
 

 

 
 
 
 

 
 
 
 
 
 

Emerald Bay Energy Inc. 
Financial Statements 
For the three and six months ended  
June 30, 2008 
(Prepared by Management - Unaudited) 

         
        
 
 
 
 
 
 
 

Contents 
Note to Shareholders 2 

   
 Financial Statements 
 Balance Sheets 3 
 Statements of Operations and Deficit 4 

  Statements of Cash Flows 5 
 Notes to Financial Statements 6 - 12 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

2 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

UNAUDITED INTERIM FINANCIAL STATEMENTS 
 
 
 

 In Accordance with National Instrument 51-102 released by the Canadian Securities 

Administrators, the Company Discloses that its auditors have not reviewed the unaudited financial 

statements for the period ended June 30, 2008



 
 

The accompanying notes are an integral part of these financial statements. 
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 Emerald Bay Energy Inc. 
  Balance Sheets 

Prepared by Management - Unaudited 
 

 June 30 
2008 

       December 31  
     2007 

  Audited 
   
Assets    
Current   

Cash   $             40,440 $              14,996 
Short term investments               50,000             53,715 
Accounts receivable           1,203,656           983,769 
Prepaid expenses                43,134             43,134 
           1,337,230       1,338,894 

   
Due from related parties (Note 8)                 47,160                47,160 
Prepaid expenses and deposits                 24,854                  8,783 
Property and equipment (Note 3)          4,378,274       4,307,958 
License                25,736            30,883 
   
  $        5,813,254 $        5,490,398 
   

   
Liabilities and Shareholders’ Equity   
Current   
   Bank demand loan (Note 5)   $        2,275,000 $        1,325,000 

Accounts payable and accrued liabilities             1,759,572           2,306,683 
            4,034,572           3,631,683 
   
Asset retirement obligation             150,042        139,043 
          4,184,614     3,770,726 
   
   
   
Shareholders’ equity    
 Share capital (Note 4(b))         4,729,136       4,729,136 
 Contributed surplus            736,153          736,153 
 Deficit          (3,836,649)       (3,745,617) 
         1,628,640       1,719,672 
   
  $        5,813,254   $        5,490,398   

 
“Shelby D. Beattie” Director 
 Shelby D. Beattie 
 
“Gibson C. Scott”” Director 
 Gibson C. Scott 



 
 

The accompanying notes are an integral part of these financial statements. 
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  Emerald Bay Energy Inc. 
 Statements of Operations, Comprehensive Loss and Deficit 

Prepared by Management - Unaudited 
 

                                                                  

 

 For the three months ended  For the six months ended

 June 30 
2008

 June 30 
2007

 June 30 
2008 

 June 30
2007

       
Revenue       
Petroleum and natural gas sales $         977,891  $       535,785  $     1,642,721  $     1,255,072 
Royalties         (180,229) (120,271)          (310,247)           (278,916) 
Alberta Royalty Tax Credits                  -                (15,375)                  -                   - 
           797,662         400.139        1,332,474           976,156 
Expenses     
Operating          234,087           59,676          366,207          226,768 
General and administrative            429,016          353,327           692,489           642,703 
Stock option expense              -               -              -               5,595 
Depletion, amortization and accretion            160,105         222,524            288,539            488,656 
Interest               49,606           42,404             80,852             63,364 
           872,814        677,930        1,428,087        1,427,086 
     
Loss from operations           (75,152)       (277,791)              (95,613)             (450,930) 
     
Other income     
Interest              2,923              1,042                4,581                1,603 
     
Loss for the period before tax          (72,229)  (276,749)             (91,032)           (449,327) 
     
Income tax     
Future income tax recovery           -           79,000           -           132,000 
          -          79,000           -            132,000  
     
Net loss and comprehensive loss for the 
period          (72,229)

 
(197,749)              (91,032)           (317,327) 

     
Deficit, beginning of period       (3,764,420)  (3,302,598)        (3,745,617)        (3,183,020) 
     
     
Deficit, end of period $     (3,836,649)  $  (3,500,347)  $     (3,836,649)  $     (3,500,347) 
      
      
Loss per common share basic and 
diluted (Note 5(d)) $             (0.01) 

  
$          (0.01)  $              (0.01)   $               (0.01) 

      
      
Weighted average number of shares       27,903,277    27,903,277        27,903,277      27,903,277 
       



 
 

The accompanying notes are an integral part of these financial statements. 
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  Emerald Bay Energy Inc. 

 Statements of Cash Flows 
Prepared by Management - Unaudited 

 
 For the three months ended  For the six months ended

 June 30    
     2008 

 June 30
2007

June 30   
      2008 

 June 30
2007

        
Cash flows from operating activities        
Net loss for the period $    (72,229)  $    (197,749)  $    (91,032)  $    (317,327)
Adjustments for:     
Depletion, amortization and accretion        157,531         219,950         290,090         483,509 
Amortization of license fee           2,574            2,574            5,147            5,147 
Future income taxes                -          (79,000)                -        (132,000)
Stock option expense            -            -          -            5,595 
Cash flow from operations           87,876          (54,225)        204,205          44,924 
     
Changes in non-cash operating 
balances 

    

Accounts receivable        576,037        594,127        (219,887)          522,975 
Prepaid expenses and deposits         (16,071)                 -          (16,071)                 - 
Accounts payable and accrued 
liabilities 

 
  (400,236)

  
    (634,490)

   
   (547,111) 

  
 (615,997)

         247,606        (94,588)        (578,864)        (48,098)
     
Cash flows from financing activities     
Bank demand loan (repayment)         50,000        481,058          950,000     1,217,776 
Repayment of note payable                -                 -                 -                 - 
Issuance of share capital, net of costs          -           -           -           - 
         50,000        481,058          950,000      1,217,776 
     
Cash flows from investing activities     
Purchases of property and equipment (274,946)  (415,635)  (349,407)  (1,384,901)
     
Increase (decrease) in cash and 
equivalents           22,660 

 
(29,165)

  
         21,729 

 
      (215,223)

     

Cash and equivalents, beginning of 
period 

                      
          67,780 

                       
         136,446

  
         68,711 

 
        322,504 

     

 
Cash and equivalents, end of period 

 
$        90,440 

  
$       107,281

  
$       90,440 

  
$      107,281 

 
 
Cash and equivalents, end of period 2008 2007 
  
Cash  $       40,440 $       46,721 
Short term investments          50,000          60,560 
 $       90,440 $     107,281 



  
Emerald Bay Energy Inc. 

 Notes To Financial Statements 
Prepared by Management - Unaudited 

June 30, 2008  
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1. Basis of Presentation 
 
 
The interim financial statements of Emerald Bay Energy Inc. (the “Corporation”) have been prepared in 
accordance with Canadian Generally Accepted Accounting Principles (“GAAP”) and are consistent with 
the presentation and disclosure in the audited financial statements and notes thereto for the year ended 
December 31, 2007.  The interim financial statements contain disclosures which are supplemental to the 
Corporation’s annual financial statements.  Certain disclosures, which are normally required to be 
included in the notes to the annual financial statements, have been condensed or omitted.  The interim 
financial statements should be read in conjunction with the Corporation’s audited financial statements and 
notes thereof for the year ended December 31, 2007. 

 
 
2. Going Concern Assumption 
 
 
 

The accompanying financial statements have been prepared on a going concern basis, which 
contemplates the realization of assets and the satisfaction of liabilities and commitments in the normal 
course of business.  The Company has a $ 2,697,342 working capital deficiency at June 30, 2008.  
 
Management is committed to raising additional capital to meet exploration and operating obligations.  
While management has been successful in the past in obtaining financing, there is no assurance that 
sufficient funds will be raised in the future. The Company’s ability to continue as a going concern is 
dependent upon the Company‘s ability to raise additional equity to meet its current working capital 
shortfall and provide for future operational needs.  Future lateral drainhole drilling operations are 
dependent on successful testing results and access to additional funding.  
 
These financial statements do not give effect to adjustments to the carrying values of assets and liabilities 
and reported revenue and expenses that would be necessary should the Company be unable to continue 
as a going concern.  

 
   

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



  
Emerald Bay Energy Inc. 

 Notes To Financial Statements 
Prepared by Management - Unaudited 

June 30, 2008  

 7 

 
3. Adoption of New Accounting Policies 
 

 
Financial Instruments – disclosures and Presentation 
Effective January 1, 2008, the Corporation adopted two new Canadian Institute of Chartered Accountants 
(“CICA”) standards. Handbook Section 3862, Financial Instruments – Disclosures and Handbook Section 
3863, Financial Instruments – Presentation. These Handbook Sections replaced existing Handbook 
Section 3861, Financial Instruments – Presentation and Disclosure. The new disclosure standard 
increases the emphasis on the risks associated with both recognized and unrecognized financial 
instruments and how those risks are managed. Specifically, section 3862 requires disclosure of the 
significance of financial instruments on the Corporation’s financial position. In addition, the guidance 
outlines revised requirements for the disclosure of qualitative and quantitative information regarding 
exposure to risks arising from financial instruments. The new presentation standard carries forward the 
former presentation requirements. 
 
Comprehensive Income 
The Corporation does not have any items to be accounted as components of other comprehensive 
income (“OCI”) and as a result comprehensive income equals net (loss) earnings. 
 
Capital Disclosures 
Effective January 1, 2008, the Corporation adopted Handbook Section 1535, Capital Disclosures which 
requires companies to disclose their objectives, policies and processes for managing capital, the nature 
of externally imposed capital requirements, how the requirements are incorporated into the Corporation’s 
management of capital, whether the requirements have been complied with, or consequence of 
noncompliance and an explanation of how the Corporation is meeting its objectives for managing capital. 
In addition, quantitative disclosures regarding capital are required. 
 
In addition, the Corporation has assessed new and revised accounting pronouncements that have been 
issued that are not yet effective and determined that the following may have a significant impact on the 
Corporation. 
 
International Financial Reporting Standards 
In January 2006, the CICA Accounting Standards Board adopted a strategic plan for the direction of 
accounting standards in Canada. As part of the plan, accounting standards in Canada for public 
companies will converge with International Financial Reporting Standards (“IFRS”) on January 1, 2011. 
The Corporation continues to monitor and assess the impact of the convergence of Canadian GAAP and 
IFRS.  
 
 
 
 
 
 

 
 
 
 
 
 
 



  
Emerald Bay Energy Inc. 

 Notes To Financial Statements 
Prepared by Management - Unaudited 

June 30, 2008  
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4. Property and Equipment 
 

 
 

 
No general administrative expenses have been capitalized to property and equipment. 

 
The company applied the ceiling test to its petroleum and natural gas properties at December 31, 2007 
and determined that there was no impairment of costs requiring a write down in either of its cost centres. 
 
 
5. Equity Instruments 
 

 
a) Authorized 

Unlimited number of common voting shares 
Unlimited number of preferred shares, issuable in series. 

 
b) Issued 
 
 
 

Common shares issued and issuable for cash  
June 30, 2008 

 
December 31, 2007 

 Number of  Number of  
 Shares Amount Shares Amount 
Balance, beginning of period 27,903,277 $4,729,136 27,903,277 $ 4,729,136 
Balance, end of period 27,903,277   4,729,136 27,903,277    4,729,136 

     
Warrants outstanding beginning of period   -             -     6,434,500  343,714 
Warrants expired  -                    -  (6,434,500)      (343,714) 
Balance, end of period -              -      -  - 
Equity instruments balance June 30, 2008  $4,729,136  $ 4,729,136 
 
 
 
 
 
 
 

June 30, 2008 December 31, 2007 
 
 

Cost 

Accumulated 
Depletion and 
Amortization 

 
Net Book 

Value 

 
 

Cost 

Accumulated   
Depletion and 

Amortization 

 
Net Book 

Value 
Petroleum and natural gas 
properties  $7,541,493 $ 3,233,561 $4,307,932 

 
$7,192,086 $ 2,965,447 $4,226,639 

Furniture and Equipment     179,443       109,101        70,342       179,443        98,124        81,319 
        

       
$7,720,936 $ 3,342,662 $4,378,274  $7,371,529 $ 3,063,571 $4,307,958 
       



  
Emerald Bay Energy Inc. 

 Notes To Financial Statements 
Prepared by Management - Unaudited 

June 30, 2008  
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5. Equity Instruments - continued 
 

 
c) Stock options 

The Company has established a stock option plan whereby the Company may grant directors, 
officers, employees and consultants up to a maximum of 10% of the issued common shares.  
The stock options granted on March 29, 2004 vest evenly over a 3 year period from the date of 
grant and expire 5 years after the date of grant.  All other stock options granted vest immediately 
after the date of grant and expire 5 years after the date of grant. 

 
 June 30, 2008 December 31,2007 

 
Number of 

options 

Weighted 
average 
exercise 

price 
Number of 

options 

Weighted 
Average  

 Exercise  
price 

 Stock options, beginning of period 2,525,000 $  0.26 2,429,904 $  0.26 
 Granted -                  - 200,000 0.17 
        Expired   (104,904) 0.19 
  Stock options outstanding, end of period 2,525,000 $  0.26 2,525,000 $  0.26 
 Exercisable, end of period 2,525,000 $  0.26 2,525,000 $  0.26 

 
The stock options outstanding as at June 30, 2008 are as follows: 

 
 Options outstanding Options exercisable 

 Exercise prices 
Options 

outstanding 

Weighted 
average 

remaining 
term (years) 

Weighted 
average 
exercise 

price 
Options 

exercisable 

Weighted 
average 
exercise 

price 
$0.17 200,000 4.2 $         0.17 200,000 $  0.17 
$0.25 1,900,000 2.3            0.25 1,900,000 0.25 
$0.32 425,000 .7           0.32 425,000 0.32 
      

 2,525,000 2.2 $         0.26 2,525,000 $  0.26 
 

d) Diluted loss per share 
The exercise of options and warrants would be anti-dilutive. 

 
 
 
6. Bank Loan 
 

 
The Company has a $3,000,000 (2007 - $3,000,000) revolving operating demand loan, of which 
$2,275,000 (2007 - $2,325,000) plus accrued interest, has been drawn at June 30, 2008.  Interest is 
calculated at the bank’s prime rate plus 1.25%.   
 
Security for the loan consists of a $10,000,000 Debenture with a floating charge over all assets of the 
Company with a Negative Pledge and Undertaking to provide fixed charges on the Borrower’s major 
producing petroleum properties at the request of the bank.  
 
 



  
Emerald Bay Energy Inc. 

 Notes To Financial Statements 
Prepared by Management - Unaudited 

June 30, 2008  
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7. Financial Instruments and Risk Management 
 

 
The Corporation has the following financial instruments: 
 
Accounts receivable and deposits are designated as loans and receivables and are measured at 
amortized cost. Accounts payable and accrued liabilities and bank debt are designated as other financial 
liabilities and are measured at amortized cost.   
 
a) Market risk 
Market risk is the risk that changes in market prices, such as foreign exchange rates, commodity prices, 
and interest rates will affect the Corporation’s net earnings or the value of financial instruments. These 
risks are generally outside the control of the Corporation.  
 
b) Credit risk 
The majority of the Corporation’s accounts receivable are due from joint venture partners in the oil and 
gas industry and from purchasers of the Corporation’s petroleum and natural gas production and are 
subject to the same industry factors such as commodity price fluctuations and escalating costs. The 
Corporation generally extends unsecured credit to these customers and therefore, the collection of 
accounts receivable may be affected by changes in economic or other conditions. Management believes 
risk is mitigated by the size and reputation of the companies to which they extend credit.  The Corporation 
has not experienced any credit loss in the collection of accounts receivable in 2008.   
 
Receivables from petroleum and natural gas marketers are normally collected on the twenty-fifth day of 
the month following production. Receivables related to the sale of the Corporation’s oil and natural gas 
production are from major marketing companies. The Corporation historically has not experienced any 
collection issues with its petroleum and natural gas marketers. 
 
Joint venture receivables are typically collected within one to three months of the joint venture bill being 
issued to the partner. The Corporation attempts to mitigate the risk from joint venture receivables by 
obtaining partner approval of significant capital expenditures prior to expenditure and issuing cash calls 
on large capital projects from its partners on capital projects before they commence.  
 
c) Liquidity risk 
Liquidity risk is the risk that the Corporation will not be able to meet its financial obligations as they are 
due. The Corporation’s approach to managing liquidity is to ensure that it will have sufficient liquidity to 
meet its liabilities when due. The nature of the oil and gas industry is very capital intensive. As a result, 
the Corporation prepares annual capital expenditure budgets and utilizes authorizations for expenditures 
for projects to manage capital expenditures. Refer to note 7 for disclosure related to the management of 
capital. 
 
d) Fair value of financial instruments 
The Corporation’s accounts receivable, deposits, bank debt and accounts payable and accrued liabilities 
approximates their carrying value due to their short terms to maturity and the floating interest rate on the 
Corporation’s debt. 
 
 
 
 
 



  
Emerald Bay Energy Inc. 

 Notes To Financial Statements 
Prepared by Management - Unaudited 

June 30, 2008  
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8. Due From Related Parties and Related Party Transactions 
 
 

a) The following amounts are due by related parties: 
 
 

  Jun 30, 2008 Dec 31, 2007 
Due from related party    

Note receivable from officer (i)  $        218,500 $         218,500 
Fair value allowance           (171,340)          (171,340) 
  $          47,160 $           47,160 

 
 
 (i) Note receivable from officer  

Promissory note bearing interest at 3% per annum and repayable by December 31, 2009. 
The note is secured by 393,000 common shares of the Company. 
  

(ii) For financial statement purposes the Corporation has provided an allowance to the 
estimated fair value of the underlying security $47,160 (2007 - $47,160) 
 

b)    Except as disclosed elsewhere in the financial statements, the Company was involved in the   
         following related party transactions for the year ended December 31, 2007. 
 

(i) Directors and officers, have charged the Company for the six months ended 
June 30, 2008 $146,308 (2007 - $112,175) for services. 

 
(ii) A law firm in which a director is a partner has charged the Company for the six 

months ended June 30, 2008 $2,456 (2007 - $7,888) in legal fees.   
 

(iii) An oil and gas completions, operations, geological and consulting firm owned 
100% by a director has charged the Company for the six months ended June 30, 
2008 $48,000 (2007 - $44,000) in consulting fees.  

 
(iv) A director was advanced fees totaling $20,961 (2007 – $9,800) in relation to 

efforts to finance and advance the Company’s drilling technology.  There is no 
guarantee that such effort will be successful.  If such efforts are not successful, 
the full balance will be repaid in 2008.  The above amount is included in accounts 
and cash call receivable at year end. 

 
(v) A U.S. corporation, providing field operation services in relation to operating the 

company’s U.S. properties, owned and controlled by an officer and a director has 
charged the Company $59,879 (2007 - $105,860).  Included in accounts 
receivable is $8,325 of advances to the corporation for future expenses 

 
  

Transactions in the normal course of operations are measured at the exchange amount, which is the 
amount of consideration established and agreed to by the related parties.  
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9. Capital Management 
 

 
 
The Corporation’s capital consists of shareholders’ equity, bank debt and working capital. The 
Corporation will adjust its capital structure to manage its current and future debt, drilling programs and 
potential corporate acquisitions through the issuance of shares, increasing the credit facility line and 
adjustments to capital spending. 
 
The Corporation’s objective for managing capital is to maximize long-term Shareholder value by ensuring 
adequate capital to achieve the Corporation’s objectives. 
 
The Corporation monitors capital structure using non-GAAP measures, based on the ratio of net debt to 
annualized funds flow. The Corporation also monitors capital structure by reviewing net asset value. 
 
The Corporation is bound by certain debt covenants. These covenants include maintaining a Working 
Capital Ratio of not less than 1.0 to 1.0 at all times. The Working Capital ratio for this purpose is defined 
as Current Assets (including the un-drawn Availability under the Credit Facility A) to Current Liabilities 
(excluding any current portion of Bank Debt). As at June 30, 2008, the Corporation was not in violation of 
any bank covenants. 
 

 


