Edgar Filing: GEOGLOBAL RESOURCES INC. - Form 10-Q

GEOGLOBAL RESOURCES INC.
Form 10-Q
November 15, 2010




Edgar Filing: GEOGLOBAL RESOURCES INC. - Form 10-Q

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549
FORM 10-Q

(Mark One)

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(D) OF THE SECURITIES
p EXCHANGE ACT OF 1934

For the quarterly period ended September 30, 2010;
OR

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(D) OF THE SECURITIES
o EXCHANGE ACT OF 1934

For the transition period from to

Commission file number: 1-32158

GEOGLOBAL RESOURCES INC.
(Exact name of registrant as specified in its charter)

Delaware 33-0464753
(State or other jurisdiction of (I.R.S. Employer Identification No.)
incorporation or organization)
Suite #200, 625 — 4 Avenue SW, Calgary, Alberta, Canada T2P 0K2
(Address of principal executive offices) (Zip Code)
Registrant's telephone number, including area code: +1 403-777-9250

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.

YES p NO o

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate website, if any,
every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the
preceding 12 months (or for such shorter period that the registrant was required to submit and post such files).

YES p NO o
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or

a smaller reporting company. See definition of “accelerated filer and large accelerated filer” in Rule 12b-2 of the
Exchange Act.
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Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).

YES o NO b

The number of shares outstanding of the registrant’s common stock as of November 15, 2010 was 82,746,933
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FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

GEOGLOBAL RESOURCES INC.
(a development stage enterprise)
CONSOLIDATED BALANCE SHEETS

Assets
Current
Cash and cash equivalents
Restricted deposits (note 4)
Accounts receivable
Prepaids and deposits
Amount due from a related company (note 10)

Restricted deposits (note 4)
Property and equipment (notes 5 and 10)

Liabilities

Current

Accounts payable

Accrued liabilities

Due to related companies (note 10)

Deferred income taxes
Asset retirement obligation (note 6)

Stockholders' Equity
Capital stock
Authorized

125,000,000 common shares with a par value of $0.001 each
1,000,000 preferred shares with a par value of $0.01 each

Issued

72,805,756 common shares (December 31, 2009 — 72,805,756)

Additional paid-in capital

Deficit accumulated during the development stage

September
30, 2010
(Unaudited)

5,350,044
1,460,000
47,187
301,137
16,342
7,174,710

5,752,000
53,291,622

66,218,332

5,497,792
3,016,711
11,613

8,526,116

48,500
823,135
9,397,751

58,214
88,813,435
(32,051,068)
56,820,581

66,218,332

December
31, 2009

16,294,996

64,031
173,318

16,532,345

6,925,000
46,813,004

70,270,349

8,733,612
1,196,614
123,554
10,053,780

775,000
10,828,780

58,214
88,153,778
(28,770,423)
59,441,569

70,270,349

See Going Concern (note 2), Commitments (note 12), Contingencies (note 13) and Subsequent Events (note 15).
The accompanying notes are an integral part of these Unaudited Consolidated Financial Statements.
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GEOGLOBAL RESOURCES INC.
(a development stage enterprise)

UNAUDITED CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE LOSS

(Unaudited)

Revenue and other income
Oil and gas sales

Interest income

Gain on sale of equipment

Expenses

Operating

General and administrative

Consulting fees (note 10)

Professional fees

Depletion and depreciation

Accretion (note 6)

Foreign exchange (gain)/loss

Impairment of oil and gas
properties (note 5)

Net loss before tax

Current income tax
Deferred income tax

Net loss and comprehensive loss

after tax

Warrant modification

Net loss and comprehensive loss
attributable to common stockholders

Basic and diluted net loss per
share (note 11)

Three
months
ended
Sept 30,
2010

220,435
9,958

230,393

36,374
862,686
157,861
241,808
67,971
16,045
(8,103 )

1,374,642
(1,144,249)

(23,679 )

(1,167,928)

(1,167,928)

(0.02 )

Three
months
ended
Sept 30,
2009

300,394
65,169

365,563

96,201
772,701
170,017
145,955
80,548
14,816
(14,370 )

1,265,868

(900,305 )

(900,305 )

(900,305 )

(0.01 )

Nine
months
ended
Sept 30,
2010

646,324
39,615

685,939

138,731
2,459,154
528,657
422,207
266,305
48,135
23,903

3,887,092
(3,201,153)

(30,992 )
(48,500 )

(3,280,645)

(3,280,645)

(0.04 )

Nine
months
ended
Sept 30,
2009

490,442
263,198

753,640

179,472
2,492,443
522,513
594,301
153,157
40,803
(15,406 )
3,967,283

(3,213,643)

(3,213,643)

(1,754,000)
(4,967,643)

(0.07 )

The accompanying notes are an integral part of these Unaudited Consolidated Financial Statements.

Period from
Inception,
August 21,
2002

to Sept 30,
2010

1,308,246
5,900,742
42,228

7,251,216

237,609
13,045,738
7,188,000
4,387,083
937,821
135,956
118,570

10,098,015
36,148,792

(28,897,576)

(30,992 )
(48,500 )

(28,977,068)

(3,074,000 )

(32,051,068)
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GEOGLOBAL RESOURCES INC.
(a development stage enterprise)
UNAUDITED CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

(Unaudited)

For the period from
inception August 21,
2002 to

December 31, 2007
Common shares issued
Capital stock of
GeoGlobal at August
29, 2003
Elimination of
GeoGlobal capital
stock in

recognition of
reverse takeover
Share issuance cost
2007 Compensation
Options
2005 Stock Purchase
Warrant modification
2005 Compensation
Option & Warrant
modification
Stock-based
compensation
Net loss
Balance as at
December 31, 2007

Common shares issued
during 2008:

Options exercised for
cash
Stock-based
compensation

Net loss

Balance as at
December 31, 2008

Compensation option
and warrant
modification

Number

of Shares Capital Stock

#

57,550,068

14,656,688

(1,000 )

72,205,756

600,000

72,805,756

$

57,614

14,657

(14,657 )

57,614

58,214

Additional
paid-in
capital

$

76,001,511

(4,778,844 )
705,456

1,320,000

240,000

9,302,934

82,791,057

659,400

1,104,216

84,554,673

264,000

Accumulated
Deficit
$

10,914,545

(10,914,545)

(1,320,000 )

(7,958,261 )

(9,278,261 )

(13,313,915)

(22,592,176)

Stockholders’
Equity
$

76,059,125

10,929,202

(10,929,202)
(4,778,844 )

705,456

240,000

9,302,934
(7,958,261 )

73,570,410

660,000

1,104,216
(13,313,915)

62,020,711

264,000

10
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Stock purchase warrant

modification - -- 1,754,000 (1,754,000 ) --
Stock-based

compensation - - 1,581,105 - 1,581,105
Net loss -- -- -- (4,424,247 ) (4,424,247 )
Balance as at

December 31, 2009 72,805,756 58,214 88,153,778 (28,770,423) 59,441,569
Stock-based

compensation (note 9) - - 659,657 - 659,657

Net loss -- -- -- (3,280,645 ) (3,280,645 )
Balance as at

September 30, 2010 72,805,756 58,214 88,813,435 (32,051,068) 56,820,581

The accompanying notes are an integral part of these Unaudited Consolidated Financial Statements.




Edgar Filing: GEOGLOBAL RESOURCES INC. - Form 10-Q

TOC

GEOGLOBAL RESOURCES INC.
(a development stage enterprise)

UNAUDITED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

Cash flows provided by (used in) operating activities:
Net loss

Adjustments to reconcile net loss to net cash used
in operating activities:

Accretion expense

Asset impairment

Depletion and depreciation

Gain on sale of equipment

Stock-based compensation (note 9)
Compensation option & warrant modification
Deferred income taxes

Changes in non-cash working capital (note 14)

Cash flows provided by (used in) investing activities:
Oil and natural gas property additions

Other property and equipment additions

Proceeds on sale of equipment

Cash acquired on acquisition

Restricted deposits (note 4)

Changes in non-cash working capital (note 14)

Cash flows provided by (used in) financing activities:
Proceeds from issuance of common shares

Share issuance costs

Changes in non-cash working capital (note 14)

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of the period
Cash and cash equivalents, end of the period

Cash and cash equivalents

Current bank accounts
Short term deposits

Nine months

ended
Sept 30,
2010

(3,280,645 )

48,135
266,305
495,022
48,500
(648,748 )
(3,071,431 )
(6,578,703 )
(1,585 )

(287,000 )
(1,006,233 )
(7,873,521 )

(10,944,952)
16,294,996
5,350,044
1,561,530

3,788,514
5,350,044

Nine
months
ended
Sept 30,
2009

(3,213,643 )

40,803
153,157

730,576
264,000

(83,048 )
(2,078,155)

(6,969,946 )
17,103 )

3,875,000
(1,918,049 )
(5,030,098 )

(7,108,253 )
25,432,814
18,324,561
326,285

17,998,276
18,324,561

Period from
Inception,
August 21,
2002 to
September
30, 2010

(28,977,068)

135,956
10,098,015
937,821
(42,228 )
7,325,609
504,000
48,500
101,825
(9,867,570 )

(55,631,488)
(1,557,060 )
82,800
3,034,666
(8,382,000 )
8,043,861
(54,409,221)

75,612,165
(4,073,388 )
(1,911,942 )
69,626,835
5,350,044

5,350,044

1,561,530
3,788,514
5,350,044

12
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Cash taxes paid during the period 21,206 17,750

The accompanying notes are an integral part of these Unaudited Consolidated Financial Statements.

13
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GeoGlobal Resources Inc.

(a development stage enterprise)

Notes to the Consolidated Financial Statements
(Unaudited)

September 30, 2010

1. Organization and Nature of Operations

The Company is engaged in the pursuit of petroleum and natural gas through exploration and development in India,
Israel and Colombia. Since inception, the efforts of GeoGlobal have primarily been devoted to the pursuit of
Production Sharing Contracts (PSCs) with the Gujarat State Petroleum Corporation (GSPC), Oil India Limited and the
Government of India and the exploration and development thereof. The Company is a Delaware corporation whose
common stock is listed and traded on the NYSE/Amex Exchange under the symbol GGR.

On August 29, 2003, the Company commenced oil and gas exploration activities. As of September 30, 2010, the
Company has not achieved its planned principal operations from its oil and gas operations. Accordingly, the
Company’s activities are considered to be those of a “Development Stage Enterprise”. Among the disclosures required,
are that the Company’s financial statements be identified as those of a development stage enterprise. In addition, the
statements of operations and comprehensive loss, stockholders’ equity and cash flows are required to disclose all
activity since the Company’s date of inception. The Company will continue to prepare its financial statements and
related disclosures as those of a development stage enterprise until such time that the Company achieves planned
principle operations.

2. Going Concern

To date, the Company has not achieved its planned principal operations and is considered to be in the development
stage. The Company incurs cash outflows from operations, and at this time all exploration activities and overhead
expenses are financed by way of equity issuance, oil and gas sales incidental to the exploration process and interest
income. The recoverability of the costs incurred to date is uncertain and dependent upon achieving significant
commercial production or sale.

The Company’s ability to continue as a going concern is dependent upon obtaining the necessary financing to complete
further exploration and development activities and generate profitable operations from its oil and natural gas interests

in the future. The Company’s current operations are dependent upon the adequacy of its current assets to meet its
current expenditure requirements and the accuracy of management’s estimates of those requirements. Should those
estimates be materially incorrect, the Company’s ability to continue as a going concern will be impaired. The
Company’s financial statements as at and for the period ended September 30, 2010 have been prepared on a going
concern basis, which contemplates the realization of assets and the settlement of liabilities and commitments in the

normal course of business. During the period ended September 30, 2010, the Company incurred a net loss of

approximately $3.3 million, used approximately $3.1 million of cash flow in its operating activities, used

approximately $7.9 million in its investing activities and had an accumulated deficit of approximately $32.1

million. As at September 30, 2010, the Company has a working capital deficiency of approximately $1.3

million. These matters raise doubt about the Company’s ability to continue as a going concern.

As described in the note 15, subsequent to September 30, 2010, the Company completed two financings which raised
approximately $8.1 million. These funds covered the Company’s working capital deficiency as at September 30, 2010
and will be used primarily for working capital and general corporate purposes including exploration and development
expenditures.

14
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The Company expects to incur expenditures to further its exploration programs and the Company’s existing cash
balance and any cash flow from operating activities is not sufficient to satisfy its current obligations and meet its

commitments of $29.3 million over the next three years and three months ending December 31, 2013 of which,

approximately $8.6 million is attributable to the twelve months ending September 30, 2011. The Company is

considering various alternatives to remedy any future shortfall in capital. The Company deems it necessary to raise

capital for continued exploration and development expenditures through equity markets, debt markets or other

financing arrangements, which could include the sale of oil and gas interests or participation arrangements in oil and

gas interests. There can be no assurance this capital will be available and if it is not, we may be forced to

substantially curtail or cease exploration block acquisition and/or exploration and development expenditures.

The Company has $7.2 million in restricted deposits pledged as security against the minimum work programs which
will be released upon completion of the minimum work programs.

Should the going concern assumption not be appropriate and the Company is not able to realize its assets and settle its
liabilities, commitments (as described in note 12) and contingencies (as described in note 13) in the normal course of
operations, these unaudited consolidated financial statements would require adjustments to the amounts and
classifications of assets and liabilities, and these adjustments could be significant.

These unaudited consolidated financial statements do not reflect the adjustments or reclassifications of assets and
liabilities that would be necessary if the Company is unable to continue as a going concern.

15
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GeoGlobal Resources Inc.

(a development stage enterprise)

Notes to the Consolidated Financial Statements
(Unaudited)

September 30, 2010

3. Significant Accounting Policies

Basis of presentation

The accompanying unaudited consolidated financial statements of the Company have not been audited and are
presented in United States dollars unless otherwise noted and have been prepared by management in accordance with
accounting principles generally accepted in the United States of America.

In the opinion of management, these unaudited consolidated financial statements reflect all of the normal and
recurring adjustments necessary to present fairly the financial position at September 30, 2010 and 2009, the results of
operations for the three and nine months ended and cash flows for the nine months ended September 30, 2010 and
2009 and for the period from inception of August 21, 2002 to September 30, 2010. In preparing these accompanying
unaudited consolidated financial statements, management has made certain estimates and assumptions that affect
reported amounts in the financial statements and related disclosures. The Company bases its estimates on various
assumptions that are believed to be reasonable under the circumstances. Accordingly, actual results may differ
significantly from these estimates under different assumptions or circumstances.

Certain information, accounting policies, and footnote disclosures normally included in financial statements prepared
in accordance with accounting principles generally accepted in the United States of America have been condensed or
omitted in this Form 10-Q pursuant to certain rules and regulations of the Securities and Exchange Commission.
These unaudited consolidated financial statements should be read in conjunction with the audited consolidated
financial statements and notes included in the Company’s Annual Report on Form 10-K for the year ended December
31, 2009. The results of operations for interim periods are not necessarily indicative of the results to be expected for
the full year.

Use of estimates

The preparation of the unaudited consolidated financial statements in accordance with accounting principles generally
accepted in the United States 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 reporting period. Actual results may differ
from these estimated amounts due to factors such as fluctuations in interest rates, currency exchange rates, inflation
levels and commodity prices, changes in economic conditions and legislative and regulatory changes.

Significant estimates with regard to the unaudited consolidated financial statements include the estimated carrying
value of unproved properties, the estimated cost and timing related to asset retirement obligations, stock-based
compensation and contingencies.

4. Restricted Deposits

The Company’s PSCs relating to exploration blocks onshore and offshore India contain provisions whereby the joint
venture participants must provide the Government of India a bank guarantee in the amount of 35% of the participant’s
share of the minimum work program for a particular phase, to be undertaken annually during the budget period April
1 to March 31. These bank guarantees have been provided to the Government of India and serve as guarantees for the
performance of such minimum work programs and are in the form of irrevocable letters of credit which are secured by

16
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term deposits of the Company in the same amount.

The term deposits securing these bank guarantees are as follows:

Exploration Blocks — India
Mehsana

Sanand/Miroli
Ankleshwar

Tarapur

DS 03

DS 04

KG Onshore

RJ 20

RJ 21

Less: current portion of restricted deposit

September
30, 2010
$

160,000
1,300,000
734,000

330,000
1,247,000
900,000
1,100,000
1,441,000
7,212,000
(1,460,000)
5,752,000

December
31, 2009
$

160,000
1,300,000
1,490,000
940,000
450,000
215,000
1,475,000
490,000
405,000
6,925,000

6,925,000

17
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GeoGlobal Resources Inc.

(a development stage enterprise)

Notes to the Consolidated Financial Statements
(Unaudited)

September 30, 2010

4. Restricted Deposits (continued)

The following term deposits are classified as current restricted deposits:

September  September
30,2010 30, 2009

$ $
Mehsana 160,000 -
Sanand/Miroli 1,300,000 -
1,460,000 --

5. Property and Equipment

The amounts capitalized as oil and natural gas properties were incurred for the purchase, exploration and ongoing
development of various properties in India.

September December
30, 2010 31, 2009
$ $
Oil and natural gas properties (using the full-cost method)
Unproved properties 58,480,101 51,890,959
Proved properties 4,513,000 4,313,000
Total oil and natural gas properties 62,993,101 56,203,959
Building 889,609 889,609
Computer, office and other equipment 584,653 583,067
Total property and equipment 64,467,363 57,676,635
Accumulated impairment of oil and natural gas properties (10,098,015) (10,098,015)
Accumulated depletion (515,700 ) (293,700 )
Accumulated depreciation (562,026 ) 471,916 )
Total property and equipment, net 53,291,622 46,813,004

The unproved oil and natural gas properties consist of contract interests in 10 exploration blocks held in India.

The Company has capitalized $449,968 for the nine months ended September 30, 2010 (September 30, 2009 —
$807,584) of general and administrative expenses directly related to exploration activities. These amounts include
$164,635 (September 30, 2009 — $469,711) of capitalized stock-based compensation expense and capitalized support
equipment depreciation of $45,805 (September 30, 2009 - $38,067).

Impairment of Oil and Gas Properties

18



Edgar Filing: GEOGLOBAL RESOURCES INC. - Form 10-Q

The Company performed a ceiling test calculation at September 30, 2010, to assess the ceiling limitation of its proved
oil properties. At September 30, 2010, the Company’s net capitalized costs of proved oil and natural gas properties did
not exceed the ceiling limitation.

6. Asset Retirement Obligation

Asset retirement obligations are recorded for legal obligations where the Company will be required to retire,
dismantle, abandon and restore tangible long-lived assets.

The following table summarizes the changes in the asset retirement obligation:

September  December
30,2010 31,2009

$ $
Asset retirement obligation at beginning of period 775,000 633,598
Liabilities incurred - 85,783
Accretion expense 48,135 55,619
Asset retirement obligation at end of period 823,135 775,000
9

19
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GeoGlobal Resources Inc.

(a development stage enterprise)

Notes to the Consolidated Financial Statements
(Unaudited)

September 30, 2010

7. Fair Value Measurements

The carrying values of cash and cash equivalents, accounts receivable, restricted deposits, accounts payable, accrued
liabilities and amounts due to related companies approximate their estimated fair value due to their short terms to
maturity.

8. Warrants

From time to time, the Company has issued compensation options, compensation warrants and or warrants
(collectively the “Warrants™) in connection with a finance offering as an incentive to participate in such offerings. The
fair value of any Warrants issued is recorded as additional paid-in capital. The fair value of the Warrants is

determined using the Black—Scholes option pricing model.

Activity with respect to all warrants is presented below for the periods as noted:

September 30, 2010

December 31, 2009

Weighted Weighted
Average Average
Exercise Exercise
Warrants Price Warrants Price
# $ # $
Outstanding warrants at the beginning of period 5,599,716 791 5,599,716 791
Warrants granted -- -- -- --
Warrants exercised - - - -
Warrants outstanding at the end of period 5,599,716 791 5,599,716 791
Exercisable at end of period 5,599,716 791 5,599,716 791

The weighted average remaining life by exercise price as of September 30, 2010 is summarized below:

Outstanding and ~ Weighted Average = Weighted Average

Exercisable Remaining Life Exercise Price

Warrants # (Months) $
Compensation Options 535,944 8.6 5.55
Compensation Warrants 97,572 8.6 9.00
Stock Purchase Warrants 4,966,200 8.6 8.14
5,599,716 8.6 7.91

The warrants have certain terms and conditions as follows:

Compensation options enable the holder to purchase one fully-paid non-assessable common share of the Company at a
specified price up to June 20, 2011. Certain compensation options consist of one compensation option and one half of
one common share purchase warrant referred to as compensation warrants;

20
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Compensation warrants enable the holder to purchase one fully-paid non-assessable common share of the Company at
a specified price up to June 20, 2011; and

Share Purchase Warrants enable the holder to purchase one fully-paid non-assessable common share of the Company
at a specified price up to June 20, 2011.

10
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GeoGlobal Resources Inc.

(a development stage enterprise)

Notes to the Consolidated Financial Statements
(Unaudited)

September 30, 2010

9. Stock Options

The Company's 2008 Stock Incentive Plan (2008 Plan)

Under the terms of the 2008 Plan, 12,000,000 common shares have been reserved for issuance on exercise of options
granted under the 2008 Plan. As at September 30, 2010, the Company had 9,250,000 common shares remaining for
the grant of options under the 2008 Plan. The Board of Directors of the Company may amend or modify the 2008
Plan at any time, subject to any required stockholder approval. The 2008 Plan will terminate on the earliest of: (i)
May 30, 2018; (ii) the date on which all shares available for issuance under the 2008 Plan have been issued as
fully-vested shares; or, (iii) the termination of all outstanding options in connection with certain changes in control or
ownership of the Company.

Stock-based Compensation

The Company is required to recognize compensation cost for stock-based compensation arrangements with
employees, non-employee consultants and non-employee directors based on their fair value using the Black-Scholes
option-pricing model, such cost to be expensed over the compensations’ respective vesting periods. For awards with
graded vesting, in which portions of the award vest in different periods, the Company recognizes compensation costs
over the vesting periods for each separate vested tranche.

The following table summarizes stock-based compensation for employees, non-employee consultants and independent
directors:
Period from

Three Three Nine Nine Inception
months months months months August 21,
ended ended ended ended 2002
Sept 30, Sept 30, Sept 30, Sept 30, to Sept 30,
2010 2009 2010 2009 2010
$ $ $ $ $
Stock-based compensation
Unaudited Consolidated Statements of
Operations
General and administrative 257,698 113,969 506,488 693,139 3,938,183
Consulting fees 33,749 11,284 (11,466 ) 37,437 3,387,426

291,447 125,253 495,022 730,576 7,325,609
Consolidated Balance Sheets
Property and equipment 110,130 90,968 164,635 469,711 5,322,303
401,577 216,221 659,657 1,200,287 12,647,912

At September 30, 2010, the total compensation cost related to non-vested awards not yet recognized was $655,057
(December 31, 2009 — $382,483) which will be recognized over a weighted-average period of 1 year. During the three

and nine months ended September 30, 2010 and 2009, no options were exercised.

No income tax benefit has been recognized relating to stock-based compensation expense and no tax benefits have
been realized from the exercise of stock options.
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The fair value of each option granted was estimated on the date of grant using the Black-Scholes option-pricing
model. Weighted average assumptions used in the valuation are disclosed in the following table:

Three months

ended
Sept 30, 2010
Fair value of stock options granted (per $0.75
option)
Risk-free interest rate 2.5%
Volatility 130%
Expected life 9.8 years
Dividend yield 0%
11

Three months

Nine

Nine

ended months ended months ended
Sept 30, 2010 Sept 30, 2009

Sept 30, 2009
$0.69

2.0%
115%

4.8 years
0%

$0.93

2.5%
130%

8.3 years
0%

$0.49

1.6%
110%

3.5 years
0%
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9. Stock Options (continued)

Stock option table
Activity with respect to all stock options is presented below for the periods as noted:

September 30, 2010 September 30, 2009
Weighted Weighted
Average Average
Exercise Exercise
Shares Price Shares Price
# $ # $
Outstanding options at beginning of period 4,440,000  3.69 5,325,000  3.67
Options granted 1,280,000 1.58 280,000 1.15
Options exercised - -- - --
Options expired (30,000 ) 5.09 (35,000 ) 6.45
Forfeitures and cancellations (110,000 ) 1.72 -- --
Options outstanding at end of period 5,580,000 3.14 5,570,000 3.55
Outstanding aggregate intrinsic value $42,500 $2,100
Exercisable at end of period 4,282,500 3.52 4,592,500 3.97
Exercisable aggregate intrinsic value $-- $1,400

The weighted average remaining life by exercise price as of September 30, 2010 is summarized below:

Range of Exercise Outstanding ~ Weighted AverageExercisable Shares Weighted
Prices Shares Expected Life #Average Exercise
$ # Months Price
$
0.01 - 0.99 250,000 119.6 - 0.69
1.00 - 1.99 1,853,800 42.7 1,452,500 1.61
2.00 - 2.99 323,800 116.0 - 2.25
3.00 - 4.99 1,672,400 79.2 1,350,000 3.83
5.00 - 5.99 1,430,000 214 1,430,000 5.04
6.00 - 6.99 50,000 51.1 50,000 6.81
5,580,000 559 4,282,500 3.14

10. Related Party Transactions

Related party transactions are measured at the exchange amount which is the amount of consideration established and
agreed by the related parties.
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Roy Group (Mauritius) Inc.

In March 2003, the Company entered into a Participating Interest Agreement with Roy Group (Mauritius) Inc. (a
corporate entity controlled by a director and principal stockholder of the Company), whereby the Company assigned
and holds in trust for the corporate entity, 50% of the benefits and obligations of the production sharing contract
covering the KG Offshore Block leaving the Company with a net 5% participating interest in the KG Offshore
Block. The assignment of interest is subject to approval by the Government of India.

Under the terms of the Participating Interest Agreement and until approval by the Government of India, the Company
retains the exclusive right to deal with the other partners to the KG Offshore Block and is entitled to make all
decisions regarding the interest assigned to Roy Group (Mauritius) Inc. The Company has a right of set-off against
sums owing to the Company by Roy Group (Mauritius) Inc. In the event that the Indian government consent is
delayed or denied, resulting in either Roy Group (Mauritius) Inc. or the Company being denied an economic benefit it
would have realized under the Participating Interest Agreement, the parties agreed to amend the Participating Interest
Agreement or take other reasonable steps to assure that an equitable result is achieved consistent with the parties’
intentions contained in the Participating Interest Agreement.

12
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10. Related Party Transactions (continued)

Roy Group (Barbados) Inc. (RGB)

RGB is a corporate entity controlled by a director and principal stockholder of the Company. RGB charges consulting
fees based on the time expended to provide technical consulting services to the Company as assigned by the Company
and to bring new oil and gas opportunities to the Company, as outlined and recorded below:

Period from

Three Three Nine Nine Inception,
months months months months  August 21,
ended ended ended ended 2002
Sept 30, Sept 30, Sept 30, Sept 30,  to Sept 30,
2010 2009 2010 2009 2010
$ $ $ $ $
Unaudited Consolidated Statements of
Operations
Consulting fees 59,059 65,625 190,309 196,875 896,476
Consolidated Balance Sheets
Property and equipment 18,852 21,875 62,602 65,625 1,399,768
77,911 87,500 252911 262,500 2,296,244

At September 30, 2010, the Company owed RGB $1,224 (December 31, 2009 - $63,087) for services provided and
expenses incurred on behalf of the Company. These amounts bear no interest and have no set terms of repayment.

D.I. Investments Ltd. (DI)

DI is a corporate entity controlled by an officer of the Company. DI charged consulting fees to the Company up to
August 17, 2010 for management, financial and accounting services rendered, as outlined and recorded
below. Subsequent to August 17, 2010, the officer’s compensation is included in general and administrative expenses.

Period from

Three Three Nine Nine Inception,
months months months months  August 21,
ended ended ended ended 2002
Sept 30, Sept 30, Sept 30, Sept 30,  to Sept 30,
2010 2009 2010 2009 2010
$ $ $ $ $
Unaudited Consolidated Statements of
Operations
Consulting fees 27,452 53,188 133,827 159,562 1,261,041

At September 30, 2010, DI owed the Company $16,342 (December 31, 2009 — the Company owed DI $35,907). These
amounts bear no interest and have no set terms of repayment. Subsequent to September 30, 2010, $16,342 has been
paid by DI to the Company.
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10. Related Party Transactions (continued)

Amicus Services Inc. (Amicus)

Amicus is related to the Company by virtue of being controlled by a brother of a director and principal stockholder of
the Company. Amicus charged consulting fees to the Company for IT and computer related services rendered, as
outlined and recorded below:

Period from
Three Three Nine Nine Inception,
months months months months  August 21,
ended ended ended ended 2002
Sept 30, Sept 30, Sept 30, Sept 30,  to Sept 30,
2010 2009 2010 2009 2010
$ $ $ $ $
Unaudited Consolidated Statements of
Operations
Consulting fees 10,446 8,321 41,312 32,298 382,005

The Company recognized compensation cost for stock-based compensation arrangements with the principal of
Amicus as outlined and recorded below:

Unaudited Consolidated Statements of

Operations

Consulting fees 14,463 4,063 14,948 14,565 640,062

At September 30, 2010, the Company owed Amicus $10,389 (December 31, 2009 - $24,560) as a result of services
provided and expenses incurred on behalf of the Company. These amounts bear no interest and have no set terms of
repayment.

11. Per Share Amounts

The following table presents the reconciliation between basic and diluted income per share:

Three Three

months months Nine months Nine months

ended ended ended ended

Sept 30, Sept 30, Sept 30, Sept 30,

2010 2009 2010 2009

$ $ $ $

Net loss for the period (1,167,928 ) (900,305 ) (3,280,645) (3,213,643)
Stock purchase warrant modification - - -- (1,754,000 )
Net loss available to common stockholders (1,167,928 ) (900,305 ) (3,280,645) (4,967,643)
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Weighted average number of common shares
outstanding:

Basic

Impact of securities convertible into common shares
Diluted

Per share amounts
Basic and diluted

Securities excluded from denominator as anti-dilutive:
Stock options

Warrants

Compensation options

Compensation option warrants

14

72,805,756
61,250
72,867,006

(0.02

5,330,000
4,966,200
535,944
97,572
10,929,716

)

67,805,756

67,805,756

(0.01

5,570,000
4,966,200
535,944
97,572
11,169,716

)

72,805,756
163,023
72,968,779

(0.04

5,050,000
4,966,200
535,944
97,572
10,649,716

)

67,805,756

67,805,756
(0.07 )

5,570,000
4,966,200
535,944
97,572
11,169,716
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12. Commitments

Pursuant to current production sharing contracts, the Company is required to perform minimum exploration activities
that include various types of surveys, acquisition and processing of seismic data and drilling of exploration
wells. These obligations have not been provided for in the financial statements. The anticipated payments due under

these agreements in effect are as follows:

Operating LeasesProduction Sharing Contracts

$ $

2010 (remainder) 48,000 7,081,000
2011 192,000 6,654,000
2012 192,000 13,425,000
2013 16,000 2,156,000
Thereafter - -
448,000 29,316,000

In June 2010, Oil India Limited, the operator of the KG Onshore Block approved an increase of the Company’s
participating interest from 10% to 20%, subject to Government of India approval, which is pending. If this approval is
granted, the Company’s commitments would increase by $1.76 million in 2010, $1.52 million in 2011, $4.05 million in
2012 and $2.16 million in 2013. To date, the approval has not been granted.

Pursuant to licenses relating to the Company’s Israeli interests, upon the execution of certain documents, the
Company’s commitments would increase by approximately $2.0 million in 2011.

The Company has an office lease commitment in Calgary, Alberta, Canada which expires January 2013.
13. Contingencies

GSPC Dispute

GSPC, the operator of the KG Offshore Block in which the Company has a net 5% carried interest has been seeking

from the Company, payment of its pro rata portion of the amount by which the sums expended by GSPC under all

phases of the Minimum Work Program as set forth in the PSC for the KG Offshore Block in carrying out exploration

activities on the block exceeded the amount that GSPC deemed to be the Company’s pro rata portion of a financial
commitment under all phases included in the parties’ joint bid for the award of the KG Offshore Block by the
Government of India. GSPC contends that this excess amount was not within the terms of the Carried Interest

Agreement and asserts that the Company is required to pay 10% of the exploration expenses over and above gross

costs of $109.7 million (10% being $10.97 million including the net 5% interest of Roy Group (Mauritius) Inc.) plus

interest.

Subsequently, in August 2010, GSPC advised the Company that it is of the view that the technical and other advice
provided by the Company in the preparation of the parties’ original bid document submitted to the Government of
India in 2002 as part of the bidding process for NELP-III, which resulted in award of the production sharing contract
to explore and develop the KG Offshore Block has proven to be incorrect and therefore as a result, GSPC’s costs in the
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project exceeded its estimates. GSPC therefore further asserts that by reason of the foregoing the Carried Interest
Agreement between the parties is void and consequently the Production Sharing Contract to which the Government of
India is a party and the Joint Operating Agreement between the parties are also void.

The Company disputes these positions of GSPC and the conclusions reached by GSPC and states that it continues to
hold a gross 10% interest in the block (including the net 5% interest of Roy Group (Mauritius) Inc.).

Based on the most recent information available from GSPC dated August 18, 2010, GSPC asserts that the amount
invested in the KG Offshore Block as of March 31, 2010 is approximately $1.29 billion (10% being $129.0 million
including the net 5% interest of Roy Group (Mauritius) Inc.).

The Company disputes GSPC’s right to any payments and believes any payment GSPC is seeking is in breach of the
Carried Interest Agreement. The Company has advised GSPC that it has fulfilled its obligations under the Carried

Interest Agreement to provide extensive technical assistance without any further remuneration other than the carried

interest. The Company also has obtained the opinion of prominent Indian legal counsel who has advised that, among

other things, under the terms of the agreements between the parties, and in particular the Carried Interest Agreement,

the Company is not liable to pay any amount to GSPC for either costs and expenses incurred or otherwise before

reaching the stage of commercial production.

15
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In addition, the Company has disputed GSPC’s right, which it purported to claim in November 2008, to undertake an
additional work program over and above the minimum work program under the PSC as either Joint Operations or as
Exclusive Operations under the terms of the PSC and that the Company must elect whether it wishes to participate in
these future exploration activities as Joint Operations.

The Company continues to be of the view that, under the terms of the Carried Interest Agreement, it has a carried
interest in the exploration activities conducted by the parties on the KG Offshore Block for 100% of its share
(including the share of Roy Group (Mauritius) Inc.) of costs during the exploration phase prior to the start date of
initial commercial production on the KG Offshore Block. To date, commercial production has not been achieved on
the block. As such, the Company is of the view that the additional costs of drilling future exploration or development
wells, or the costs of building the production facilities shall be subject to the Carried Interest Agreement and shall be
carried by GSPC. The Company further disputes the position and the conclusions reached by GSPC regarding the
technical and other advice provided by the Company.

The Company intends to vigorously protect its contractual rights in accordance with the dispute resolution process
under the Carried Interest Agreement, the PSC and the Joint Operating Agreement and other possible means as may
be appropriate.

While the Company is seeking to continue its ongoing discussions with GSPC, which were commenced in 2007, in an
effort to reach an amicable resolution of these differences, there can be no assurance that this matter will be settled
amicably.

Other Matters

The Company has determined that one of its subsidiaries may be in breach of certain regulatory requirements of the
jurisdiction of its organization and the Company is currently taking appropriate steps to remedy the matter. The
subsidiary’s non-compliance with these regulations may result in a financial penalty being imposed against the
subsidiary in an amount at the discretion of the regulatory authority. Management believes the outcome pertaining to
the matter at this time is not determinable, and as such no provision has been made in these unaudited consolidated
financial statements for the payment of the financial penalty. The range of the possible penalty has been revised to
anywhere from $nil to $3.2 million.

14. Supplemental Disclosure of Cash Flow Information

Changes in non-cash working capital were as follows:

Nine Nine
months months
ended ended

September  September
30,2010 30, 2009
$ $

(Increase) decrease in non-cash working capital
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Accounts receivable

Prepaids and deposits

Accounts payable

Accrued liabilities

Due to related companies

Net change in non-cash working capital
Relating to:

Operating activities

Investing activities

16

16,844

(127,819 )
(3,235,820)
1,820,097
(128,283 )
(1,654,981)

(648,748 )
(1,006,233)
(1,654,981)

(160,098 )
70,212
858,856
(2,778,804)
38,737
(1,971,097)

(53,048 )
(1,918,049)
(1,971,097)
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15. Subsequent Events

On October 15, 2010, the Company completed a registered direct offering and issued 7,000,000 common shares to an
institutional investor at a price of $0.85 per common share for aggregate gross proceeds of $5,950,000. The net
proceeds of the offering after deducting expenses will be approximately $5,880,000.

On October 18, 2010, the Company completed a registered direct placement with an institutional investor pursuant to
which the Company issued 2,941,177 Units at a price of $0.85 per Unit for aggregate gross proceeds of
$2,500,000. The 2,941,177 Units consist of 2,941,177 common shares, 1,470,588 callable warrants and 1,470,