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Sep 30 
2006 

$ 
  

Dec 31 
2005 

$ 
 

Assets         
         
Current assets         
Cash   20,366   1,069,021
Accounts receivable and accruals   4,288,500   1,467,528
Prepaid expenses & deposits  833,932   272,818
   5,142,798   2,809,367
      
Property, plant and equipment (note 2)   35,218,495   23,787,119
      
   40,361,293   26,596,486
Liabilities      
      
Current liabilities      
Accounts payable and accrued liabilities   9,516,452   4,910,034
Bank loan (note 4)  5,500,000  -
   15,016,452   4,910,034
    
Future income tax liability   3,822,973   1,890,546
Asset retirement obligation (note 3)  542,393   359,384
   19,381,818   7,159,964
Shareholders’ Equity     
      
Capital stock (note 5)   21,892,645   20,661,024
     
Deficit         (2,571,096)    (2,472,353)
      
Contributed surplus   1,657,926   1,247,851
      
   20,979,475   19,436,522
      
   40,361,293   26,596,486
 Going concern (note 1)     



ARAPAHOE ENERGY CORPORATION 
Statements of Loss and Deficit 
(unaudited) 

 

 Three months ended 
Sept 30

Nine months ended 
            Sept 30 

  
2006 2005 2006 2005

 $ $ $ $
     
Revenue     
  Oil and gas 1,569,287 8,354 4,083,153 70,782
  Royalties (net of ARTC) (415,939) (1,140) (971,602) (13,071)
 

1,153,348
 

7,214
  

3,111,551 57,711
  
Expenses  
Operating costs  366,882 10,787 1,006,493 25,475
Depletion, depreciation and accretion  232,314 7,499 1,195,687 23,450
Stock based compensation 954 73,000 400,375 376,686
General and administrative  414,720 191,812 1,371,097 605,756
Interest expense 101,986 25,508 160,422 134,513
Financing costs amortization - 167,364 - 401,577
Loss on disposal of subsidiary 87,067 - 87,067 - 
   
 

1,203,923 475,970 4,221,141 1,567,457
  

Other income  
  Other income (187) 28,034 22,890 28,034
  
Loss for the period before taxes (50,762) (440,722) (1,086,700) (1,481,712)
  
Future income tax recovery (expense) (84,074) - 987,957 -

Loss for the period (134,836) (440,722) (98,743) (1,481,712)

Deficit, beginning of period (2,436,260) (1,281,770) (2,472,353) (240,780)  

Deficit, end of period       (2,571,096)  
 

(1,722,492)        (2,571,096)  (1,722,492)
    
Net loss per share  
 
Basic and Diluted             (0.00)             (0.02)               (0.00)              (0.08)

Going concern (note 1)   
 



ARAPAHOE ENERGY CORPORATION 
Statements of Cash Flows 
 (unaudited) 
   

 

 
 Three months ended 

Sept 30
Nine months ended 

          Sept 30
  

2006 2005 2006 2005
Cash provided by (used in) $ $ $ $
Operating activities  
Income (loss) for the period  (134,836) (440,722) (98,743) (1,481,711)
Items not affecting cash   

Depletion, depreciation & 
accretion  232,314 7,499 1,195,687 23,450

Stock-based compensation  954 73,000 400,375 376,686
Financing cost amortization - 155,507 - 389,720
Loss on disposal of subsidiary 87,067 - 87,067 -
Future tax expense (recovery)  84,074 - (987,957) -

 269,573 (204,716) 596,429 (691,855)
Change in non-cash working capital (15,156) (203,994) (201,036) (484,257)

 254,417 (408,710) 395,393 (1,176,112)
Financing activities  
(Repayments) Issue bank loan (600,000) - 5,500,000 -
Issuance of capital stock for cash  445,408 (86,120) 4,222,421 4,456,835
Net change in non-cash financing 
activities working capital (57,564) (763,932) (28,782) 269,355

 (212,156) (850,052) 9,693,639 4,726,190
Investing activities  
Acquisition of petroleum and natural 
gas properties (4,991,685) (4,141,486) (17,145,486) (3,882,958)
Proceeds from disposal of petroleum 
and natural gas properties 1,265,000 - 4,553,649 -

Financing costs paid in advance - (58,596) - (58,596)
Net change in non-cash investing 
activities 3,665,712 3,295,663 1,454,150 2,564,238

 (60,973) (904,419) (11,137,687) (1,377,316)
Increase (decrease) in Cash  (18,712) (2,163,181) (1,048,655) 2,172,762
  
Cash, beginning of period 39,078 4,347,978 1,069,021 12,035
  

Cash, end of period 20,366 2,184,797 20,366 2,184,797 
  
 



ARAPAHOE ENERGY CORPORATION 
Notes to Financial Statements 
For nine months ended September 30, 2006 
(unaudited) 
   

 

 
1. BASIS OF PRESENTATION & GOING CONCERN 

The Corporation is engaged in the exploration, development and production of oil and natural gas 
in Canada.  

The consolidated financial statements of the Corporation have been prepared following the same 
accounting policies and methods of computation as the financial statements of the Corporation for 
the year ended December 31, 2005 

These financial statements are stated in Canadian dollars and 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 disclosure of contingent assets and 
liabilities at the date of the financial statements, and the reported amount of revenues and 
expenses during the period.  Actual results could differ from these estimates. 
 
Going concern 
 
These financial statements have been prepared in accordance with Canadian generally accepted 
accounting principles (“GAAP”) on a going concern basis, which contemplates the realization of 
assets and the payment of liabilities in the ordinary course of business.  Should the Corporation 
be unable to continue as a going concern, it may be unable to realize the carrying value of its 
assets and to meet its liabilities as they become due. 
 
The Corporation reported a loss of $98,743 and funds generated from operations of $596,429 for 
nine months ended September 30, 2006. The Corporation had a working capital deficit of 
$9,873,654 at September 30, 2006. The Corporation’s ability to continue as a going concern is 
dependent upon the Corporation’s ability to raise capital and the success of the drilling and 
exploration program.  There can be no assurance that the Corporation will be successful with 
those initiatives.  

The accompanying financial statements do not include any adjustments relating to the 
recoverability and classification of recorded asset amounts and classification of liabilities that 
might be necessary should the Corporation be unable to continue in existence. 
 
Arapahoe has plans divest its entire 65% of the Campbell prospect for $8 million, the proceeds 
from which will be used to reduce the working capital deficit.  We anticipate this sale to be 
completed by January 31, 2007.  Arapahoe plans to raise additional equity capital in 2007 to meet 
its capital requirements.   
 



ARAPAHOE ENERGY CORPORATION 
Notes to Financial Statements 
For nine months ended September 30, 2006 
(unaudited) 
   

 

 
2. PROPERTY, PLANT AND EQUIPMENT 

 
 Cost

$
Accumulated
Depreciation

Depletion 
Accretion

Sep 30, 2006 
Net Book 

Value 

Dec 31, 2005
Net Book 

Value

  
P&NG Properties 36,340,450 1,384,244 34,956,206 23,505,792
Field vehicle 25,000 8,531 16,469 21,250
Office assets 303,413 57,593 245,820 260,077
  
TOTAL 36,668,863 1,450,368 35,218,495 23,787,119

 
 
The depletion calculation excluded unproved property costs of $11,268,513 (September 30, 2005 
$2,120,069).  The Corporation has not capitalized any general and administrative expenses for the 
nine months ended September 30, 2006. 
 
On October 20, 2005, pursuant to the Amalgamation Agreement dated August 9, 2005, Arapahoe 
completed the amalgamation with Banks Energy Inc.  The acquisition has been accounted for by 
the purchase method with oil and gas operating results included in the financial statements 
commencing October 20, 2005.  Subsequent to December 31, 2005, the future income tax liability 
acquired in the Banks transaction was reduced by $60,716 which was offset by the reduction of 
the recognition of Arapahoe tax assets.  Purchase equation is detailed below: 
 
Net assets acquired: 
  Petroleum and natural gas assets $13,037,346
  Cash 478,610
  Non-cash working capital (2,792,077)
  Asset retirement obligation (308,254)
  Future income tax liability (2,853,151)
  Recognition of Arapahoe tax assets 962,605 
 
Total net assets acquired $ 8,525,079
  
Consideration: 
  Common Shares 15,121,206 @ $0.54 $8,165,383
  Transaction costs paid in common shares 
          178,336 @ $0.60 

 
107,000

  Transaction costs paid in cash 252,696
 
Total consideration $8,525,079



ARAPAHOE ENERGY CORPORATION 
Notes to Financial Statements 
For nine months ended September 30, 2006 
(unaudited) 
   

 

 
 
3. ASSET RETIREMENT OBLIGATION 

The future asset retirement obligations were estimated by management based on the 
Corporation’s working interest in its wells, estimated costs to remediate, reclaim and abandon the 
wells and estimated timing of the costs to be incurred in future periods.  The Corporation has 
estimated the net present value of its total asset retirement obligation to be $542,393 at September 
30, 2006 based on a total undiscounted future liability of $921,498 as at September 30, 2006.  
These costs are expected to be incurred over the next two to thirty-nine years.  The Corporation’s 
risk free interest rate of 10% and an inflation rate of 2.2% were used to calculate the net present 
value of asset retirement obligation.   
 
The following table provides a reconciliation of the carrying amount of the obligation associated 
with the retirement of oil and gas properties: 
 
  Sept 30  

2006 
$ 

Dec  31 
2005

$
   
Asset retirement obligation, beginning of period 359,384 14,224
Liabilities acquired from Banks Energy Inc. - 308,254
Liabilities incurred  149,072 968
Accretion expense 33,937 35,938
Asset retirement obligation, end of period 542,393 359,384
 
 
 
4. BANK LOAN 
 
At September 30, 2006, the Corporation has access to a revolving line of credit with the National 
Bank of Canada in the amount of $6,300,000. At September 30, 2006 Arapahoe has drawn 
$5,500,000. The limit on this facility was extended from $2,500,000 at December 31, 2005 to 
facilitate the company’s purchase of an additional 52.5% interest in the Campbell prospect.  
Arapahoe increased its interest in the Campbell well which is included in property plant and 
equipment (note 2).  The full facility bears interest at the lenders’ prime rate plus 1%.  This 
facility is secured with a general security agreement over the property and assets of the 
Corporation. This credit facility is dated May 16, 2006 and, pursuant to the terms therein, is 
subject to an annual review.  During the nine month period ended September 30, 2006, Arapahoe 
incurred interest on this facility totaling $157,706. 
 



ARAPAHOE ENERGY CORPORATION 
Notes to Financial Statements 
For nine months ended September 30, 2006 
(unaudited) 
   

 

 
5. SHARE CAPITAL 
 
a) Authorized 

Unlimited number of common voting shares of no par value 

Unlimited number of preferred shares of no par value 

b) Issued and outstanding 

 Number of 
Shares

#

Amount 
$ 

Balance – December 31, 2005  47,787,710 20,661,024 
  
Issued during 2006  
  
Exercise of warrants 1,132,322 452,929 
Flow Through shares issued for cash* 5,615,400 3,650,010 
Flow Through shares issued for cash* 770,000 500,500 
  
Share issue costs (381,019) 
Share issue costs – tax effect  118,299 
Stock-based compensation - Warrants (9,700) 

Tax effect flow through renouncement (3,099,398) 

Balance – Sept 30, 2006 55,305,432 21,892,645 
* Flow through obligation for all shares issued 
has been met as of September 30, 2006.  

 
c) Stock Option Plan 

The Corporation has a stock option plan, under which the Corporation may grant options to 
its employees, directors and consultants for up to 10% of the total shares of common stock 
issued and outstanding at time of option grant. The number of options and the exercise price 
thereof is set by the Board of Directors at the time of grant, provided that the exercise price 
shall not be less than the market price of the common shares on the stock exchange on which 
such shares are then traded. The options granted may be exercisable for a period and may vest 
at such times as the Board of Directors may determine at the time of grant. 

A summary of the status of the Corporation’s stock option plan as at September 30, 2006 and 
changes during the nine month period ended on that date: 



ARAPAHOE ENERGY CORPORATION 
Notes to Financial Statements 
For nine months ended September 30, 2006 
(unaudited) 
   

 

 

 Nine months ended September 30, 2006 

 # Shares Weighted average 
exercise price $

 
Outstanding – beginning of period 3,498,181 0.58
Granted during period 1,415,000 0.55
Expired during period (410,000) 0.61

Outstanding – end of period 4,503,181 0.57
 

 
The following table summarizes information about stock options outstanding at September 
30, 2006: 

 
 Options 

outstanding 
Options 
outstanding 

Options 
outstanding 

Options 
exercisable 

Options 
exercisable 

Exercise 
price 

# 
Outstanding 
Sep 30, 2006 

Weighted 
average 
remaining 
contractual 
life in years 

Weighted 
average 
exercise 
price at Sep 
30, 2006 

 
 
 
Number 
exercisable 

 
Weighted 
average 
exercise 
price 

      
$0.40 - 

$0.76 
 

4,503,181 
 

3.12
 

$0.57
 

4,199,848 
 

$0.57
      
 4,503,181 4,199,848  
 

There were 1,415,000 options granted to directors, officers and employees during the nine months 
ended September 30, 2006.  Compensation cost of $400,375 has been recognized in the nine 
months ended September 30, 2006 ($376,686 – 2005) for stock options granted. These costs are 
recorded as stock based compensation expense with the offsetting amount being credited to 
contributed surplus. The fair value for options granted to employees and directors was estimated 
at the date of grant using a Black-Scholes Option Pricing Model with the following assumptions:  

 
Volatility factor of expected market price    94%
Weighted average risk-free interest rate    12%
Weighted average expected life in years    3.1 
Weighted average expected annual dividends per share    Nil 

  



ARAPAHOE ENERGY CORPORATION 
Notes to Financial Statements 
For nine months ended September 30, 2006 
(unaudited) 
   

 

d) Warrants 

During the nine months ended September 30, 2006, there were 638,540 warrants issued by 
the Corporation. 

A summary of the status of the Corporation’s warrants as at September 30, 2006 and changes 
during the period ended on that date: 

 

 Nine months ended Sep 30, 2006 

 # Warrants Weighted average 
exercise price $

 
Outstanding – beginning of period 6,008,946 1.19
Issued during period 638,540 0.65
Exercised during period 1,132,322 0.40
Expired during period 4,017,500 1.50

Outstanding – end of period 1,497,664 0.71
 
 

The following table summarizes information about warrants outstanding at September 30, 
2006: 

 
 Warrants 

outstanding 
Warrants 
outstanding 

Warrants 
outstanding 

Warrants 
exercisable 

Warrants 
exercisable 

Exercise 
price 

# 
Outstanding 
Sep 30, 2006 

Weighted 
average 
remaining 
contractual 
life in years 

Weighted 
average 
exercise 
price at Sep 
30, 2006 

 
 
 
Number 
exercisable 

 
Weighted 
average 
exercise 
price 

      
$0.65 - 

$0.75 
 

1,497,664 
 

0.56
 

$0.71
 

1,497,664 
 

$0.71
      
 1,497,664 1,497,664  
 

There were 638,540 warrants issued during the nine months ended September 30, 2006.  
Compensation cost of $9,700 has been recognized in the nine months ended September 30, 2006 
($0 – 2005) for warrants issued. These costs are recorded as share issue costs with the offsetting 
amount being credited to contributed surplus. The fair value for warrants issued was estimated at 
the date of issue using a Black-Scholes Option Pricing Model with the following assumptions:  



ARAPAHOE ENERGY CORPORATION 
Notes to Financial Statements 
For nine months ended September 30, 2006 
(unaudited) 
   

 

 
Volatility factor of expected market price    94%
Weighted average risk-free interest rate    12%
Weighted average expected life in years    .56 
Weighted average expected annual dividends per share    Nil 

 
 
e) Contributed surplus 

 Nine months 
ended Sep 30, 

2006 
Balance December 31, 2005 1,247,851 
Options issued 400,375 
Warrants issued 9,700 
Balance Sept 30, 2006 1,657,926 

 
f) Per share amounts 

For nine months ended September 30, 2006 the weighted average number of shares were 
51,204,679 (Sept 2005 – 17,344,060).  Diluted earnings per share reflect the exercise of 
options and warrants as if issued at the later of the date of grant or the beginning of the 
period. This calculation takes into account only the options and warrants that are considered 
in the money at September 30, 2006.  The diluted weighted average number of shares for the 
nine months ended September 30, 2006 was 51,756,653 (September 2005 – 18,474,438). 
 

6.  FINANCIAL INSTRUMENTS 
 
The fair market value of cash and cash equivalents, receivables, other current assets, 
payables and bank debt approximate their carrying value due to their short terms to maturity. 
 
Risk management activities 
 Substantially all of the Corporation’s accounts receivable are due from companies in the oil 
and gas industry and are subject to the normal industry credit risks.  The carrying value of 
accounts receivable reflects management assessment of the associated risks. 

 
7.  COMMITMENTS 

 
The Corporation has an obligation under an office lease agreement, through 2010, requiring 
annual payments of a fixed amount of $156,000 per year plus operating expenses.  Operating 
expenses are estimated to be $84,000 in 2006 and increasing each year with inflation. 
Arapahoe intends to sublet approximately 3,500 sq ft of the 7,800 sq ft until such time as 
additional space is required to satisfy the corporate growth.   

 



ARAPAHOE ENERGY CORPORATION 
Notes to Financial Statements 
For nine months ended September 30, 2006 
(unaudited) 
   

 

8. RELATED PARTY TRANSACTIONS 

In October 2005, Arapahoe entered into an agreement with Kinghorn Resources Ltd 
(Kinghorn) to lease approximately 7,800 sq ft of office space in the beltline area of Calgary.  
Kinghorn is a private corporation controlled by Jeffrey Standen, President and CEO of 
Arapahoe.  This transaction was measured at fair value.  During nine months ended 
September  30, 2006, Arapahoe paid to Kinghorn the amount of $173,277 which represents 9 
months rent and operating expenses at $19,523 per month. 
 
During nine months ended September 30, 2006, Arapahoe incurred a liability in the amount 
of $92,560 to 559046 Alberta Ltd. (“559046”), a company owned by Sharon Standen, wife 
of Jeffrey Standen, President and CEO of Arapahoe.  This amount resulted from the 
forfeiture of office rental fees by 559046 as part of a contract to secure 50% rights to certain 
Sarcee lands.   
 
 


