure to any one entity is minimized.  Receivables from 

oil and natural gas marketers are normally collected on the 25
th

 day of the month following production.   

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 
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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 six months ended June 

30, 2010, the Company recorded an allowance for doubtful accounts in the amount of $nil (2009 – 

$200,000) and recorded the corresponding amount as a bad debt expense.  When determining whether past 

due accounts are collectible, the Company factors in the past credit history of the counter parties. 

 

As at June 30, 2010, the Company’s accounts receivable were comprised of the following: 

 

Sales revenue receivable $ 1,478,246 

Joint interest receivable  1,816,157 

Cash calls receivable  1,782,587 

Accrued and other receivable  419,365 

Total accounts receivable $ 5,496,355 

 

As at June 30, 2010, the Company estimates its accounts receivable to be aged as follows:  

 

 

The Company considers all amounts greater than 90 days as past due.  These past due accounts are 

considered to be collectible except as provided in the allowance for doubtful accounts. 

 

Cash and cash equivalents consist of bank balances.  The Company manages the credit exposure of cash by 

selecting financial institutions with high credit ratings. 

 

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 June 30, 2010, 

the Company’s accounts payable and accrued liabilities were $11,733,451 all of which are due for payment 

within normal terms of trade, which are generally between 30 and 60 days.  As at June 30, 2010, the 

Company has cash on hand of $28,434,015 to manage its liquidity and settlement of liabilities. 

 

The Company’s financial liabilities at June 30, 2010 are aged as follows: 

 

Total accounts payable  

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

$ 11,733,451 $ 9,924,402 $ 1,149,875 $ 238,544 $ 420,630 

 

The Company expects to satisfy its obligations under accounts payable and accrued liabilities within the 

next year.  As well, the Company is required to meet certain financial commitments as described in note 13. 

 

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 and the impact of such exchange rate fluctuations cannot be accurately 

Total accounts 

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

$ 5,496,355 $ 4,227,552 $ 276,679 $ 235,418 $ 756,706 
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quantified.  The Company had no forward exchange rate contracts in place, nor any working capital items 

denominated in foreign currencies, as at or during the six months ended June 30, 2010. 

 

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 six months ended June 30, 2010. 

 
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 six months ended June 30, 2010. 

 

12. Capital disclosures 

 

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 sustain the future 

development of the Company.  The Company’s Officers are responsible for managing the Company’s 

capital and do so through quarterly meetings and regular reviews 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 to raise additional funds.  The 

Company continually monitors business conditions including: changes in economic conditions; the risk of 

its drilling programs; forecasted commodity prices; and potential corporate or asset acquisitions.  There 

were no changes in the Company’s approach to capital management during the six months ended June 30, 

2010. 

 

The Company monitors its capital structure to ensure that it maintains a positive working capital position 

free of bank debt.  As at June 30 2010, the Company had positive working capital of $22,867,702 with no 

bank debt outstanding. 

 

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

to periodic reviews.  The credit facility also contains certain covenants such that the Company cannot, 

without prior approval of the bank, hedge or contract petroleum or natural gas volumes, on a fixed price 

basis, exceeding 50% of production volumes, nor can it monetize or settle any fixed price financial hedge 

or contract.  The credit facility also contains a financial covenant that requires the Company to maintain a 

working capital ratio of at least 1:1, but for the purposes of the covenant, bank debt and the fair value of 

any commodity contracts are excluded and the unused portion of the credit facility may be added to current 

assets.  As at June 30, 2010, this working capital ratio was 3.3:1. 

 

13. Commitments and contingencies 

 

As at June 30, 2010, the Company had commitments as follows: 

 

  2010 2011 Thereafter 

Office Lease   $     307,530 $    421,272 $          - 

 

The 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, 
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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 of approximately $1,500,000.  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 event 

 

On July 8, 2010, the Company issued 794,119 common shares at an ascribed value of $0.80 per share in 

exchange for approximately 6.5 net sections of undeveloped land in the Dodsland area of Saskatchewan.  

The ascribed value is equal to the closing price of the Company’s shares on the TSX Venture Exchange on 

July 8, 2010. 


