FINANCIAL STATEMENTS
AS AT AND FOR THE THREE MONTHS
ENDED MARCH 31, 2010
UNAUDITED

TRAVERSE ENERGY LTD.
NOTICE TO READER
The accompanying unaudited interim financial statements of Traverse Energy Ltd. for the quarter ended March
31, 2010 have been prepared by management and approved by the Audit Committee and the Board of Directors
of the Company. These statements have not been reviewed by the Company’s external auditors.

Balance Sheets
March 31, 2010
(unaudited)

Dec. 31, 2009
(audited)

Assets
Current
Cash and cash equivalents
Accounts receivable
Prepaids and deposits
Income taxes receivable

$

Petroleum and natural gas properties (Note 3)

2,470,597
415,539
155,075
136,611

$

4,868,983
149,554
164,596
136,611

3,177,822

5,319,744

7,171,568

4,920,999

$

10,349,390

$

10,240,743

$

934,635

$

774,050

Liabilities
Current
Accounts payable and accrued liabilities
Asset retirement obligations
Future income taxes

283,500
780,000

168,000
581,000

6,733,831
505,705
1,111,719

6,969,498
491,150
1,257,045

8,351,255

8,717,693

Shareholders’ Equity
Share capital (Note 4(a))
Contributed surplus (Note 4(c))
Retained earnings

$

See accompanying notes to financial statements.

10,349,390

$

10,240,743

TRAVERSE ENERGY LTD.

Statements of Operations and Retained Earnings
For the three months ended March 31,
(Unaudited)
Revenue
Petroleum and natural gas sales
Petroleum and natural gas royalty income
Royalties
Interest and other

2010

$

167,412
123,934
(7,246)
2,404

2009

$

30,378
146,125
(170)
6,925

286,504

183,258

72,548
7,357
174,085
24,555
213,285

28,409
2,725
71,312
97,761

491,830

200,207

Loss before income taxes
Income taxes
Future income tax reduction

(205,326)

(16,949)

(60,000)

(11,000)

Net loss and comprehensive loss

(145,326)

(5,949)

Retained earnings, beginning of period

1,257,045

1,979,513

Expenses
Operating
Transportation
General and administrative
Stock based compensation
Depletion, depreciation and accretion

Retained earnings, end of period

$

1,111,719

$

1,973,564

Net loss per share (note 4(d))
Basic and diluted

See accompanying notes to the financial statements.

$

(0.01)

$

0.00

TRAVERSE ENERGY LTD.

Statements of Cash Flows
For the three months ended March 31,
(Unaudited)
Cash provided by (used in):
Operating activities
Net loss
Items not involving cash:
Stock based compensation
Depletion, depreciation and accretion
Future income tax reduction

2010

$

Change in non-cash working capital
Financing activities
Issue of share capital, net of issuance costs
Investing activities
Petroleum and natural gas properties
Petroleum and natural gas property dispositions
Change in non-cash working capital

Increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period

See accompanying notes to the financial statements

$

(145,326)

2009

$

(5,949)

24,555
213,285
(60,000)

97,761
(11,000)

32,514
(89,775)

80,812
42,867

(57,261)

123,679

13,333

-

(2,598,354)
250,000
(6,104)

(76,797)
-

(2,354,458)

(76,797)

(2,398,386)

46,882

4,868,983

2,561,342

2,470,597

$

2,608,224

TRAVERSE ENERGY LTD.
Notes to Financial Statements
Three months ended March 31, 2010
(unaudited)
1.

Basis of Presentation
The Company’s name changed to Traverse Energy Ltd. from Firstland Energy Limited effective June 11, 2009.
The interim financial statements of the Company have been prepared by management in accordance with
Canadian Generally Accepted Accounting Principles (“GAAP”). The preparation of financial statements in
conformity with GAAP requires management to make estimates and assumptions that affect the amounts
reported in the interim financial statements and accompanying notes. Actual results could differ from those
estimates and assumptions. The interim financial statements have, in management’s opinion, been prepared
within reasonable limits of materiality and within the framework of the significant accounting policies
summarized below. These interim financial statements and the notes thereto should be read in conjunction with
the most recent audited financial statements as at and for the year ended December 31, 2009. The significant
accounting policies follow those of the most recently reported audited financial statements except as described
below.

2.

Future Accounting Changes
On January 1, 2011 the Company will be required to adopt International Financial Reporting Standards
(“IFRS”) and prepare its financial statements under this new set of standards, including comparative figures for
2010. Although IFRS is principles-based and uses a conceptual framework similar to Canadian GAAP, there are
significant differences and choices in accounting policies as well as increased disclosure requirements under
IFRS. The Company is currently assessing the impact of the conversion from Canadian GAAP to IFRS on its
financial statements.

3. Petroleum and natural gas properties

Petroleum and natural gas properties
Administrative assets
Less: accumulated depletion and depreciation

March 31, 2010
$ 9,953,260
43,942
$ 9,997,202
2,825,634
$ 7,171,568

December 31, 2009
$ 7,516,304
19,544
$ 7,535,848
2,614,849
$ 4,920,999

At March 31, 2010 future development costs of $125,750 (2009 - $nil) were included in the depletion
calculation and costs of unproved properties in the amount of $3,170,000 (2009 - $2,400,000) were excluded
from the depletion calculation.
4.

Share capital
The Company is authorized to issue an unlimited number of common shares without nominal or par value and
an unlimited number of preferred shares. No preferred shares have been issued.
a)

Common shares issued
Balance, December 31, 2009
Issued on exercise of stock options
Transferred from contributed surplus
Tax effect of flow through shares issued in 2009
Balance, March 31, 2010

Number of Shares
24,950,000
33,333
24,983,333

$

$

Amount
6,969,498
13,333
10,000
(259,000)
6,733,831

b) Stock option plan
The Company has established a stock option plan for the benefit of its directors, officers, employees and
consultants. The Board of Directors establishes at the time of grant, subject to regulatory approval, the
option exercise price, the expiry date and vesting provisions. The options granted to directors and officers
vest immediately and the options granted to consultants vest over a one year time period. Options granted
expire five years from the date of grant.
The following table sets forth a reconciliation of the stock option plan activity for the three months ended
March 31, 2010:
Weighted average
Number of Options
exercise price
Balance, December 31, 2009
1,875,000
$0.40
Exercised
(33,333)
$0.40
Forfeited
(66,667)
$0.40
Balance, March 31, 2010
1,775,000
$0.40

No options were granted during the three months ended March 31, 2010. Options outstanding to
consultants were revalued at quarter end resulting in a fair market value per option of $0.52. The following
table summarizes stock options granted and outstanding at March 31, 2010.
Options Outstanding

Number
Outstanding

Weighted Average
Remaining Contractual
Life (Years)

Weighted
Average
Exercise Price

Number
Exercisable

Weighted
Average
Exercise
Price

$0.40

1,700,000

4.0

$0.40

1,633,332

$0.40

$0.47

75,000

4.6

$0.47

25,000

$0.47

$0.40

1,775,000

4.0

$0.40

1,658,332

$0.40

Exercise
Price

c)

Options Exercisable

Contributed surplus
The following table reconciles the Company’s contributed surplus:
Balance, December 31, 2009
Transferred on exercise of stock options
Stock based compensation
Balance, March 31, 2010

$

$

491,150
(10,000)
24,555
505,705

d) Per share amounts
The following table summarizes the weighted average common shares used in calculating net loss per
share. Options outstanding are anti-dilutive because the Company is in a net loss position.
March 31, 2010

March 31, 2009

Basic

24,965,555

12,950,000

Diluted

25,796,266

12,950,000

5.

Related party transactions
a)

Common management and directors

During the first quarter of 2010, office expenses of approximately $56,820 (2009 - $6,800) were paid to a
company controlled by two directors of the Company. These transactions were in the normal course of business
and are on terms that are consistent with parties dealing at arm’s length. At March 31, 2010 an amount of
$106,650 (2009 - $2,259), representing prepaid rent and security deposit, is included within prepaids and
deposits.
Certain directors of Traverse are also the directors or management of other entities that participate in joint
operations with the Company. All transactions were completed on an arm’s length basis consistent with normal
industry terms. During the three months ended March 31, 2010, the aggregate value of transactions entered into
between Traverse and these entities was approximately $550,000 (2009 - $nil). Traverse had outstanding
payables to the related parties of $144,064 and accounts receivable due to Traverse of approximately $152,476
at March 31, 2010 (2009 - $nil).
During the first quarter of 2009, management fees of $18,000 were paid to a company controlled by a director
of the Company. The fees related to the administration and overall operations of the Company. These
transactions were in the normal course of business and were measured at the exchange amount, which is the
consideration established and agreed to by the related party.
b) Legal services
During the first quarter of 2010, the Company incurred approximately $3,200 (2009 - $nil) in legal services and
disbursements with a legal firm in which a director of Traverse is a partner. These transactions were in the
normal course of business and are measured at the exchange amount. At March 31, 2010 accounts payable and
accrued liabilities include $nil (2009 - $nil) to the legal firm.

6.

Financial and capital risk management
The Company carries a number of financial instruments, such as cash, accounts receivable and accounts
payable. The fair value of these instruments approximates their carrying value due to their short terms to
maturity.
a)

Credit risk

Credit risk is the risk of financial loss to the Company if a customer or counterparty to a financial instrument
fails to meet its contractual obligations and arises principally from joint venture partners and petroleum and
natural gas marketers. Virtually all of Traverse’s accounts receivable are from counterparties in the oil and gas
industry and are subject to normal industry credit risks. During the three months ended March 31, 2010 there
was no impairment provision required of any of the financial assets of the Company due to the historical
success of collecting receivables. At March 31, 2010 approximately $3,000 or 1% of the Company’s accounts
receivable were outstanding for over 90 days. The Company does not have any significant credit risk exposure
to any single counterparty.
b) Market risk
Market risk is the risk that changes in market prices, such as currency risk, commodity price risk and interest
rate risk will affect the Company’s net earnings, future cash flows or the fair value of its assets and liabilities.
Although the Company generally does not sell or transact in foreign currency, the United States dollar
influences the price of petroleum and natural gas sold in Canada. Commodity prices for crude oil, natural gas
liquids and natural gas are also impacted by political events, meteorological conditions, disruptions in supply
and changes in demand. The Company currently has no financial derivative sale contracts or physical sale
contracts in place. The Company currently has no interest bearing debt and is therefore not subject to interest
rate risk.

c)

Liquidity risk

Liquidity risk is the risk that the Company will encounter difficulty in meeting obligations associated with
financial liabilities. The financial liabilities on the balance sheet consist of accounts payable. The Company
anticipates that it will continue to have adequate liquidity to fund its financial liabilities through its future cash
flows and existing cash.
d) Capital risk management
Traverse considers its current capital structure to include shareholders' equity and working capital. The
Company’s objective in managing its capital structure is to maintain financial flexibility through periods of
market fluctuations and to sustain the future development of the business. The Company manages its capital
structure and makes adjustments relative to changes in economic conditions and the Company's risk profile. In
order to maintain the capital structure, the Company may from time to time issue shares, adjust its capital
spending or consider utilizing credit. The Company monitors its working capital in order to assess capital and
operating efficiency.
The Company is not subject to any externally imposed capital requirements. During 2010, the Company’s
strategy in managing its capital was unchanged.

