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UNAUDITED INTERIM FINANCIAL STATEMENTS 
 
 
The accompanying unaudited interim financial statements of Canada Energy Partners Inc. for the three months ended July 
31, 2010, have been prepared by management and are the responsibility of the Company’s management.  These 
statements have not been reviewed by the Company’s external auditors. 

 



CANADA ENERGY PARTNERS INC. 
INTERIM BALANCE SHEETS 

(Unaudited – Prepared by Management) 
(Expressed in Canadian Dollars) 

 July 31,  April 30, 
 2010 

$ 
 2010 

$ 

A S S E T S 

CURRENT ASSETS    

Cash and cash equivalents 3,998,820  6,386,141 
Accounts receivable, prepaids, and deposits 62,132  99,435 

 4,060,952  6,485,576 
    

INVESTMENT (Note 6) 951,549  955,479 

OIL and GAS INTERESTS (Note 3) 87,625,443  85,533,420 
 

92,637,944 
 

92,974,475 

 
L I A B I L I T I E S 

CURRENT LIABILITIES    

Accounts payable and accrued liabilities  105,870  141,255 
Bank loan (Note 6) 1,376,126  1,376,126 
 1,481,996  1,517,381 
    
    
ASSET RETIREMENT OBLIGATION (Note 4) 262,617  257,468 
FUTURE INCOME TAX LIABILITY  11,906,968  11,906,968 

 13,651,581 
 

13,681,817 

 
S H A R E H O L D E R S '    E Q U I T Y 

SHARE CAPITAL (Note 5) 79,886,542  79,997,590 

CONTRIBUTED SURPLUS (Note 5) 5,464,916  5,422,838 

DEFICIT (6,365,095)  (6,127,770) 

 78,986,363  79,292,658 

 92,637,944  92,974,475 
NATURE OF OPERATIONS (Note 1) 
COMMITMENTS (Note 3 and Note 12) 
CONTINGENCY (Note 11) 
SUBSEQUENT EVENT (Note 13) 
 
 
APPROVED BY THE DIRECTORS  
 
“John Proust” 

 
 
, Director 

 
 

 “Ben Jones” 

 
 
, Director 

 
 

The accompanying notes are an integral part of these interim financial statements.



CANADA ENERGY PARTNERS INC. 
INTERIM STATEMENTS OF OPERATIONS, COMPREHENSIVE LOSS AND DEFICIT 

(Unaudited – Prepared by Management) 
(Expressed in Canadian Dollars) 

 
 Three months ended July 31,  
 2010 

$ 
           2009 

           $ 
 

    

GENERAL AND ADMINISTRATIVE EXPENSES    
   Administrative and management services (Note 7) 105,321  131,207 
   Accretion and depreciation 5,149  5,423 
   Advertising 3,767  10,981 
   Audit and accounting (Note 7) 15,700  12,822 
   Corporate development 4,000  24,188 
   Filing and regulatory 4,449  3,376 
   General exploration 14,294  32,038 
   Legal 8,852  27,010 
   Office and miscellaneous 35,434  31,739 
   Professional fees 12,536  2,587 
   Rent 21,503  37,940 
   Stock-based compensation  -  226,600 
   Travel 10,067  9,584 

 241,072  555,495 

LOSS BEFORE OTHER ITEMS (241,072)  (555,495) 
 

OTHER INCOME/(EXPENSES) 

   

   Foreign exchange  15  (1,265) 
   Interest  3,732  4,697 

 3,747  3,432 

NET LOSS AND COMPREHENSIVE LOSS (237,325)  (552,063) 

DEFICIT - BEGINNING OF PERIOD (6,127,770)  (5,424,253) 

DEFICIT - END OF PERIOD (6,365,095)  (5,976,316) 

LOSS PER SHARE - BASIC AND DILUTED (0.00) 

 

(0.01) 

WEIGHTED AVERAGE NUMBER OF COMMON 
SHARES OUTSTANDING - BASIC AND DILUTED 82,468,262 

 

82,338,132 
 
 
 
 
 
 
 

The accompanying notes are an integral part of these interim financial statements. 



CANADA ENERGY PARTNERS INC. 
INTERIM STATEMENTS OF CASH FLOWS 

(Unaudited – Prepared by Management) 
(Expressed in Canadian Dollars) 

 
 
 
 Three months ended July 31, 

CASH PROVIDED FROM (USED FOR) 
     2010 

     $ 
           2009 

           $ 

OPERATING ACTIVITIES    

Net loss for the period (237,325)  (552,063) 
Items not affecting cash:  
       Stock-based compensation - 

 
226,600 

       Accretion and depreciation 5,149  5,423 
Interest and principal repayment received from investment 3,930  23,007 

Changes in non-cash working capital balances:    
Accounts receivable, prepaids and deposits 10,920  76,840 
Accounts payable and accrued liabilities (7,053)  (63,806) 

 (224,379)  (283,999) 

FINANCING ACTIVITIES    
Issuer bid share repurchase (68,970)  (15,850) 
    

INVESTING ACTIVITIES    
Oil and gas interests (2,093,972)  (1,434,535) 

DECREASE IN CASH DURING THE PERIOD (2,387,321) 

 

(1,734,384) 

CASH AND CASH EQUIVALENTS- BEGINNING OF PERIOD 6,386,141 
 

10,280,593 

CASH AND CASH EQUIVALENTS - END OF PERIOD 3,998,820  8,546,209 
 
 
CASH AND CASH EQUIVALENTS IS COMPRISED OF: 

Cash 3,998,820  407,845 
Term deposits -  8,138,364 
 3,998,820  8,546,209 

 
 
 
 
 
 
 
 
 
 
 
Supplemental disclosure with respect to cash flows (Note 8) 

 
 
 

The accompanying notes are an integral part of these interim financial statements. 



CANADA ENERGY PARTNERS INC. 
 NOTES TO INTERIM FINANCIAL STATEMENTS 
 (Unaudited – Prepared by Management) 

FOR THE THREE MONTHS ENDED JULY 31, 2010 
 (Expressed in Canadian Dollars) 

 
 

1. NATURE OF OPERATIONS  
 

Canada Energy Partners Inc. (“the Company”) is an independent natural gas exploration and development 
company primarily focused on unconventional resource opportunities in northeast British Columbia.  The 
Company was formed on May 18, 2006, by Certificate of Incorporation and Notice of Articles pursuant to the 
provisions of the Business Corporations Act (British Columbia).   
 
The amounts shown as oil and gas interests represent exploration and development expenditures incurred to date 
and acquisition costs for the working interests in the Company’s prospects and do not necessarily represent 
present or future values.  The underlying value of oil and gas interests is entirely dependent on the existence of 
economically recoverable reserves, securing and maintaining title and beneficial interest in the Company’s 
prospects, the ability of the Company to obtain the necessary financing to complete its share of the 
development, and future profitable production.    
 

  
2. SIGNIFICANT ACCOUNTING POLICIES 
  

Basis of Presentation 
  
 The interim period financial statements have been prepared by the Company in accordance with Canadian 

generally accepted accounting principles (“Canadian GAAP”) for the preparation of interim financial 
statements. These interim periods financial statements do not include all disclosures required for annual 
financial statements and should be read together with the April 30, 2010, audited financial statements and the 
accompanying notes. The significant accounting policies applied in preparation of these interim financial 
statements are consistent with those in the audited annual financial statements. All financial summaries included 
are presented on a comparative and consistent basis showing the figures for the preceding period. In the opinion 
of the Company, its unaudited interim statements contain all adjustments necessary in order to present a fair 
statement of the results of the interim periods presented.  

 
 As for most oil and gas exploration companies, the Company raises financing for its activities using a variety of 

sources.  Based on its current plans, budgeted capital expenditures, and cash requirements, the Company has 
sufficient cash to finance its current plans for at least 12 months from the date of approval of the financial 
statements.  These financial statements do not include any adjustments to the amounts and classification of 
assets and liabilities that might be necessary should the Company be unable to continue business. 

  
 
 Use of Estimates 
 

The preparation of financial statements in conformity with GAAP requires management to make estimates and 
assumptions that affect the reported amount of assets and liabilities and disclosure of contingent assets and 
liabilities at the date of the financial statements and the reported amount expenses during the reporting period.  
 
The amounts recorded for the future asset retirement obligation costs, amortization, and accretion are based on 
estimates of cash flows required to settle the asset retirement obligation, inflation factors, credit adjusted 
discount rates, and other relevant assumptions.  The fair value of the Company’s long-term investments is 
determined based on management estimates of premium yields required by investors.   
 
These estimates are subject to measurement uncertainty, and the impact of changes in such estimates on the 
financial statements of future periods could be material. 



 
CANADA ENERGY PARTNERS INC. 

 NOTES TO INTERIM FINANCIAL STATEMENTS 
 (Unaudited – Prepared by Management) 

FOR THE THREE MONTHS ENDED JULY 31, 2010 
 (Expressed in Canadian Dollars) 

 
 

 
3. OIL and GAS INTERESTS 

 
   

 
 
For the three months ended July 31, 2010 

 
Peace River 

Project 
$ 

  
Monias 

Prospect 
$ 

 
Moberly 
Prospect 

$ 

 

Total 
$ 

 
Acquisition costs 

    
 

 
 

  Leases acquisitions and rental costs 1,910,803  14,243  9,383  1,934,429 

Balance, beginning of period 56,593,657  1,849,696  693,274  59,136,627 
 
Balance, end of the period 58,504,460 

 
1,863,939 

 
702,657 

 
61,071,056 

 
Exploration costs  

 
 

 
 

 
 

  Drilling and completion -  300  -  300 
  Geological and consulting 36,930  2,702  -  39,632 
  Reports and other 22,179  381  381  22,941 
 59,109  3,383  381  62,873 

Balance, beginning of period 9,620,967  4,536,513  54,263  14,211,743 
 
Balance, end of period 

 
9,680,076 

  
4,539,896 

  
54,644 

  
14,274,616 

 
Development costs  

 
 

 
 

 
 

Drilling and completion 72,880  -  -  72,880 
Gas plant 21,841  -  -  21,841 

 94,721  -  -  94,721 
Balance, beginning of period 12,185,050  -  -  12,185,050 
 
Balance, end of period 12,279,772 

 
- 

 
- 

 
12,279,771 

Total deferred oil and gas interests 80,464,307 
 

6,403,835 
 

757,301 
  

87,625,443 
 

Included in the acquisition costs is $107,000 security bond held by the Company in favour of the regulatory 
agency to ensure that the Company can complete the reclamation, including shut-down, closure, and post-
closure.  The security will be released back to the Company once the reclamation has been completed according 
to the plan and the site is returned to an acceptable state.  

 
 During the year ended April 30, 2010, the Company purchased a 1.5% overriding royalty interest on certain 
portions of the Company’s Peace River Project from two arm’s-length parties in consideration for the issuance 
of 800,000 common shares of the Company at an estimated fair value of $0.77 per share for a total consideration 
of $616,000. 

 



 
CANADA ENERGY PARTNERS INC. 

 NOTES TO INTERIM FINANCIAL STATEMENTS 
 (Unaudited – Prepared by Management) 

FOR THE THREE MONTHS ENDED JULY 31, 2010 
 (Expressed in Canadian Dollars) 
 
 
3. OIL and GAS INTERESTS (continued) 

 
 

 
 
For the year ended April 30, 2010 

Peace River 
Project 

$ 

 Monias 
Prospect 

$ 

 Moberly 
Prospect 

$ 

 
Total 

$ 

Acquisition costs 
    

 
 

 
  Leases acquisitions and rental costs 1,428,365  22,648  -  1,451,013 

Balance, beginning of year 55,165,292 
 

1,827,048 
                          

693,274 
 

57,685,614 
Balance, end of the year 56,593,657  1,849,696  693,274  59,136,627 
Exploration costs        
  Asset retirement costs 14,590  -  -  14,590 
  Drilling and completion 15,290  21,004  -  36,294 
  Geological and consulting 55,780  64,557  1,543  121,880 
  Reports and other 35,605  7,314  439  43,358 
 121,265  92,875  1,982  216,122 

Balance, beginning of year 9,499,702  4,443,638  52,281  13,995,621 
Balance, end of year 9,620,967  4,536,513  54,263  14,211,743 
        
Development costs        

Drilling and completion 951,376  -  -  951,376 
Gas plant 353,926  -  -  353,926 
Less: net revenue received in development stage (182,795)  -  -  (182,795) 

 1,122,507  -  -  1,122,507 
Balance, beginning of year 11,062,543  -  -  11,062,543 
Balance, end of year 12,185,050  -  -  12,185,050 
        
Total deferred oil and gas interests 78,399,674  6,386,209  747,537  85,533,420 
        
 
 
 
Peace River Project, British Columbia 
 
The Company has working interests in the oil and gas leases located in Peace River area near Hudson’s Hope in 
northeast British Columbia.  Peace River Project consists of shallow rights (from the surface to the base of 
Gething formation) and deep rights (from the base of Gething to the basement).   



 
CANADA ENERGY PARTNERS INC. 

 NOTES TO INTERIM FINANCIAL STATEMENTS 
 (Unaudited – Prepared by Management) 

FOR THE THREE MONTHS ENDED JULY 31, 2010 
 (Expressed in Canadian Dollars) 

 
 
3.  OIL and GAS INTERESTS (continued) 

 
Shallow rights 
 
Shallow rights include Peace River coalbed methane “CBM” Project and Moosebar Shale rights.  The Company 
owns 50% working interest and an additional 3.71% after payout working interest in the Peace River CBM 
Project.  The operator of the Peace River CBM Project is GeoMet, Inc. The Company’s interest in the Peace 
River CBM Project is subject to Crown royalties and for certain acreage to geological overriding royalties of up 
to 0.05%. 
 
In November 2008, Canada Energy entered into a farm-in agreement (the "Agreement") with GeoMet, Inc. for 
Moosebar Shale shallow rights on its Peace River Project.  The Company drilled an initial Moosebar horizontal 
test well and has earned an 87.5% interest in 2 sections (approximately 2 square miles), subject to final 
completion or plug and abandonment.  The Company has relinquished further drilling rights under the 
Agreement.  The Company’s interest in the Moosebar Shale is subject to Crown royalties and for certain 
acreage to geological overriding royalties of up to 0.05%. 
 
Deep rights 
 
The Company owns 100% working interest subject to a joint venture agreement with Crew Energy Inc. 
(“Crew”).  According to the joint venture agreement, Crew operates the project and will earn a 50% working 
interest in the subject lands upon paying 100% of the costs of the exploration program.  The Company’s interest 
in the deep rights of the Peace River Project will be subject to Crown royalties, geological overriding royalties 
of up to 0.85% and back-in interest of 6.6% after project payout plus $2,000,000 on approximately 3,500 acres. 
 
Monias Prospect, British Columbia 
 
The Company owns 100% working interest in the deep and shallow rights in 8 sections and 70% working 
interest in the shallow rights on 2 sections.  Deep rights on the 4 sections of Monias Prospect are subject to the 
joint venture agreement with West Energy Ltd. (“West”).  According to the joint venture agreement, West 
operates the project and will earn a 65% working interest in the subject lands upon completion of the 
exploration program.  The exploration program consisted of a three-dimensional seismic project over the 
majority of the Monias Prospect lands and drilling and completion of one exploratory well.  The Company’s 
interest in the deep rights of the Monias Prospect will be subject to Crown royalties, geological overriding 
royalties of up to 1% and back-in interest of 12.5% after project payout plus $2,000,000.  The Company’s 
interest in the shallow rights of the Monias Prospect will be subject to Crown royalties, one section is subject to 
a 10% royalty on gas, a 5% - 10% royalty on oil production and two sections are subject to a back-in interest of 
4.375% after project payout plus $2,000,000. 
 
Moberly Prospect, British Columbia 
 
The Company owns 100% working interest subject to a joint venture agreement with Crew.  According to the 
joint venture agreement, Crew operates the prospect and will earn a 50% working interest in the subject lands 
upon completion of the exploration program.  The initial program consisted of drilling of one exploratory well 
(drilled).  
 
The Company’s interest in the Moberly Prospect will be subject to Crown royalties, geological overriding 
royalties of 0.93% and back-in interest of 10.5% after project payout plus $1,000,000. 



CANADA ENERGY PARTNERS INC. 
 NOTES TO INTERIM FINANCIAL STATEMENTS 
 (Unaudited – Prepared by Management) 

FOR THE THREE MONTHS ENDED JULY 31, 2010 
 (Expressed in Canadian Dollars) 

 
 
4. ASSET RETIREMENT OBLIGATION 
 
 Total future asset retirement obligations were estimated by management based on the Company’s working 

interest in its wells and facilities, estimated costs to remediate, reclaim, and abandon the wells and facilities, and 
the estimated timing of the costs to be incurred in future periods.  The Company estimated the total 
undiscounted amount of cash flows required to settle the asset retirement obligation to be approximately 
$698,629 which will be incurred from 2019 to 2036.  To calculate the net present value of its asset retirement 
obligations, the Company used a credit-adjusted risk free rate of 8% and an inflation rate of 2%.  The credit-
adjusted risk free rate of 8% was based on the cost of borrowing for similar companies in the industry.  The 
following table summarizes the Company’s asset retirement obligations:  

 
 $ 

Balance, beginning of period 257,468 
Liabilities incurred - 
Accretion expense 5,149 
Balance, end of period  262,617 

 
The present value of the reclamation liability may be subject to change in future periods. Such changes will be 
recorded in the accounts of the Company as they occur. 

 
 
5. SHARE CAPITAL AND CONTRIBUTED SURPLUS 
 

 Number of 
shares Amount, $ Contributed 

Surplus, $ 
Authorized    
 Unlimited common shares without par value 
 Unlimited preferred shares without par value 

   

Issued common shares    
 As at April 30, 2009  82,356,284  79,974,557    4,932,872 

Stock-based compensation  -                  267,800 
Shares issued for royalty interest acquisition            800,000           616,000                  - 
Issuer bid share repurchases  (609,000)  (592,967)        222,166 

    
 As at April 30, 2010  82,547,284  79,997,590      5,422,838 

   
Issuer bid share repurchases  (114,000)    (111,048)          42,078 

  
 As at July 31, 2010         82,433,284 79,886,542  5,464,916  

During the period ended July 31, 2010, the Company: 

a) received approval from the TSX Venture Exchange (the “Exchange”) to commence a normal course 
issuer bid (the “Bid”) to purchase up to 4,121,664 of its common shares (“Shares”), representing 5% of 
the Company’s 82,433,284 issued and outstanding Shares, as at May 28, 2010.  Under the Exchange’s 
policies, the Bid commenced on June 4, 2010, and will end on the earlier of June 3, 2011, or at such time 
as the Bid has been completed or the Bid is terminated at the Company’s discretion. The price paid by 
the Company for any acquired shares will be the market price at the time of acquisition.  All shares 
purchased under the Bid will be cancelled.  Funding for the “Bid” will be from the Company’s working 
capital. 



 
CANADA ENERGY PARTNERS INC. 

 NOTES TO INTERIM FINANCIAL STATEMENTS 
 (Unaudited – Prepared by Management) 

FOR THE THREE MONTHS ENDED JULY 31, 2010 
 (Expressed in Canadian Dollars) 

 
 

5. SHARE CAPITAL AND CONTRIBUTED SURPLUS (continued) 
 

b)   purchased 114,000 common shares for $68,970 under a normal course issuer bid.  The price paid by the 
Company for the acquired shares was the market price at the time of acquisitions.  All shares purchased 
under the Bid are cancelled.  The difference between the average equity cost of the Company’s shares on 
the repurchase date and the repurchase price was recorded as an increase to contributed surplus. 

 
 Stock options and stock-based compensation 

 
The Company grants stock options in accordance with the policies of the TSX Venture Exchange (“TSXV”).  
Under the plan up to 10% of outstanding Common Shares are reserved for the issuance of stock options to 
directors, officers, employees and consultants.  The terms of the option, including the vesting terms and the 
option price are fixed by the directors at the time of grant subject to the price not being less than the market 
price of the Company’s stock on the date of grant.  The stock options granted are exercisable for a period of five 
years.   
 

 A summary of the status of the Company’s stock options as at July 31, 2010, and changes during the period then 
ended are presented below: 

 

 
Number 

of Options 
Weighted Average 
Exercise Price, $ 

Balance, outstanding – April 30, 2010 5,337,500 1.08 
Cancelled (350,000) 1.00 
Balance outstanding –  July 31, 2010 4,987,500 1.09 

 
 

Stock options outstanding and exercisable as at July 31, 2010, are as follows: 
 

Number of Options 
Outstanding and Exercisable 

Weighted Average Exercise Price, 
$ 

Expiry Date 
 

1,350,000 1.00 August 21, 2011 

700,000 1.00 October 26, 2011 
650,000 1.00 March 26, 2012 
500,000 1.10 September 13, 2012 

1,087,500 1.61 June 25, 2013 
50,000 1.66 August 1, 2013 

100,000 0.51 May 5, 2014 
550,000 0.51 December 31, 2010 

4,987,500 1.09  
 

There were no stock options exercised, granted, or expired during the period ended July 31, 2010. 
 

Warrants  
 
There are no warrants outstanding as at July 31, 2010. There were no warrants exercised or expired during the 
period ended July 31, 2010. 



 
CANADA ENERGY PARTNERS INC. 

 NOTES TO INTERIM FINANCIAL STATEMENTS 
 (Unaudited – Prepared by Management) 

FOR THE THREE MONTHS ENDED JULY 31, 2010 
 (Expressed in Canadian Dollars) 
 
 
6. INVESTMENT AND BANK LOAN 
 

At July 31, 2010, long-term investments included Master Asset Vehicle II notes received in exchange for 
Canadian third-party asset backed commercial paper (“ABCP”) held by the Company.  When the ABCP 
matured but was not redeemed in 2007, it became the subject of a restructuring process that replaced the ABCP 
with long-term asset backed securities.  These investments were designated as held-for-trading and are 
accounted for at their fair value.  
 
The table below summarizes the Company’s valuations of these investments at July 31, 2010, and April 30, 
2010: 

 
 July 31, 2010 April 30, 2010  

Notes 
 

  Face value 
  $ 

      Fair value 
      $ 

  Face Value 
   $ 

  Fair Value  
  $ 

    Expected maturity (1) 

MAV II Class A-1 1,437,261 1,015,005 1,437,261 1,015,005 July 15, 2056 

MAV II Class C 44,594 4,459 44,594 4,459 July 15, 2056 
MAV II Class 13 
(Ineligible Asset Tracking 
Notes) 

226,263             22,626 226,263 22,626        
    

March 20, 2014 

Interest received  - (90,541) - (86,611)  
Total 1,708,118 951,549 1,708,118 955,479  

(1) Maturity date reflects legal maturity date.  
 

The fair value of the Class A-1 notes was established using a discounted cash flow approach based on the 
following inputs: the notes will pay interest at a rate 0.5% less than the bankers’ acceptance (“BA”) rate, 
prospective buyers of these notes estimated to require premium yields 5% over the BA rate, maturity of Class A 
-1 Notes estimated to be 6.5 years.  The Class C notes are viewed as highly speculative with regard to ultimate 
payment of principal at maturity.  Accordingly, it is expected that Class C notes will trade at approximately 10% 
of face par value.  The fair value of the sub-prime backed Class 13 Notes was calculated as 10% of par value.  
To date, the Company received an interest payment of $90,541 on the notes and a payment of $4,619 as partial 
redemption of the MAV II Class A-1 tracking notes.  The interest received was accounted for as a reduction of 
the Company’s investment.   

 
There is significant amount of uncertainty in estimating the amount and timing of cash flows associated with 
these notes.  Until an active market develops for the MAV II notes, the fair value will be determined using a 
discounted cash flow approach based on the maximum use of inputs observed from market conditions on 
subsequent reporting dates.  Therefore, the fair values may change materially in subsequent periods.  The fair 
value of the Company’s investment in the ABCP is classified as Level 3 within the fair value hierarchy 
established by CICA section 3862. 

 
The Company secured a $1,376,126 demand non-revolving bridge loan from its bank pending any possible 
long-term solution to the current liquidity issues affecting the Company’s investment in ABCP.  The bridge loan 
is secured by the Company’s investment in ABCP, cash, and credit balances.  Interest on direct advances is paid 
at the Bank’s prime rate.  The Company paid $7,571 in interest and stamping fees on the loan during the three-
month period ended July 31, 2010.  



 
CANADA ENERGY PARTNERS INC. 

 NOTES TO INTERIM FINANCIAL STATEMENTS 
 (Unaudited – Prepared by Management) 

FOR THE THREE MONTHS ENDED JULY 31, 2010 
 (Expressed in Canadian Dollars) 
 
 
7. RELATED PARTY TRANSACTIONS  
   
 a) Director of the Company provides management and advisory services pursuant to a consulting 

agreement, for consideration of $12,000 plus HST per month.  In addition, pursuant to the agreement, a 
private company controlled by the Director provides administrative, accounting and the services of a 
chief financial officer to the Company in consideration of a monthly fee of $12,075.  Included in 
administrative and management services is 66,525 and in audit and accounting is $5,700 of fees incurred 
by the Company according to the agreement.   

 
b) As at July 31, 2010, accounts receivable, prepaids and deposits included $13,516 of advances made 

to a private company controlled by a Director of the Company.  
 

The related party transactions incurred during the period were in the normal course of operations and were 
measured at the exchange value, which represented the amount of consideration established and agreed by the 
related parties. 
 

 
8. SUPPLEMENTAL DISCLOSURE WITH RESPECT TO CASH FLOWS 
  
 During the three months ended July 31, 2010, the Company had the following significant non-cash transactions: 
  

a) allocated $42,078 to contributed surplus for the shares repurchased for cancellation under the normal 
course issuer bid; 

 
b) included in investing activities $44,860 (April 30, 2010 - $73,192) of accounts payable related to the oil 

and gas interest expenditures; 
 
c) included in investing activities $nil (April 30, 2010 - $26,383) of accounts receivable related to revenue 

from the sale of petroleum and natural gas. 
 
 

9. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT 
 

 The Company designated its financial instruments as follows: 
 
a) Cash and cash equivalents are classified as “Held-for-trading”.  The fair value of the Company’s cash 

and cash equivalents are classified as Level 1 within the fair value hierarchy established by CICA section 
3862. 

 
b) Accounts receivable are classified as “Loans and Receivables”. The recorded values of receivables 

approximate their current fair value because of their nature and respective maturity dates or durations. 
 
c) Investments in Master Asset Vehicle II notes are discussed in Note 6.  

 
d) Accounts payable and accrued liabilities are classified as “Other Financial Liabilities”. The Company 

believes that the recorded values of accounts payable and accrued liabilities approximate their current 
fair value because of their nature and respective maturity dates or durations. 



 
CANADA ENERGY PARTNERS INC. 

 NOTES TO INTERIM FINANCIAL STATEMENTS 
 (Unaudited – Prepared by Management) 

FOR THE THREE MONTHS ENDED JULY 31, 2010 
 (Expressed in Canadian Dollars) 

 
 

9. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (continued) 
 
e) The Company’s  non-revolving bridge loan is classified as “Other Financial Liabilities”. The fair value 

of the loan equal to the principal amount drawn and is classified as Level 2 within the fair value 
hierarchy established by CICA section 3862. 

  
 The Company may be exposed to risks of varying degrees of significance which could affect its ability to 

achieve its strategic objectives.  The Company manages risks to minimize potential losses.  The main objective 
of the Company’s risk management process is to ensure that the risks are properly identified and that the capital 
base is adequate in relation to those risks.  The principal risks to which the Company is exposed are described 
below. 

 
 Credit risk 
 
 Credit risk is the risk of an unexpected loss if a customer or third party to a financial instrument fails to meet its 

contractual obligations.  Financial instruments that potentially subject the Company to a concentration of credit 
risk consist primarily of cash, cash equivalents and accounts receivable.  Management’s assessment of the 
Company’s risk for cash is low as it is attributable to cash held in major banks. The Company limits its exposure 
to credit loss by placing its cash with major financial institutions and invests only in short-term obligations. 

 
 A portion of the Company’s accounts receivable and prepaids consists of goods and services tax (GST) and 

harmonized sales tax (HST) due from the Federal Government of Canada.  The remaining part of Company’s 
accounts receivable and prepaids consists of receivables from customers in the energy industry, receivables 
from purchasers of the Corporation’s natural gas, and other miscellaneous receivables and prepaids and are 
subject to normal industry credit risk.  To date the Company has not experienced any collection issues with its 
oil and natural gas partner. 

 
 Credit risk with respect to investments in Canadian Asset-Backed Commercial Paper (“ABCP”) is discussed in 

Note 6. 
 

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

Company’s approach to managing liquidity is to evaluate current and expected liquidity requirements under 
both normal and stressed conditions to ensure that it maintain sufficient reserves of cash and cash equivalents or 
have an available credit facility to meet its liquidity requirements in the short and long term.  As the industry in 
which the Company operates is very capital intensive, the majority of the Company’s spending is related to its 
capital programs.  The Company prepares annual budgets, which are regularly monitored and updated as 
considered necessary. 

 
 The Company’s short-term financial liabilities are comprised of accounts payable and accrued liabilities which 

have expected maturities of less than one year and the bank loan which is secured by the Company’s investment 
in ABCP, resulting in their current classification on the balance sheet. 

 
As at July 31, 2010, the Company had cash and cash equivalents balance of $3,998,820 to settle current 
liabilities of $1,481,996.  The Company intends to settle these with funds from its positive working capital 
position. 
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9. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (continued) 
 

Market risk 
 
Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of 
changes in market prices. Market risk comprises three types of risks: interest rate risk, foreign exchange risk and 
price risk.  

 
a) Interest rate risk 

 
Interest rate risk is the risk that the fair value of future cash flows from a financial instrument will 
fluctuate as a result of changes in market interest rates.  The Company is exposed to interest rate risk to 
the extent that the cash maintained at the financial institutions and investments included in the 
Company’s cash and cash equivalents are subjects to a floating rate of interest.  If the interest rate on the 
Company’s cash and cash equivalents held at the financial institutions decreased by 1%, the Company’s 
net income would have decreased by approximately $39,988.  

 
  The interest rate risks on cash and on the Company’s obligations are not considered significant. 
 

The Company is exposed to interest rate risk to the extent that the Company’s loan is subject to a floating 
rate of interest.  If the interest rate on the Company’s floating rate bank loan increased by 1%, the 
Company’s net income would have decreased by approximately $13,761.   

 
b) Price risk 

 
The Company is exposed to price risk with respect to commodity and equity prices.  Equity price risk is 
defined as the potential adverse impact on the Company’s earnings due to movements in individual 
equity prices or general movement in the level of the stock market.  
 
Commodity price risk is defined as the potential adverse impact on earnings and economic value due to 
commodity price movements and volatility. The supply and demand for natural gas, the level of interest 
rates, the rate of inflation, investment decisions by large holders of commodities can all cause significant 
fluctuations in commodity prices. The Company closely monitors commodity prices or resources, 
individual equity movements, and the stock market to determine the appropriate course of actions to be 
taken by the Company. 

 
c) Foreign exchange risk 

 
The Company incurs operating expenses and capital expenditures mostly in Canadian dollars.  The 
Company’s exposure to assets and liabilities denominated in foreign currencies is nominal.  Accordingly, 
the Company does not have a significant exposure to losses arising from fluctuations in exchange rates. 
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10. CAPITAL DISCLOSURE  
 

The Company’s objectives when managing capital are to safeguard the Company’s ability to continue as a going 
concern in order to pursue the exploration and development of its properties and to maintain a flexible capital 
structure.  The Capital structure of the Company consists of shareholders’ equity and working capital, including 
bank debt.  The Company manages the capital structure and makes adjustments to it in light of changes in 
economic conditions and the risk characteristics of the underlying assets.   
 
In order to carry out the planned exploration and pay for administrative costs, the Company will spend its 
existing working capital and raise additional amounts as needed and if available.  Management reviews its 
capital management approach on an ongoing basis and believes that this approach, given the relative size of the 
Company, is reasonable.  There were no changes in the Company’s approach to capital management during the 
period ended July 31, 2010. 

 
 
11. CONTINGENCY 
  
 The Company has commenced legal proceedings in the Court of Queen's Bench of Alberta against West Energy 

Ltd. ("West") for a declaration that West has failed to earn a 65% interest and has no interest in the petroleum 
and natural gas rights below the Nikanassin formation (deep rights) on the four sections (2,608 acres) located 
within the Company's Monias Prospect pursuant to a seismic option agreement.  West filed a statement of 
defense and counterclaim.  The outcome of this legal action is not determinable and the estimate of the 
contingent gain/loss cannot be made as of the date of this report. 

 
 
12. COMMITMENTS 
  

a) The Company has committed to rent office space in the amount of $53,919 during the remainder of fiscal  
2011; 

  
b) Oil and gas properties (Note 3); 
 
c) Asset retirement obligations (Note 4). 
 

 
13. SUBSEQUENT EVENT 
 

 Subsequent to July 31, 2010, the Company has purchased for cancellation 177,500 common shares under a 
normal course issuer bid. 


