
 
 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

ANNUAL REPORT 

 

2007 



 

HIGHLIGHTS 
 
 

  
 
 

Year Ended 
December 31, 2007 

 
 

From Incorporation 
on April 25, 2006 to 
December 31, 2006 

 
Quarter 
Ended 

December 
31, 2007 

 
Quarter 
Ended 

December 
31, 2006 

     

Petroleum and natural gas revenues ($)   13,035,279  2,717,637  3,463,999  2,532,804 
     
Funds from operations ($)     5,888,630    679,500  1,576,622  1,037,294 
     Basic and diluted per share ($)              0.50          0.11           0.13           0.10 
     
Net loss ($)       (252,312) (4,780,158)     (279,384)    (670,975) 
     Basic and diluted per share ($)             (0.02)          (0.78)           (0.02)          (0.07) 
          
Working capital (deficit) ($)        (348,344)         12,971,751     (348,344) 12,971,751 
     
Capital expenditures ($)    19,201,895           8,277,085  3,693,975 5,424,221 
     
Weighted average number of shares outstanding     
     Basic and diluted     11,835,883 6,129,799 11,835,883 10,220,039 
     
Shares outstanding      
     Basic      11,835,883         11,835,883 11,835,883 11,835,883 
     Diluted      12,957,133         12,730,633 12,957,133 12,730,633 
     
Average Production (1)     
    Light Oil (bbls/d)                    44             57               44              63 
    Heavy Oil (bbls/d)                     53            46               63              40 
    Total Oil (bbls/d)                     97          103              107            103 
    Natural Gas (mcf/d)                5,037        3,329          5,325         3,351 
    BOE (boe/d)                   936           658             994            662 
     
 
 
Average Realized Prices (2) 

    

    Light Oil ($/bbl)            73.69        57.28            82.41         57.28 
    Heavy Oil ($/bbl)            47.33        42.88            54.88         26.69 
    Natural Gas ($/mcf)              6.30          6.75              6.18           7.09 
    $/boe (6:1)            40.03        42.10            40.22         42.95 
     
Netback ($/boe)     
    Petroleum and natural gas revenue           40.03        42.10           40.22         42.95 
    Royalties             7.65          8.59             6.58           8.86 
    Operating expenses             9.08        12.17             9.34         12.18 
    Transportation expenses             1.87         1.20             2.35           1.31 
Operating Netback           21.43       20.14           21.95         20.60 

1) Trafalgar commenced oil and natural gas operations on September 21, 2006.  The 2006 production of 658 boe per day is 
for the period from September 21, 2006 to December 31, 2006.   

2) Average realized prices are before transportation expenses. 
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LETTER TO SHAREHOLDERS 
 

Trafalgar Energy Ltd. is a Canadian junior exploration, development and production company with operations based in North 
Central Alberta and North East British Columbia.  Trafalgar was established in April of 2006 and is focused on cost-effectively, 
finding and developing shallow to mid-depth oil and natural gas projects. 
 
We have taken a new approach to its annual report this year in an effort to reduce cost and environmental waste.  The annual report 
was produced by Trafalgar staff and the document has been printed on lightweight paper.  We are constantly looking at ways to 
reduce cost and maximize value to shareholders.  We estimate that $30,000 has been saved in the production of our annual report 
this year. 
 

We are focused on cost effectively growing production and reserves in north central Alberta through drilling and acquisitions. In 
2007, while maintaining an excellent balance sheet with no debt at year end, our strategy delivered significant increases in both 
production and reserves with top quartile finding and development costs.  Highlights from our first full year of operations include: 
 

• 50% increase to exit production to 1,000 boe per day. 

• Top quartile F&D costs of $12.09 per boe on a proved plus probable basis including future development capital. 

• 85% increase in proved plus probable reserves to 2.6 mmboe. 

• 25% decrease in operating costs to $9.08 per boe. 

• 67% increase in net undeveloped land position to 115,000 acres. 

• 14% increase in net asset value per share to $4.50 per share. 

• Developed a new core area at Mackay, Alberta. 

• Added five new exploration projects to inventory. 

• Initiated the Bluesky waterflood project at Grouard. 

• Finished the year with no outstanding long term debt. 

• Increased bank term credit facility from $8 million to $15 million. 
 
Our strategy for 2008 remains consistent. Our winter 2008 drilling program focused on the Mackay area with a goal of increasing 
production to in excess of 500 boe per day by the end of the winter.  We are on track with eight gas wells and one dry hole. In 
addition we acquired one recently drilled competitor well in the area effective April 1, 2008.  A total of six wells, including the 
acquired well, are being tied in with individual test rates ranging from 250-700 mcf per day.  The remaining gas wells tested at 
100-200 mcf per day and will be re-evaluated next year for tie in.  An additional six to eight locations have been identified through 
this year’s drilling and seismic programs.  These will form the core of next winter’s Mackay drilling effort.   
 
Early indications of the Grouard waterflood are encouraging as decline from this large oil in place pool has been completely 
arrested.  Historically, production had declined at 40% per year.  Production is expected to slowly grow in the second quarter as 
the influence of the waterflood increases.  With further encouraging response we expect to significantly increase water injection 
later this summer.   
 
During 2007, we established 100% working interest land positions on several high impact exploratory prospects in North Central 
Alberta.  These light oil and natural gas prospects are expected to form the foundation of our future growth.  The projects are close 
to existing infrastructure, located in areas with available open crown land, have several associated follow up locations and meet or 
exceed our risked finding and development targets of $12 per boe for gas projects and $18 per boe for oil projects. Success on one 
or more of these projects could have a material impact on our net asset value, production and reserves.  The majority of these 
prospects are three season accessible.  
 
The first of these exploratory prospects, a Gilwood light oil exploration well at Grouard, was spud in late February 2008 targeting 
a 3D seismic defined structure.  The 13-2 well reached total depth late last week and has been cased as a potential Gilwood oil 
well.  Completion activity will occur, weather permitting, later this month.  Excluding spring breakup, the 13-2 location is 
accessible year round.  Pending successful completion of the Gilwood well, two development wells on 100% interest lands will be 
added to inventory.   We will also accelerate the acquisition of additional 3D seismic data to firm up existing leads. 
 
Competition at land sales for conventional prospects in 2007 decreased significantly as many junior companies had limited capital 
available to reinvest.  With our strong balance sheet, we took the opportunity to substantially expand our land and prospect base at 
reasonable cost.  Additional lands have been posted for various sales in 2008 as we will continue to build our exploration and 
development inventory. 
 
Market conditions have improved dramatically over the past six months with natural gas prices increasing to over $8 per mcf from 
approximately $4.50 in the early fall.  Gas storage has declined to near five year average levels.  The natural gas market, driven by 



 

the LNG trade, is evolving to a world market and re coupling on an energy equivalent basis with oil prices further providing price 
upside.   
 
With lower industry spending and conventional activity levels in the field declining, service costs have fallen this winter.  This, in 
conjunction with higher commodity prices, has improved the economic environment associated with both oil and natural gas 
projects.   We are well positioned to take advantage of an upturn in natural gas prices with our strong balance sheet and deep 
prospect inventory.   
 
Our board of directors has approved an expanded 2008 budget of $19.2 million which will result in the acceleration of our 
exploratory drilling effort this summer on our north central Alberta prospects.  We anticipate averaging 1,225-1,325 boe per day 
for 2008 and exit the year between at 1,425-1,525 boe per day.    
 
Trafalgar remains in a strong financial position. We were successful growing production, reserves, our land base and net asset 
value in 2007 and are optimistic for the future with our deep inventory of high quality, impactful prospects. 
 
On behalf of the Management, Staff and Board of Directors, 
 

 
 
 

 
March 17, 2008 
 
Rob Wollmann 
President and CEO    
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MANAGEMENT’S DISCUSSION AND ANALYSIS 
 

The following management’s discussion and analysis (“MD&A”) is dated March 12, 2008 and should be read in conjunction with 
the audited financial statements and notes of Trafalgar Energy Ltd. (“Trafalgar” or “the Company”) for the year ended December 
31, 2007.  The accompanying audited financial statements and notes of Trafalgar have been prepared by management and 
approved by the Company’s Audit Committee and Board of Directors.  These audited financial statements have been prepared 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 reported amounts of assets and 
liabilities, and the disclosure of contingent assets and liabilities, at the date of the financial statements, and the reported amounts of 
revenues and expenses during the period.  Actual results could differ from these estimates.   
 
The following MD&A compares the results of the year ended December 31, 2007 to the period from incorporation on April 25, 
2006 to December 31, 2006.  In addition, this MD&A compares the results of the three months ended December 31, 2007 to the 
three months ended December 31, 2006.  This MD&A was reviewed and approved by the Company’s Board of Directors on 
March 12, 2008.  All dollar references are to Canadian dollars unless otherwise indicated. 

 

DESCRIPTION OF COMPANY 

 
Trafalgar is a Calgary, Alberta based oil and natural gas exploration and production company, with operations in the Canadian 
provinces of Alberta and British Columbia.  Trafalgar was established in April 2006 and began trading on the Toronto Stock 
Exchange (“TSX”) on September 26, 2006 under the symbol TFL. 
 

NON-GAAP FINANCIAL MEASURES 

 
Trafalgar uses the following terms for measurement within the MD&A that do not have standardized prescribed meaning under 
GAAP and these measurements may not be comparable with the calculation of similar measurements of other entities.   
 
“Funds from operations” and “Funds from operations per share” are terms utilized by Trafalgar to evaluate operating performance 
and assess leverage.  Trafalgar considers funds from operations to be an important measure of Trafalgar’s ability to generate the 
funds necessary to finance capital expenditures and repay debt.  Funds from operations does not represent net income and should 
not be viewed as an alternative to net income or other measures of financial performance calculated in accordance with GAAP.  
All references to funds from operations throughout the MD&A are based on cash provided by operating activities before change in 
non-cash working capital. 
 
A reconciliation of cash provided by operating activities to funds from operations is as follows: 
  

Year Ended 
December 31, 

2007 

 
From Incorporation 
on April 25, 2006 to 
December 31, 2006 

 
Quarter ended 
December 31, 

2007 

 
Quarter ended 
December 31, 

2006 

Cash provided by operating activities 5,182,814     (373,027) 1,404,449    287,825 
Change in non-cash operating working capital    705,816 1,052,527    172,173    749,469 

Funds from Operations 5,888,630    679,500 1,576,622 1,037,294 

 
Trafalgar also uses “operating netbacks” as a key performance indicator.  Operating netbacks do not have a standardized meaning 
prescribed by GAAP and therefore may not be comparable with the calculation of similar measures by other companies. Operating 
netbacks are determined by deducting royalties, operating expenses, processing fees and transportation from petroleum and natural 
gas sales revenue. 
 
Funds generated from operations and operating netbacks are not intended to represent operating profits, nor should they be viewed 
as an alternative to cash flows provided by operating activities, net income or other measures of financial performance calculated 
in accordance with GAAP. 
 

BOE PRESENTION 

 
In conformity with National Instrument 51-101, Standards for Disclosure of Oil and Gas Activities (“NI 51-101”), natural gas 
volumes have been converted to barrels of oil equivalent (“boe”) using a conversion rate of six thousand cubic feet of natural gas 
to one barrel of oil.  This ratio is based on an energy equivalency conversion method primarily applicable at the burner tip and 
does not represent a value equivalency at the wellhead.  Readers are cautioned that the term “boe” may be misleading, particularly 
if used in isolation. 



 

FORWARD-LOOKING STATEMENTS 

 
This MD&A contains forward-looking statements related to future events or future performance.  Certain statements regarding 
Trafalgar include management’s assessment of future plans and operations and may constitute forward-looking statements under 
applicable securities laws and necessarily involve known and unknown risks and uncertainties, most of which are beyond 
Trafalgar’s control.  These risks may cause actual financial and operating results, performance, levels of activity and achievements 
to differ materially from those expressed in, or implied by, such forward-looking statements. 
 
Such factors include, but are not limited to: the impact of general economic conditions in Canada and the United States; industry 
conditions including changes in laws and regulations including adoption of new environmental laws and regulations, and changes 
in how they are interpreted and enforced; competition from other producers, the lack of availability of drilling rigs and other field 
services, the lack of availability of qualified personnel; fluctuations in commodity prices; the results of exploration and 
development drilling related activities; imprecision in reserve estimates; the production and growth potential of Trafalgar’s various 
assets; fluctuations in foreign exchange or interest rates; the ability to access sufficient capital from internal and external sources; 
and obtaining required approvals of regulatory authorities. 
 
Accordingly, Trafalgar gives no assurance and makes no representations or warranty that the expectations conveyed by the 
forward-looking statements will prove to be correct and actual results may differ materially from those anticipated in the forward-
looking statements.  Readers should not place undue reliance on any such forward-looking statements, which speak only as of the 
date they were made.  Trafalgar disclaims any intention or obligation to update or revise any forward-looking statements, whether 
as a result of new information, future events or otherwise except as required by law. 
 
Additional information regarding Trafalgar is available under the Company’s profile on SEDAR at www.sedar.com or on the 
Company’s website at www.trafalgarenergy.ca. 
 

OUTLOOK AND GUIDANCE 

 
Trafalgar has an extensive exploration and development drilling inventory, undeveloped land position combined with balance 
sheet strength.   The Company is well positioned to capitalize on its opportunities in 2008 and beyond. 
 
In early January 2008, Trafalgar commenced a nine well drilling program targeting natural gas at its Mackay project in northern 
Alberta.  The goal is to increase production from the Mackay area to greater than 500 boe per day by the end of the 2008 winter 
drilling season.  To date, drilling operations have resulted in eight natural gas wells.  In addition, we have signed an agreement 
with a competitor to acquire a recently drilled Mackay well effective April 1, 2008.  A total of six wells, including the acquired 
well, are currently being tied in with individual test rates ranging from 250 - 700 mcf per day.  The remaining gas wells tested at 
rates of 100 - 200 mcf per day and will be re-evaluated in 2009 for tie in.  An additional six locations have been identified at 
Mackay through this year’s drilling and seismic programs.  These locations will form the core of the Mackay drilling efforts during 
the 2008/2009 winter drilling season.   
 
Early indications of the Grouard waterflood are encouraging as decline from this pool has been completely arrested.  Historically, 
production had declined at 40% per year.  Production is expected to slowly increase in the second quarter as the influence of the 
waterflood grows.  With further encouraging response, we expect to significantly increase water injection this summer.   
 
On March 12, 2008, the Trafalgar board of directors approved an expanded 2008 budget to $19.2 million from an original budget 
of $11.3 million.  This expanded budget will result in the acceleration of our exploratory drilling efforts this summer on our north 
central Alberta prospects.  With this increased spending, we anticipate average production to be in the range of 1,225-1,325 boe 
per day for 2008 and to exit the year between 1,425-1,525 boe per day.    
 
The first of these exploratory prospects, a Gilwood light oil exploration well at Grouard, was spud in late February 2008 targeting 
a 3D seismic defined structure.  The 13-2 well reached total depth late last week and has been cased as a potential Gilwood oil 
well.  Completion activity will occur, weather permitting, later this month.  Excluding spring breakup, the 13-2 location is 
accessible year round.  Pending successful completion of the Gilwood well, two development wells on 100% interest lands will be 
added to inventory.   We will also accelerate the acquisition of additional 3D seismic data to firm up existing leads. 
 
The 2008 growth program will be funded with a combination of funds generated from operations and the existing $15 million term 
credit facility.  The balance sheet will remain conservatively managed so the Company can be an opportunistic acquirer of assets.   
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Exploration 

 
During 2007, the Trafalgar team has assembled land positions on five new Alberta based exploratory prospects located in the 
northern portion of the Peace River Arch.  Consistent with the ongoing strategy, the prospects offer good reserve potential, are 
close to existing underutilized infrastructure and have attractive risked economics.  Given the three season access nature of the 
exploration portfolio, drilling is planned for the summer of 2008.   
 

Acquisitions 

 
Since inception in April 2006, Trafalgar has been actively evaluating prospective asset and corporate transactions.  We expect 
additional acquisition opportunities over the remainder of 2008 from consolidation activity in the industry.  Trafalgar’s evaluation 
strategy remains consistent.  The Company will look to acquire focused, operated and predictable assets at prices consistent with 
our existing drilling inventory.  
 

RESULTS OF OPERATIONS 

 

Production 

 

Trafalgar exited the year ended December 31, 2007 with production of approximately 1,000 boe per day representing an increase 
of 50% compared to exit production in 2006.  The increased production is a result of new natural gas production at MacKay and 
successful production optimization activities at Grouard.  Production averaged 936 boe per day for the year ended December 31, 
2007 as compared to average production of 658 boe per day in 2006 representing a 42% increase.   
 
Grouard continues to be our largest producing asset with average 2007 production of 637 boe per day followed by MacKay at 205 
boe per day and Cypress at 94 boe per day.  Average annual production for the year ended December 31, 2007 was weighted 
approximately 84% to natural gas and 16% to crude oil.   
 
Grouard 

 
Production at Grouard at the time of acquisition in September of 2006 was approximately 500 boe per day which has been 
increased 27% due to a successful workover program early in 2007. Additional 2007 activity at Grouard included the construction 
of facilities for the Bluesky “B” pool waterflood project including the conversion of a suspended horizontal oil well into a water 
injector. Water injection began on the Grouard waterflood project during the first week of November.  Success of the waterflood 
may have a material impact on the Company’s oil reserves.  Similar pools in the area have shown significant success with the 
application of waterflood technology.  Early indications of success with the waterflood are anticipated during the second quarter of 
2008.   
 
Mackay 

 
During 2007, Trafalgar established a new natural gas producing area at Mackay, Alberta.  Production from the four 100% working 
interest exploration wells drilled and tied in during the winter of 2007 continue to exceed expectations showing minimal decline 
over the past year.  Average production for the year ended December 31, 2007 was 205 boe per day and 298 boe per day for the 
fourth quarter of 2007.  During 2007 Trafalgar increased its land position to 32 sections at an average 85% working interest.  In 
addition, Trafalgar reached farm-in terms on ten additional sections of prospective land in the area.  To date Trafalgar has 
identified in excess of 20 drilling locations on Company controlled lands, nine of which have been drilled during the first quarter 
of 2008.   
 
Cypress 

 
The Cypress British Columbia property remains a reliable revenue generator for Trafalgar. Natural gas production averaged 94 boe 
per day during 2007 as compared to 103 boe per day for the period from commencement of operations on September 21, 2006 to 
December 31, 2006.  During the past year, Trafalgar attempted two recompletions at Cypress with limited success.  No further 
capital expenditures are planned for Cypress this year. 
 
 
 
 
 
 



 

 
The following table summarizes Trafalgar’s average production by producing area for the periods indicated: 
 

 
Average Production by Area 
(boe/d) 

Year ended 
December 31, 

2007 

From commencement of 
operations on Sept 21, 
2006 to Dec 31, 2006 

Quarter ended 
December 31, 

2007 

Quarter ended 
December 31, 

2006 

Grouard, Alberta  637 555 606 559 

MacKay, Alberta 205     - 298    - 

Cypress, British Columbia   94 103   90 103 

Total (boe/d) (6:1) 936 658 994 662 

 
The following is a summary of daily production by product for the periods indicated: 
 

 
 
Production by Product 

Year ended 
December 31, 

2007 

From commencement of 
operations on Sept 21, 
2006 to Dec 31, 2006 

Quarter ended 
December 31, 

2007 

Quarter ended 
December 31, 

2006 

Light Oil (bbls/day)      44      57       44      63 

Heavy Oil (bbls/day)      53      46       63      40 

Total Oil (bbls/day)      97    103     107    103 

Natural Gas (mcf/day) 5,037 3,329  5,325 3,351 

Total (boe/d) (6:1)    936    658     994    662 

   

Revenue 

 

Petroleum and natural gas revenues were $13.0 million for the year ended December 31, 2007 representing a 380% increase over 
2006 levels.  The increase in revenue from 2006 is due to higher oil and natural gas production and the impact of a full year of 
operations.   Petroleum and natural gas revenues for the quarter ended December 31, 2007 were $3.5 million as compared to $2.5 
million for the quarter ended December 31, 2006.  This 40% increase in revenue quarter over quarter is due to a 50% increase in 
production partially offset by a 9% decrease in realized commodity prices. 
 

 
Petroleum and Natural 
Gas Revenues ($) 

Year ended 
December 31, 

2007 

From Incorporation on 
April 25, 2006 to 

December 31, 2006 

Quarter ended 
December 31, 

2007 

Quarter ended 
December 31, 

2006 

Oil     2,022,917     519,947    635,864    418,396 

Natural Gas  11,012,362  2,197,690 2,828,135 2,114,408 

Total Revenue 13,035,279  2,717,637 3,463,999 2,532,804 

$/boe (6:1)          38.16         40.90        37.87        41.64 

 

Commodity Prices 

 
Trafalgar’s natural gas prices are influenced by overall North American supply and demand balance, seasonal changes, storage 
levels, the Canadian and US dollar exchange rate and availability of transportation.  Trafalgar’s realized natural gas price has a 
strong correlation to the Alberta benchmark price (“AECO”) which provides pricing for natural gas based on heating value.   
 
Trafalgar’s oil price is significantly influenced by global supply and demand conditions.  Trafalgar’s realized light oil price has a 
high correlation to the US benchmark West Texas Intermediate price at Cushing Oklahoma (“WTI”) and the Canadian to US 
dollar exchange rate.  Canadian light oil prices correlate to refinery postings, which includes the Edmonton par price. The 
Edmonton par price adjusts WTI for the Canadian to US dollar exchange rate as well as transportation costs and quality 
differentials.   
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Trafalgar’s realized heavy oil price is lower that its light oil price.  Heavy oil requires increased refining and other costs which 
reduce the realized price of this product.   
 

 
 
Trafalgar Realized Prices(1) 

Year ended 
December 31, 

2007 

From Incorporation on 
April 25, 2006 to 

December 31, 2006 

Quarter ended 
December 31, 

2007 

Quarter ended 
December 31, 

2006 

Light Crude Oil ($/bbl) 73.69 57.28 82.41 57.28 

Heavy Crude Oil ($/bbl) 47.33 42.88 54.88 26.69 

Natural Gas ($/mcf)   6.30   6.75   6.18   7.09 

$/boe (6:1) 40.03 42.10 40.22 42.95 

1) Average realized prices are before transportation expenses. 
 

 
 
Average Market Prices 

Year ended 
December 31, 

2007 

 
From  September 2006 to 

December, 2006 

Quarter ended 
December 31, 

2007 

Quarter ended 
December 31, 

2006 

Oil WTI (US$/bbl) 72.27 61.01 90.77 60.05 

Edmonton Par (C$/bbl) 77.06 66.80 87.18 65.12 

Bow River (C$/bbl) 53.16 46.01 56.61 45.53 

Gas NYMEX 
(US$/MMBtu) 

  6.86   6.62   6.96   6.56 

Gas AECO ($/MMBtu)   6.45   6.50   6.16   6.91 

Exchange Rate (US$/C$)   0.94   0.88   1.02   0.88 

 
Trafalgar’s light and heavy crude oil production is located exclusively in the Grouard area.  The Company’s realized light crude oil 
price for the year ended December 31, 2007 was $73.69 per bbl, 96% of Edmonton par, as compared to a price of $57.28 per bbl 
for the period from incorporation on April 25, 2006 to December 31, 2006 representing an increase of 29%.  Trafalgar’s realized 
light crude oil price for the quarter ended December 31, 2007 was $82.41per bbl, 95% of Edmonton par, compared to a price of 
$57.28 per bbl for the quarter ended December 31, 2006 representing an increase of 44%. 
 
The Company’s realized price for heavy crude oil for the year ended December 31, 2007 was $47.33 per bbl, 89% of Bow River, 
as compared to realized price of $42.88 per bbl for the period from incorporation on April 25, 2006 to December 31, 2006 
representing a 10% increase.  Trafalgar’s realized heavy crude oil price for the quarter ended December 31, 2007 was $54.88 per 
bbl, 97% of Bow River, compared to a price of $26.69 per bbl for the quarter ended December 31, 2006 representing an increase 
of 106%. 
 
Trafalgar has natural gas production from Grouard and Mackay in Alberta and Cypress in north east British Columbia.  The 
Company’s realized price for natural gas for the year ended December 31, 2007 was $6.30 per mcf, 98% of AECO, as compared to 
a price of $6.75 for the period from incorporation on April 25, 2006 to December 31, 2006 representing a decrease of 7%.  
Trafalgar’s realized natural gas price for the quarter ended December 31, 2007 was $6.18 per mcf, a slight premium to AECO, 
compared to a price of $7.09 per mcf for the quarter ended December 31, 2006 representing a decrease of 13%. 
 

Royalties 

 

Royalty expenses consist of crown royalties paid to provincial governments and other royalties paid to freehold land owners and 
overriding royalty owners.  For the year ended December 31, 2007 total royalties were $2.6 million or $7.65 per boe or 
approximately 20% of petroleum and natural gas revenue.  This compares to an overall royalty rate of 21% of petroleum and 
natural gas revenue in 2006.   
 
For the quarter ended December 31, 2007, total royalties were $602,110 or $6.58 per boe or approximately 17% of revenue.  Total 
royalties for the quarter ended December 31, 2006 were 21.3% of petroleum and natural gas revenue representing a slight decrease 
in royalties quarter over quarter.   
 
 
 
 
 
 
 



 

 

Royalties 

Year ended 
December 31, 

2007 

From Incorporation on 
April 25, 2006 to 

December 31, 2006 

Quarter ended 
December 31, 

2007 

Quarter ended 
December 31, 

2006 

Royalties ($) 2,613,060 570,447 602,110 538,947 

As a % of petroleum and 
natural gas revenue 

         
         20.0 

     
      21.0 

      
      17.0 

      
      21.3 

$/boe (6:1)          7.65       8.59       6.58       8.86 

 
On October 25, 2007, the Government of Alberta released a New Royalty Framework (“NRF”).  The NRF was released in 
response to a report issued by the Alberta Royalty Review Panel, which was commissioned by the Government of Alberta to 
perform a review of Alberta’s oil and natural gas royalty system.  The NRF is currently scheduled to take effect on January 1, 
2009. 
 
Over 90% of Trafalgar’s current reserves and production are within the Province of Alberta and are subject to the NRF.  Trafalgar 
has undertaken a review of the modifications proposed by the Government of Alberta and its potential impact on the Company.  
The Government of Alberta has not yet clarified certain aspects of the new royalty calculations.  Accordingly, the potential impact 
on Trafalgar of the NRF was completed as a range.  The net present value (10% discount) of our existing proven plus probable 
reserve base could potentially change from an existing $44.9 million to $46.2 million on the high case and $44.6 million on the 
low case. Both cases are based upon information currently available and using a price forecast consistent with our December 31, 
2007 year end reserve report.  Trafalgar expects minimal economic impact on its drilling plans and inventory resulting from the 
implementation of the NRF using a price forecast consistent with our December 31, 2007 year end reserve report. 
 
Additional details and regulations respecting the NRF are forthcoming.  Trafalgar will continue to evaluate the impact of the NRF 
as additional information is released. 
 

Interest and Other Income 

 

Interest and other income is comprised primarily of interest on Trafalgar’s cash balances.  For the year ended December 31, 2007, 
interest and other income totaled $208,609 as compared to $284,480 for the period from incorporation on April 25, 2006 to 
December 31, 2006.  For the quarter ended December 31, 2007, interest and other income was $13,323 as compared to $119,482 
for the quarter ended December 31, 2006.  The reduction for the year and for the quarter is due to reduced cash balances that have 
been drawn down in the normal course of operations.  
 

 
 
Interest and Other Income  

Year ended 
December 31, 

2007 

From Incorporation on April 
25, 2006 to December 31, 

2006 

Quarter ended 
December 31, 

2007 

Quarter ended 
December 31, 

2006 

Interest and Other Income ($) 208,609 284,480 13,323 119,482 

 

Operating Expenses 

 

Operating expenses include field activities required to operate wells and facilities including the lifting, gathering, processing, 
treating and storage of production. For the year ended December 31, 2007, operating expenses were $3.1 million or $9.08/boe as 
compared to operating expenses of $808,420 or $12.17 per boe for the period from incorporation on April 25, 2006 to December 
31, 2006 representing a reduction of 25%. For the quarter ended December 31, 2007, operating expenses were $854,726 or $9.34 
per boe compared to $740,920 or $12.18 per boe representing a reduction of 23%.  The reduction in operating expenses on a boe 
basis is due to improved field efficiency resulting from Trafalgar’s high working interests, high degree of operatorship and 
technical expertise in core areas.   
 

Operating Expenses 

Year ended 
December 31, 

2007 

From Incorporation on 
April 25, 2006 to 

December 31, 2006 

Quarter ended 
December 31, 

2007 

Quarter ended 
December 31, 

2006 

Operating Expenses ($) 3,100,400 808,420 854,726 740,920 

$/boe (6:1)          9.08     12.17       9.34     12.18 

 

General and Administrative Expenses 

 

General and administrative expenses (“G&A”) net of overhead recoveries and capitalized geological and geophysical (“G&G”) 
expenses for the year ended December 31, 2007 were $1.6 million or $4.74 per boe compared to $938,085 or $14.12 per boe for 
the period ending December 31, 2006.  For the quarter ended December 31, 2007, net G&A expenses were $435,809 or $4.76 per 
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boe as compared to $388,049 or $6.38 per boe.  The decrease in G&A on a boe basis is the result of the capitalization of G&G 
expenses, an increase in overhead recoveries and the impact of full production periods.  Management expects future G&A 
expenses on a boe basis to decline as production increases. 
 

General and Administrative 
Expenses 

Year ended 
December 
31, 2007 

From Incorporation on 
April 25, 2006 to 

December 31, 2006 

Quarter ended 
December 31, 

2007 

Quarter ended 
December 31, 

2006 

Gross G&A Expenses($) 2,316,880 1,136,285  594,914 586,249 

Capitalized G&G Expenses ($)    (430,573)    (198,200)  (105,138) (198,200) 

Overhead Recovery($)    (268,675)               -    (53,967)            - 

Net G&A Expenses($) 1,617,632    938,085  435,809 388,049 

$/boe (6:1)          4.74        14.12       4.76       6.38 

 

Stock-based Compensation Expense 

 

For the year ended December 31, 2007, the Company recorded $631,536 of stock-based compensation for stock options 
outstanding during the year.  In comparison, for the period ended December 31, 2006, the Company recorded $3.8 million of 
stock-based compensation.  $3.5 million of the 2006 expense related to the intrinsic value of 5.2 million flow-through shares of a 
predecessor company purchased by management and directors in June 2006.  The intrinsic value was determined to be the 
difference between the fair market value of the shares and the consideration received. 
 
For the quarter ended December 31, 2007, stock based compensation expense was $123,666 or $1.35 per boe representing a 50% 
reduction on a boe basis from the same quarter in 2006.  The reduction of stock based compensation per boe quarter over quarter is 
the result of increased production. 
 

Stock-Based Compensation 
Expense 

Year ended 
December 31, 

2007 

From Incorporation on 
April 25, 2006 to 

December 31, 2006 

Quarter ended 
December 31, 

2007 

Quarter ended 
December 31, 

2006 

Stock-Based Compensation($) 631,536 3,758,483 123,666 163,649 

$/boe (6:1)       1.85        56.57       1.35       2.69 

 

Interest Expense 

 

For the year ended December 31, 2007, the Company recorded interest expense of $24,166 representing standby and other fees 
related to the existing $15 million credit facility as compared to interest expense of $5,665 for the period ending December 31, 
2006.  As at December 31, 2007, there were no amounts outstanding under the Company’s credit facility. 
 

Depletion, Depreciation and Accretion 

 

The provision for depletion, depreciation and accretion (“DD&A”) for the year ended December 31, 2007 was $7.9 million as 
compared to $1.7 million for the period ended December 31, 2006.  The depletion and depreciation calculation for the year ended 
December 31, 2007 utilized reserve estimates as provided by GLJ Petroleum Consultants Ltd. (“GLJ”) our independent reserve 
engineering consultant.   
 
Depletion and depreciation are calculated based upon capital, production rates and reserves. Trafalgar excludes undeveloped land, 
seismic and salvage value but includes future development costs in the capital base used in this calculation.   
 
Accretion 
 
The accretion expense is included in the DD&A expense.  Accretion represents the change in the time value of Trafalgar’s asset 
retirement obligations (“ARO”).  Trafalgar’s ARO are a Balance Sheet provision based on the Company’s net ownership in wells 
and facilities.  Management estimates the cost to abandon and reclaim the wells and facilities and the estimated time period during 
which these costs will be incurred in the future.  Management estimates the total undiscounted amount of future cash flows 
required to abandon and reclaim wells and facilities as at December 31, 2007 to be approximately $4.2 million, to be incurred over 
the next three to 20 years.  Trafalgar uses a discount rate of 7.8% to calculate ARO obligations.  
 
The underlying ARO may be increased over the period based on new obligations incurred from drilling wells or constructing 
facilities.  Similarly, this obligation can be reduced as a result of abandonment work undertaken thereby reducing future 
obligations.  There has been $106,057 recognized as an accretion expense for the year ended December 31, 2007. 



 

 
The petroleum and natural gas properties were subject to a ceiling test as at December 31, 2007.  No write-down was required as a 
result of this calculation.   
 

Depletion, Depreciation and 
Accretion 

Year ended 
December 31, 

2007 

From Incorporation on 
April 25, 2006 to 

December 31, 2006 

Quarter ended 
December 31, 

2007 

Quarter ended 
December 31, 

2006 

Depletion, Depreciation and 
Accretion ($) 

 
7,942,440 

 
1,701,175 

 
1,732,340 

 
1,544,620 

$/boe (6:1)       23.25        25.61        18.94        25.39 

 

Income Taxes 

 

Trafalgar has approximately $60 million of tax pools available to be applied against future income for tax purposes net of all flow 
through obligations. 
 
Based on these available pools, Trafalgar does not expect to pay current income taxes in 2008.  Taxes payable beyond 2008 will 
become a function of various factors including commodity prices, production volumes and capital expenditures.  
 

Funds from Operations and Net Loss and Comprehensive Loss 

 

Funds from operations for the year ended December 31, 2007 was $5,888,630 representing a 767% increase over funds from 
operations for the period from incorporation on April 25, 2006 to December 31, 2006.  The increase is due to increased production 
and the impact of a full year of operations.  For the quarter ended December 31, 2007, funds from operations was $1.6 million or 
$17.23 per boe as compared to $1.0 million in or $17.06 per boe in 2006.  The increase in funds from operations is due to 
increased production quarter over quarter.  
 
2008 Sensitivities 
 
The following sensitivities are provided to demonstrate the potential impact on annual funds generated from operations from 
changes in commodity pricing. 
 

Expected impact on the year ended December 31, 2008 Funds Generated From Operations 

    Change in WTI Oil Price by US$1.00/bbl      $50,000 

    Change in AECO natural gas price C$1.00/mcf $1,900,000 

 
Net loss after tax for the year ended December 31, 2007 was $252,312 as compared to net loss of $4.7 million for the period ended 
December 31, 2006.  The decrease in the net loss is due to higher revenue, lower operating costs, G&A costs and depletion on a 
boe basis, a significant reduction in stock based compensation expense, a full year of operations and the impact of a $2.4 million 
income tax recovery relating to flow through shares issued in December 2006.  For the quarter ended December 31, 2007, the net 
loss was $279,384 as compared to a net loss of $670,975 for the same quarter in 2006.   
 

 
Funds from Operations and Net 
Loss 

Year ended 
December 31, 

2007 

From Incorporation on 
April 25, 2006 to 

December 31, 2006 

Quarter ended 
December 31, 

2007 

Quarter ended 
December 31, 

2006 

Funds from operations ($)      5,888,630    679,500 1,576,622 1,037,294 

$/boe (6:1)      17.24        10.23        17.23        17.06 

$/share:     

    Basic and diluted        0.50          0.11          0.13          0.10 

     

Net Loss ($) (252,312) (4,780,158)   (279,384)   (670,975) 

$/share:     

     Basic and diluted      (0.02)          (0.78)          (0.02)           (0.07) 

 

Capital Expenditures 

 

Trafalgar invested $19.2 million on its capital expenditure program during 2007 as compared to $29.2 million for the period from 
incorporation on April 25, 2006 to December 31, 2006.  The 2006 figures include a $20.9 acquisition of producing oil and natural 
gas assets (see note 2 to the audited financial statements).  Exploration and development expenditures for the period from 
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incorporation on April 25, 2006 to December 31, 2006 were $8.3 million.  Trafalgar invested $3.7 million during the fourth quarter 
of 2007 compared to $5.4 million during the fourth quarter of 2006.   
 
Since inception on April 25, 2006, capital expenditures have been concentrated in the core areas of Grouard, Mackay and Cypress.  
Overall, the capital expenditures for the fourth quarter and full year of 2007 have generated top quartile finding and development 
costs and will provide a strong contribution to our 2008 production.   
 
Trafalgar continues to invest capital in land and seismic data to build exploration and development inventory for the future.  In 
November 2007, the board of directors approved a first quarter 2008 capital budget of $11.3 million.  At the board meeting on 
March 12, 2008, the board of directors approved an increased 2008 capital budget of $19.2 million representing an increase of $7.9 
million.  Capital expenditures for the balance of 2008 will be concentrated in the northern Alberta exploration projects during the 
summer season.   

 

 
 
Capital Expenditures ($) 

Year ended 
December 31, 

2007 

From Incorporation on 
April 25, 2006 to 

December 31, 2006 

Quarter ended 
December 31, 

2007 

Quarter ended 
December 31, 

2006 

Land    3,266,186   1,317,472    772,917       (12,230) 

Seismic    1,286,166   1,160,510   (198,640)     262,787 

Drilling and Completion    9,895,009   4,668,330 2,709,737 4,516,312 

Equipment Facilities and 
Pipelines 

 
  4,742,532 

 
  1,030,783 

 
   406,971 

 
   581,007 

Other Assets        12,002        99,990        2,990      76,345 

Exploration and 
Development Expenditures 

 
19,201,895 

 
  8,277,085 

 
3,693,975 

 
5,424,221 

Acquisitions                  - 20,892,310                -               - 

Total Capital Expenditures 19,201,895 29,169,395 3,693,975 5,424,221 

 

Liquidity and Capital Resources 

 

As at December 31, 2007, Trafalgar had a negative working capital balance of $348,344.  Trafalgar has a $15.0 million revolving 
term credit facility with a major Canadian Bank for general corporate purposes including capital expenditures and working capital.  
As at December 31, 2007, there were no amounts outstanding under this credit facility.   
 
The credit facility revolves for a period of 364 days followed by a one year term out period.  The revolving period may be 
extended annually at the option of the lender.  Rates of interest on the credit facility vary depending on Trafalgar’s debt to cash 
flow ratio.  The credit facility is secured by a floating charge debenture over all of Trafalgar’s assets and a general security 
agreement.  
 
Management anticipates that Trafalgar will continue to have adequate liquidity to fund future working capital and capital 
expenditures through a combination of funds from operations, debt and equity.   

  
Reserves 

 

Trafalgar’s reserves have been independently evaluated by GLJ.  The reserves as at December 31, 2007 have been evaluated in 
accordance with NI 51-101.  The reserves as at December 31, 2007 do not include the results of Trafalgar’s 2008 drilling program.  
Forecast prices and costs are the GLJ forecast effective January 1, 2008.  Other detailed information as required under NI 51-101 
will be included in Trafalgar’s Annual Information Form which will be available at www.sedar.com prior to the end of March 
2008.  
 
The following tables summarize Trafalgar’s oil and gas reserve volumes along with the value of future net revenue utilizing GLJ’s 
forecast cost estimates effective January 1, 2008. 



 

Summary of Oil and Gas Reserves  

as of December 31, 2007 

Forecast Prices and Costs 
(4) 

  
 

 Light and Medium 
Oil 

 
Heavy Oil 

 
Natural Gas 

 
Oil Equivalent(3) 

 
Reserves Category 

Gross(1) 
(Mbbls) 

Net(2) 
(Mbbls) 

Gross(1) 
(Mbbls) 

Net(2) 
(Mbbls) 

Gross(1) 
(MMcf) 

Net(2) 
(MMcf) 

Gross(1) 
(MBoe) 

Net(2) 
(MBoe) 

         
Proved         
   Developed Producing 38 36 92 87 8,297 6,672 1,513 1,235 
   Developed Non-            
Producing 

- - - - 1,058 830 176 138 

   Undeveloped - - - - - - - - 

Total Proved 38 36 92 87 9,355 7,502 1,689 1,374 
   Probable 13 13 208 194 4,383 3,423 952        777 

Total Proved Plus Probable 51 49 300 281 13,737 10,925 2,641 2,150 

 
1) In relation to the above table, “Gross” reserves means, in relation to our interest in production and reserves, our interest 

(operating and non-operating) before deduction of royalties and without including any of our royalty interests. 
2) In relation to the above table, “net” means, in relation to our interest in production and reserves, our interest (operating 

and non-operating) after deduction of royalty obligations, plus our royalty interest in production or reserves. 
3) Boe’s may be misleading, particularly if used in isolation.  In accordance with NI 51-101, a boe conversion ratio for 

natural gas of 6 Mcf:1bbl has been used which is based on an energy equivalency conversion method primarily applicable 
at the burner tip and does not represent value equivalency at the wellhead. 

4) Numbers may not add due to rounding. 

 

RECONCILIATION OF 

COMPANY GROSS RESERVES  

BY PRINCIPAL PRODUCT TYPE 

FORECAST PRICES AND COSTS 

 

 Light And Medium Oil Heavy Oil 

 
Proved 

(MBbls) 
Probable 
(MBbls) 

Proved Plus 
Probable 
(MBbls) 

Proved 
(MBbls) 

Probable 
(MBbls) 

Proved 
Plus 

Probable 
(MBbls) 

December 31, 2006 70 5 75 11 169 179 
Discoveries - - - - - - 
Extensions and 
Improved Recovery 

- - - - - - 

Technical Revisions (16) 8 (8) 101 40 141 
Acquisitions - - - - - - 
Dispositions - - - - - - 
Economic Factors - - - - - - 

 Production (16) - (16) (19) - (19) 

December 31, 2007 38 13 51 92 208 300 
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Conventional Natural Gas 

 
BOE 

 

Proved 
(MMcf) 

Probable 
(MMcf) 

Proved Plus 
Probable 
(MMcf) 

Proved 
(MBoe) 

Probable 
(MBoe) 

Proved Plus 
Probable 
(MBoe) 

December 31, 2006 
4,957 2,090 7,047 907 522 1,429 

Discoveries - - - - - - 
Extensions and 
Improved Recovery 

5,575 1,867 7,442 929 311 1,240 

Technical Revisions 661 426 1,086 196 118 314 
Acquisitions - - - - - - 
Dispositions - - - - - - 
Economic Factors - - - - - - 
Production (1,839) - (1,839) (342) - (342) 

December 31, 2007 9,355 4,383 13,737 1,690 951 2,641 

 
 

 

 

             

          Net Present Values of Future Net Revenue 

                            Before Income Taxes  

                       Forecast Prices and Costs 
(1) 

Reserves Category 0%  5% 10% 15% 20% 
 ($000s)  ($000s) ($000s) ($000s) ($000s) 

Proved       
 Developed Producing 39,035 33,243 29,056 25,899 23,437 
 Developed Non-Producing 4,888 4,046 3,395 2,884 2,476 
 Undeveloped -  - - - - 

Total Proved 43,923  37,289 32,451 28,783 25,913 
    Probable 25,117  17,087 12,426 9,490 7,519 

Total Proved Plus Probable 69,040  54,376 44,878 38,273 33,432 

 
1) The estimated values disclosed do not represent fair value. 

 
GLJ Summary of Pricing and Inflation Rate Assumptions 

Forecast Prices and Costs Effective January 1, 2008 

Year 

WTI 
Cushing 

Oklahoma 
($US/Bbl) 

Edmonton 
Par Price 
40° API 
($Cdn/ 
Bbl) 

Hardisty 
Heavy 

12° API 
($Cdn/ 
Bbl) 

NYMEX 
Natural Gas 

(US$/MMBtu) 

Natural 
Gas 

AECO Gas 
Price 

($Cdn/ 
MMBtu) 

Inflation 
Rates 

(%/ Year) 

Exchange 
Rates 
($US/ 
$Cdn) 

 2008 92.00 91.10 54.02 7.50 6.75 2.00 1.00 

 2009 88.00 87.10 51.61 8.25 7.55 2.00 1.00 

 2010 84.00 83.10 49.19 8.25 7.60 2.00 1.00 

 2011 82.00 81.10 47.98 8.25 7.60 2.00 1.00 

 2012 82.00 81.10 47.98 8.25 7.60 2.00 1.00 

 2013 82.00 81.10 49.04 8.25 7.60 2.00 1.00 

 2014 82.00 81.10 50.09 8.45 7.80 2.00 1.00 

 2015 82.00 81.10 51.15 8.62 7.97 2.00 1.00 

 2016 82.02 81.12 52.21 8.79 8.14 2.00 1.00 

 2017 83.66 82.76 53.29 8.46 8.31 2.00 1.00 

    2018 +2.0%/yr  +2.0%/yr  +2.0%/yr 9.14 8.48 2.00 1.00 

2019    +2.0%/yr +2.0%/yr   
 

 

 

 



 

FINDING AND DEVELOPMENT COSTS 

 

The following table summarizes Trafalgar’s finding, development and acquisition costs for the year ended December 31, 2007.  
 
Finding and Development (“F&D”)Costs Including Future Development Capital 
(“FDC”) (1) (2) (3) 

 
Proved 

Proved Plus 
Probable 

Exploration and Development Capital $ 19,201,895   19,201,895 
Change in FDC $         81,000       (386,000) 

Exploration and Development Capital Including Change in FDC $ 19,282,895  18,815,895 
Exploration and Development Reserve Additions Including Revisions Boe   1,125,000    1,554,000 

Finding and Development Cost - $ per Boe          17.14           12.09 

 
F&D Costs Including  Change in FDC $ per Boe 2007 2006 2 year 

Proved 17.14 22.18 19.66 

Proved plus Probable 12.09 13.23 12.66 

 
1) The aggregate of the exploration and development capital incurred in the most recent financial year and the change during that 

year in estimated future development capital generally will not reflect total finding and development capital related to reserves 
additions for that year.  

2) Trafalgar’s winter drilling program occurred primarily in Q1 2008 and the associated reserves will be booked in 2008. 
3) Trafalgar did not complete any acquisitions during 2007. 

Finding and development costs including change in future development capital for the year ending December 31, 2007 were 
$12.09 per boe on a proved plus probable basis and $17.41 per boe on a proved basis.  Comparable 2006 finding and development 
costs, including changes to future development capital, were $13.23 per boe on a proved plus probable basis and $22.18 on a 
proved basis. 

NET ASSET VALUE 
 
The following table summarizes Trafalgar’s net asset value and net asset value per share as at December 31, 2007 and December 
31, 2006. 
 

Net Asset Value ($ millions) December 31, 2007 December 31, 2006 

    Proved Plus Probable Reserves at NPV 10 (1)   44.9 24.5 

    Inventory (2)     0.9   0.7 

    Working Capital    (0.3) 13.0 

    Undeveloped Land (3)    7.7  8.6 

Net Asset Value 53.2 46.8 

Outstanding shares as at December 31 (4) 11.8 11.8 

Net Asset Value Per Share  4.51 3.97 

1) As evaluated by GLJ as at December 31, 2007.  Net present value of future reserves does not represent fair market value 
of the reserves. 

2) Value at cost of tangible assets held in inventory and recorded as an asset in the petroleum and natural gas assets as at 
December 31, 2007. 

3) 2007 was  independently evaluated by Seaton-Jordan & Associates Ltd. as at December 31, 2007.  2006 values are a 
management estimate. 

4) Shares as at December 31, 2007 includes outstanding common shares of 9,594,590, outstanding non-voting common 
shares of 2,241,293. 
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LAND HOLDINGS 

 

The following table summarizes Trafalgar’s land holdings as at December 31, 2007 and December 31, 2006. 
 

LAND HOLDINGS (Acres) December 31, 2007 December 31, 2006 

Developed   

    Gross    27,837    25,917 

    Net   23,038   21,118 

Undeveloped   

    Gross 140,515   91,307 

    Net 114,914   68,565 

Total    

    Gross 164,512 117,224 

    Net 134,112   89,683 

 
Trafalgar has undeveloped land as at December 31, 2007 of approximately 115,000 net acres with average working interests of 
82%.  Trafalgar has purchased through crown sales or acquired through farm-in approximately 53,000 net undeveloped acres 
during 2007 (before expiries).  Over the next 12 months 14% of Trafalgar’s net undeveloped acres will be subject to expiry.   

 

OUTSTANDING SHARE TRADING DATA 

 
Trafalgar began trading on the TSX on September 26, 2006 and its common voting shares trade on the TSX under the symbol 
TFL.  A summary of Trafalgar’s trading history on the TSX is as follows: 
 

 
Per Share  

Year ended December 31, 
2007 

From commencement of trading on Sept 26, 2006 to 
December  31, 2006 

High     4.70      4.60 

Low     2.80      3.27 

Close     2.80     4.10 

Average Daily Volume 13,861 55,904 

 
There are currently 9,594,590 voting common shares outstanding, 2,241,293 non-voting common shares outstanding and 
1,121,250 options to purchase common shares outstanding.  The outstanding options have a weighted average exercise price of 
$4.09. 
 

COMMITMENTS 

 
Trafalgar has contractual obligations and commitments arising in the normal course of operations.  Material contractual obligations 
include the bank credit facility and leases for office space.  These obligations and commitments have been considered when 
assessing the cash requirements in the above discussion of future liquidity.   
 
The Company’s bank credit facilities are subject to periodic review.  Trafalgar does not expect any material changes to the bank 
credit facility resulting from these reviews. 
 
Annual obligations with respect to the office lease are as follows: 
 

      2008     2009      2010 2011 2012 

Office Lease 175,870 175,870 175,870       -       - 

 

DISCLOSURE CONTROLS AND PROCEDURES 

 
As required by Multilateral Instrument 52-109, the Company evaluated the effectiveness of its disclosure controls and procedures 
and the internal control over financial reporting as of December 31, 2007 under the supervision and with the participation of the 
President and CEO and the Vice President Finance and CFO. 
 
Based on the results of this evaluation, the President and CEO, the Vice President Finance and CFO, and the Audit Committee of 
the Board of Directors concluded that the design and operation of these disclosure controls and procedures were generally 
effective. 



 

 
The only issue identified during the process was related to internal control over financial reporting.  The issue identified, the 
concentration of some duties, is one that affects small companies.  As a small organization, the Company’s management is 
composed of a small number of key individuals, resulting in limited segregation of duties.  Management compensates for the 
limited segregation of duties through extensive supervision and monitoring by the CEO, CFO and other officers.  The Company’s 
officers will continue to closely monitor all financial activities of the Company and increase the level of supervision in key areas 
when required.  Alternatively, further mitigation would require the Company to hire additional staff in order to provide greater 
segregation of duties.  Since the increased cost of such hiring could negatively affect the Company’s financial position, the 
Company’s management has chosen to disclose the potential risk and proceed with increased staffing when budgets enable. 
Because of their inherent limitations, disclosure controls and procedures and internal controls over financial reporting may not 
prevent or detect misstatements, error or fraud.  Control systems, no matter how well conceived or operated, can provide only 
reasonable, not absolute assurance, that the objectives of the control system are met. 
 

ENVIRONMENTAL REGULATION AND RISK 

 
All phases of the oil and natural gas business present environmental risks and hazards and are subject to environmental regulations 
pursuant to a variety of local, provincial and federal legislation and regulation.  Such legislation provides for restrictions and 
prohibitions on the release or emission of various substances produced in association with certain oil and gas industry operations.  
In addition, such legislation requires that well and facility sites be abandoned and reclaimed to the satisfaction of provincial 
authorities.  Compliance with such legislation can require significant expenditures and a breach of such requirements may result in 
suspension or revocation of necessary licenses and authorizations, civil liability for pollution damage, and the imposition of 
material fines and penalties. 
 
Environmental legislation is evolving in a manner expected to result in stricter standards and enforcement, larger fines and liability 
and potentially increased capital expenditures and operating costs. In December, 2002, the Government of Canada ratified the 
Kyoto Protocol ("Protocol").  The Protocol calls for Canada to reduce its greenhouse gas emissions to specified levels.  6% below 
1990 "business-as-usual" levels between 2008 and 2012.  Given revised estimates of Canada's normal emissions levels, this target 
translates into an approximately 40% gross reduction in Canada's current emissions.  It is questionable, based on the Updated 
Action Plan announced by the federal government discussed below, that the Kyoto target of 6% below 1990 emission levels will 
be enforced in Canada.  Bill C-288, which is intended to ensure that Canada meets its global climate change obligations under the 
Kyoto Protocol, was passed by the House of Commons on February 14, 2007.   
 
On April 26, 2007, the Federal Government released its Action Plan to Reduce Greenhouse Gases and Air Pollution (the "Action 

Plan") also known as ecoACTION which includes the regulatory framework for air emissions.  This Action Plan covers not only 
large industry, but regulates the fuel efficiency of vehicles and the strengthening of energy standards for a number of energy using 
products.   
 
The reduction emission guidelines outlined in the Climate Change and Emissions Management Amendment Act came into effect in 
Alberta on July 1, 2007.  Under this legislation, Alberta facilities emitting more than 100,000 tonnes of greenhouse gases a year 
must reduce their emissions intensity by 12%.  Industries have three options to choose from in order to meet the reduction 
requirements outlined in this legislation, and these are: (i) by making improvement to operations that result in reductions; (ii) by 
purchasing emission credits from other sectors or facilities that have emissions below the 100,000 tonne threshold and are 
voluntarily reducing their emission; or (iii) by contributing to the Climate Change and Emissions Management Fund.  Industries 
can either choose one of these options or a combination thereof.   
 
On January 24, 2008, the Alberta Government announced a new climate change action plan that will cut Alberta's projected 400 
million tonnes of emissions in half by 2050. This plan is based on three areas: (i) carbon capture and storage, which will be 
mandatory for in situ oil sand facilities that use heavy fuels for steam generation; (ii) energy conservation and efficiency; and (iii) 
greening production through increased investment in clean energy technology, including supporting research on new oil sands 
extraction processes, as well as the funding of projects that reduce the cost of separating CO2 from other emissions supporting 
carbon capture and storage. 

 

The Government of Canada and the Province of Alberta released on January 31, 2008 the final report of the Canada-Alberta 
ecoENERGY Carbon Capture and Storage Task Force, which recommends among others: (i) incorporating carbon capture and 
storage into Canada's clean air regulations; (ii) allocating new funding into projects through competitive process; and targeting 
research to lower the cost of technology. 
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In order to strengthen the Action Plan, on March 10, 2008, the Government of Canada released "Turning the Corner – Taking 
Action to Fight Climate Change" (the "Updated Action Plan") which provides some additional guidance with respect to the 
Government's plan to reduce greenhouse gas emissions by 20% by 2020 and by 60% to 70% by 2050.  The Updated Action Plan is 
primarily directed towards industrial emissions from certain specified industries including the oil sands, oil and gas and refining.  
The Updated Action Plan is intended to create a carbon emissions trading market, including an offset system, to provide incentive 
to reduce greenhouse gas emission and establish a market price for carbon.  There are mandatory reductions of 18% from the 2006 
baseline starting in 2010 and an additional 2% in subsequent years for existing facilities. This target will be applied to regulated 
sectors on a facility-specific, sector-wide or corporate basis; in the case of oils sands production, petroleum refining, natural gas 
pipelines and upstream oil and gas the target will be considered facility-specific (sectors in which the facilities are complex and 
diverse, or where emissions are affected by factors beyond the control of the facility operator).  Emissions from new facilities, 
which are those built between 2004 and 2011, will be based on a cleaner fuel standard to encourage continuous emissions intensity 
reductions over time, and will be granted a 3-year grace period during which no emissions intensity targets will apply.  Targets 
will begin to apply on the fourth year of commercial operation and the baseline will be the third year's emissions intensity, with a 
2% continuous annual emission intensity improvement required.  The definition of new facility also includes greenfield facilities, 
major expansions constituting more than a 25% increase in a facility's physical capacity, as well as transformations to a facility 
that involve significant changes to its processes.  For upstream oil and gas and natural gas pipelines, it will be applied using a 
sector-specific approach.  For the oil sands, its application will be process-specific, oil sands plants built in 2012 and later, those 
which use heavier hydrocarbons, up-graders and in-situ production will have mandatory standards in 2018 that will be based on 
carbon capture and storage.   
 
In the following regulated sectors, the Updated Action Plan will apply only to facilities exceeding a minimum annual emissions 
threshold: (i) 50,000 tonnes of CO2 equivalent per year for natural gas pipelines; (ii) 3,000 tonnes of CO2 equivalent per upstream 
oil and gas facilities; and (iii) 10,000 boe per day per company.  These proposed thresholds are significantly stricter than the 
current Alberta regulatory threshold of 100,000 tonnes of CO2 equivalent per year per facility. 
 
Four separate compliance mechanisms are provided in respect of the above targets: Technology Fund contributions, offset credits, 
clean development credits and credits for early action.  The most significant of these compliance mechanisms, at least initially, will 
be the Technology Fund and for which regulated entities will be able to contribute in order to comply with emissions intensity 
reductions.  The contribution rate will increase over time, beginning at $15 for the 2010-12 period, rising to $20 in 2013, and 
thereafter increasing at the nominal rate of GDP growth.  Contribution limits will correspondingly decline from 70% in 2010 to 
0% in 2018.  Monies raised through contributions to the Technology Fund will be used to invest in technology to reduce 
greenhouse gas emissions.  Alternatively, regulated entities may be able to receive credits for investing in large-scale and 
transformative projects at the same contribution rate and under similar requirements as mentioned above. 
 
The offset system is intended to encourage emissions reductions from activities outside of the regulated sphere, allowing non-
regulated entities to participate in and benefit from emissions reduction activities.  In order to generate offset credits, project 
proponents must propose and receive approval for emissions reduction activities that will be verified before offset credits will be 
issued to the project proponent.  Those credits can then be sold to regulated entities for use in compliance or non-regulated 
purchasers that wish to either cancel the offset credits or bank them for future use or sale. 
 
Under the Updated Action Plan, regulated entities will also be able to purchase credits created through the Clean Development 
Mechanism of the Kyoto Protocol.  The purchase of such Emissions Reduction Credits will be restricted to 10% of each firm's 
regulatory obligation, with the added restriction that credits generated through forest sink projects will not be available for use in 
complying with the Canadian regulations. 
 
Finally, a one-time credit of up to 15 Mt worth of emissions credits will be awarded to regulated entities for emissions reduction 
activities undertaken between 1992 and 2006.  These credits will be both tradable and bankable. 

 

Given the evolving nature of the debate related to climate change and the control of greenhouse gases and resulting requirements, 
it is not currently possible to predict either the nature of those requirements or the impact on the Company and its operations and 
financial condition at this time.   
 

RELATED PARTY TRANSACTIONS 

 
Trafalgar’s related party transactions are disclosed in Note 12 to the audited financial statements dated December 31, 2007. 
 

 

 

 



 

 

CRITICAL ACCOUNTING ESTIMATES 

 
A summary of Trafalgar’s significant accounting policies is contained in Note 3 to the audited financial statements dated 
December 31, 2007.  These accounting policies are subject to estimates and key judgments about future events, many of which are 
beyond the Company’s control.  The following is a discussion of the accounting estimates that are critical to the financial 
statements. 

 

Reserves 

 
Trafalgar retained independent petroleum engineering consultants GLJ to evaluate its oil and natural gas reserves, prepare an 
evaluation report and report to the Company’s Reserve Committee.  The process of estimating oil and natural gas reserves is 
subjective and involves a significant number of decisions and assumptions in evaluating available geological, geophysical, 
engineering and economic data.  These estimates will change over time as additional data from ongoing development and 
production activities becomes available and as economic conditions affecting oil and natural gas prices and costs change.  
Reserves can be classified as proved, probable or possible with decreasing levels of certainty to the likelihood that the reserves will 
be ultimately produced.   
 

Full Cost Accounting 

 
Under the full cost method of accounting for oil and gas exploration and development activities, all costs associated with these 
activities are capitalized.  The aggregate net capitalized costs and estimated future abandonment costs, less estimated salvage 
values, are amortized using the unit of production method based on estimated proved oil and natural gas reserves, resulting in a 
depletion expense.  The depletion expense is mostly affected by the estimate of proved reserves and the cost of unproved 
properties.  Unproved costs are reviewed quarterly to determine if proved reserves have been established, at which point the 
associated costs are included in the depletion calculation.  Changes to any of these estimates may affect Trafalgar’s earnings. 
 

Under the full cost method of accounting, the Company’s investment in oil and natural gas assets is evaluated at least annually to 
consider whether the investment is recoverable and the carrying amount does not exceed the value of the properties, a process 
known as the “ceiling test”.  The carrying value of oil and natural gas properties and production equipment is compared to the 
sum of undiscounted cash flows expected to result from the proved reserves. If the carrying value is not fully recoverable, the 
amount o impairment is measured by comparing the carrying value of property and equipment to the estimated net present value of 
future cash flows from proved plus probable reserves using a risk-free interest rate. Any excess carrying value above the net 
present value of the future cash flows is recorded as a permanent impairment. Reserve, revenue, royalty and operating cost 
estimates and the timing of future cash flows are all critical components of the ceiling test. Revisions of these estimates could 
result in a write-down of the carrying amount of oil and natural gas properties. 
 

Asset Retirement Obligations 

 
The Company recognizes the estimated fair value of an asset retirement obligation (“ARO”) in the period in which it is incurred as 
a liability, and records a corresponding increase in the carrying value of the related asset. The future asset retirement obligation is 
an estimate based on the Company’s ownership interest in wells and facilities and reflects estimated costs to complete the 
abandonment and reclamation as well as the estimate timing of the costs to be incurred in future periods. Estimates of the costs 
associated with abandonment and reclamation activities require judgment concerning the method, timing and extent of future 
retirement activities. The capitalized amount is depleted on a unit-of-production method over the life of the proved is charged to 
earnings in the period. Actual costs incurred on settlement of the ARO are charged against the ARO. Judgments affecting current 
and annual expense are subject to future revisions based on changes in technology, abandonment timing, costs, discount rates and 
the regulatory environment. 
 

Stock-based Compensation 

 
Stock options issued to employees and directors under the Company’s stock option plan are accounted for using the fair value 
method of accounting for stock-based compensation. The fair value of the option is recognized as stock-based compensation 
expense and contributed surplus over the vesting period of the option. Stock-based compensation expense is determined on the 
date of an option grant using the Black-Scholes option pricing model.  The Black-Scholes pricing model requires the estimation of 
several variables including estimated volatility of Trafalgar’s stock price over the life of the option, estimated life of the option, 
estimated risk-free rate and estimated dividend rate. A change to these estimates would alter the valuation of the option and would 
result in a different related stock-based compensation expense. 
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Income Taxes 

 
The determination income and other tax liabilities required interpretation of complex laws and regulations.  All tax filings are 
subject to audit and potential reassessment after the lapse of considerable time.  The estimation of future tax liabilities includes 
uncertainty around the reversal of temporary differences.  Accordingly, the actual income tax liability may differ significantly 
from that estimated and recorded by management.    
 

Other Estimates 

 
The accrual method of accounting requires management to incorporate certain estimates including estimates of revenues, royalties 
and operating costs as at a specific reporting date but for which actual revenues and costs have not yet been received. In addition, 
estimates are made on capital projects which are in progress or recently completed where actual costs have not been received by 
the reporting date. Trafalgar obtains the estimates from the individuals with the most knowledge of the activity and from all project 
documentation received. The estimates are reviewed for reasonableness and compared to past performance to assess the reliability 
of the estimates. Past estimates are compared to actual results in order to make informed decisions on future estimates. 
 

Anticipated Changes to 2008 Accounting Principles  

 

There are several new standards that will be in effect for the annual and interim financial statements for 2008. The following 
summarizes these pronouncements:  
 
CICA Handbook section 1535 "Capital Disclosures" establishes guidelines for the disclosure on an entity’s capital and how it is 
managed, section 3862 "Financial Instruments – Disclosures" provides revised standards on the disclosure of financial instruments 
and non-financial derivatives, section 3863 "Financial Instruments – Presentation" provides revised standards on the presentation 
of financial instruments and non-financial derivatives, and section 1400 was amended to include new requirements on assessing 
and disclosing an entity’s ability to continue as a going concern. These new standards are not anticipated to impact the amounts 
reported in Trafalgar’s financial statements as they primarily relate to disclosure.  
 
On February 13, 2008, Canada’s Accounting Standard Board confirmed January 1, 2011 as the effective date for complete 
convergence of Canadian GAAP to International Financial Reporting Standards ("IFRS"). The Canadian Securities Administrators 
are in the process of examining changes to securities rules as a result of this initiative. Trafalgar will continue to monitor and 
assess the impact of the planned convergence of Canadian GAAP with IFRS. 

 

BUSINESS RISKS 

 
Trafalgar is exposed to a number of business risks, some of which are beyond its control, as are all companies in the oil and natural 
gas exploration and production industry. These risks can be categorized as operational, financial and regulatory.  Operational risks 
include generating, finding and developing, and acquiring oil and natural gas reserves on an economical basis (including acquiring 
land rights or gaining access to land rights); reservoir production performance; marketing; production; hiring and retaining 
employees; and accessing contract services on a cost-effective basis. Trafalgar attempts to mitigate these risks by employing 
highly qualified staff and operating in areas where employees have expertise. In addition the Company outsources certain activities 
to be able to lever industry expertise, without having the burden of hiring full-time staff given the current scope of operations. 
Typically the Company has outsourced the marketing and certain land functions. Trafalgar is attempting to acquire oil and natural 
gas operations; however Trafalgar will be competing against many other companies for such operations, many of which will have 
greater access to resources. As a small company, gaining access to contract services may be difficult given the high activity levels 
the industry has been experiencing, but Trafalgar will attempt to mitigate this risk by utilizing existing relationships. 
 
Financial risks include commodity prices, the Canadian/US dollar exchange rate and interest rates, all of which are largely beyond 
the Company’s control. Currently Trafalgar has not used any financial instruments to mitigate these risks. The Company would 
consider using these financial instruments depending on the operating environment. The Company also will require access to 
capital. Currently Trafalgar has a credit facility in place and intends to use its debt capacity in the future in conjunction with capital 
expenditures including acquisitions. It intends to use prudent levels of debt to fund capital programs based on the expected 
operating environment. It also intends to access equity markets to fund opportunities; however, the ability to access these markets 
will be determined by many factors, many of which will be beyond the control of the Company. 
 
Trafalgar is subject to various regulatory risks, principally environmental in nature. The Company has put in place a corporate 
safety program and a site-specific emergency response program to help manage these risks. The Company hires third-party 
consultants to help develop and manage these programs and assist Trafalgar in complying with current environment legislation. 
 



 

For a detailed discussion of Risks and Uncertainties, refer to Trafalgar’s Annual Information Form dated March 22, 2007 filed on 
SEDAR at www.sedar.com.  Interested parties may also refer to an updated Trafalgar Annual Information Form to be filed on 
SEDAR prior to the end of March 2008. 

 

SELECTED QUARTERLY DATA 

 
The following table provides selected quarterly information for Trafalgar. 

 2007 Q4 2007 Q3 2007 Q2 2007 Q1 2006 Q4 2006 Q3(1) 
Production (boe/d) 994 1,015 987 744 662 625 
       
Petroleum and natural gas 
revenue ($) 

3,463,999 2,825,226 3,832,034 2,914,020 2,532,804 184,833 

       
Realized product prices       
Oil ($/bbl) 64.69 58.96 56.43 49.37 44.36 59.57 
Natural gas ($/mcf) 5.77 4.58 6.87 7.11 6.86 4.54 
$/boe (6:1) 37.87 30.28 42.66 43.54 41.65 32.87 
       
Royalties ($/boe) 6.58 6.00 9.21 9.33 8.86 5.60 
Operating expense ($/boe) 9.34 8.84 8.69 9.57 12.18 12.00 
Netback ($/boe) 21.95 15.44 24.76 24.65 20.60 15.27 
       
Cash flows from operations 
($) 

1,576,622 1,078,559 1,681,655 1,551,794 1,037,294 (357,794) 

Per share, basic and diluted 0.13 0.09 0.14 0.13 0.10 (0.10) 
       
Net income (loss) ($) (279,384) (997,887) (272,642) 1,297,601 (670,975) (4,109,183) 
Per share, basic and diluted (0.02) (0.08) (0.02) (0.11) (0.07) (1.10) 
Capital expenditures ($) 3,693,975 1,963,922 2,609,782 10,934,216 5,424,221 2,852,864 
Working capital (deficit) ($) (348,344) 1,768,023 2,653,386 3,581,513 12,971,751 9,684,557 

 
1) Q3 2006 figures are from incorporation on April 25, 2006 to September 30, 2006.  Trafalgar became a public 

reporting issuer effective September 26, 2006, with oil and natural gas operations commencing on September 
21, 2006.  The 625 boe/d of production is an average for nine days from September 21, 2006 to September 
30, 2006. 
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SELECTED ANNUAL DATA 

 
The following table provides selected annual information for Trafalgar. 
 
 

                       2007 2006(1) 
Production (boe/d) 936 658 
   
Petroleum and natural gas revenue ($) 13,035,279 2,717,637 
   
Realized product prices   
Oil ($/bbl) 57.59 49.97 
Natural gas ($/mcf) 5.99 6.54 
$/boe (6:1) 38.16 40.90 
   
Royalties ($/boe) 7.65 8.59 
Operating expense ($/boe) 9.08 12.17 
Netback ($/boe) 21.43 20.14 
   
Funds from operations ($) 5,888,630 679,500 
Per share, basic and diluted 0.50 0.11 
   
Net income (loss) ($) (252,312) (4,780,158) 
Per share, basic and diluted (0.02) (0.78) 
Capital expenditures ($) 19,201,895 8,277,085 
Working capital (deficit) ($) (348,344) 12,971,751 

 
1) 2006 figures are from incorporation on April 25, 2006 to December 31, 2006.  Trafalgar became a public 

reporting issuer effective September 26, 2006, with oil and natural gas operations commencing on September 
21, 2006.  The 658 boe/d of production is for the period from commencement of operations on September 21, 
2006 to December 31, 2006. 

 
 

 



 

MANAGEMENT’S  REPORT 
 
 

To the Shareholders of Trafalgar Energy Ltd. 
 
 
The financial statements of Trafalgar Energy Ltd. were prepared by management within the acceptable limits of materiality and are 
in accordance with generally acceptable accounting principles in Canada.  Management is responsible for ensuring that the 
financial and operating information presented in this annual report is consistent with that shown in the financial statements. 
 
The financial statements have been prepared by management in accordance with the accounting policies as described in Note 3 of 
the financial statements.  Timely release of financial information necessitates the use of estimates when transactions affecting the 
current accounting period cannot be finalized until future periods.  When necessary, such estimates are based on informed 
judgments made by management.  
 
Management has designed and maintains an appropriate system of internal controls to provide reasonable assurance that all assets 
are safeguarded and financial records are properly maintained to facilitate the preparation of financial statements for reporting 
purposes. 
 
Deloitte & Touche LLP, an independent firm of Chartered Accountants appointed by shareholders, have conducted an examination 
of the corporate and accounting records in order to express their opinion on the consolidated financial statements.  The Audit 
Committee, consisting of non-management directors, have met with representatives of Deloitte & Touche LLP and management in 
order to determine if management has fulfilled its responsibilities in the preparation of these financial statements.  The Board of 
Directors has approved the financial statements on the recommendations of the Audit Committee. 

 
 

      
   
 

Robert Wollmann     Dan Belot 
President & Chief Executive Officer  Vice President Finance and Chief Financial Officer 
 
March 7, 2008         
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AUDITORS’ REPORT TO THE SHAREHOLDERS 
 
 

We have audited the balance sheets of Trafalgar Energy Ltd. as at December 31, 2007 and 2006 and the statements of loss, 
comprehensive loss and deficit, and cash flows for the year ended December 31, 2007 and for the period from incorporation on 
April 25, 2006 to December 31, 2006.  These financial statements are the responsibility of the management of Trafalgar.  Our 
responsibility is to express an opinion on these financial statements based on our audits. 
 
We conducted our audits in accordance with Canadian generally accepted auditing standards.  Those standards require that we plan 
and perform an audit to obtain reasonable assurance whether the financial statements are free of material misstatement.  An audit 
includes examining, on a test basis, evidence supporting the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. 
 
In our opinion, these financial statements present fairly, in all material respects, the financial position of Trafalgar as at December 
31, 2007 and the results of its operations and its cash flows for the year ended December 31, 2007 and for the period from 
incorporation on April 25, 2006 to December 31, 2006 in accordance with Canadian generally accepted accounting principles. 
 
 
       
   
 
Calgary, Alberta      Deloitte & Touche LLP  
March 7, 2008      Chartered Accountants 
         



 

BALANCE SHEETS 
 
 

                                 2007                                2006 

As at December 31                                       $                                      $ 

ASSETS   

Current   
     Cash and cash equivalents (Note 5)                               613,042                        15,705,365 
     Accounts receivable                            2,947,278                          2,605,143 
     Prepaid expenses and deposits                               211,965                             450,134 

                            3,772,285                        18,760,642 
Petroleum and natural gas assets (Note 6 )                          40,477,106                        28,881,664 

                          44,249,391                        47,642,306 

   
   

LIABILITIES    

Current   
     Accounts payable and accrued liabilities                           4,120,629                          5,788,891 

                           4,120,629                          5,788,891 
   
Asset retirement obligations (Note 8 )                           1,650,495                         1,413,444 

                           5,771,124                          7,202,335 

   
SHAREHOLDERS’ EQUITY (Note 9)   
Share capital                          40,177,905                        42,617,771 
Contributed surplus                             1,224,512                                                         494,038 
Deficit                            (2,924,150) (2,671,838) 

                         38,478,267                         40,439,971 

   
Commitments (Note 14 )   

   
   

                          44,249,391                      47,642,306 

              see accompanying notes to the financial statements 

 
 
 
 
 approved by the Board of Directors: 
 
 
 
 

    
  
  

Murray Nunns      Steve Nielsen 
Director       Director 
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STATEMENTS OF LOSS, COMPREHENSIVE LOSS AND DEFICIT 
 

 
 
 
 

 

 

Year Ended 

December 31, 2007 

 
From  Incorporation on 

April 25, 2006 to 
December 31, 2006 

 $ $ 

REVENUES   
Petroleum and natural gas                  13,035,279                           2,717,637 
Royalties   (2,613,060)  (570,447) 
Interest                       208,609                             284,480 

                   10,630,828                          2,431,670 

   

EXPENSES   
Operating                    3,100,400                             808,420 
General and administrative                    1,617,632                             938,085 
Stock based compensation (Note 9)                       631,536                          3,758,483 
Interest expense                         24,166                                 5,665 
Depletion, depreciation and accretion (Note 6 and 8)                    7,942,440                          1,701,175 

                  13,316,174                          7,211,828 

Loss before taxes                   (2,685,346) (4,780,158) 
   

TAXES   
Future income taxes (recovery) (Note 10)  (2,433,034)                                       - 

 (2,433,034)                                       - 

NET LOSS AND COMPREHENSIVE LOSS (252,312)                         (4,780,158) 
   
Deficit, beginning of period (2,671,838)                                      - 
 
Adjustment relating to business combination (Note 1) 

 

                                - 

 
                         2,108,320 

Deficit, end of period               (2,924,150)                (2,671,838) 

   

Net loss per share (Note 9)   
    Basic and diluted (0.02) (0.78) 
   

Weighted average number of shares outstanding (Note 9)   
     Basic and diluted                  11,835,883                          6,129,799 

          see accompanying notes to the financial statements 

 
 

 
 
 
 
 
 
 
 
 
 
 

 

 

 

 



 

STATEMENTS OF CASH FLOWS 
 

 
 
 
 
 

 

 

Year Ended 

December 31, 2007 

 
From Incorporation on 

April 25, 2006 to 
December 31, 2006 

 $ $ 

OPERATING   
Net loss                     (252,312) (4,780,158) 
Add items not involving cash:   
Depletion, depreciation and accretion                            7,942,440                          1,701,175 
Stock based compensation                               631,536                           3,758,483 
Future income tax (recovery)          (2,433,034)                                         - 

                            5,888,630                             679,500 
Change in non-cash working capital (Note 11) (705,816) (1,052,527) 

                           5,182,814 (373,027) 

   

FINANCING     
Cash received upon business combination                                         -                             276,916 

Intercompany loan payment                                        - (146,357) 
Shareholder loan repayment                                        - (170,000) 
Issuance of shares                                        -                        21,355,656 
Exercise of arrangement warrants                                        -                             143,864 
Share issue costs (6,832) (922,818) 

 (6,832)                        20,537,261 

   

INVESTING   
Capital expenditures (19,201,895) (8,277,085) 
Deferred charges                                          - (214,000) 
Change in non-cash working capital (Note 11) (1,066,410)                          4,032,216 

 (20,268,305)    (4,458,869) 

   
Increase (decrease) in cash and cash equivalents (15,092,323)                        15,705,365 
   
Cash and cash equivalents, beginning of period                          15,705,365                                        - 

Cash and cash equivalents, end of period (Note 5)                               613,042                         15,705,365 

             see accompanying notes to the financial statements 
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NOTES TO FINANCIAL STATEMENTS 
 

1. NATURE OF BUSINESS AND BUSINESS COMBINATION 

 
1238364 Alberta Ltd. ("1238364") was incorporated April 25, 2006, in the province of Alberta, as a private oil and gas business.  
Pursuant to an amalgamation agreement dated June 6, 2006, 1238364, 1211413 Alberta Ltd. ("1211413") and Triant Technologies 
Inc. ("Triant") amalgamated resulting in the creation of Trafalgar Energy Ltd. ("Trafalgar" or the "Company").  This transaction is 
accounted for as the acquisition of 1211413 and Triant by 1238364, which was renamed Trafalgar upon amalgamation. The 
amalgamation did not constitute a business combination for accounting purposes.  These financial statements of Trafalgar 
represent the continuation of 1238364.  
 
Pursuant to the amalgamation agreement described above, the shareholders of the common shares of 1211413 received one 
common share of Trafalgar for every share owned.  The common shareholders of Triant received one common share of Trafalgar 
for every share owned.  The common shareholders of 1238364, voting and non-voting, received one voting common share and one 
non-voting common share of Trafalgar for every share owned. Trafalgar also assumed the covenants and obligations of the $1.5 
million convertible debentures from Triant which were convertible into 500,000 non-voting common shares of Trafalgar at the rate 
of $3 per share (see Note 9).  The following summarizes the value of the assets and liabilities assumed as a result of the 
acquisitions: 
 
1211413 Alberta Ltd.: 
 

 $ 

Cash and cash equivalents                       26,916 
Accounts receivable                       22,502 
Prepaid expenses                       27,573 
Property and equipment                     115,686 
Intercompany payable                  (146,357) 
Due to shareholders                  (170,000) 

                  (123,680) 

  
Consideration received:   
three (3) common shares of Trafalgar 
 
Triant Technologies Inc.: 
 

 $ 

Cash and cash equivalents 250,000  
Accounts payable             (18,000)    
Liability component of convertible debentures        (1,465,116) 
Equity component of convertible debentures             (34,884) 

      (1,268,000) 

  
   Consideration received:   
   250,000 common shares of Trafalgar 
 
As the acquisitions do not constitute business combinations, the accumulated deficit, share capital and contributed surplus of the 
acquired companies are allocated to the contributed surplus of the acquirer with the remainder to the deficit.  This resulted in the 
accumulated deficit ($40,030,571), share capital $35,489,398 and contributed surplus $3,149,493 of the acquired companies being 
allocated to the contributed surplus of 1238364 in the amount of $3,500,000 and $2,108,320 allocated to the deficit of 1238364. 
 
Trafalgar is engaged in oil and gas exploration, development and production in Western Canada. 

 

2. PLAN OF ARRANGEMENT 

 
On July 17, 2006, Trafalgar entered into a Proposed Business Combination Agreement (“Agreement”) between Daylight Energy 
Trust ("Daylight"), Daylight Energy Ltd. ("DEL"), Sequoia Oil & Gas Trust (“Sequoia"), Sequoia Oil & Gas Ltd. ("SOGL") 
pursuant to which the Company would participate as the ExplorCo in a proposed arrangement between Daylight, DEL, Sequoia 
and SOGL (the "Original Parties") pursuant to which the Original Parties agreed, subject to certain conditions, to implement an 



 

arrangement whereby, among other things, certain of DEL's assets would be transferred directly or indirectly to the Company (the 
“Arrangement”). 
 
The Arrangement was approved by shareholders of the Original Parties on September 19, 2006 and completed on September 21, 
2006.  Pursuant to the Arrangement, holders of Daylight units and Sequoia units received common shares ("Trafalgar common 
shares") of Trafalgar on the basis of 0.0417 of a Trafalgar common share for each Daylight unit and 0.0517 of a Trafalgar common 
share for each Sequoia unit.  In addition, under the Arrangement, each holder of Daylight units received 0.0116 of a warrant 
("Trafalgar arrangement warrant") of Trafalgar for each Daylight unit held and each holder of Sequoia units received 0.0144 of a 
Trafalgar arrangement warrant for each Sequoia unit held.  Each full Trafalgar arrangement warrant was exercisable for a period of 
30 days following completion of the Arrangement into one Trafalgar common share at an exercise price of $4.02 per share. 
 
Pursuant to the Arrangement, Trafalgar received petroleum and natural gas assets valued at approximately $22.1 million and 
assumed related asset retirement obligations of approximately $1.3 million.    
 
As the Daylight and Sequoia security holders received in excess of 50% of the outstanding shares of Trafalgar, the oil and natural 
gas properties being transferred from Daylight have been recorded following the continuity of interests method with the assets and 
liabilities transferred at their book value. 
 

                     $ 

Net assets acquired:  
Petroleum and natural gas assets                    22,105,006 
Asset retirement obligations   (1,328,382) 

Net assets transferred                   20,776,624 

  
Share capital issued                    20,534,363 
Warrants                         242,261 

                   20,776,624 

 
The above amounts were estimates made by management based on currently available information, and the cost estimate and 
balances were finalized during the year ended December 31, 2007.   

 

3. SIGNIFICANT ACCOUNTING POLICIES 

 

The preparation of financial statements in conformity 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 date of the financial statements and the reported amounts of revenues and expenses during 
the period.  Actual results may differ from those estimates. 
 

Joint Operations 
Some of the exploration, development and production activities are conducted jointly with others and accordingly, the Company 
only reflects its proportionate interest in such activities. 
 

Measurement uncertainty 

The operations of the Company are complex and regulations and legislation affecting the Company are continually changing.  
Although the ultimate impact of these matters on the net income or loss cannot be determined at this time, it could be material for 
any one quarter or year.  The amounts recorded for depletion and depreciation of petroleum and natural gas assets and other assets, 
the provision for asset retirement obligations, and the ceiling test calculation are based on estimates of proven or proven and 
probable reserves, production rates, petroleum and natural gas prices, future costs and other relevant assumptions.  By their nature, 
these estimates are subject to measurement uncertainty and the effect on the financial statements of changes in such estimates in 
future periods could be significant. 
 

Cash and cash equivalents 

The Company invests certain of its excess cash in cash equivalents which are highly liquid money market instruments with an 
original maturity of 90 days or less. 
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Petroleum and natural gas assets and production equipment 
The Company follows the full cost method of accounting for oil and natural gas operations whereby all costs relating to the 
acquisition, exploration and development of oil and gas reserves, including asset retirement costs, are capitalized in a single 
Canadian cost centre.  Such costs include land acquisition costs, geological and geophysical expenses, carrying charges on non-
producing properties, costs of drilling both productive and non-productive wells, related production equipment costs, asset 
retirement and abandonment costs and overhead charges directly related to acquisition, exploration and development activities. 

 

Capitalized costs, excluding costs related to unproven properties, will be depleted and depreciated using the unit-of-production 
method based on estimated proven oil and natural gas reserves before deduction of royalties as determined by independent 
petroleum engineers.  Petroleum and natural gas reserves and production are converted to equivalent barrels of oil using a ratio of 
six thousand cubic feet of natural gas to one barrel of oil. 

 
Costs of acquiring and evaluating unproved properties are initially excluded from depletion calculations.  These unevaluated 
properties are assessed periodically to ascertain whether impairment has occurred.  When proved reserves are assigned or the 
property is considered to be impaired, the costs of the property or the amount of the impairment is added to costs subject to 
depletion. 
 
Proceeds from the sale of petroleum and natural gas properties will be applied against capitalized costs, with no gain or loss 
recognized, unless such a sale would result in a greater than 20 percent change in the depletion and depreciation rate. 

 
The Company applies a two-stage ceiling test to capitalized costs to ensure that such costs do not exceed the undiscounted future 
cash flows from production of proved reserves.  Undiscounted future cash flows are calculated based on an independent petroleum 
engineer’s best estimate of forward indexed prices applied to estimated future production of proved reserves plus cost of 
undeveloped properties, less estimated future operating costs, royalties, future capital development costs and abandonment costs.  
When the carrying amount of a cost centre is not recoverable, the second stage process will determine the impairment whereby the 
cost centre would be written down to its fair value.  The second stage requires the calculation of discounted future cash flows from 
proved plus probable reserves using the Company's risk free interest rate plus the cost of undeveloped land, net of any impairment.  
The fair value is estimated using accepted present value techniques, which incorporate risks and other uncertainties when 
determining expected cash flows. 
 
The Company records the fair value of asset retirement obligations as a liability in the period in which it incurs a legal obligation 
associated with the retirement of tangible long-lived assets that result from the acquisition, construction, development and/or 
normal use of assets.  The associated asset retirement costs are capitalized as part of the carrying amount of the long-lived assets 
and depleted and depreciated using a unit-of-production method over gross proved reserves.  Subsequent to the initial 
measurement of the asset retirement obligations, the obligations are adjusted at the end of each period to reflect the passage of time 
(accretion) and changes in the estimated future cash flows underlying the obligation. 
 
Equipment is recorded at cost and amortized over the estimated useful lives of the assets on the following basis: 
 
Computer hardware and software          30% per annum declining balance basis 
Furniture and equipment                           20% per annum declining balance basis 
Leasehold improvements                            straight-line over the lessor of lease term or useful life  

 
The Company periodically evaluates the recoverability of its equipment whenever events or changes in circumstances indicate that 
the carrying amount of an asset may not be recoverable.  An impairment loss would be recognized when estimates of future cash 
flows expected to result from the use of an asset and its eventual disposition are less than its carrying amount. 
 

Revenue recognition 
The Company's revenue is derived from the following sources: 
(i) Oil and natural gas 

Revenues derived from crude oil and gas is recognized when title passes from the Company to its purchaser. 
(ii) Interest 

Interest and other income is recognized monthly, as earned. 
 

Stock based compensation 

The Company follows the fair-value method of accounting for stock options granted to employees and directors.  Fair value is 
determined at the grant date using the Black-Scholes options-pricing model and recognized over the vesting period of the options 
granted as stock based compensation expense with a corresponding credit to contributed surplus.  The contributed surplus balance 
is reduced as the options are exercised with the amount initially recorded being credited to share capital. 



 

 
The Company has not incorporated an estimated forfeiture rate for stock options that will not vest, rather, the Company accounts 
for actual forfeitures as they occur. 

 

Flow-through shares 

The resource expenditure deductions related to exploratory activities funded by flow-through share arrangements are renounced to 
investors in accordance with tax legislation.  A future tax liability or future tax asset reduction is recognized and share capital is 
reduced by the estimated cost of the renounced expenditures when the renunciation is made. 
 

Income taxes 

The Company follows the liability method of accounting for income taxes.  Under this method, future tax assets and liabilities are 
determined based on the differences between the carrying value and the tax basis of assets and liabilities, and measured using the 
substantively enacted tax rates and laws expected to be in effect when the differences are expected to reverse.  The effect on future 
tax assets and liabilities of a change in tax rates is recognized in net income in the period in which the change occurs.  A valuation 
allowance is recorded to the extent that the realization of future tax assets is not more likely than not. 
 

Per share amounts 

The Company utilizes the treasury stock method in the determination of diluted per share amounts.  Under this method, the diluted 
weighted average number of shares is calculated assuming the proceeds that arise from the exercise of outstanding, in-the-money 
options are used to purchase common shares of the Company at their average market price for the period. 

 

4. CHANGES IN ACCOUNTING POLICIES 

 

Financial Instruments 

Effective January 1, 2007, the Company adopted the new recommendations of the Canadian Institute of Chartered Accountants 
(CICA) under CICA Handbook Section 1530, Comprehensive Income, Section 3251, Equity, Section 3855, Financial Instruments 
– Recognition and Measurement, Section 3861 Financial Instruments – Disclosure and Presentation and Section 3865, Hedges.  
These new handbook sections, which apply to fiscal years beginning on or after October 1, 2006, provide requirements for the 
recognition and measurement of financial instruments and on the use of hedge accounting.  Section 1530 establishes standards for 
reporting and presenting comprehensive income which is defined as the change in equity from transactions and other events from 
non-owner sources.  Other comprehensive income refers to items recognized in comprehensive income but that are excluded from 
net income calculated in accordance with generally accepted accounting principles. 
 
Under Section 3855, all financial instruments are classified into one of these five categories:  held-for-trading, held-to-maturity 
investments, loans and receivables, available-for-sale financial assets or other financial liabilities.  All financial instruments and 
derivatives are measured in the Balance Sheet either at fair value except for loans and receivables, held-to-maturity investments 
and other financial liabilities which are measured at amortized cost.  Subsequent measurement and changes in fair value will 
depend on their initial classifications, as follows:  held-for-trading financial assets are measured at fair value and changes in fair 
value are recognized in net income.  Available-for-sale financial instruments are measured at fair value with changes in fair value 
recorded in other comprehensive income until the instrument is derecognized or impaired.  All derivative instruments, including 
embedded derivatives, are recorded in the Balance Sheet at fair value unless they qualify for the normal sale and purchase 
exemption.  All changes in their fair value are recorded in income unless cash flow hedge accounting is used, in which case 
changes in fair value are recorded in other comprehensive income. 
 
As a result of the adoption of these new standards, the Company has classified its cash and cash equivalents as held-for-trading.  
Accounts receivable are classified as loans and receivables.  Bank indebtedness, operating bank loans, accounts payable and 
accrued charges, long-term debt, including interest payable, and redeemable preferred shares are classified as other liabilities, all 
of which are measured at amortized cost.  The Company has elected to measure all derivatives and embedded derivatives at fair 
value and the Company has maintained its policy not to use hedge accounting. 
 
Section 3855 also provides guidance on accounting for transaction costs incurred upon the issuance of debt instruments or 
modification of a financial liability.  Transaction costs are now deducted from the financial liability and are amortized using the 
effective interest method over the expected life of the related liability.  As a result of the application of Section 3855, the Company 
does not have any unamortized financing costs of this nature and no reclassification has been required.  The adoption of these new 
standards had no impact on the Company’s deficit position at December 31, 2007.  
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Carrying value and fair value of financial assets and liabilities are summarized as follows: 
 

Classification              Carrying value              Fair value 

                         $                $ 

Held-for-trading                          613,042                  613,042 
Loans and receivables                      2,947,278               2,947,278 
Held-to-maturity                        -                - 
Available-for-sale          -                - 
Other liabilities          4,120,629               4,120,629 
 
The Company, also adopted Section 1506, Accounting Changes – the only impact of which is to provide disclosure of when an 
entity has not applied a new source of GAAP that has been issued but is not yet effective.  This is the case with Section 3862, 
Financial Instruments Disclosures and Section 3863, Financial Instruments Presentations – which are required to be adopted for 
fiscal years beginning on or after October 1, 2007.  The Company will adopt these standards on January 1, 2008 and it is expected 
the only effect on the Company will be incremental disclosures regarding the significance of financial instruments for the entity’s 
financial position and performance; and the nature, extent and management of risks arising from financial instruments to which the 
entity is exposed. 
 
The Company also adopted Section 3251, Equity, which replaces Section 3250, Surplus, and describes standards for the 
presentation of equity and changes in equity for a reporting period as a result of the application of Section 1530, Comprehensive 
Income. 
 

Capital Disclosures 

Effective January 1, 2008, the CICA issued section 1535, Capital Disclosures, which establishes standards for disclosing 
information about an entity’s capital and how it is managed.  Section 1535 specifies the disclosure of (i) and entity’s objectives, 
policies and processes for managing capital; (ii) quantitative data about what the entity regards as capital; (iii) whether the entity 
has complied with any capital requirements; and (iv) if it has not complied, the consequences of such non-compliance.  As the 
standards relate to disclosure requirements, this section will not have any impact on our financial results. 
 

Goodwill and Intangible Assets 
In February 2008, the CICA issued Section 3064, Goodwill and intangible assets, replacing Section 3062, Goodwill and other 
intangible assets and Section 3450, Research and development costs.  Various changes have been made to other sections of the 
CICA Handbook for consistency purposes.  The new Section will be applicable to financial statements relating to fiscal years 
beginning on or after October 1, 2008.  Accordingly, the Company will adopt the new standards for its fiscal year beginning 
January 1, 2009.  It establishes standards for the recognition, measurement, presentation and disclosure of goodwill subsequent to 
its initial recognition and of intangible assets by profit-oriented enterprises.  Standards concerning goodwill are unchanged from 
the standards included in the previous Section 3062.  The Company does not expect that the adoption of this new Section will have 
a material impact on its consolidated financial statements. 
 

5. CASH AND CASH EQUIVALENTS 
      2007  2006 

            $ $ 

Cash on hand 613,042 (116,620) 
Restricted cash            - 187,632 
Short-term investment            - 15,634,353 

 613,042 15,705,365 

 
“Restricted cash” were funds (held with a legal firm) associated with final negotiations relating to an amalgamation agreement 
between the Company and Triant Technologies Inc.  In 2007, the funds were distributed to pay the outstanding costs associated 
with this amalgamation. 
 
At December 31, 2007, the Company did not have any monies invested in short-term investments (2006-$15.6 million). 
 
 
 
 
 



 

 
 

6. PETROLEUM AND NATURAL GAS ASSETS 
 2007 2006 

 $ $ 

Petroleum and natural gas assets 49,878,083 30,458,268 
Equipment 111,998 99,990 
Accumulated depletion and depreciation, petroleum and natural   
      gas assets (9,471,998) (1,661,000) 
Accumulated amortization and depreciation, equipment (40,977) (15,594) 

Net book value 40,477,106 28,881,664 

 
During the year ended December 31, 2007, the Company capitalized $529,511 of general and administrative expenses and stock 
compensation (2006 - $198,200) related to exploration and development activities.  The calculation of 2007 depletion and 
depreciation included an estimated $775,000 (2006 - $1.5 million) for future development capital associated with proved 
undeveloped reserves and excluded $9.8 million (2006 - $7.1 million) for the estimated value of unproved properties, including 
seismic expenditures.  Depletion and depreciation expense for the year ended December 31, 2007 was $7.9 million (2006 - $1.7 
million), directly related to oil and natural gas assets.  
 
The Company performed a ceiling test calculation at December 31, 2007 in which the estimated undiscounted future cash flows 
associated with the Company’s proved reserves exceeded the carrying amount of the Company’s property and equipment.   

 
The oil and natural gas prices used in the calculation are based on the January 1, 2008 commodity price forecast of our 
independent reserve evaluators and are as follows: 

    Natural gas ($/mcf)   Oil ($/bbl) 
2008          6.94              68.09 
2009          7.78             63.63  
2010          7.88             60.28 
2011          7.89              58.42 
2012          7.86            57.15 
2013          7.82      57.52 
2014          8.00      78.80 
 
Prices increase at a rate of 2% per year after 2014.  The benchmark prices were adjusted for quality and transportation. 

 
Based on these assumptions, the carrying value of property and equipment exceeds the undiscounted value of net revenues from 
the Company’s proved reserves at December 31, 2007 and, accordingly, no impairment write down was recorded. 
 

7. CREDIT FACILITY 
 

The Company has a revolving term credit facility with a Canadian chartered bank to a maximum of $15.0 million.  The facility 
bears interest at the bank’s prime lending rate or banker’s acceptance rates plus applicable margins.  The borrowing base is subject 
to re-determination semi-annually. At December 31, 2007, no amounts were drawn against this facility (2006 – nil), other than a 
letter of credit in the amount of $238,481 as a drilling deposit with the Province of British Columbia. 

 
The Company’s lending facilities are secured by a floating charge debenture over all of the Borrower’s assets, a general security 
agreement and a floating charge debenture.  
 

8. ASSET RETIREMENT OBLIGATIONS 
 

The total future asset retirement obligations result from the Company's net ownership interest in all wells and facilities.  
Management estimates the total undiscounted amount of future cash flows required to reclaim and abandon wells and facilities as 
at December 31, 2007 is approximately $4.2 million, to be incurred over the next three to 20 years. Estimated cash flow has been 
discounted at a credit-adjusted risk free rate of 7.8% and an inflation rate of 2.0% to arrive at the recorded liability acquired of $1.7 
million at December 31, 2007.  

 
 
 
 
 



 
                        

- 35 - 

 
 
 

The following reconciles the Company’s asset retirement obligations: 

 2007 2006 

 $ $ 

Balance, beginning of period 1,413,444 - 
Liabilities acquired - 1,328,382 
Liabilities incurred 130,994 12,401 
Changes in estimates - 48,080 
Accretion 106,057 24,581 

Balance, end of period 1,650,495 1,413,444 

 

9. SHARE CAPITAL 

  

Authorized 
An unlimited number of voting common shares 
An unlimited number of non-voting common shares 
An unlimited number of first preferred shares, issuable in series 

 2007 2006 

Common Shares, voting Number $ Number $ 

Balance, beginning of period 9,594,590     37,617,771 - - 
Issued through private placement (i and ii) -                     - 2,957,636 11,554,664 
Issued pursuant to the Arrangement (ii) -                     - 5,236,707   20,534,363 
Exercise of warrants pursuant to the Arrangement -                     - 35,787       143,864 
Fair value recognized on warrant exercise  -                     - -             6,706 
Issued through private placement (iii) -                     - 1,364,460    6,300,992 
Future taxes on flow through common shares  -   (1,297,634) -                   - 
Issue costs - (6,832) -      (922,818) 

Balance, end of period 9,594,590      36,313,305 9,594,590   37,617,771 

 

Common Shares, non-voting 
    

Balance, beginning of period 2,241,293       5,000,000 - - 
Issued through private placement of flow through 
      shares (i and ii) 

-                       - 1,741,293 3,500,000 

Issued on conversion of convertible debenture (iv) -                       - 500,000 1,500,000 
Future taxes on flow through common shares  - (1,135,400)   

Balance, end of period 2,241,293        3,864,600 2,241,293 5,000,000 

     

Warrants (ii)     

Balance, beginning of period - -                       -                    - 
Fair value of warrants granted  - -         1,302,480      242,261 
Exercise of warrants - -            (35,787)         (6,706) 
Unrecognized fair value of unexercised warrants - -       (1,266,693)     (235,555) 

Balance, end of period - -                       -                - 

 

First Preferred Shares 

    

Balance, beginning of period - -                       -                 - 
Issued through private placement (v) - -                       1              100 
Cancellation of preferred share - - (1) (100) 

Balance, end of period - - - - 

     

Total share capital and warrants at end of year 11,835,883 40,177,905 11,835,883 42,617,771 

  
(i) In June 2006, 1238364 issued 8.6 million common shares at $1.34 per share for gross proceeds of $11.6 million.  Management 

and directors of 1238364 subscribed for approximately 5% of the issue 
 
 
 



 

In June 2006, 1238364 issued 5.2 million non-voting common shares on a flow through tax basis at $0.67 per share for gross 
proceeds of $3.5 million.  Management and directors subscribed for 100% of the issue.  Under the terms of this private 
placement, 1238364 was committed to expend the proceeds on qualifying exploration drilling and seismic prior to December 
31, 2007 and renounce the benefits to subscribers by December 31, 2006.  The tax benefit of the flow through shares was 
renounced in its entirety in February 2007, with all capital commitments met. 
 

(ii)   On September 21, 2006, pursuant to the Arrangement, the Company’s outstanding common shares, voting and non-voting, 
were consolidated to a one new for three old basis.  Trafalgar entered into a business combination between Daylight Energy 
Trust, Daylight Energy Ltd., Sequoia Oil & Gas Trust, Sequoia Oil & Gas Ltd. whereby certain Daylight Energy Ltd.'s assets 
would be transferred to the Company.  Pursuant to completion of the Arrangement, Trafalgar issued to the holders of the trust 
units of Daylight, holders of exchangeable shares of Daylight and holders of trust units of Sequoia, 5.2 million common shares 
valued at $4.02 per share, and 1.3 million arrangement warrants.  The fair value of the warrants granted was estimated on the 
date of grant using the Black-Scholes option pricing model with the following weighted average assumptions:  expected 
volatility of 40 percent; risk-free rate of six percent; and expected life of 30 days.  On October 23, 2006, the arrangement 
warrants expired. Of the 1.3 million outstanding warrants, 35,787 were exercised at a price of $4.02 per warrant. 

 
(iii) In December 2006, the Company issued under private placement a total of 792,100 flow through common shares at $5.05 per 

share for proceeds of $4,000,105 and 572,360 common shares at $4.02 per share for proceeds of $2,300,887.  The tax benefit 
of the flow through shares was renounced in its entirety in February 2007, and all required capital commitments have been 
met. 

 
(iv) On April 25, 2006, pursuant to an amalgamation agreement between Triant Technologies Inc. (“Triant”), Trafalgar assumed 

the covenants and obligations of a $1.5 million convertible debenture which was convertible into 500,000 non-voting common 
shares of Trafalgar at the rate of $3 per share.  In accordance with the recommendations of the Canadian Institute of Chartered 
Accountants, the convertible debentures issued were segregated into their liability and equity components.   Conversion 
notices were signed by the debenture holders in December 2006, agreeing to convert all of the convertible debentures to 
500,000 non-voting common shares.  As at December 31, 2006, the convertible debentures were converted and the liability 
and equity components were reflected in Share Capital. 

 
(v) In June 5, 2006, 1238364 issued one preferred share to Triant for gross proceeds of $100.  The preferred share entitled the 

holder to 60% of the votes attaching to the common shares of 1238364 at any time and have a cumulative dividend of 4% per 
annum, were redeemable in their entirety only by the holder of their face value plus accrued and unpaid dividends and are 
entitled to preference in liquidation for their issue price plus accrued and unpaid dividends.  This preferred share was 
cancelled as part of the business combination on June 6, 2006. 

 

Earnings (loss) per share 

Net earnings (loss) per Common Share figures have been calculated using the weighted average number of common shares (voting 
and non-voting) and options outstanding. 
 

Weighted average common shares 2007 2006 

Basic and diluted 11,835,883 6,129,799 
 
As the Company has reported a net loss or ($252,312) for year ended December 31, 2007 (2006 – ($4,780,158), all options are 
anti-dilutive. 
 

Stock options 
The Company has a stock option plan authorizing the grant of options to purchase shares to designated participants, being 
directors, officers, employees or consultants.  Options are priced at the closing price of the shares one day prior to the grant date of 
the options.  The vesting for options granted occurs over a three year period, with one third of the number granted vesting on each 
of the first, second and third anniversary dates of the grant, expiring over a five year period. 
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The following table sets forth a reconciliation of the Plan activity through December 31, 2007: 

  Weighted 

  Average 

  Exercise Price 

 Number $ 

Balance, April 25, 2006  - 
Granted 894,750 4.02 

Balance, December 31, 2006 894,750 4.02 
Granted 226,500 4.36 

Balance, December 31, 2007 1,121,250 4.09 

 
 
 
 
 
The following table summarizes stock options outstanding and exercisable under the plan at December 31, 2007: 
 

  Options outstanding Options exercisable 

 Number Weighted average Weighted Number Weighted 
 outstanding at remaining average exercisable at average 
Range of exercise price year end contractual life exercise price year end exercise price 

$3.00 to $4.00 30,000 4.7 3.50 - - 
$4.00 to $5.00 1,091,250 3.8 4.10 77,360 4.02 

 1,121,250 3.8 4.09 77,360 4.02 

 

Stock based compensation 

The Company accounts for its stock based compensation plan using the fair value method.  Under this method, a compensation 
cost is charged over the vesting period for stock options granted to directors, officers, employees or consultants, with a 
corresponding increase to contributed surplus. 
 
The following table reconciles the Company’s contributed surplus: 
 2007 2006 
 $ $ 

Balance, beginning of period 494,038 - 
Intrinsic value 5.2 million flow through shares (post-consolidation) (ii) -  (3,500,000) 
Adjustment for acquisitions (vi) -  3,500,000 
Stock based compensation expense   
   Stock options 730,474     258,483 
   Unrecognized fair value of warrants, unexercised -     235,555 

Balance, end of period 1,224,512     494,038 

 
(vi) Trafalgar recorded $3.5 million of non-cash compensation expense in respect of the intrinsic value of 5.2 million flow through 

shares purchased by management and directors.  The compensation expense was recognized in the statement of loss for the 
period ending December 31, 2006, with a corresponding adjustment to the deficit. 

 
The fair value of the options granted during the year ended December 31, 2007 and December 31, 2006 was estimated on the date 
of grant using the Black-Scholes option pricing model with weighted average assumptions and resulting values for grants as 
follows: 
  
 2007 2006 

Weighted average fair value of option granted $1.38 $1.36 
Risk-free interest rate (%) 6 6 
Volatility (%) 40 40 
Expected life in years 3 3 
Expected future dividends Nil Nil 

 



 

10. INCOME TAXES  

 
The provision for future income taxes in the statements of earnings and retained earnings reflect an effective tax rate which differs 
from the expected statutory tax rate.  Differences were accounted: 
  

 2007 2006 

Net loss before taxes (2,685,346) (4,780,158) 
Statutory income tax rate       

32.44% 

       34.44% 

Expected income tax expense (recovery) (871,126) (1,646,170) 
Add (deduct):   
   Stock base compensation expense    204,870 1,294,330 
   Non-deductible crown charges               - 54,770 
   Resource allowance               - (20,892) 
   Other non-deductible charges        5,470 5,401 
   Attributed Canadian Royalty Income                - (28,107) 
   Change in federal/provincial tax rates    670,134 - 
   Change in valuation allowance (2,440,162) 340,668 
   Other (2,220) - 

Current period provision (recovery) (2,433,034) - 

The future income tax asset at December 31, 2007 and 2006 is comprised of the tax effect of temporary differences as follows: 
 

($) 2007 2006 

Oil and gas properties (1,225,319) 32,036 
Asset retirement obligations 483,925 458,521 
Issue costs 181,195 258,354 
Attributed Canadian Royalty Income 41,160 28,107 
Non-capital losses 4,802,593 5,781,400 
Scientific research and experimental development expenses 1,553,960 1,719,320 

Future tax asset, end of period 5,837,514 8,277,738 
Less:  valuation allowance items (5,837,514) (8,277,738) 

Recognized future income tax asset (liability) - - 

 
A valuation allowance of $ 5.8 million (2006 - $8.3 million) has been recorded to reduce the amount of future tax assets available 
to the amount that is more likely than not to be recovered. 
 
The Company has accumulated non-capital losses for income tax purposes of approximately $16.4 million (2006 – $17.6 million), 
which can be used to offset income in future periods.  These losses expire as follows: 
 

Year to Expiry  $ 

2008  3,114,856 

2009  3,579,691 

2010  3,233,137 

2014  4,752,944 

2015  1,699,292 

  16,379,920 

 
The Company has approximately $5.3 million of Scientific Research and Experimental Development Expenses (“SR&ED”) 
available to reduce future years’ income tax payable.  These deductions can be carried forward for an indefinite period. 
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11. SUPPLEMENTAL CASH FLOW INFORMATION 
 

Changes in non-cash working capital 

  2007 2006 
 $ $ 

Changes in non-cash working capital – operating:   
     Accounts receivable (708,778) (2,397,016) 
     Prepaid expenses and deposits                                 238,169 (422,561) 
     Accounts payable and accrued liabilities (235,207)                           1,767,050 

 (705,816) (1,052,527) 

   
Changes in non-cash working capital – investing:   
     Accounts receivable                                 366,643 (185,625) 
     Accounts payable and accrued liabilities (1,433,053)                            4,217,841 

 (1,066,410)                           4,032,216 

 

Interest 

 2007 2006 
 $ $ 

Interest paid 24,166 5,665 
Interest received 208,609 284,480 

 

12. RELATED PARTY TRANSACTIONS 
 
During the year ending December 31, 2007, the Company utilized legal services totaling $51,100 (2006 - $211,200), including 
applicable taxes, which were provided by a firm in which two Directors of the Company are partners.   As at December 31, 2007, 
$18,500 was payable (2006 - $207,800). 
 
The Company had a natural gas marketing contract with Daylight Energy Ltd. (“Daylight”).  The Company has a director that is an 
officer of Daylight.  Under the contract, Daylight accepted all of the Company’s natural gas production into Daylight’s supply 
portfolio and sold the Company’s natural gas production with the same operational arrangements, transportation and pricing as 
Daylight received.  The original term of the contract was one year from November 1, 2006 to October 31, 2007.  The contract was 
terminated effective November 1, 2007 and Trafalgar now markets its production through an independent third party.  The 
Company paid a $2,500 per month marketing fee for services supplied under the natural gas marketing contract with Daylight.  
Included in accounts receivable as at December 31, 2007 is an amount of $309,920 representing the final month of revenue under 
the contract ($1.8 million – December 31, 2006). 
 
The related transactions were incurred during the normal course of operations on similar terms and conditions to those entered into 
with unrelated parties.  These transactions are measured at the exchange amount, which is the amount of consideration established 
and agreed to between the related parties. 
 

13. FINANCIAL INSTRUMENTS  

 

Fair value of financial assets 
The Company’s financial instruments recognized in the balance sheet consist of cash and cash equivalents, accounts receivable, 
accounts payable, and accrued liabilities.  The fair value of these financial instruments approximate their carrying amounts due to 
their short terms to maturity.   
 
A substantial portion of the Company’s accounts receivable is with oil and gas marketing entities.  The Company generally 
extends unsecured credit to these companies, and therefore, the collection of accounts receivable may be affected by changes in 
economic or other conditions and may accordingly impact the Company’s overall credit risk.  Management believes the risk is 
mitigated by the size, reputation and diversified nature of the companies to which they extend credit. 
 
The Company has not previously experienced any material credit losses on the collection of receivables.  Of the Company’s 
significant individual accounts receivable at December 31, 2007, approximately 52% (2006 – 85%) was owed from two customers. 
 
 
 
 



 

Concentration of credit risk, economic dependence and related party transactions  

The Company currently derives revenue primarily from customers in the oil and gas industry.  These customers are geographically 
dispersed and the Company closely monitors credit granted to each customer.  Therefore, credit risks are considered to be minimal.  
The Company has established guidelines relative to diversification and maturities that maintain safety and liquidity. 
 

Interest rate risk 
The Company is exposed to interest rate risk in relation to interest expense associated with any outstanding revolving operating 
loan balances.  At December 31, 2007, the Company had no outstanding revolving loan balances (2006 – nil). 
 

Commodity price risk management 
As at December 31, 2007, the Company had no fixed price contracts associated with future production (2006 – nil). 
 

14. COMMITMENTS 
 
The Company has an operating lease for office premises expiring December 30, 2010 which requires minimum monthly payments 
of $14,656 or $175,870 per year. 
 

15. SUBSEQUENT EVENT 
 
Subsequent to December 31, 2007, the Company entered into a Purchase and Sale Agreement to acquire an oil and gas asset in the 
amount of $1.5 million.  Effective March 7, 2008, Trafalgar delivered a standby letter of credit to the vendor in the amount of 
$362,500 as financial support for the transaction.  Closing of this transaction is expected on April 1, 2008.   There can be no 
assurance this transaction will close, or close as described. 
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CORPORATE GOVERNANCE 
 
Trafalgar Energy Ltd. is committed to the highest standards for its corporate governance practices and procedures.  As corporate 
governance practices continue to evolve, we constantly review, appraise and modify our governance program to ensure that we 
meet current expectations and best practices. 
 

MANDATE OF THE BOARD 
 
The board of directors of Trafalgar is responsible for the stewardship of Trafalgar.  The board’s mandate includes: 
 

• The review and approval of the strategic direction of the Company, its capital and financial plans, as well as 
implementation and monitoring of appropriate risk management systems; 

 

• Monitoring the progress, policies and procedures of the Company, while providing guidance and advice to 
management and providing approval for any significant changes in the organizational structure; 

 

• Ensuring that the finances and controls of the Company are appropriate and comply with required standards, 
including accurate, complete and timely disclosure of information to shareholders, other security holders and 
regulators; and 

 

• Annual reviews of the composition and compensation of the board, and monitoring its effectiveness, continuity and 
independence while ensuring the requirements of the board are continuously upheld. 

 
The board of directors holds regularly scheduled meetings to review the business affairs of Trafalgar.  The Chairman of the board 
is an independent director and has a separate role from that of the President and Chief Executive Officer. 
 

BOARD COMPOSITION 
 
The board of directors of Trafalgar is currently composed of seven members, all of whom are independent and not members of 
management except for Mr. Robert Wollmann, President and Chief Executive Officer. 
 

COMMITTEES 
 
Individual directors are appointed by the board to sit on certain designated committees including the Audit Committee, Reserves 
Committee and Corporate Governance / Compensation Committee. 
 
Each committee has a written board approved mandate outlining its purpose, membership, responsibility and accountability. 
 

Audit Committee 
 
The Audit Committee has responsibility for overseeing: 
 

• The nature and scope of the annual audit; 

• Management’s reporting on internal accounting standards and practices; 

• Financial information and accounting systems and procedures; 

• Financial reporting and statements; and 

• Recommending for board approval the interim and audited financial statements and other mandatory disclosure 
containing financial information. 

 
The Audit Committee is comprised of three directors, none of whom is a member of the management of Trafalgar and all of whom 
are independent and financially literate.  The Audit Committee meets at least quarterly and may meet more frequently as required. 
 

Reserves Committee 
 
The Reserves Committee has responsibility for: 
 

• Reviewing disclosure requirements and procedures with respect to the oil and gas activities of Trafalgar 
including those set forth under applicable securities legislation including National Instrument 51-101; 

• Reviewing procedures for providing information to the independent reserves evaluator; 



 

• Reviewing the appointment of the independent evaluator; 

• Recommending to the board of directors the approval of the annual independent reserves evaluation report and 
related information; and 

• Reviewing generally all matters relating to the preparation and public disclosure of reserves estimates. 
 
The Reserves Committee is comprised of three directors, none of whom are members of the management of Trafalgar and all of 
whom are independent.  Each member of the Reserves Committee has sufficient technical knowledge of oil and natural gas 
reserves to perform their duties under this committee.  The Reserves Committee meets at least annually and may meet more 
frequently as required. 
 

Corporate Governance / Compensation 
 
The Corporate Governance / Compensation Committee has the responsibility to review matters relating to the human resource 
policies and compensation of all directors, officers and employees of Trafalgar in the context of the approved budget and business 
plan.  The Corporate Governance  / Compensation Committee formulates and makes recommendations to the board regarding 
compensation and human resource issues. 
 
The Corporate Governance / Compensation Committee is comprised of three directors, all of whom are independent.  The 
Corporate Governance / Compensation Committee meets at least annually and may meet more frequently as required. 
 

Ethical Business Conduct 

Trafalgar has an insider trading policy that all employees, officers and directors must adhere to. 

The Board has adopted a code of business conduct and ethics applicable to all management, staff and directors (the "Code"), a 
copy of which is available for review at www.sedar.com or on the Trafalgar website at www.trafalgarenergy.ca.  Any reports of 
variance from the Code will be reported to the Board.   

In accordance with the Business Corporations Act (Alberta), directors who are a party to or are a director or an officer of a person 
who is a party to a material contract or material transaction or a proposed material contract or proposed material transaction are 
required to disclose the nature and extent of their interest and not to vote on any resolution to approve the contract or transaction. 

The Board has also adopted a whistleblower policy which provides employees with the ability to report, on a confidential and 
anonymous basis, any violations within the organization including (but not limited to), criminal conduct, falsification of financial 
records or unethical conduct.  The Board believes that providing a forum for employees, officers and directors to raise concerns 
about ethical conduct and treating all complaints with the appropriate level of seriousness foster a culture of ethical conduct. 

ENVIRONMENT, HEALTH & SAFETY 
 
TRAFALGAR ENERGY LTD. is committed to protecting the health and safety of our employees, contractors and the public.  We 
are also firmly committed to conducting our operations in a diligent manner designed to minimize any adverse impacts on our 
environment. 
 
TRAFALGAR will fulfill these commitments through the development and implementation of an effective health, safety and 
environment program.  This program will integrate health, safety and environmental considerations into all TRAFALGAR’S 
operations by: 
 

• Providing and maintaining a safe work environment with proper policies, procedures, standards, training, 
equipment and emergency response procedures in accordance to all government regulations and industry 
practices; 

• Providing appropriate health, safety and environment training; 

• Developing programs and practices to minimize health, safety and environment problems; 

• Ensuring timely and effective response and follow up to incidents resulting from our operations; 

• Remaining sensitive to public concerns; 

• Communicating with the public affected by our operations and; 

• Establishing health, safety, and environment goals and regularly reviewing and improving on these goals. 
 
All management, employees, contractors, subcontractors and suppliers engaged on behalf of Trafalgar are responsible for 
following all the health, safety and environmental procedures as required and participate in pertinent safety and environment 
training. 
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By fulfilling our safety and environment responsibilities, everyone who works for TRAFALGAR will share in the benefits of a 
safe work environment. 
 

COMMUNITY 
 
Trafalgar believes in enhancing the communities where employees live and work, supporting causes, and institutions through 
financial and volunteer efforts. 
 

 

 

 

 

 

 

 



 

CORPORATE INFORMATION

 

 

TRAFALGAR TEAM  

 

Robert Wollmann,  
President & Chief Executive Officer 

 

Dan Belot, 
VP Finance & Chief Financial 

Officer 

 
Kevin Lee, 
VP Engineering 

 
Peter Abercrombie 
VP Land 
 
Terry Fullerton 
Chief Geologist 

 

David Campbell 
Chief Geologist 
 
Paul Storey,  
Manager, Operations 
 
Kevin Lounsbury, 
Senior Geologist 
 
Rebecca Roth, 
Controller 
 
Liz Tanouye, 
Operations Accountant 
 
Tracey Parsons,  
Office Manager 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

DIRECTORS OF  

TRAFALGAR ENERGY LTD. 
 
John Brussa (3) 
Director 
 
Shannon Gangl (3) 
Director & Corporate Secretary 
 
Steven Nielsen (1) (2) 
Director 
 
Murray Nunns (1) (2) 
Director & Chairman of Board 
 
Gary Perron (1) 
Director 
 
Bob Shaunessy (2) (3) 
Director 
 
Robert Wollmann 
President & Chief Executive Officer 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

OFFICERS OF  

TRAFALGAR ENERGY LTD. 

 
Robert Wollmann 
President & Chief Executive Officer 
 
Daniel Belot 
VP Finance & Chief Financial 
Officer 
 
Kevin Lee 
VP Engineering 
 
Peter Abercrombie 
VP Land 
 
Shannon Gangl 
Corporate Secretary 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

MEMBERS OF THE 

FOLLOWING COMMITTEES 

 

1. Audit 
2. Reserves 
3. Corporate 

Governance/Compensation 
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TRUSTEE 

Valiant Trust Company 
 

BANKERS 

Bank of Nova Scotia 
 

AUDITORS 

Deloitte & Touche  LLP 

 

ENGINEERING CONSULTANTS 
GLJ Petroleum Consultants Ltd. 
 

LEGAL COUNSEL 
Burnet, Duckworth & Palmer LLP 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

CONTACT INFORMATION 

 
Suite 920, Eau Claire Place II 
521 – 3 Avenue S.W. 
Calgary, Alberta  T2P 3T3 
 
Telephone: (403) 216-2705 
Facsimile: (403) 290-0587 
Toll-Free: (877) 216-2705 
Email: info@trafalgarenergy.ca 
Website: www.trafalgarenergy.ca 
 

INVESTOR RELATIONS 
 
info@trafalgarenergy.ca 
www.trafalgarenergy.ca 
 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 
 
 
 
 

 

ABBREVIATIONS 
 
/d per day 
bbl(s) barrel(s) 
mbbls  thousand barrels 
mmbbls million barrels 
mcf  thousand cubic feet 
mmcf  million cubic feet 
bcf  billion cubic feet 
boe  barrels of oil equivalent 
mmboe  million barrels of oil        

equivalent 
mmstb  million stock tank barrels of 
oil 
ARTC Alberta Royalty Tax Credit 
Cdn Canadian 
NGLs natural gas liquids 
WTI West Texas Intermediate 

crude oil 
US United States 

 
 
 
 
 
 

Trafalgar’s common shares trade on the Toronto Stock 

Exchange under the symbol TFL. 

ANNUAL GENERAL MEETING 
 
Shareholders are invited to attend the Annual General Meeting of Trafalgar 
Energy Ltd. to be held on May 13, 2007 at 3:00 p.m. MST in the Royal Room 

of the Metropolitan Centre, 333 – 4 Avenue SW, Calgary, Alberta . 
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