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RECOMMENDATION
We are maintaining our Speculative Buy Recommendation for the shares of Stealth Ventures 
Ltd. (“Stealth Ventures” or the “Company”) and our 12-month Target Price of $1.80, as 
originally set out in our Initiating Report of August 21, 2007.

PROFILE
Stealth Ventures Ltd. is a junior oil and gas exploration and development company whose 
focus is on “unconventional” gas reserves including shale gas reservoirs in Alberta, and 
coalbed methane (“CBM”) in Nova Scotia.

HIGHLIGHTS
● Primarily focused on exploration of “unconventional” gas properties (shale gas and 

coalbed methane), and beginning development of Alberta shale gas properties.

● Unconventional gas is a growing resource throughout North America.

●      Various working interests in large contiguous and semi-contiguous tracts of land.

● Aggressively building upon shallow shale gas drilling success at Wildmere, 
Alberta.

●  Technological knowledge, experience and expertise.

● Coalbed methane projects have vast potential but currently encountering some technical 
challenges. 

●  Challenge is to achieve greater investor awareness and higher trading volumes.
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THE COMPANY

Stealth Ventures Ltd. is a Calgary-based junior oil and gas exploration and development company 
incorporated under the laws of British Columbia.  Stealth Ventures’ shares are listed on the TSX 
Venture Exchange, symbol SLV.

The Company is focused exclusively on exploration and development of unconventional gas plays, 
specifi cally shallow biogenic (shallow-depth shale methane) shale gas and coalbed methane (CBM). 
Stealth Ventures has unconventional gas projects in Alberta and Nova Scotia. The Company also 
recently forged a management services contract with a privately owned CBM exploration and 
development operator in western China.

Stealth Ventures is pursuing the following two distinct categories of strategic, resource-type 
unconventional gas plays:

                1. Shallow shale gas in the Western Canadian Sedimentary Basin (WCSB); and
                2. CBM in Nova Scotia.

The Company is still primarily an unconventional gas exploration company, but it is beginning to 
generate oil and gas revenue.  Stealth Ventures is aggressively drilling and bringing wells onstream 
in Alberta, where it is shifting its focus toward development and production. It is still in the process 
of early testing and awaiting a CBM gas breakthrough in Nova Scotia. 

PROPERTY OVERVIEW

The following is an overview of the unconventional gas projects that Stealth Ventures is currently 
undertaking - by province and type of play:

1. Alberta - Shale Gas
 a. Wildmere Region

2. Nova Scotia – Coalbed Methane
 a. Cumberland Basin
 b. Stellarton Basin

Stealth Ventures has a minor working interest (“WI”) in various other western Canadian oil and 
gas assets including:

●  40% WI in fi ve producing oil wells at Elcott, Saskatchewan;
●  5% WI in oil-producing assets at Weyburn, Saskatchewan; and
●  2% WI in gas-producing assets at Ferrier, Alberta.
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Stealth also holds a minority equity stake of 20% in PanTerra Resources Corp. This represents a 
passive strategic investment in the Saskatchewan shallow shale gas exploration and development 
company. 
 
Figure 1. Property Locations

Source: Stealth Ventures

For details of Stealth Ventures’ properties, see our Initiating Report of August 21, 2007.

STRATEGY

Stealth Ventures articulates its corporate strategy as follows: “To target large-scale ‘resource-type’ 
unconventional gas plays at infancy or early stages and develop them into producing reserves for 
sale in the North American natural gas market”, and thereby develops reserves that exploration and 
production companies increasingly need to replace. 

COMMENT: Until recently, Stealth Ventures was comprised of seven high-risk, high potential-
reward unconventional gas projects, any one of which, if successful, would be suffi cient to “build 
a company around”.  With the recent success at Wildmere in Alberta, Stealth Ventures appears to 
have found the development play for which it has been searching.  The Company has demonstrated 
development-drilling success at Wildmere to be reproducible over vast areas of land.  

The Company is pursuing a resource development strategy – taking unconventional gas from 
resource to producible reserves on large tracts of land. In so doing, Stealth Ventures is applying 
leading edge technology, techniques and expertise to exploration and development of large potential, 
unconventional gas plays in Canada – in particular, shale gas and CBM - thereby converting what 
had been seen as uneconomic gas into a vast economic resource.
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Stealth Ventures’ primary immediate strategic priority is development-drilling and bringing 
production onstream at Wildmere, Alberta, exploiting the organic-rich formations of the Cretaceous 
Colorado Shale in the Western Canadian Sedimentary Basin (WCSB).  

The Company has recently repositioned itself strategically, making shale gas the core of its 
development strategy. Stealth had, until recently, been known primarily as a Nova Scotia CBM 
player. Recent delays associated with insuffi cient infl ows and technical problems experienced during 
fl ow-testing on its CBM properties in Nova Scotia have led Stealth Ventures to refocus strategically, 
making its shallow shale gas projects in the WCSB the centerpiece of its unconventional gas asset 
portfolio. 

A further important component of Stealth Ventures’ strategy in Western Canada is the ongoing 
strategic land acquisition program in place, under which the Company is building on its substantial 
land holdings, acquiring additional land in its core area in Alberta and increasingly targeting 
properties that would allow it to have a high working interest.  

INVESTMENT CONSIDERATIONS

Strengths

1. Large Resource Base: Stealth Ventures has access to large contiguous and highly prospective 
land positions.   

2. Technology: The Company is applying cutting-edge technologies, coupled with expertise 
in exploration and development of vast resource-type unconventional shale gas and CBM 
plays.  

3. Active Drilling Program: Stealth Ventures is in the process of shifting “resources” to 
“reserves” and has the potential to scale its production dramatically.  Thorough understanding 
of the technical characteristics of its Alberta shallow shale gas play has allowed Stealth 
Ventures to commence aggressively drilling and tying-in production. The Company has 
drilled 38 wells to date in the Wildmere region of Alberta, 32 of which have been tied-in 
and are producing. The Company has interests in over 120+ sections of land on the play.

4. Land-Acquisition Program: The Company’s land-acquisition program has shifted towards 
acquiring high working interests in target properties, rather than relatively equal partnering 
under joint ventures, as has been the case in the past.  This will allow Stealth Ventures to 
increase the revenue and net earnings potential of its prospective properties, and its overall 
net working interest.

5. Leverage: The Company is highly levered to the price of natural gas.

Challenges

1. Leverage: Leverage is a double-edged sword.  Continued or protracted deterioration in the 
pricing fundamentals in the North American natural gas market would be detrimental to 
Stealth Ventures.
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2. Scalability: Stealth Ventures needs to prove that it can continue to replicate the commercial 
shale gas success that it has had with the wells already completed or tied-in in Wildmere, 
Alberta. 

3. Technical Issues: Stealth Ventures needs to resolve technical problems related to the 
dewatering and testing of its Stellarton and Cumberland Nova Scotia emerging CBM plays. 
Although the properties have vast potential, they are high-risk prospects with technical 
challenges that have not yet demonstrated commercial fl ow rates. 

4. Market Disappointment: The Company needs to regain investor confi dence.  Recent Nova 
Scotia test results impaired by coal fi nes (silt or particulate) during testing of CBM fl ow 
potential have caused disappointment, uncertainty and delays. The company is also facing 
the perception that they might have lost their strategic focus by taking on a project in China, 
which represents a signifi cant potential distraction.

5. Diversifying into China: The Company is diversifying out of its base Canadian operating 
territory into China, which could stretch management.

RECENT DEVELOPMENTS

Stealth Ventures has undergone a mini-transformation in its operations, with the following corporate 
developments:

1. Sale of Saskatchewan Assets, and Redeployment of Planned Capex to Alberta: In 
September 2007, the Company sold its non-operating position in its Saskatchewan shallow 
gas play to its joint-venture operating partner, PanTerra Resources Corp. (“PanTerra”).  
Stealth Ventures received 13 million shares of PanTerra in consideration for its interest, which 
represents a 20% equity stake.  With the shares of PanTerra recently trading around $0.20/
share, this consideration represents a value of approximately $2.6 million. Saskatchewan 
has thus become a passive investment for Stealth Ventures as it plans to retain the shares 
of PanTerra as a strategic investment. (The shares will become tradeable in one year.) The 
Company’s rationale for the move was to reallocate resources to the Alberta shallow-gas 
play where it is aggressively accelerating its development-drilling program.   

COMMENT: We see this sale as a positive development, allowing the Company to focus on its lead 
development play at Wildmere, Alberta, and redeploy its capital more effi ciently. The Saskatchewan 
assets, although promising, had become somewhat redundant in light of the scalability of successful 
development at Wildmere which is more advanced, has lower technological risk, and is close to 
gathering infrastructure.  

2. Engagement in Consulting Arrangement with Chinese CBM Concern: In September 
2007, Stealth Ventures announced that it has entered into a management services contract 
with privately-held Golden Hill International Holdings Ltd. (“Golden Hill”) of Hong Kong. 
Under the agreement, Stealth Ventures will provide expertise and oversight for a large, early-
stage CBM exploration and development project located in the Xinjiang Uygur Autonomous 
Region of western China. In return for its services, Stealth will receive fees and a minor 
equity position in Golden Hill.
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 China has recently mandated that all new development of coal resources must be preceded 
by a CBM project, in an effort to increase the availability of clean-burning gas and reduce 
pollution in the cities. Stealth Ventures’ management believes that this is a low-risk and 
high-potential reward undertaking, since the Company may be able to participate to a much 
greater extent in the next such deal with its China partner.

COMMENT: eResearch has some concerns that the China endeavour might become a distraction 
or, worse, might represent the beginning of a shift in management attention away from Stealth 
Ventures’ base Canadian activities toward new frontiers where it has little experience.  It remains 
to be seen how much Stealth Ventures will participate in the upside potential of this and any future 
large China ventures. In the meantime, the Company may cover up to 30% of its general and 
administrative expenses with the monthly revenue generated from the contract. Stealth has the right 
to terminate the contract within 30 days.

3. Aggressive Acceleration of the Wildmere, Alberta Development Drilling Schedule. 
Stealth Ventures has aggressively accelerated the timetable for development drilling in the 
Wildmere, Alberta region where it has seen drilling success.  The Company potentially has 
1,000 drilling locations subject to Government approval to downsize the spacing of drainage 
units from 4 to 8 or even 16 wells per section at Wildmere .

COMMENT: eResearch questions whether the timetable for development drilling at Wildmere 
might be too optimistic, given constraints such as rig availability and other logistics - particularly 
if there is a recovery in the price of natural gas which Stealth Ventures is hoping for), which would 
lead to a resurgence of drilling activity and greater competition for resources. 

4. Nova Scotia CBM Production Agreement: In November 2007, Stealth Ventures secured 
a 10-year, three-phase production agreement for CBM exploration and development in the 
Cumberland Basin from the Government of Nova Scotia.  The Company implemented its 
scheduled frac program at Cumberland before year-end and the fi rst fracced well is currently 
testing.

5. Investor Relations: The Company engaged New York-based O&M Partners, LLC (“O&M”) 
and Geneva, Switzerland based Evergreen Capital Corporation Sarl (“Evergreen”) to handle 
investor relations in the U.S.A. and Europe respectively.

6. Changes to Alberta Royalty Regime: The recent changes made by the Government of 
Alberta to the Alberta oil and natural gas royalty regime will not be detrimental to Stealth 
Ventures, since the wells that the Company is drilling to develop its Wildmere shallow gas 
play are classifi ed as low-productivity gas wells on the province’s sliding scale.  The new 
royalty regime becomes effective in January 2009, and actually reduces the royalty rates 
that Stealth Ventures will be required to pay up to a natural gas price of $11/mcf.  Under the 
new regime, crown royalties will drop between 5 and 8%.
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VALUATION SUMMARY

eResearch has used two valuation methodologies to derive an intrinsic value for the shares of 
Stealth Ventures:

A. Discounted Cash Flow (“DCF”) Analysis (Alberta assets only) plus the Book Value of  
 Nova Scotia assets; and
B. Cash Flow Multiples Analysis.

A. Discounted Cash Flow (“DCF”)/Book Value Analysis 
eResearch used a Discounted Cash Flow (DCF) Analysis to derive an intrinsic value per share of 
$1.57 for Stealth Ventures’ Alberta shale gas development assets. In this respect, we developed 
a revenue model, forecast fi nancials, and discounted free cash fl ows (FCFs) for a 5-year forecast 
period with a corresponding terminal value. 

To the DCF value, we added the Book Value of the Nova Scotia CBM exploration assets of $0.26 
per share.

The total intrinsic value using the DCF/Book Value methodology was calculated to be $1.83 per 
share.

B. Cash Flow Multiples Analysis.
Applying cash fl ow multiples for Stealth Ventures’ peer group companies to our forecast cash fl ows 
for Stealth Ventures, we arrive at an implied intrinsic value of $1.87 per share. 

These analyses support our existing 12-month Target Price of $1.80 (as set out in our Initiating 
Report of August 21, 2007), which we are maintaining. 

In addition, we are selecting $3.25 as our three-year Target Price. See page 16. 

PRODUCTION

In the past, Stealth Ventures’ revenues were generated by its limited oil production activities. Until 
recently, the Company was involved primarily in exploration of unconventional gas, with very 
low production levels. The Company is, however, beginning to engage in aggressive development 
drilling and production of unconventional gas.

The following table shows quarterly production data to Q3/2007:  

Production Data:

Quarter Ending Sept 30 2007 Jun 30 2007 Mar 31 2007 Dec. 31 2006 Sept 30 2006 Jun 30 2006 Mar 31 2006

Avg. oil production (barrels/day) 28 35.9 49.7 31 24.8 29.0 33.7
Avg. gas production (mcf/day) 227 166 83.6 62 1.8 1.8 1.8
Avg. production (BOE/day) 66 63.7 63.6 10 0.3 0.3 0.3
Avg. Price per barrel $77.00 $69.36 $64.46 $61.62 $77.90 $75.29 $64.08
Avg. price gas per mcf $5.16 $7.40 $7.07 $6.90 $0.00 $0.00 $9.21
Royalties 11.2% 9.3% 14.6% 14.0% 15.0% 15.0% 15.0%
Avg. operating expenses per BOE $10.11 $8.21 $8.29 $11.59 $15.25 $8.80 $11.12
Avg. net back per BOE $33.93 $44.82 $56.17 $47.12 $46.50 $54.76 $42.99
Source: Stealth Ventures
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Stealth Ventures produced 66 boe/d (using gas equivalent 6:1) during Q3/2007, 58% of which 
was gas. The Company produced 227 mcf/d of gas on average in Q3/2007, compared to 166 
mcf/d in Q2/2007. Production from the Company’s Alberta shale gas play commenced in 
November 2006.

DRILLING PROGRAM

Stealth Ventures is planning an aggressive drilling schedule for 2008 onwards, with 80 wells to be 
drilled at Wildmere in 2008, and accelerating thereafter as seen below:

       Planned New Wells
  2008   80
  2009 200
  2010 400
  2011 800
  2012 800

These planned new wells would be subject to Government approval for downspacing applications 
for 8 wells per section and then 16 wells per section. Stealth Ventures is currently drilling the fi rst 
ten wells in their 80-well program for 2008.

These wells are targeting the Cretaceous Colorado at a depth of between 300 and 700 metres and, 
therefore, can be drilled very quickly.  The Company plans to drill one well per day per drilling rig/
crew, and complete the wells at the same rate of one per day per completion crew. These completions 
are relatively simple due to the use of dry-frac technology.  Accordingly, management’s targeted 
peak drilling intensity of 800 wells (for each of the 2011 and 2012 drilling seasons) should be 
achievable using four or fi ve dedicated rigs. Tie-ins for these wells are to low-pressure infrastructure 
at a maximum of two kilometers away.

The Company’s total planned capital budget for the 2008 drilling program is approximately $20 
million, 98% of which is earmarked for Wildmere, Alberta, and 2% for the Cumberland and 
Stellarton projects in Nova Scotia.  

COMMENT: We believe that management’s planned drilling program is aggressive.  With the 
average cost of drilling a shallow tight gas well at approximately $250,000, required Capex 
would be $50 million in 2009, $100 million in 2010, and $200 million in each of 2011 and 2012.  
eResearch has assumed an even higher cost of $350,000 per well, which would require a total of 
$800 million over the next fi ve years to complete management’s plan.  Stealth Ventures might have 
some diffi culty raising this amount of money, especially given continued uncertainty in the capital 
markets, weakness in the price of natural gas, and the Company’s relative lack of extensive operating 
experience as a junior oil and gas producer. Achieving these drilling targets would also be subject 
to availability of the necessary rigs and crews.

We anticipate that Stealth Ventures will need to raise capital in the equity markets in 2008 to proceed 
with the development drilling scheduled for Wildmere, Alberta.  In the context of Stealth Ventures’ 
recent stock price weakness, we expect that any such issue would likely represent a “down-round” 
of fi nancing (priced at less than the previous issue price, which involved the sale of 13.28 million 
units at a price of  $1.25 per unit – each consisting of one common share and one-half transferable 
share purchase warrant.  Each whole warrant entitles the holder to purchase one additional common 
share at a price of 1.50 until October 26, 2008). This would cause equity dilution for existing 
shareholders. Other possible fi nancing avenues might include convertible debt.
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FINANCIAL REVIEW AND OUTLOOK

Revenue/Income: As an exploration and development company in the early stages of production, 
Stealth Ventures’ revenues have been growing rapidly in percentage terms. Net oil and gas revenues 
for Q3/2007 were $268,768, representing an increase of 79% compared with Q3/2006.

Our revenue model assumes that:

●  Stealth Ventures’ net working interest in wells drilled in 2008 is 70%.
●  New wells will produce an average of 92 mcf/d (stabilized production). 
●  Natural gas prices average US$7.00 per mcf over our forecast period.
●  Existing production will continue at the same level.
●  Revenues that are shown are gross revenues – before royalties of 17% are deducted.
● A total of 25 new wells drilled in 2007 and 80 in 2008.
●  Canadian dollar/U.S. dollar exchange rate is parity.

eResearch is forecasting gross oil and gas revenue of $1.7 million and $12.1 million for 2007 and 
2008 respectively. This represents net forecast oil and gas revenue after royalties of $1.3 million 
and $10 million for 2007 and 2008 respectively.

Cash: As at September 30, 2007, Stealth Ventures had $14.4 million in cash. This will provide the 
Company with enough funding to complete its capital program through the fi rst half of 2008. 

Burn Rate: The Company’s cash burn for the fi rst nine months of 2007 totaled $2,011729, as 
compared with $1,749,706 for the same period in 2006. For 2008, we are forecasting $3.5 million 
- an average of $875,000 per quarter.

Capex: Stealth Ventures’ capex for Q3/2007 was $4.7 million, primarily related to development 
drilling in Alberta. We forecast total capex of $15 million for 2007, to be allocated to land acquisitions 
and well completions/tie-ins at Wildmere as well as commencing a large frac program in Nova 
Scotia. For 2008, capex is forecast to be $19.1 million.

Capital Structure: Stealth Ventures’ total common shares issued and outstanding as at September 
30, 2007 were 61,954,587.  This includes the 13,280,000 shares that the Company issued pursuant to 
its recent brokered private placement. Stealth Ventures currently has no debt in its capital structure; 
however, eResearch expects that the Company will need to use debt beyond 2008 to fund its 
continued capex programs.  We assume the Company will establish both long-term debt fi nancing 
and a revolving production loan facility in 2009.  Management and directors collectively continue 
to hold less than 10% of the equity of the fi rm. 

Financing: In April 2007, Stealth Ventures completed a $16.6 million brokered private placement of 
equity.  The fi nancing transaction had originally been capped at $10 million, but was oversubscribed 
and, therefore, increased. The transaction involved the sale of 13.28 million units at a price of  $1.25 
per unit – each consisting of one common share and one-half transferable share purchase warrant.  
Each whole warrant entitles the holder to purchase one additional common share at a price of $1.50 
until October 26, 2008. 

The Company will likely need to tap equity capital markets further, in order to raise the funds needed 
for its planned capital program.  eResearch has assumed that Stealth Ventures will fl oat another 
$10 million equity issue in the fi rst half of 2008.
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Stock Options and Warrants: Stealth Ventures has 16.5 million warrants and 5.2 million stock 
options issued. The high number of warrants is a direct result of the large fi nancings that the Company 
has undertaken over the past few years.  

COMMENT: Recent weakness in the price of Stealth Ventures stock has meant that the Company 
has been unable to rely on the anticipated exercise of warrants and options as a source of further 
capital. Many of these instruments have moved further out-of-the-money or expired. The remaining 
warrants and stock options that would be “in-the-money” in relation to our Target Price over our 
12-month forecast period are shown in italics in the table below. If all of the warrants and options 
expiring in the next year were exercised, this would result in an additional 7.5 million shares issued 
and outstanding, representing potential new equity and cash of $11 million for Stealth Ventures.  

Source: Stealth Ventures and eResearch

1. Warrants 

Exercise Price
Warrants Number Expiry Date Comments Potential Equity

$1.60 569,322         March, 2008 Out-of-the-Money $910,915
$2.30 3,281,258      March, 2008 Out-of-the-Money 7,546,893        
$1.50 6,640,000      October 2008 In-the-Money 9,960,000        
$1.25 796,800         October 2008 In-the-Money 996,000           

11,287,380    $19,413,809

2. Options 

Exercise Price
Options Number Expiry Date Comments Potential Equity

$2.07 300,000         April 2008 Out-of-the-Money $621,000
$0.25 50,000           October 2008 In-the-Money 12,500             
$0.50 200,000         November 2009 In-the-Money 100,000           
$0.55 700,000         April 2010 In-the-Money 385,000           
$0.65 300,000         June 2010 In-the-Money 195,000           
$1.20 500,000         October 2010 In-the-Money 600,000           
$1.50 843,000         November 2010 In-the-Money 1,264,500        
$2.30 1,375,000      May 2011 Out-of-the-Money 3,162,500        
$1.50 100,000         January 2010 In-the-Money 150,000           
$1.32 300,000         March 2012 In-the-Money 396,000           
$0.80 560,000         October 2012 In-the-Money 448,000           

5,228,000      $7,334,500

TOTALS 16,515,380    $26,748,309

NOTE:  The entries in italics are within our 12-month forecast period, and are 
either "in-the-money" now, or will be during our forecast period.  
These total as shown below and are added to the shares currently 
outstanding in our determination of the Company's intrinsic value.
(We are excluding the March 2008 $1.60 warrants as, given the
the current share price and the short time to expiry, these are unlikely 
to be exercised.)

Number of Shares Potential Equity
7,486,800      10,968,500$    
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Financial Statements: The following abridged fi nancial statements include a Statement of 
Income/(Loss), Statement of Cash Flow, and Balance Sheet along with our forecast for 2007 and 
2008, and accompanied by a fi nancial outlook commentary.

Statement of Income/(Loss) Nine Months Ending Sept 30
2006 2007 2005 2006 2007E 2008E

Petroleum and Natural Gas Sales $566,892 $1,037,630 $617,587 $749,973 $1,722,728 $12,109,160
Less: Royalties net of ARTC 82,369           150,767           94,784        105,851        392,864       2,158,557     
Net Oil & Gas Revenues 484,523         886,863           522,803      644,122        1,329,864    9,950,603     
Operating Costs 259,315         161,839           118,997      137,544        384,313       2,780,379     
Gross Margin 225,208         725,024           403,806      506,578        945,551       7,170,224     
Operating Expenses:
General and Administrative Expense 1,749,706      2,011,729        1,002,473   2,282,388     2,700,000    3,500,000     
Stock Based Compensation 1,157,600      1,570,673        126,500      1,670,739     2,000,000    2,400,000     
Operating Profit (EBITDA) (2,682,098)     (2,857,378)       (725,167)     (3,446,549)    (3,754,449)   1,270,224     
Ammortization and Depletion 306,685         1,218,722        281,455      561,050        831,530       3,155,600     
Operating Income (2,988,783)     (4,076,100)       (1,006,622)  (4,007,599)    (4,585,979)   (1,885,376)    
Loss on Sale of Assets -                     (2,949,005)       -                  -                    (2,949,005)   -                    
Unrealized Loss on Securities -                     (780,000)          -                  -                    (780,000)      -                    
Net Income/(Loss) (2,756,902)     (7,323,500)       (901,493)     (3,628,995)    (8,614,984)   (2,084,876)    

Weighted Average Shares O/S 37,490,600    56,117,224      31,919,193 37,905,943   60,544,687  84,142,113   
Earnings/(Loss) per Share (0.07)              (0.13)                (0.03)           (0.10)             (0.14)            (0.02)             

Statement of Cash Flow: 2006 2007 2005 2006 2007E 2008E
Net income (loss) (2,756,902)     (7,323,500)       (901,493)     (3,628,995)    (8,614,984)   (2,084,876)    
Stock Based Compensation 1,157,600      1,570,673        126,500      1,670,739     2,000,000    2,400,000     
Loss on Sale of Assets 2,949,005        -                  -                    2,949,005    -                    
Unrealized Loss on Securities 780,000           -                  -                    780,000       -                    
Depletion, Depreciation & Accretion 306,685         1,218,722        281,455      561,050        831,530       3,155,600     
Cash Flow from Operations (1,292,617)     (805,100)          (993,319)     (1,433,593)    (2,054,449)   3,470,724     
Cash Flow per Share (0.03)              (0.01)                (0.03)           (0.04)             (0.03)            0.04              
Capital Expenditures (Properties) (14,513,932)   (10,026,590)     (4,619,684)  (19,840,917)  (15,000,000) (19,600,000)  
Free Cash Flow (15,806,549)   (10,831,690)     (5,584,111)  (21,032,330)  (17,054,449) (16,129,276)  
Working Capital Changes 202,075         849,223           (400,616)     (36,387)         (2,780,531)   3,339,224     
Equity Financing 19,973,932    15,368,469      16,019,952 19,632,133   15,368,469  10,000,000   
Change in Cash 4,369,088      5,386,002        10,435,841 (1,400,197)    (1,685,980)   4,839,224     

Cash, Beginning of the Period 10,456,995    9,056,798        21,154        10,456,995   9,056,798    7,370,818     
Cash, End of the Period 14,826,083    14,442,800      10,456,995 9,056,798     7,370,818    12,210,042   

BALANCE SHEET
2006 2007 2005 2006 2007E 2008E

Assets:
Cash and Term Deposits 14,826,083    14,442,800      10,456,995 9,056,798     7,370,818    12,210,042   
Other Current Assets 1,667,072      2,327,032        1,227,037   1,840,781     2,456,398    2,956,398     
Current Assets 16,493,155    16,769,832      11,684,032 10,897,579   9,827,216    15,166,440   
Marketable Securities -                     2,470,000        -                  -                    2,470,000    2,470,000     
Net Property, Plant & Equipment 21,226,564    29,928,560      7,413,839   27,301,670   35,271,135  51,715,535   
Total Assets 38,529,531    49,168,392      19,097,871 38,199,249   47,568,351  69,351,975   
Liabilities and Shareholders' Equity:
Current Liabilities 1,112,405      2,625,306        470,295      1,289,832     3,000,000    5,000,000     
Total Liabilities 1,708,282      4,025,884        650,882      2,078,383     4,694,000    7,594,000     
Shareholders Equity 36,821,249    45,142,508      18,446,989 36,120,866   42,874,351  61,757,975   
Total Liabilities & Shareholders Equity 38,529,531    49,168,392      19,097,871 38,199,249   47,568,351  69,351,975   

Book Value (S.E.) Per Share $0.77 $0.75 $0.54 $0.74 $0.69 $0.77

Year Ending Dec 31

As at Dec 31As at Sept 30

Table 1. Selected Financial Statements

Source: Company and eResearch
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COMMENT: Stealth Ventures is an exploration and development company and, therefore, has had 
little operating revenue in its recent past.  The Company has been increasingly turning its attention 
toward development, production completions and tying-in production.  Stealth Ventures plans to 
build on its Wildmere success and aggressively grow shale gas production from the Cretaceous 
Colorado Shale.  

VALUATION

eResearch has derived an intrinsic value for the shares of Stealth Ventures using two valuation 
methodologies:

A. Discounted Cash Flow Analysis (Alberta properties) plus Book Value (Nova Scotia 
properties); and

B. Cash Flow Multiples Analysis.

A. Discounted Cash Flow Analysis/Book Value Analysis

1. Discounted Cash Flow Analysis (Alberta Properties)

eResearch has used a Discounted Cash Flow (DCF) Analysis (see Appendix 2 on page 20) to 
derive an intrinsic value for the shares of Stealth Ventures based on its development of the Alberta 
properties. eResearch has projected Stealth Ventures’ past Wildmere, Alberta shale gas results and 
constructed a revenue model and pro-forma fi nancials for the Company.  We then discounted our 
forecast free cash fl ows (FCFs) for a fi ve-year forecast period and a corresponding terminal value 
(TV). We extended the model, examining several possible growth trajectories for Stealth Ventures 
and selected our base case.

Our DCF analysis is based solely upon Stealth Ventures’ strategic Alberta shale gas play, which 
represents the core of the Company’s business plan, and assumes that Stealth Ventures will continue 
to replicate the success that it has achieved to date in the WCSB. 

Forecast Assumptions: Inherent in our pro-forma fi nancial model and DCF Analysis for Stealth 
Ventures are the following assumptions:

 Natural Gas Prices: We have based our DCF analysis on gas prices of US$7.00/mcf.

 Revenue Growth: As set out previously in Financial Review and Outlook, our revenue 
growth forecast is based on discussions with the Company and a projection of the current 
WCSB shale gas development plan and capex program.  Natural gas revenue for our base-
case scenario starts at $1.33 million, and increases sharply to $9.55 million for 2008. Forecast 
revenue growth slows to 77% by fi scal 2012, with a 5% terminal growth rate. Our growth 
percentages for the early years of the forecast period appear disproportionately large due 
to the small base upon which the Company is building. Our forecast revenue for Stealth 
Ventures is a refl ection of the drilling program and a projection of the Company’s empirical 
shale gas results seen to date.

 Production Levels: Shale gas production is assumed to be 92 mcf/d, refl ecting Stealth 
Ventures’ empirical results from its Wildmere, Alberta play.
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 Working Interest: We have used an average working interest of 70% for the fi rst three 
years of our forecast period, rising to 80% and 90% for wells drilled in the fourth and fi fth 
years respectively (refl ecting the Company’s ongoing land acquisition strategy of achieving 
high working interest in all property acquisitions going forward, thereby bolstering its net 
working interest). 

 Financing: Our forecast production growth trajectory assumes that in addition to raising 
$10 million in equity in 2008 and the exercise of options and warrants which would inject 
another $11.0 million, Stealth Ventures will be required to incur debt in the amount of $10 
million in 2009, another $25 million in 2010, and $22 million in 2011, which it would begin 
to rapidly retire commencing in 2012.

 Cost Structure: The Company’s cost structure is assumed to remain constant, and we have 
further assumed the following:

 ●  We have estimated the cost of drilling at $350,000 per well. 
 ●  Royalties Payable are assumed to remain at their current level of 17%.
 ●  Operating Expenses are assumed to be $1.33/mcf. 
 ●  Depletion and Depreciation is assumed to be $2.00/mcf.

 Analysis: Our DCF base case scenario suggests an equity value per share of $1.57.

COMMENT: Although Stealth Ventures currently plans to drill approximately 2,300 wells in the 
Wildmere region over the next fi ve years, with the number of wells drilled annually increasing to 
800 per year in each of the fourth and fi fth years of the plan, eResearch has used more conservative 
development drilling assumptions for the purposes of the DCF analysis. We have assumed that the 
Company is able to achieve a development drilling of 80 new wells in 2008, 130 wells in 2009, 200 
wells in 2010, and 250 new wells in each of 2011 and 2012. Availability of necessary fi nancing, 
rigs and crews could be major constraining factors.

COMMENT: Our DCF valuation of Stealth Ventures is based primarily on its Wildmere, Alberta 
shale gas exploration and development prospect, and does not include a valuation estimate for its 
Nova Scotia CBM assets.  On the basis of its Alberta shale gas prospects alone, we believe that the 
shares of Stealth Ventures are undervalued at their recent trading price around $0.65.

2. Book Value – Nova Scotia Exploration Properties

Stealth Ventures’ Nova Scotia CBM exploration properties are still in the exploration stages, with 
many critical parameters still unknown.

Sproule & Associates evaluated gas-in-glace volumes at 1.62 Tcf for the four individual coal seams 
in the Springhill Mines formation, for the Joggins formation in the Cumberland Basin, and for the 
Upper & Lower Albion and Westville members of the Stellarton basin. 

The known coal resource parameters are depth, thickness and coal ranks. Initial gas and water rates, 
pressures and permeabilities and saturation are needed to estimate recovery rates.
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Stealth Ventures’ CBM emerging resource play at Cumberland and Stellarton is highly prospective 
and still in the early stages.  The Company has encountered some complications in testing and 
demonstrating commercial fl ow rates, and has decided to focus its immediate efforts on the 
Cumberland play. 

To date, the Company has expended $16.7 million on the combined assets, which is equivalent 
to $0.26 per share.  Accordingly, we are assigning a value of $0.26 per share to the Nova Scotia 
CBM assets.

COMMENT: With regard to the Cumberland and Stellarton Nova Scotia CBM projects, it is still 
uncertain whether Stealth Ventures will be able to resolve dewatering issues and achieve commercial 
fl ow rates. Assuming the Company does resolve them, the potential payoff for shareholders from 
achieving success in these basins is considerable. 

3. Intrinsic Value Derivation

Since Stealth Ventures’ Nova Scotia CBM activities are still in the exploration stage and, therefore, 
not conducive to DCF analysis, we have used Book Value as an estimate of the intrinsic value of 
these assets.  This amount (totaling $0.26 per share) is then added to the DCF valuation of the 
Alberta shale gas exploration and development component totaling $1.57 per share, to arrive at an 
overall intrinsic value of $1.83 per share.

B. Cash Flow Multiples Analysis

eResearch examined the price to cash fl ow multiples that Stealth Ventures’ peer group companies 
were trading at, as outlined in the table below:

Price
Comparables Ticker 22-Jan-08 2005 2006

Carrizo Oil & Gas CRZO: Q $48.20 15.5          x 25.50        x
Cordero Energy COR:TSX 2.66          14.8          33.8          
Crew Energy CR: TSX 9.30          10.9          41.4          
Defiant Resources DFR: TSX 1.38          13.8          21.0          
Edge Petroleum EPEX:Q 6.50          4.8            17.4          
Kereco Energy KCO:TSX 3.93          N/A 55.3          
Mahalo Energy CBM: TSX 2.25          N/A 58.4          
Masters Energy MSY: TSX 2.30          6.2            15.6          
Parallel Petroleum PLLL: Q 13.85        15.9          37.5          
Petrohawk Energy HK:N 17.12        5.4            122.4        
Rockyview Energy RVE:TSX 3.14          8.0            19.5          

Average 10.6          x 6.8            x

P/CFPS

Cash Flow Multiples Analysis
2008E 2009E 2010E 2011E 2012E

Implied Forward Intrinsic Value (Using 5x Forecast 2012 CFPS) 5.0x $4.66

Implied Current Intrinsic Value* $1.87

Implied 2010 Intrinsic Value** $3.23

* Implied 2012 Intrinsic Value discounted 5-years at 20%
** Implied 2012 Intrinsic Value discounted 2-years at 20%

Source: eResearch
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Stealth Ventures is a relatively new cash fl ow producer and has not yet built up a meaningful operating 
cash fl ow base.  As such, eResearch has used its estimate of the Company’s 2012 forecast cash 
fl ow per share, applied appropriate P/CFPS multiples to arrive at estimates of the implied forward 
intrinsic value of the shares, and discounted the results.

From the foregoing analysis, we determined that the price/cash fl ow per share multiple for our 
small cap unconventional gas E&P peer group was 10.6x for 2005 and 6.8x for 2006.   Because 
Stealth Ventures is a junior oil and gas producer just coming into production, we believe it should 
trade at a lower price to cash fl ow multiple until it proves itself capable of generating meaningful 
and consistent cash fl ow.

Applying a price to cash fl ow multiple of 5x to our forecast 2012 cash fl ow of $0.93/share, results 
in an implied forward intrinsic value of $4.66 which, when discounted for fi ve years at a rate of 
20%, gives us a current estimate of the intrinsic value of $1.87 per share. 

Three-Year Intrinsic Value Estimate: Further to this, eResearch used the same 5x P/CFPS multiple 
and implied 2012 intrinsic value, discounted at 20% for two years, to arrive at a 2010 estimate of 
the intrinsic value for Stealth Ventures of $3.23 per share. We are therefore selecting $3.25 as our 
three-year price target.

Valuation Conclusion and Target Price

The intrinsic value estimates per share of Stealth Ventures shares under the two valuation 
methodologies are as follows:

 A. DCF Analysis: $1.57 per share; and Book Value components: $0.26; Total $1.83  
 per share; and 

 B. Cash Flow Multiples Analysis: $1.87 per share.

We have considered the DCF/Book Value methodologies and Cash Flow Multiples Analyses above 
in deriving an overall intrinsic value for Stealth Ventures between $1.83 and $1.87 per share. These 
support our existing 12-month Target Price of $1.80 (as set out in our Initiating Report of August 
21, 2007), which we are maintaining. 

Our three-year Target Price is $3.25 per share.



Stealth Ventures Ltd.  Update Report

17January 31, 2008

RISK FACTORS

Resource, Estimation and Technical Risks: There are many risks associated with estimating the 
prospects of both shale gas projects and CBM resource, and there may be several unforeseen technical 
considerations and complications that impact the economic viability of profi table production. 
Included in these risks are the following:

●  Completion and fracture stimulation technique sensitivity.
●  Discovered resource can be misleading.
●  Reservoir rock is heterogeneous.
●  Permeability and porosity vary. 
●  Hydrological sensitivity.
●  Lifecycle uncertainty.
●  Frontier technology.

Some of the other risks faced by Stealth Ventures are as follows:

Commodity Price Risk: Stealth Ventures’ production prospects are highly sensitive to natural gas 
prices.

Competition: The oil and gas exploration and development industry is highly competitive, and 
Stealth Ventures competes with many companies that have greater fi nancial resources, management 
resources and technical facilities than itself.

Regulatory Risk: Government regulations could change, particularly environmental 
requirements.

Capital Market Liquidity Risk: Capital formation and the supply of ready capital for such ventures 
could deteriorate.
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APPENDIX 1: MANAGEMENT AND DIRECTORS

W. Robert Bell – Chairman, President, and Chief Executive Offi cer, Director 
Robert Bell began his career in oil and gas as a “Landman” in 1977 with Western Land Services.  
He has since been involved with numerous private and public companies, and has managed the 
exploration and exploitation of many oil and gas discoveries in western Canada and in the United 
States. From 1987 to 1997, he was an Offi cer and a Director of United Rayore Gas Ltd., which 
pioneered horizontal drilling techniques including its proprietary under-balanced drilling technology.  
Mr. Bell has held his present position with the Company since November 1999.

Derek Krivak, B.Sc. – Chief Operating Offi cer, Director
Derek Krivak has a decade of experience in unconventional gas research and exploitation, preceded 
by experience in the drilling services industry.  Prior to joining Stealth Ventures, Mr. Krivak co-
established research and development groups for the Unconventional Gas Research Group of the 
Alberta Research Council as well as the Gas Technology Institute.  With these groups, he consulted 
on desorption gas in place resource reports, coalbed methane and shale gas evaluation projects 
in Canada and the USA, and the design and build of specialized analytical procedures and lab 
facilities. He has an extensive list of published material in such areas as unconventional reservoir 
permeability, testing technologies, core analysis, and general reserves analysis.  He received his 
B.Sc. from the University of Winnipeg, and is an active participant on the Board of Directors of 
the Canadian Society for Unconventional Gas (CSUG).

Mark J. Roth, MBA – Chief Financial Offi cer  
Mark Roth was an advisor and banker to the Company from 1999 until 2005 with RBC Bank. A 
graduate of Queen’s MBA program (Canada), as well as having done undergraduate work at the 
University of Alberta (Economics), Mr. Roth has worked in fi nance in Canada with CIBC and 
started his (post-graduate) career with the Ontario Energy Board in Toronto.  Mr. Roth has fi nanced 
numerous companies in many industries, concentrating now in energy, debt and equity fi nancing, 
M&A, and asset analysis.  He is a member of the Board of Directors of GE Equipment Leasing 
Canada and of a large independent Vancouver-based investment dealer.

Gary Addison, P.Geol. – Vice President of Exploration 
Prior to joining Stealth Ventures in 2005, Gary Addison was a member of the Gas Technology 
Institute’s WCSB Shale Gas Study which, among other things, characterized the gas production 
capability of organic-rich shales.  At the Geological Survey of Canada, he concentrated on source 
rock and basin modeling.  Over the course of his career, Mr. Addison has become an expert in shale 
gas exploration, exploitation and research in western North America.  

C.M. (Chris) Morrison, P.Eng. – Vice President Operations 
Prior to June 2006, Chris Morrison held senior engineering positions with Vault Energy Trust and 
Enerplus Resources, and began his career in the energy services sector with a private fi rm.  Mr. 
Morrison holds a Chemical Engineering degree from the University of Alberta, and a Chemistry 
degree from the University of Manitoba.  His engineering experience in oil and gas includes facilities, 
reservoir and exploitation engineering, including signifi cant fi eld experience.

D.M. (Debbie) DeCoste – Consulting Landman 
A graduate of the University of Calgary’s Haskayne School of Business with a major in Petroleum 
Land Management, Debbie DeCoste has over 20 years’ experience in all facets of land, including 
strategy, negotiations, contracts drafting, and acquisitions/divestments.



Stealth Ventures Ltd.  Update Report

19January 31, 2008

Glenn R. Yeadon, LLB – Corporate Secretary and Legal Counsel 
Glenn Yeadon is a barrister and solicitor in British Columbia, practicing primarily in the fi eld of 
securities law.  He has been practicing law with Tupper Jonsson & Yeadon (and predecessor fi rms) 
since 1980.  Mr. Yeadon holds a Bachelor of Commerce degree from the University of British 
Columbia and a Bachelor of Laws degree from the University of British Columbia.

Rudy Cech – Director 
Rudy Cech joined the staff of J.C. Sproule and Associates Limited (now Sproule Associates 
Limited) in Calgary in 1970 and retired from his position as Senior Vice President in June 2006. 
During his 37 years with Sproule, Mr. Cech conducted reserves estimation and evaluation studies 
on petroleum and mineral properties. He supervised and managed exploration and development 
projects, and conducted geological studies in Canada, the U.S. and worldwide. He has presented 
several papers concerning the development of coalbed methane projects. Mr. Cech is a Member 
of the Petroleum Society of the Canadian Institute of Mining, Metallurgy and Petroleum (CIM). 
He is also a Professional Engineer with the Association of Professional Engineers, Geologists and 
Geophysicists of Alberta (APEGGA).

Harold Kettleson, P.Eng. – Director 
Harold Kettleson has held positions as Offi cer and Director of Crown Point Ventures, President of 
Kelkett Resources, and Chairman of Interwest Enterprises, a private E&P company.  An Engineering 
graduate from the University of British Columbia, Mr. Kettleson has been active in mining since 
1951, and in oil and gas since 1978.  

R.H. (Bob) MacDonald, B.Sc. B.Des. – Director 
A graduate of Dalhousie University (geology) and NSCAD Nova Scotia College of Art and 
Design University (environmental planning), Bob MacDonald was a geologist/landman for Nova 
Corporation during its initial interest in CBM in the Nova Scotia coal basins in the 1980s.  He 
was also a Regional Geologist for the Nova Scotia Department of Natural Resources and a Land 
Manager for Maritimes & Northeast Pipeline.  He is President of Jammin Rock Resources, which 
consults to junior mining companies exploring for gold, base metals and industrial minerals both 
in Canada and abroad; and Vice President of DKM Acquisition Services, offering land acquisition 
services to wind energy, power transmission and pipeline companies.  He is presently the Right-
of-Way Manager for Emera Brunswick Pipeline Company.  

Ian McMurtrie, H.B.Sc. – Director 
Ian McMurtrie recently held the position of Vice President, Exploration for Rally Energy, and has 
been an advisor to the Company since 2003.  He was previously President of Cawdor Investments 
Ltd., providing technical oil and gas royalty management and technical consulting services.  A 
geology graduate of Queen’s University (Canada), Mr. McMurtrie commenced his exploration 
career with Texaco Exploration Canada Ltd.  He has been directly involved in the discovery and 
development of numerous oil and gas pools throughout North America for such companies as Czar 
Resources Ltd., United Rayore Gas Ltd., and Raptor Capital Corporation.  Mr. McMurtrie has 
extensive expertise in the development of oil pools using innovative drilling technologies.
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APPENDIX 2: DCF ANALYSIS (BASE CASE)*

* Does not include Nova Scotia CBM assets, which we are valuing at $0.26/share.

TV
2008 2009 2010 2011 2012 Terminal Year

Petroleum and Natural Gas Sales $12,109,160 $27,039,656 $52,681,160 $90,702,920 160,254,920   $168,267,666
 - Royalties + Op/Ex $4,938,936 $9,873,187 $19,085,813 $32,746,488 $57,535,528 $60,412,305
 - Depreciation & Depletion $3,155,600 $7,302,960 $14,425,600 $24,987,200 $44,307,200 $46,522,560
EBIT $4,014,624 $9,863,509 $19,169,747 $32,969,232 $58,412,192 $61,332,801
 - EBIT*t $0 $2,799,346 $6,709,411 $11,539,231 $20,444,267 $21,466,480
EBIT (1-t) $4,014,624 $7,064,163 $12,460,335 $21,430,001 $37,967,925 $39,866,321
 + Depreciation $3,155,600 $7,302,960 $14,425,600 $24,987,200 $44,307,200 $46,522,560
 - Capital Spending $19,600,000 $31,850,000 $49,000,000 $65,000,000 $73,125,000 $4,652,256
Free CF to Firm ($12,429,776) ($17,482,877) ($22,114,065) ($18,582,799) $9,150,125 $81,736,625
Present Value ($10,146,756) ($11,650,397) ($12,029,853) ($8,252,144) $3,317,008
NOL $1,865,376.40 $0.00 $0.00 $0.00 $0.00

Cost of Capital Computation
Cost of Capital 22.50% 22.50% 22.50% 22.50% 22.50% 22.50%
Cum. WACC 1.22500 1.50063 1.83827 2.25188 2.75855

Growth Rate in Stable Phase = 5.00%
FCFF in Stable Phase = 81,736,625       
Cost of Equity in Stable Phase = 14.75%
Equity/ (Equity + Debt) = 100.00%
AT Cost of Debt in Stable Phase = 5.20%
Debt/ (Equity + Debt)  = 0.00%
Cost of Capital in Stable Phase = 22.50%
Value at the end of growth phase = 467,066,427$   

Present Value of FCFF in high growth phase = (38,762,142)$     
Present Value of Terminal Value of Firm = 169,316,081      
Value of the firm = 130,553,939      
Market Value of Debt = 15,950,424        
Market Value of Equity = 114,603,515      
Value of Options Outstanding -                     
Value of Equity in Common Stock = 114,603,515      

Cash & Marketable Securities 9,840,818          

Total Value of Equity 124,444,334      

Value of Equity per Share = $1.57

Source: eResearch
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APPENDIX 3: D&D SECURITIES COMPANY DISCLOSURE 

D&D Securities Company commissioned this Research Report, which was written by Independent 
Equity Research Corp. (eResearch).

D&D Securities Company has provided investment banking services to Stealth Ventures Ltd. in 
the past 12 months.

D&D Securities Company and/or its offi cers, directors and employees may from time to time hold 
shares, options or warrants on any issuer mentioned in this report.

This report is intended for use only in jurisdictions where D&D Securities Company is registered 
and is not to be construed as an offer or solicitation to buy or sell any security.

D&D Securities Company accepts no liability whatsoever for any loss arising from any use or 
reliance on this Research Report or the information contained herein.  Any reproduction in whole 
or in part of this Research Report without permission is prohibited. 

This Research Report is distributed by e-mail and hard copy.  Dissemination of initial reports and 
any subsequent reports is made simultaneously to a pre-determined list of D&D Securities Company 
Institutional and Retail clients.

D&D Securities Company did not prepare this Research Report nor does D&D Securities Company 
have a Rating System.  Information concerning eResearch, its Recommendation System, Rating 
System, disclosures and disclaimers is included on the back page of this report.

The policy of D&D Securities Company with respect to its research reports is available upon 
request at 416-363-0201.
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APPENDIX 4: TECHNICAL COMMENT

Technically Speaking By Stephen Whiteside 

Stealth Ventures Ltd. 

Since hitting a high of $2.81 in mid-2006 (1), Stealth Ventures has been in a steady decline. This 
decline has now come full circle, as the stock has now landed on a long-term support zone from 
$0.34 to $0.46 that was created in 2004 (2).
 
Long-term investors interested in adding to their position should see buying opportunities at 
these levels. However, new investors may want to wait until they see a weekly breakout above 
$0.85 (3).
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ANALYST CERTIFICATION

Each Research Analyst who was involved in the preparation of this Research Report hereby certifies that: 
(1) the views, opinions, and recommendations expressed in this Research Report refl ect accurately the Research 
Analyst’s personal views concerning any and all securities and issuers that are discussed herein and are the subject 
matter of this Research Report; and (2) the fees, earnings, or compensation, in any form, payable to the Research 
Analyst, are not and will not, directly or indirectly, be related to the specifi c views, opinions, and recommendations 
expressed by the Research Analyst in this Research Report.

eResearch analysts on this report: Ross Deep, B.A.(Economics), MBA:  Ross Deep has spent 18 years in the 
investment community gaining a range of experience, including options specialist at TD Securities, an investment 
advisor at BMO Nesbitt Burns, investment banking at both Credifi nance Securities and, more recently, at James 
Edward Capital Corporation, a private merchant bank. His responsibilities have extended to the fi nancial services, 
life sciences, technology, and communications industries.

Bob Weir, B. Comm, B.Sc., CFA. Bob Weir has 40 years of investment research and analytical experience in both 
the equity and fi xed-income sectors, and in the commercial real estate industry. He was at Dominion Bond Rating 
Service (DBRS) from 1994 to 2001, latterly as Executive Vice-President responsible for conducting the day-to-day 
management affairs of the company. He joined eResearch in 2004.
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Buy: Expected total return within the next 12 months is between 10% and 40%.

Speculative Buy: Expected total return within the next 12 months is substantial, but Risk is High  (see below).

Hold: Expected total return within the next 12 months is between 0% and 10%.

Sell: Expected total return within the next 12 months is negative.

eResearch Risk Rating System 
A company may have some, but not necessarily all, of the following characteristics of a specifi c risk rating to qualify for that rating:

High Risk: Financial - Little or no revenue and earnings, limited fi nancial history, weak balance sheet, negative free cash fl ows, 
poor working capital solvency, no dividends.

 Operational - Weak competitive market position, early stage of development, unproven operating plan, high cost 
structure, industry consolidating, business model/technology unproven or out-of-date.

Medium Risk: Financial - Several years of revenue and positive earnings, balance sheet in line with industry average, positive free 
cash fl ow, adequate working capital solvency, may or may not pay a dividend.

 Operational - Competitive market position and cost structure, industry stable, business model/technology is well 
established and consistent with current state of industry

Low Risk: Financial - Strong revenue growth and earnings over several years, stronger than average balance sheet, strong positive 
free cash fl ows, above average working capital solvency, company may pay (and stock may yield) substantial dividends 
or company may actively buy back stock.

 Operational - Dominant player in its market, below average cost structure, company may be a consolidator, company 
may have a leading market/technology position.

eResearch Disclosure Statement
eResearch accepts fees from the companies it researches (the “Covered Companies”), and from fi nancial institutions or other third 
parties. The purpose of this policy is to defray the cost of researching small and medium capitalization stocks which otherwise receive 
little or no research coverage. In this manner, eResearch can minimize fees to its subscribers. 

D&D Securities Company paid eResearch a fee to conduct research on the Company on an Annual Continuous Basis.

To ensure complete independence and editorial control over its research, eResearch follows certain business practices and compliance 
procedures. For instance, fees from Covered Companies are due and payable prior to the commencement of research, are accepted only 
in cash or currency. eResearch will not accept payment in shares, warrants, convertible securities or options of Covered Companies.   

All Analysts are required to sign a contract with eResearch prior to engagement, and agree to adhere at all times to the CFA Institute 
Code of Ethics and Standards of  Professional Conduct. eResearch analysts are compensated on a per-report, per-company basis and 
not on the basis of his/her recommendations. Analysts are not allowed to accept any fees or other consideration from the companies 
they cover for eResearch. Analysts are also not allowed to trade in the shares, warrants, convertible securities or options of companies 
they cover for eResearch.

In addition, eResearch, its offi cers and directors, cannot trade in shares, warrants, convertible securities or options of any of the Covered 
Companies. eResearch’s sole business is providing independent equity research to its institutional and retail subscribers. 

eResearch will not conduct investment banking or other fi nancial advisory, consulting or merchant banking services for the Covered 
Companies. eResearch is not a brokerage fi rm and does not trade in securities of any kind.

eResearch makes all reasonable efforts to provide its research, via e-mail, simultaneously to all subscribers. eResearch posts all of its 
research on its own website (www.eresearch.ca), disseminates its research through its extensive electronic distribution network, and 
provides notifi cation of its research through newswire agencies.  

Additional distribution of our research may be done through agreements with newswire agencies.  


