TSXV: PPY.A PPY.B

September 30, 2007 PA' NTED PO NYM

PETROLEUM LTD.

TO OUR SHAREHOLDERS

Painted Pony Petroleum Ltd. (“Painted Pony” or the “Company”) is pleased to report progress made
during the period ending September 30, 2007. Formed in May 2007 through an initial public
offering into a private company, followed by the conversion of all outstanding debt to shares and a
private placement, our Class A and Class B shares commenced trading on the TSX Venture
Exchange on May 23, 2007 under the symbols PPY.A and PPY.B respectively.

Our Company is focused on building a reserve base in S.E. Saskatchewan. Our technical staff is
pursuing exploration and development programs prospective for light, sweet oil in the Bakken
formation. In addition we are developing prospects in N.E. BC prospective for high-impact natural
gas.

The proceeds of our initial public offering and private placement amounted to $13.5 million, before
costs. This capital, being largely “flow through” ($12.0 million), enabled us to commence our
exploration program. We drilled four new Bakken oil discoveries in S.E. Saskatchewan. To enable
us to develop these discoveries, participate in land sales and to fund equipping and facility costs, it
was decided to raise additional capital. On November 14, 2007, Painted Pony entered into an
agreement whereby it has agreed to issue 4,166,700 Class A common shares at an issue price of
$2.40 per share on a bought-deal private placement basis for gross proceeds of $10,000,080. The
issuance is subject to certain regulatory approvals, and is anticipated to close on or about December
6, 2007.

The three months ended September 30, 2007 marks the first full quarter for Painted Pony operating
as an oil and gas entity. Operational results reflect the initial production of new discoveries brought
on-stream late in the quarter. Highlights of our accomplishments since the commencement of
operations and for the three months ended September 30, 2007 include:

» Drilling 3 (1.2 net revenue interest) light oil operated wells in Saskatchewan at a 100%
success rate during the third quarter of 2007. To date, Painted Pony has drilled a total of 5
(2.2 net revenue interest) oil wells,

» Satisfying all initial drilling commitments on the two farm-in agreements in S.E.
Saskatchewan by the end of October 2007,

» Commencing production of light sweet oil in the third quarter, that enjoyed field netbacks
over $55 per bbl,

> Identifying over 100 drilling locations on our existing lands prospective for Bakken oil, and
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» ldentifying several high impact gas prospects on our large seismic database in N.E. British
Columbia.

Operations Overview

For the first three weeks of November, production to Painted Pony from three horizontal Bakken and
one vertical Midale well averaged 120 bbls/d net to Painted Pony. Current production is estimated at
150 bbls/d net, with one Bakken horizontal well scheduled to be fraced before year end.

In the Kisbey area, Painted Pony drilled two (0.7 net revenue interest) horizontal wells during the
third quarter of 2007, targeting light sweet oil. Both wells have been fracture stimulated to date. For
the first three weeks of November, the wells produced at an average rate of 192 bbls/d gross (63
bbls/d net to Painted Pony) of light sweet (44 API) oil, based on field estimates.

In the Midale area, the Company completed the drilling of 2 (1.0 net revenue interest) horizontal
wells targeting the Bakken formation subsequent to the end of the third quarter. One well has been
fracture stimulated. For the first three weeks of November, the well produced light sweet oil at an
average rate of 104 gross bbls/d (52 bbls/d net to Painted Pony), based on field estimates. For the
third week of November, production rates increased to average 164 bbls/d gross (82 bbls/d net to
Painted Pony). These are preliminary field estimated rates and may increase or decrease over the
near term and will decline over the long term. The second Midale area well is planned to be fraced
before year end. Both wells qualify for the Saskatchewan royalty and Freehold mineral tax incentive
for deep, horizontal wells for the first 106,000 bbls per well of production.

In the Alameda area, Painted Pony participated in drilling 1 (0.5 net revenue interest) vertical Midale
formation well during the third quarter of 2007. For the first three weeks of November, this well has
been producing at an average rate of 10 bbls/d (5 bbls/d net to Painted Pony) of light sweet oil, based
on field estimates.

Outlook

The Board of Directors of Painted Pony has approved a budget for 2008 which anticipates the
drilling of over 40 horizontal wells targeting the Bakken formation. Painted Pony currently
anticipates drilling up to 10 (3.8 net revenue interest) horizontal wells in locations in Saskatchewan
targeting the Bakken formation, prior to the end of March 2008. With access to over 63,100 gross
acres with multi-zone light oil potential through a combination of farm-in agreements, Crown land
sales and through drilling operations, our technical team have identified approximately 100
horizontal drilling locations targeting the Bakken formation. Continued strong oil prices will
enhance the Company’s ability to pursue its inventory of drilling opportunities. We look forward to
reporting our accomplishments to you in the months to come.

Respectfully submitted on behalf of the Board of Directors,
(Signed) “Patrick Ward”
Patrick Ward

President and Chief Executive Officer
November 27, 2007
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Selected Financial Highlights

(unaudited)
Three months ended Nine months ended
September 30, 2007 September 30, 2007
Petroleum sales (before transportation) $ 38,751 $ 38,751
Cash flow from operations: * $ 79,885 $ 27,092
Per share — basic & diluted $ 0.00 $ 0.00
Net earnings (loss): $ 46,254 $ (7,407)
Per share — basic & diluted $ 0.00 $ 0.00
Capital expenditures, net $ 3,027,516 $ 3,525,131
Net working capital position $ 8,930,416 $ 8,930,416
Total assets $ 17,054,020 $ 17,054,020
Shareholders' equity $ 12,421,048 $ 12,421,048
Basic and diluted shares outstanding:

Class A 11,116,000 11,116,000
Class B 1,173,600 1,173,600

Basic and diluted weighted average shares:
Class A 11,116,000 5,591,423
Class A after deemed Class B Conversion® 18,940,000 9,537,348

! This table contains the term cash flow from operations, which should not be considered an alternative to, or more meaningful than cash flow from
operating activities as determined in accordance with Canadian generally accepted accounting principles (“GAAP”) as an indicator of the Company’s
performance. Therefore reference to cash flow from operations or cash flow from operations per share (basic and diluted) may not be comparable with
the calculation of similar measures for other entities. Management uses cash flow from operations to analyze operating performance and leverage and
considers cash flow from operations to be a key measure as it demonstrates the Company’s ability to generate the cash necessary to fund future capital
investment. The reconciliation between, cash flow from operations and cash flow from operating activities can be found in the statement of cash flows
in the unaudited interim financial statements. Cash flow from operations per share is calculated using the basic and diluted weighted average number
of shares for the period.

2 The deemed conversion of Class B shares to Class A was calculated utilizing a deemed Current Trading Price using the period end trading price of
Class A shares of $1.50 per share. Class B shares are convertible into Class A shares by the formula where by the weighted number of Class B shares
are multiplied by the factor determined by dividing the Current Trading Price into $10.

PAINTED PONY PETROLEUM LTD. THIRD QUARTER 2007 REPORT

3



MANAGEMENT’S DISCUSSION AND ANALYSIS

The following Management’s Discussion and Analysis (“MD&A”) of financial results as provided
by the management of Painted Pony Petroleum Ltd. (“Painted Pony” or the “Company’’) should be
read in conjunction with the unaudited interim financial statements for the three and nine months
ended September 30, 2007. This commentary is dated November 27, 2007. The financial data
presented is in accordance with Canadian generally accepted accounting principles in Canadian
dollars, except where indicated otherwise. These documents and additional information about
Painted Pony are available on SEDAR at www.sedar.com.

Management’s Discussion and Analysis contains the term cash flow from operations, which should
not be considered an alternative to, or more meaningful than cash flow from operating activities as
determined in accordance with Canadian generally accepted accounting principles (“GAAP”) as an
indicator of the Company’s performance. Therefore, reference to cash flow from operations or cash
flow from operations per share (basic and diluted) may not be comparable with the calculation of
similar measures for other entities. Management uses cash flow from operations to analyze operating
performance and considers cash flow from operations to be a key measure as it demonstrates the
Company’s ability to generate the cash necessary to fund future capital investment. The
reconciliation between cash flow from operations and cash flow from operating activities can be
found in the statement of cash flows in the unaudited interim financial statements. Cash flow from
operations per share is calculated using the basic and diluted weighted average number of shares for
the period, and after deemed conversion of Class B shares into Class A.

Management’s Discussion and Analysis also contains other terms such as net working capital
shortfall and operating netbacks, which are not recognized measures under GAAP. Management
believes these measures are useful supplemental measures of firstly, the total net position of current
assets and liabilities the Company has and secondly, the amount of revenues received after royalties
and operating costs. Readers are cautioned, however, that these measures should not be construed as
an alternative to other terms such as current and long-term debt or net income determined in
accordance with GAAP as measures of performance. Painted Pony’s method of calculating these
measures may differ from other companies, and accordingly, may not be comparable to measures
used by other companies.

Forward-looking Statements
This MD&A contains forward-looking statements relating to future events. In some cases, forward-

29 ¢ 29 ¢ b1

looking statements can be identified by words such as “anticipate”, “continue”, “estimate”, “expect”,
“forecast”, “may”, “will”, “project”, “should”, “believe”, or similar expressions. These statements
represent management’s best projections but undue reliance should not be placed upon them as they
are derived from numerous assumptions. These assumptions are subject to known and unknown
risks and uncertainties, including the business risks discussed in the MD&A, which may cause actual
performance and financial results to differ materially from any projections of future performance or

results expressed or implied by such forward-looking statements.
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These risks and uncertainties include, but are not limited to, the following:

» Normal risks common to the oil and natural gas industry, including various operational risks
in the carrying out of exploration, development and production operations,

> Risks and uncertainty of oil and gas geological deposits,

> Revisions, amendments or changes to capital expenditure plans including exploration,
development and exploitation projects,

> Risks as to the availability and pricing of appropriate financing alternatives, and

> Potential changes in income tax regulations, governmental policies, rules, practise or
approval processes changes, or delays, or enhancements.

Accordingly, readers are cautioned that events or circumstances could cause results to differ
materially from those predicted. From time to time, Painted Pony’s management make estimates
and form opinions on which the forward-looking statements are based. The Company assumes no
obligation to update forward-looking statements if circumstances, management’s estimates or
opinions change.

Overview

From incorporation on August 12, 1999, the Company was a provider of web, logistics, financial and
marketing services to U.S. merchants servicing the international market. In October 2002, a
partnership agreement was entered into with Canada Post to jointly operate the Company’s merchant
activities. This partnership interest was disposed of in 2005. In November 2005, the auction
business was sold. Since then, the Company did not carry on active business as it was reorganizing
its affairs.

In February 2007, the Company entered into a series of agreements whereby it reorganized itself.
The Company was continued into Alberta under the ABCA, and articles of amendment were filed
effecting name changes. All of the assets and liabilities were sold or assigned, and a private
placement consisting of 240,000 Common Voting Shares and a convertible debenture in the
principal amount of $347,500 was completed. The convertible debenture was secured, bore interest
at the rate of 5% per annum during the first two years of its term and at bank prime rate plus 3%
thereafter and was convertible into Common Non-Voting Shares of the Company at a price of
$0.15625 per Common Non-Voting Share. The Company created an unlimited number of non-
voting common shares and consolidated the issued common shares on the basis that up to 2,500 of
such shares became one common share. The Company then had 196 issued and outstanding
common voting shares outstanding.

On March 27, 2007, the Company entered into a financing agreement (“Financing Agreement”)
pursuant to which the Company reconstituted the Company's board of directors, reorganized the
share capital of the Company and filed articles of amendment to change the name to Painted Pony
Petroleum Ltd., all of which were approved by the shareholders of the Company on March 29, 2007
and which were effected on April 3, 2007.
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The 196 issued and outstanding common voting shares were exchanged for:
(i) 29,400 issued and outstanding Class A shares on the basis of 150 Class A shares for
each existing common voting shares, and
(i) 6,615 issued and outstanding Class B shares on the basis of 33.75 Class B shares for
each existing common voting share.
Completion of the reorganization of the Company, as contemplated in the Financing Agreement was
conditional upon the closing of the initial public offering, which occurred on May 17, 2007.

Painted Pony commenced commercial operations on April 3, 2007 upon completion of a financial
reorganization as part of an overall restructuring of the Company. Pursuant to “Comprehensive
Revaluation of Assets and Liabilities” of the Canadian Institute of Chartered Accountants
Handbook, the Company is entitled to use “fresh start” accounting which means that prior or
comparative financial information is not required to be presented as it would not be meaningful to
the reader. Accordingly, financial information is presented commencing on April 3, 2007.
Consequently, comparative financial information for the balance sheet, statements of operations and
cash flows is not presented.

On May 23, 2007, subsequent to completion of an initial public offering on May 17, 2007, the Class
A shares and Class B shares of Painted Pony Petroleum Ltd. began trading on the TSX Venture
under the symbols “PPY.A” and “PPY.B” respectively. Painted Pony then commenced an active
operated exploration program, focused on S.E. Saskatchewan and N.E. British Columbia.

Net Earnings and Cash Flow from Operations

Painted Pony generated cash flow from operations of $79,885 and $27,092 for the three and nine
months ended September 30, 2007 respectively. Basic and diluted cash flow from operations per
share are $ nil for the three and nine month periods.

Painted Pony produced earnings of $46,254 for the three months and a loss of $7,407 for the nine
months ended September 30, 2007. Basic and diluted earnings (loss) per share are $ nil for the three
and nine month periods.

Sales

During the third quarter, production from the first two wells placed on production generated 513 bbls
(6 bbl/d) of light crude oil. Revenue (before transportation costs) from sales of crude oil totalled
$38,751 for the three and nine months ended September 30, 2007, at an average price of $75.54/bbl.

To date in 2007, Painted Pony has not undertaken any hedging or commodity price contracts.

Transportation costs of $1,692 were approximately 4% of gross revenues, reflect the trucking costs
of hauling the oil to the sales points.

PAINTED PONY PETROLEUM LTD. THIRD QUARTER 2007 REPORT

6



Revenue

Three and nine months
ended September 30, 2007

Light crude oil sales $ 38,751
Transportation (1,692)
Net $ 37,059

Average Commodity Prices

Exchange rate (US$/Cdn$) 0.959
WTI (US$/bbl) $ 75.84
Edmonton par — light oil ($/bbl) $ 79.25
Painted Pony’s average price, before transportation ($/bbl)

- light crude & condensate $ 75.54

Royalties
For the three and nine months ending September 30, 2007, total royalties were $4,132, or
approximately 11% of sales (after transportation costs), reflecting the combined impact of reduced
crown royalties due to Saskatchewan crown royalty incentives and gross overriding royalty
obligations.

Royalties by Type
Three and nine months
ended September 30, 2007
Crown royalties $ 798
Freehold royalties 1,644
Gross overriding royalties 1,690

$ 4,132

Production Expenses

For the three and nine months ended September 30, 2007, production expenses totalled $4,668, or an
average $9.10/bbl. Operating costs include operator charges, fuel and power and costs to treat
emulsion, reflecting costs to process the incremental water in the initial post frac period. The
Company anticipates overall operating cost levels to remain at this approximate level in the near
future, reflecting similar costs for future potential new production adds.

Operating Netbacks

For the three and nine months ended September 30, 2007, field operating netbacks were $55.09/bbl.
Strong light crude oil commaodity prices combined with crown royalty incentives are the primary
contributing factor to this positive unit price.
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Field Operating Netback

Three and nine months
ended September 30, 2007

Sales $ 75.54
Transportation (3.30)
Royalties (8.05)
Production expense (9.10)
Field operating netback $ 55.09

General and Administrative

Net general and administrative expenses for the three months ended September 30, 2007 were
$102,369 of the $219,484 incurred for the nine month period. There were $56,756 of general and
administrative costs assumed in May 2007 pursuant to the Financing Agreement, as set out in the
May 8, 2007 long form prospectus (a copy of which can be viewed at SEDAR.com, or by contacting
the Company). Total general and administrative costs, prior to capitalization and recoveries were
those costs from salaries and consulting costs which commenced on May 16, 2007 for six full-time
and three part-time people, office rent and parking, computer software licenses and rentals. During
the three months ended September 30, 2007, the Company began recovering costs from operated and
capital activities.

General and Administrative Costs

Three months ended Nine months ended
September 30, 2007 September 30, 2007
Gross costs $ 325,392 $ 554,603
Capitalized (148,690) (260,786)
Recoveries (74,333) (74,333)
Net costs $ 102,369 $ 219,484

To date, Painted Pony has not granted any options, hence there is no provision for stock-based
compensation costs.

Interest and Other Income

Painted Pony invests cash in short-term term deposits. These activities generated $144,095 of
interest income during the three months ending September 30, 2007. In the nine months ending
September 30, 2007 income from these investments totalled $208,417. In addition, during the third
quarter of 2007, the Company purchased $66,455 of tubular pipe required in fracing operations,
which it charges to company operated fracs on a rental basis on terms consistent with industry
standards, generating $9,900 of rental income during the period.

Interest and Other Income

For the three months For the nine months

ended September 30, 2007  ended September 30, 2007

Interest income $ 144,095 $ 208,417
Tubular rental 9,900 9,900
$ 153,995 $ 218,317
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Management expect that as the funds obtained through the placement of Class A and Class B shares
is expended, interest income will diminish.

Depletion, Depreciation and Accretion

Depletion, depreciation and accretion expense for the third quarter of 2007 was $33,631 reflecting
depletion charges and accretion provisions as the Company commenced production. Painted Pony
have not excluded from the depletion calculation any costs for undeveloped properties or
undeveloped land.

Depletion, Depreciation and Accretion Costs

For the three months  For the nine months ended

ended September 30, 2007 September 30, 2007

Depletion $ 30,010 $ 30,010
Depreciation 2,994 3,862
Accretion 627 627
Total $ 33,631 $ 34,499

Depreciation expense of $2,994 was incurred in the third quarter of 2007 on office equipment,
computer hardware and software and office furniture determined on a 20% per annum declining
balance basis.

Capital Expenditures
On June 22, 2007 the Company commenced active oil and gas operations with the drilling of its first
crude oil well in the Kisbey area of Saskatchewan.

To the end of September 2007, Painted Pony completed drilling 3 (1.2 net revenue interest) light oil
wells in Saskatchewan and were drilling 1 (0.5 net revenue interest) light oil well in the Midale area,
also in Saskatchewan. Subsequent to the end of the quarter, one of the Kisbey wells was fracture
stimulated.

During the third quarter of 2007, the Company purchased $66,455 of tubular pipe required in fracing
operations, which it charges to company-operated fracs on a rental basis on terms consistent with
industry standards.

Capital Expenditures

For the three months For the nine months

ended September 30, 2007  ended September 30, 2007

Lease acquisitions & retention $ 52,172 $ 63,798
Drilling & completion costs 2,749,202 3,183,124
Facilities & equipment 217,469 217,469
Exploration & development 3,018,843 3,464,391
Head office expenditures 8,673 60,740
Total expenditures $ 3,027,516 $ 3,525,131
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Capital expenditures during the third quarter of 2007 were $3,027,516 of the $3,525,131 the
Company has incurred during the nine month period. Painted Pony continues to develop its land
base through earning land by drilling operations and limited participation at crown land sales. At
September 30, 2007, the Company had approximately 4,139 net acres of undeveloped land in S.E.
Saskatchewan. In total, through crown land sales, farm-in agreements and earning land through
drilling operations, Painted Pony has access to approximately 63,100 gross acres with multi-zone
light oil potential in S.E. Saskatchewan.

At the end of the third quarter of 2007, the Company had a commitment to drill 1 (0.5 net revenue
interest) well in Saskatchewan to the end of October 2007 pursuant to a farm-in agreement with an
oil and gas company at an estimated cost for Painted Pony’s interest of approximately $650,000.
This commitment was satisfied.

To the end of September 2007, the Company has invested a total of $60,740 in other assets,
specifically office furniture, computer hardware and software and office furniture and fixtures. Of
these, $30,189 of other assets were assigned to the Company pursuant to the Financing Agreement
whereby all of the asset and liabilities were transferred to the Company immediately prior to closing
of the initial public offering.

For the three and nine month periods ending September 30, 2007, the Company capitalized general
and administrative expenses in the amount of $148,690 and $260,786 respectively, relating to
exploration and development activities.

Capital Resources

Debt

During 2007, certain officers and other individuals advanced funds in return for promissory notes
totalling $120,000. The promissory notes are unsecured, have no fixed terms of repayment and bear
interest at a rate of 5% per annum beginning on the first anniversary of the date they were issued.

As at September 30, 2007 and November 27, 2007, Painted Pony has no long term debt or credit
facilities.

Share Capital

On May 17, 2007, the Company sold 12,000 units at a price of $1,000 per unit for gross proceeds of
$12,000,000 (the “Offering”). Each unit is comprised of 400 Class A shares and 90 Class B shares
issued on a “flow-through” basis. Share issue costs were $1,046,545.

Subsequent to the closing of the Offering, Painted Pony issued 386,600 Class A shares and 86,985
Class B shares to a third party in satisfaction of the $347,500 convertible debenture and other debt in
the amount of $619,000 (the “Debt Satisfaction”).

Immediately after the closing of both the Offering and the Debt Satisfaction, a non-brokered private
placement (the “Private Placement™) was completed of 5,900,000 Class A Shares at a price of $0.25
per share to the new Directors, Officers, employees and certain of their associates and affiliates.
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In accordance with the policies of the TSXV, the 5,900,000 Class A Shares which were issued
pursuant to the Private Placement were placed in escrow. Under the terms of the Escrow
Agreement, ten percent (10%) of such Class A Shares were released from escrow upon receipt of
notice from the TSXV confirming the listing of the Class A Shares on the TSXV (the "Listing
Notice"), which was dated on May 22, 2007. The remaining ninety percent (90%) of such Class A
Shares will be released from escrow in fifteen percent (15%) tranches during consecutive six month
intervals over the following 36 months. The above escrow release schedule is subject to acceleration
in accordance with NP 46-201 Escrow for Initial Public Offerings and the policies of the TSXV in
the event that the Company subsequently meets certain listing requirements.

After giving effect to the Offering, the Debt Satisfaction and the Private Placement, and at
September 30, 2007 and November 27, 2007, 11,116,000 Class A shares and 1,173,600 Class B
shares were issued and outstanding. As at September 30, 2007 and November 27, 2007, no
Common Voting, Common Non-Voting or Preferred Shares were outstanding.

On November 14, 2007, the Company entered into an agreement whereby it has agreed to issue
4,166,700 Class A common shares at an issue price of $2.40 per share on a bought deal private
placement basis for gross proceeds of $10,000,080. The proposed issuance is subject to certain
regulatory approvals, and is expected to close on or about December 6, 2007.

The Company has a Stock Option Plan whereby options to purchase Class A Shares may be granted
by the board of directors to directors, officers, employees of, and consultants to the Company. The
Plan has reserved for issuance a number of Class A shares equal to ten percent of the aggregate
number of Class A Shares and Class B Shares issued and outstanding from time to time. As at the
date hereof, no options are issued and outstanding.

Income Taxes

The Company has income tax pools as at September 30, 2007 of approximately $24 million
including a tax loss carry forward of approximately $19.5 million. No tax asset for the value of
these pools has been recorded for accounting purposes as the Company does not believe that it
currently meets the criteria of the losses being utilized being more likely than not.

On May 17, 2007, the Company issued 12,000 units at $1,000 per unit for total proceeds of
$12,000,000, and has committed to spend these funds on qualified exploration and development
expenditures by December 31, 2008. The Company intends to renounce the full $12,000,000
effective December 31, 2007. The tax effect of the tax benefits renounced to subscribers will be
recognized in the financial statements when the renouncement documents are filed in February,
2008. As at September 30, 2007, the Company had expended approximately $2,944,000 of funds on
qualified expenditures related to this financing. The remaining commitment of $9,056,000 as at
September 30, 2007 is to be incurred by December 31, 2008.

Dividends

The Company has not declared or paid any dividends. Any decision to pay dividends on its shares
will be made by the board of directors on the basis of earnings, financial requirements and other
conditions existing at such future time.
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Outlook

The Company continues evaluation of its existing and farm in lands for multi-zone light oil potential.
During the last quarter of 2007, the Company is planning to fracture stimulate one horizontal light oil
wells Painted Pony currently anticipates drilling up to 10 (3.8 net revenue interest) wells targeting
light sweet oil, prior to the end of March 2008.

As Painted Pony’s operations are focused within Saskatchewan and British Columbia, the Company
will not be directly affected by the recently announced amendments to royalty rates for assets located
within Alberta.

Within the N.E. British Columbia area of interest, the Company anticipates potential drilling to
commence in 2008, pending natural gas price trends.

Comprehensive Income

As Painted Pony does not have any comprehensive income, being net earnings and other
comprehensive income, the interim financial statements do not include a Statement of
Comprehensive Income describing the components nor is a section needed in shareholders’ equity,
nor is a Statement of Accumulated Other Comprehensive Income, which would provide a continuity
of the balance.

Liquidity

As at September 30, 2007, Painted Pony had current assets of $13,536,434 and current liabilities of
$4,606,018. Management believes they have sufficient financial resources with which to carry out
the planned capital expenditure program for the year. The cash has been, and is currently, on deposit
in term deposits in a major Canadian financial institution. Management have received confirmation
from the financial institution that these funds are available on demand.

The Company is committed to spending $12,000,000 on qualifying exploration and development
expenditures prior to December 31, 2008 relating to a flow through agreement, of which
approximately $2,944,000 has been expended as at September 30, 2007.

Subsequent to the end of the third quarter, on November 14, 2007, the Company entered into an
agreement whereby it has agreed to issue 4,166,700 Class A common shares at an issue price of
$2.40 per share on a bought deal private placement basis for gross proceeds of $10,000,080. The
proposed issuance is subject to certain regulatory approvals, and is expected to close on or about
December 6, 2007. Painted Pony will utilize these funds for the oil and gas exploration and
development activities and general corporate purposes.

Off Balance Sheet Arrangements

The Company has also entered into an arrangement with a joint venture partner whereby Painted
Pony will be carried for approximately $241,627 of land costs incurred by the joint venture partner
in exchange for an equivalent value in the drilling of wells expected to be incurred by the Company
during the first half of 2008.
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Related Party Transactions

The Company utilizes the services of a law firm in which the Corporate Secretary is an Associate.
During the three and nine months ended September 30, 2007, the Company incurred $150 and
$111,965 respectively on services obtained from the firm.

For the nine months ended September 30, 2007, a family member of the President provided
computer consulting services entered into on normal commercial terms for $ nil and $2,302
respectively.

All related party transactions are in the normal course of business and have been measured at the
agreed to terms and exchange values, being the consideration established and agreed to by the parties
and on normal commercial terms comparable to those negotiated with third parties.

Financial Instruments and Other Instruments

The fair values of the Company’s term deposits, accounts receivables, accounts payables and
accrued liabilities approximate their carrying amounts due to the short-tem nature of these financial
instruments. The carrying amount of the promissory notes payable approximate their fair value due
to the capacity of prompt liquidation.

The Company’s accounts receivables are primarily with industry competitors and are subject to
normal industry credit risks. As the Company extends unsecured credit to these entities, therefore,
the collection of any receivables may be affected by changes in the economic environment or other
conditions. Management believe the risk is mitigated by the financial position of the entities, and the
Company’s practice of requesting cash call advances for funds estimated to be incurred.

To date, the Company has not participated in any hedges or commaodity price contracts.

Internal Controls

As of September 30, 2007 the Chief Executive Officer ("CEO") and the Chief Financial Officer
("CFO™) have evaluated the design and effectiveness of the Company's disclosure controls and
procedures. The small size of the current organization contributes in a large part to senior
management being fundamentally aware of material information that would require disclosure by the
Company and this, in part, supports management's assessment that its disclosure controls are
adequate and effective to ensure accurate and complete disclosure except as described below.

The Chief Executive Officer and Chief Financial Officer of Painted Pony are responsible for
designing internal controls over financial reporting or causing them to be designed under their
supervision in order to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with Canadian
generally accepted accounting principles. Painted Pony management has assessed the design of
internal controls over financial reporting. During this process, certain material weaknesses in
internal controls over financial reporting were identified as follows:
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» Due to the limited number of staff at Painted Pony, it is not economically feasible to achieve
segregation of incompatible duties. Painted Pony currently only has six full time employees,
two part-time employees and one part-time consultant. The limited number of staff may also
result in identifying weaknesses with respect to accounting for complex and non-routine
accounting transactions that may arise as the Company does not have a sufficient number of
finance personnel with technical accounting knowledge to address all complex and non-
routine accounting matters that may arise, and

» Many of Painted Pony’s information systems are subject to general control deficiencies
including a lack of effective controls over spreadsheets, access and documentation.

These weaknesses in internal controls over financial reporting result in a more than remote
likelihood that a material misstatement would not be prevented or detected. Management and the
Board of Directors try to mitigate the risk of material mis-statement; however, reasonable assurance
does not exist that this risk can be reduced to a remote likelihood of a material misstatement.
Painted Pony has no current plans to remediate these weaknesses.

Because of their inherent limitations, disclosure controls as well as internal controls over financial
reporting may not prevent or detect fraud, misstatements, or errors. Control systems can provide
only reasonable and not absolute assurance that the objectives of the control system and the
Company are achieved.

Selected Quarterly Information

Painted Pony commenced commercial operations on April 3, 2007 upon completion of a financial
reorganization as part of an overall restructuring of the Company. Pursuant to “Comprehensive
Revaluation of Assets and Liabilities” of the Canadian Institute of Chartered Accountants
Handbook, the Company is entitled to use “fresh start” accounting which means that prior or
comparative financial information is not required to be presented as it would not be meaningful to
the reader. Accordingly, financial information is presented commencing on April 3, 2007.
Consequently, comparative financial information for the balance sheet, statements of operations and
cash flows is not presented.

The following table sets forth selected financial information of the Corporation for the most recently
completed quarters ending at the third quarter of 2007.

2007 — Quarter ended

(unaudited) ($) June 30 Sept. 30
Gross revenues'” 64,322 192,746
Cash flow (shortfall) from operations (52,793) 79,885
Cash flow (shortfall) from operations per share

Basic and diluted (0.01) 0.00
Net earnings (loss) (53,661) 46,254
Net earnings (loss) per share

Basic and diluted (0.01) 0.00
Capital expenditures 497,615 3,027,516

(I) Defore royalties and transportation, including interest and other income
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Reader Advisory

Statements in this document may contain forward-looking information including expectations of future production and
components of cash flow and earnings. The reader is cautioned that assumptions used in the preparation of such
information may prove to be incorrect. Events or circumstances may cause actual results to differ materially from those
predicted, a result of numerous known and unknown risks, uncertainties, and other factors, many of which are beyond
the control of the Company. These risks include, but are not limited to; the risks associated with the oil and gas industry,
commodity prices and exchange rate changes. Industry related risks could include, but are not limited to; operational
risks in exploration, development and production, delays or changes in plans, risks associated with the uncertainty of
reserve estimates, health and safety risks and the uncertainty of estimates and projections of production, costs and
expenses. The reader is cautioned not to place undue reliance on this forward-looking information.

The reader is further cautioned that the preparation of financial statements in accordance with GAAP requires
management to make certain judgments and estimates that affect the reported amounts of assets, liabilities, revenues and
expenses. Estimating reserves is also critical to several accounting estimates and requires judgments and decisions based
upon available geological, geophysical, engineering and economic data. These estimates may change, having either a
negative or positive effect on net earnings as further information becomes available, and as the economic environment
changes.
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PAINTED PONY PETROLEUM LTD.
(Formerly 1300873 Alberta Ltd.)
INTERIM FINANCIAL STATEMENTS
(UNAUDITED)

THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2007
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PAINTED PONY PETROLEUM LTD.
(Formerly 1300873 Alberta Ltd.)

Interim Balance Sheet

At September 30, 2007

(unaudited)

ASSETS

Current assets
Cash and cash equivalents $ 11,146,688
Accounts receivable 2,312,666
Prepaid expenses and deposits 77,080
13,536,434
Property and equipment (note 5) 3,517,586
$ 17,054,020

LI ABI'LI'TIES and SHAREHOLDERS® E C

Current liabilities

Accounts payable and accrued liabilities $ 4,486,018
Promissory notes (note 6) 120,000
4,606,018
Asset retirement obligations (note 7) 26,954
4,632,972
Sharehol de
Capital stock (notes 4 & 8) 13,432,455
Deficit (note 4) (1,011,407)
12,421,048
$ 17,054,020

Basis of Presentation (notes 2 & 4)

Commitments (note 11)

Subsequent event (note 13)

See accompanying notes to the interim financial statements.
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PAINTED PONY PETROLEUM LTD.
(Formerly 1300873 Alberta Ltd.)
Interim Statements of Operations and Deficit

(unaudited)

Three months ended Nine months ended
September 30, 2007 September 30, 2007
Revenue
Petroleum sales $ 38,751 $ 38,751
Royalties (4,132) (4,132)
Interest and other income 153,995 218,317
188,614 252,936
Expenses
Operating 4,668 4,668
Transportation 1,692 1,692
General and administrative 102,369 219,484
Depletion, depreciation and accretion 33,631 34,499
142,360 260,343
Net income (loss) for the period 46,254 (7,407)
Deficit, beginning of period (note 4) (1,057,661) (1,004,000)
Deficit, end of period $ (1,011,407) $ (1,011,407)
Net income (loss) per share (note 9)
Basic and diluted $ - $ -

See accompanying notes to the interim financial statements.
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PAINTED PONY PETROLEUM LTD.

(Formerly 1300873 Alberta Ltd.)
Interim Statements of Cash Flows

(unaudited)

Three months ended
September 30, 2007

Nine months ended
September 30, 2007

Cash provided by (used in)

Operating activities

Net income (loss) for the period $ 46,254 $ (7,407)
Add items not affecting cash
Depletion, depreciation, and accretion 33,631 34,499
79,885 27,092
Change in non-cash working capital (139,409) (228,309)
(59,524) (201,217)
Financing activities
Issuance of share capital - 13,475,000
Share issue costs (127,382) (1,046,545)
Issue of promissory notes (note 6) - 120,000
Change in non-cash working capital (17,648) 18,148
(145,030) 12,566,603
Investing activities
Expenditures on property and equipment (3,027,516) (3,525,131)
Change in non-cash working capital 1,477,167 2,306,433
(1,550,349) (1,218,698)
Increase (decrease) in cash and cash equivalents (1,754,903) 11,146,688
Cash and cash equivalents, beginning of period 12,901,591 -
Cash and cash equivalents, end of period $ 11,146,688 $ 11,146,688
Cash and cash equivalents is comprised of:
Balances with banks $ 46,688
Short term deposits 11,100,000
$ 11,146,688

See accompanying notes to the interim financial statements.
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PAINTED PONY PETROLEUM LTD.

(Formerly 1300873 Alberta Ltd.)

NOTES TO INTERIM FINANCIAL STATEMENTS
(UNAUDITED)

Three and nine months ended September 30, 2007

1. Nature of Operations

Painted Pony Petroleum Ltd.’s (“the Company”) principal business activity is the exploration,
development and production of petroleum and natural gas resources in western Canada.

2. Basis of Presentation

The interim unaudited financial statements of Painted Pony Petroleum Ltd. have been prepared by
management in accordance with Canadian generally accepted accounting principles.

The Company commenced commercial operations on April 3, 2007 upon completion of the
financial reorganization (see note 4). Consequently, comparative financial information for the
statements of operations and cash flows is not presented.

3. Significant Accounting Policies
Use of Estimates

The preparation of financial statements in accordance with Canadian generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the balance
sheet date and the reported amounts of revenue and expenses during the reporting period. The
financial statements have, in management’s opinion, been properly prepared using careful
judgment with reasonable limits of materiality and within the framework of the significant
accounting policies summarized below. Actual results could differ from those estimates.

Property and Equipment
(i) Capitalized Costs

The Company follows the Canadian full cost method of accounting for its petroleum and
natural gas operations. Under this method, all costs related to the exploration, development
and production of petroleum and natural gas reserves are capitalized in a single Canadian cost
centre. Costs include lease acquisition costs, geological and geophysical expenses, costs of
drilling both productive and non-productive wells, production equipment costs, general and
administrative costs and stock-based compensation directly related to exploration and
development activities. Proceeds from the sale of properties are applied against capitalized
costs, without any gain or loss being realized, unless such sale would alter the rate of
depletion by more than 20%. Office equipment is recorded at cost.
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(ii) Depletion and Depreciation

Petroleum and natural gas properties, net of estimated salvage or residual value, and
estimated costs of future development of proved undeveloped reserves are depleted and
amortized using the unit-of-production method based on estimated gross proved petroleum
and natural gas reserves as determined by independent engineers. For depletion and
amortization purposes, relative volumes of petroleum and natural gas production and reserves
are converted at the energy equivalent conversion rate of six thousand cubic feet of natural
gas to one barrel of crude oil.

Costs of unproved properties and seismic costs on undeveloped land are initially excluded
from petroleum and natural gas properties for the purpose of calculating depletion. When
proved reserves are assigned or the property or seismic is considered to be impaired, the costs
of the property or seismic or the amount of the impairment is added to costs subject to
depletion.

Office equipment is depreciated over its estimated useful life at declining-balance rates
between 20% and 50%.

(iii) Ceiling Test
In applying the full cost method, the Company calculates a ceiling test whereby the carrying
amount of property and equipment is compared to the sum of the undiscounted cash flows
expected to result from the future production of proved reserves and the sale of unproved
properties. Cash flows are based on third party quoted forward prices, adjusted for
transportation and quality differentials. Should the ceiling test result in an excess of carrying
value, the Company would then measure the amount of impairment by comparing the
carrying amounts of property and equipment to an amount equal to the estimated net present
value of future cash flows from proved plus probable reserves and the sale of unproved
properties. The Company’s risk-free interest rate is used to arrive at the net present value of
the future cash flows. Any excess carrying amount would be recorded as a permanent
impairment.

Asset Retirement Obligations

The Company recognizes the fair value of an Asset Retirement Obligation (“ARO”) in the period in
which it is incurred when a reasonable estimate of the fair value can be made. The fair value is
determined through a review of engineering studies, industry guidelines and management’s
estimate on a site-by-site basis. The fair value of the estimated ARO is recorded as a liability, with
a corresponding increase in the carrying amount of the related asset. The capitalized amount is
depleted on the unit-of-production method based on gross proved reserves. The liability amount is
increased each reporting period to reflect the passage of time with the corresponding amount
charged to earnings as accretion expense. Actual costs incurred upon the settlement of the asset
retirement obligation are charged against the asset retirement obligations to the extent of the
liability recorded.

Joint Operations

Substantially all of the exploration and production activities of the Company is conducted jointly
with others and these financial statements reflect only the Company’s proportionate interest in such
activities.
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Income Taxes

The Company follows the asset and liability method of accounting for income taxes. Under this
method, future tax assets and liabilities are recognized for the future tax consequences attributable
to differences between financial statement carrying amounts of assets and liabilities and their
respective tax basis. Future tax assets and liabilities are measured using substantively enacted tax
rates expected to apply to taxable income in the years in which those temporary differences are
expected to be recovered or settled. A valuation allowance is recorded against any future income
tax assets if it is more likely than not that the asset will not be realized. The effect on future tax
assets and liabilities of a change in tax rates is recognized in earnings in the period that includes the
date of substantive enactment.

Flow-Through Shares

Periodically, the Company may finance a portion of its exploration and development activities
through the issuance of flow-through shares. Under the terms of the flow-through share issues, the
tax attributes of the related expenditures are renounced to subscribers. Share capital is reduced and
future tax liability is increased by the tax effected amount of the renounced tax deductions at the
time of renouncement, which is when the related documentation is filed with the appropriate
governmental agency and there is reasonable certainty that the expenditures will be incurred.

Revenue Recognition

Revenue from the sale of crude oil, natural gas and natural gas liquids are recognized based on
volume delivered at contractual delivery points and rates. The cost associated with the delivery,
including operating, transportation and production-based royalty expenses are recognized in the
same period in which the related revenue is earned and recorded.

Per Share Amounts

Basic income (loss) per share is computed by dividing net income (loss) by the weighted average
number of Class A and Class B common shares outstanding during the period. The treasury stock
method is used to calculate diluted per share amounts whereby proceeds from the exercise of in-
the-money stock options or warrants and unrecognized future stock-based compensation expense
are assumed to be used to purchase common shares of the Company at the average market price
during the period. Diluted per share amounts reflect the potential dilution that could occur if stock
options or warrants to purchase common shares were exercised and converted to common shares.
In addition, Class B shares are converted into Class A shares at $10 divided by the period end
price of the Class A shares.

Cash and Cash Equivalents

The Company considers all highly liquid investments with maturity of three months or less at the
time of purchase to be cash equivalents. These cash equivalents primarily consist of funds on
deposit under various terms.

Measurement Uncertainty

The amounts recorded for depletion and depreciation of petroleum and natural gas properties and
the ceiling test calculation are based on estimates of gross proved reserves, production rates,
commodity prices, future costs and other relevant assumptions. By their nature, these estimates are
subject to measurement uncertainty and the effects on the financial statements of changes in such
estimates in future years could be significant.
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Change in Accounting Policies

As of January 1, 2007, the Company adopted new accounting standards for "Accounting Changes",
"Comprehensive Income”, "Equity"”, "Financial Instruments — Recognition and Measurement",
"Financial Instruments - Disclosure and Presentation™ and "Hedges".

Accounting Changes provides expanded disclosures for changes in accounting policies, accounting
estimates and corrections of errors. Under th the new standard, accounting changes should be
applied retrospectively unless otherwise permitted or where impracticable to determine. As well,
voluntary changes in accounting policy are made only when required by a primary source of GAAP
or the change results in more relevant and reliable information.

Comprehensive Income introduces a new requirement to temporarily present certain gains and
losses from changes in fair value outside net income. It includes unrealized gains and losses, such
as changes in currency translation adjustment relating to self-sustaining foreign operations,
unrealized gains or losses on available-for-sale investments and the effective portion of gains or
losses on derivatives designated as cash flow hedges. The application of this revised standard did
not result in comprehensive income being different from the net income (loss) for the periods
presented.

Financial Instruments — Recognition and Measurement prescribes when a financial instrument is to
be recognized on the balance sheet and at what amount. It also specifies how financial instrument
gains and losses are to be presented. All financial instruments are classified into one of the
following five categories: held-for-trading, held-to-maturity, loans and receivables, available-for-
sale financial assets, and other financial liabilities. Initial and subsequent measurement and
recognition of changes in the value of financial instruments depends on their initial classification.

9 Held-to-maturity investments, loans and receivables, and other financial liabilities are
initially measured at fair value and subsequently measured at amortized cost. Amortization
of premiums or discounts and losses due to impairment are included in current period net
earnings.

9 Available-for-sale financial assets are measured at fair value. Revaluation gains and losses
are included in other comprehensive income until the asset is removed from the balance
sheet.

1 Held for trading financial instruments are measured at fair value. All gains and losses are
included in the net earnings in the period in which they arise.

9 All derivative financial instruments are classified as held-for-trading financial instruments
and are measured at fair value, even when they are part of a hedging relationship. All gains
and losses are included in net earnings in the period which they arise.

The application of these new standards did not have an impact on the Company’s financial
statements.

Hedges provide alternative treatments for entities that choose to designate qualifying transactions

as hedges for accounting purposes. The Company currently uses mark-to-market accounting for
its derivative instruments which does not qualify or have not been designated as a hedge.
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4. Financial Reorganization

Effective March 20, 2007, the Company’s debt and equity holders approved a financial
reorganization, as part of an overall restructuring of the Company.

The Company’s assets and liabilities have been adjusted to reflect the values established during the
financial reorganization. The contributed surplus and the original share capital have been
reclassified to deficit, and the Company commenced operations as of the date after the financial
reorganization. The effect of the financial reorganization on the balance sheet accounts is as

follows:
March 20, 2007 March 20, 2007
prior to financial Reorganization after financial
reorganization adjustments reorganization
ASSETS $ - $ - $ -
LIABILITIES AND
SHAREHOLDERS' EQUITY
Due to StoneBridge Merchant
Capital Corp. 550,909 68,001 @ 619,000
Convertible debentures 347,500 - 347,500
Common shares 42,500 (5,000) ® 37,500
Contributed surplus 15,690,266 (15,690,266) © -
Deficit (16,631,175) 15,627,175 © (1,004,000)
$ - $ - $ -
@) To reflect the agreed upon fair value of the debt.
(b) To eliminate share capital attributable to previously issued common shares.
(© Reclassification of contributed surplus to deficit to reflect fresh start accounting as of the

date of the financial reorganization.
On April 3, 2007, the Company:

1 changed its name from 1300873 Alberta Ltd. to Painted Pony Petroleum Ltd.;

1 authorized an unlimited number of Class A shares;

1 authorized an unlimited number of Class B shares convertible at the option of the Company

at anytime after June 30, 2010 and before June 30, 2012, and convertible at the option of

the holder after July 1, 2012 and before August 1, 2012, into Class A shares. Any

outstanding Class B shares at August 1, 2012 shall be automatically converted into Class A

shares;

authorized an unlimited number of common voting shares;

authorized an unlimited number of common non-voting shares, redeemable at the option of

the holder;

1 authorized an unlimited number of preferred shares issuable in series from time to time to
be determined by the directors; and
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1 changed the 196 issued and outstanding common voting shares into:
(i) 29,400 issued and outstanding Class A shares on the basis of 150 Class A shares for
each existing common voting shares, and
(i) 6,615 issued and outstanding Class B shares on the basis of 33.75 Class B shares for
each existing common voting share.

5.  Property and Equipment

Accumulated
September 30, 2007 Cost depletion &  Net book value
depreciation

Petroleum  properties,  including

exploration and development thereon ~ $ 3,490,718 $ 30,010 $ 3,460,708
Other 60,740 3,862 56,878
$ 3,551,458 $ 33872 $ 3,517,586

For the three and nine month periods ending September 30, 2007, the Company capitalized general
and administrative expenses in the amount of $148,690 and $260,786, respectively, relating to
exploration and development activities. No costs were excluded from the depletion calculation for
undeveloped properties or undeveloped land.

6. Promissory Notes

Certain officers, directors and other individuals advanced funds in return for promissory notes
totalling $120,000. The promissory notes are unsecured, have no fixed terms of repayment and
bear interest at a rate of 5% per annum beginning on the first anniversary of the date they were
issued.

7.  Asset Retirement Obligations

The total future asset retirement obligations were estimated by management based on the
Company’s net ownership in wells and facilities, estimated costs to reclaim and abandon the wells
and facilities, and the estimated timing of the costs to be incurred in future periods. The Company
has estimated the total undiscounted asset retirement obligations to be $99,024 as at September 30,
2007. These payments are expected to be made over the next 20 years. The Company used a credit
adjusted risk free rate of 8% and an inflation rate of 2% to calculate the present value of the asset
retirement obligations.

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

Nine months ended
September 30, 2007

Obligation, beginning of period $ -

Liabilities incurred 26,327
Accretion expensed 627
Obligation, end of period $ 26,954
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8. Capital Stock
a) Authorized

Unlimited Common voting shares, of which none are outstanding as at September 30, 2007

Unlimited Common non-voting shares, of which none are outstanding as at September 30,
2007

Unlimited Class A shares

Unlimited Class B shares

Unlimited Preferred shares, of which none are outstanding as at September 30, 2007

The Class A Shares and the Class B Shares are voting on the basis of one vote per share. There are
no fixed dividends payable on either the Class A Shares or the Class B Shares. In the event of the
liquidation or dissolution of the Corporation, the Class B Shares will be converted into Class A
Shares and the Class A Shares are entitled to receive, on a pro rata basis with the Common Voting
and Common Non-Voting Shares, all assets of the Corporation as are distributable to the holders of
shares.

Class B Shares

The Class B Shares will be convertible, at the option of the Corporation, at any time after June 30,
2010 and on or before June 30, 2012 into Class A Shares. The number of Class A Shares obtained
upon conversion of each Class B Shares will be equal to $10.00 divided by the greater of $1.00 and
the current market price of the Class A Shares.

If the conversion has not occurred by the close of business on June 30, 2012, the Class B Shares
become convertible, at the option of the shareholder, into Class A Shares on the same basis. Any
Class B Shares outstanding at the close of business on August 1, 2012 shall be automatically
converted into Class A Shares on the same basis.

b) Issued and Outstanding

Common Voting Shares

Nine months ended
September 30, 2007

Number of Shares Amount
Balance, beginning of period 100 $ 5,000
Shares issued 96 37,500
Financial reorganization - (5,000)
April 3, 2007 prior to financial reorganization 196 37,500
Exchange into Class A and Class B Shares (196) (37,500)
Balance, after financial reorganization - $ -
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Class A and Class B Shares

Class A Shares Class B Shares
Number of Amount Number of Amount
Shares Shares
Common Voting Shares exchanged
into Class A and Class B shares
pursuant to the financial
reorganization 29,400 $ 3,750 6,615 $ 33,750
Flow-through shares issued 4,800,000 1,200,000 1,080,000 10,800,000
Shares issued in satisfaction of debt 386,600 96,650 86,985 869,850
Private placement to founders 5,900,000 1,475,000 - -
11,116,000 2,775,400 1,173,600 11,703,600
Share issuance costs, allocated - (104,655) - (941,890)
Balance, September 30, 2007 11,116,000 $ 2,670,745 1,173,600 $10,761,710

On January 31, 2007, 96 common shares were issued for cash consideration of $37,500 pursuant to
a private placement.

On February 2, 2007, by Articles of Amendment, the Company created an unlimited number of
non-voting common shares and consolidated the issued common shares on the basis that up to
2,500 of such shares shall become one common share. All share and per share amounts have been
retroactively adjusted to reflect this share consolidation.

Effective April 3, 2007 pursuant to the financial reorganization, the 196 issued and outstanding
common voting shares were exchanged for:

(i) 29,400 issued and outstanding Class A shares on the basis of 150 Class A shares for
each existing common voting shares, and

(i) 6,615 issued and outstanding Class B shares on the basis of 33.75 Class B shares for
each existing common voting share.

On May 17, 2007, the Company issued 12,000 units at a price of $1,000 per unit for gross proceeds
of $12,000,000 (the “Offering”). Each unit is comprised of 400 Class A shares and 90 Class B
shares issued on a “flow-through” basis. The Company is committed to spend these funds on
gualified exploration and development expenditures by December 31, 2008. The Company intends
to renounce the full $12,000,000 effective December 31, 2007. The tax effect of the tax benefits
renounced to subscribers will be recognized in the financial statements when the renouncement
documents are filed in February, 2008. As at September 30, 2007, the Company had expended
approximately $2,943,799 of funds on qualified expenditures related to this financing.

Subsequent to the closing of the Offering, the Company issued 386,600 Class A shares and 86,985

Class B shares in satisfaction of the convertible debenture in the amount of $347,500 and other debt
in the amount of $619,000 (the “Debt Satisfaction”).
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Immediately after the closing of both the Offering and the Debt Satisfaction, a non-brokered private
placement (the “Private Placement”) was completed of 5,900,000 Class A Shares at a price of $0.25
per share to the new Directors, Officers, employees and certain of their associates and affiliates.
The 5,900,000 Class A Shares are subject to escrow agreements whereby 10% were released from
escrow on listing, with the remaining 90% of such Class A shares released from escrow in 15%
tranches during consecutive six month intervals over a 36 month period, subject to acceleration in
certain circumstances.

c) Stock Option Plan

The Company has a Stock Option Plan (the “Plan”) pursuant to which options to purchase Class A
Shares may be granted by the board of directors to directors, officers, employees of, and
consultants to the Corporation. The Plan has reserved for issuance a number of Class A shares
equal to 10% of the aggregate number of Class A Shares and Class B Shares issued and outstanding
from time to time.

As at the date hereof, no options are issued and outstanding.

9. Per Share Amounts

The weighted average number of Class A shares outstanding during the three and nine month
period ended September 30, 2007 was 11,116,000 and 5,591,423, respectively. The weighted
average number of Class B shares outstanding during the three and nine month period ended
September 30, 2007 was 1,173,600 and 591,889, respectively. The weighted average number of
Class A shares outstanding after deemed conversion of the Class B shares was 18,940,000 and
9,537,348, respectively, for the three and nine months ending September 30, 2007.

10. Related Party Transactions

The Company utilizes the services of a law firm in which the Corporate Secretary is an Associate.
During the three and nine months ended September 30, 2007, the Company incurred $150 and
$111,965 respectively on services obtained from the firm.

For the three and nine months ended September 30, 2007, a family member of the President
provided computer consulting services entered into on normal commercial terms for $ nil and
$2,302 respectively.

All related party transactions are in the normal course of business and have been valued at the

agreed to terms and exchange values, being the consideration established and agreed to by the
parties and on normal commercial terms comparable to those negotiated with third parties.

11. Commitments
The Company is committed to spending $12,000,000 on qualifying exploration and development
expenditures prior to December 31, 2008 relating to a flow-through agreement, of which
$2,943,799 has been expended as at September 30, 2007.

The Company is committed to payment for office space, exclusive of occupancy costs, as follows:

Amount
2007 $ 12,400
2008 $ 24,800
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12. Financial Instruments

The fair values of the Company’s term deposits, accounts receivables, accounts payables and
accrued liabilities approximate their carrying amounts due to the short-tem nature of these financial
instruments. The carrying amount of the promissory notes payable approximate their fair value due
to the capacity of prompt liquidation.

The Company’s accounts receivables are primarily with industry competitors and are subject to
normal industry credit risks. As the Company extends unsecured credit to these entities, the
collection of any receivables may be affected by changes in the economic environment or other
conditions. Management believes the risk is mitigated by the financial position of the entities, and
the Company’s practice of requesting cash call advances for funds estimated to be incurred.

13. Subsequent Event

On November 14, 2007, the Company entered into an agreement whereby it has agreed to issue
4,166,700 Class A common shares at an issue price of $2.40 per share on a bought deal private
placement for gross proceeds of $10,000,080. The proposed issuance is subject to certain
regulatory approvals.
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