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YOY Return _308% 27-Jul-06 25-Nov-06 26-Mar-07 25-Jul-07
YoY TSX-V 22.7%

About Texalta Petroleum Ltd.

Texalta Petroleum Ltd. is ajunior oil and gas company with exploration and development projects in Northern
Territory, Australia and southeastern Saskatchewan. The project in Northern Territory, Australia, located in the
Georgina Basin, is a speculative exploration stage project with good upside potential. Major companies
including Santos (ASX: STO) and Magellan Petroleum Australia have interests in producing fields in similar
basins in the Northern Territory. There has been a significant increase in interest in the area recently.
According to the Northern Territory Government, about 90% of the Territory’s prospective onshore basins are
currently under license or application, versus less than 10% a few years ago. Texalta strategically offsets the
risks associated with exploration through its interests in several existing producing wells in southeastern
Saskatchewan, Canada.

K ey Financial Data (FYE - June 30)

(C9) 2003 2004 2005 2006 2007E 2008E
Revenue 472,165 582,509 517,753 638,549 1,781,467 3,187,000
Net Income (60,544) (8,579 (131,427) (24,961) 146,733 489,093
Cash 50,529 47,768 - 1,471,231 3,507,978 3,865,530
Working Capital 14,256 (274,265) (200,312) 537,408 3,049,867 2,706,210
Total Assets 1,241,711 1,477,415 1,530,084 3,648,341 7,461,606 9,635,932
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Positive Results At West Wildwood

In our initial report dated June 27, 2007, we had mentioned that Texalta and its partners were planning to drill
a horizontal well in West Wildwood (Saskatchewan, Canada), about 1,100 m southeast of an abandoned well
that had a 7m thick pay zone. The company announced on July 23, 2007, that swab testing conducted on the
new horizontal well yielded positive results. Fluid production by the end of the swab testing (July 17 — July 19)
was about 38 bbl per hour, with oil averaging around 50%. Swabbing results also indicated that the well has
the potentia to be a high-volume producer. Texalta expects the well to flow at about 300 bbl of fluid per day
(with 50% ail). Produced oil will be trucked 1.8 milesto their processing plant in West Queensdale.

Texatais the operator, with a 50% working interest (W1), in the 800-acre West Wildwood property. The West
Wildwood property is one of four main properties that Texalta is currently focusing on in Saskatchewan.
Currently, two of the four properties, the Wordsworth and West Queensdale properties, are producing.
Production in Q3-2007, ended March 2007, from these two projects was 85 bpd net (up from 25 bpd net in the
comparable period in the previous year).

In our valuation model in our initiating report, we had made a conservative assumption that only the
Wordsworth and West Queensdale properties in Saskatchewan contribute value to the company (in addition to
the company’s exploration permits in Northern Territory, Australia), as only those two properties have known
reserve estimates at this time (proved and probable reserves of 145,000 bbl.). Therefore, we are pleased to see
the highly encouraging development at West Wildwood. The successful new wildcat pool at West Wildwood
is the company’s second discovery. The first discovery was at Wordsworth in May 2006.

Although, the new horizontal well at West Wildwood yielded positive results, we would like to wait before we
make any changes to our revenue and production forecasts for the company. We will revise our forecasts once
we get more information on the test results, and actual flow rates. The new well, we believe, will be put into
production by the end of August 2007.

There has not been any significant developments at the company’s other properties in Saskatchewan, Canada,
and Northern Territory (Georgina Basin), Australia, since our previous report. Texalta and its partners plan to
drill three more wells in 2007 — one in Wordsworth and two in West Queensdale. As mentioned earlier, we
have maintained our production and revenue forecasts for FY 2007, and FY2008, at $1.78 million (average
production of 80 bpd net) and $3.19 million (average production of 140 bpd net), respectively.

The chart on the next page shows our revenue and production forecasts.
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Revenues and Production
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Rating:

We reiterate our BUY rating, and maintain our fair value estimate on Texalta at $0.60 per share, which reflects
an upside potentia of 66.7% from current price levels. We expect share prices to move closer to our fair value
estimate as the new horizontal well at West Wildwood is put into production. Also, we believe that favorable
results from the current reprocessing and interpretation of existing 2D seismic data on projects in the Georgina
Basin will be another upside catalyst.
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Appendix
Texalta Petroleum Ltd. - Income Statement
(inC%)
2003 2004 2005 2006 2007E 2008E
Revenues
Oil and Gas Sdes 541,690 672,187 611,505 693,547 1,875,926 3,391,707
Less: Royalties (96,647) (101,653) (111,490) (107,524) (189,911) (343,362)
Royadty Income 20,142 11,843 17,635 22,877 20,983 37,938
Other Income 6,980 132 103 29,649 74,469 100,718
472,165 582,509 517,753 638,549 1,781,467 3,187,000
Operating Expenses 131,611 128,101 149,395 155,085 356,293 796,750
Gross Margin 340,554 454,408 368,358 483,464 1,425,174 2,390,250
Stock Based Compensation 17,600 53,000 83,500 231,591 414,310
Genera and Administrative 155,899 173,215 188,731 207,448 267,220 478,050
EBITDA 184,655 263,593 126,627 192,516 926,363 1,497,890
Depletion, Depreciation and Accretion 262,801 256,682 363,093 281,520 700,620 745,439
EBIT (78,146) 6,911 (236,466) (89,004) 225,743 752,450
Income Taxes
Current (38,327) 5,830
Future 22,659 9,660 (105,039) (64,043) 79,010 263,358
Net Income (L 0ss) (60,544) (8,579) (131,427) (24,961) 146,733 489,093
Loss per Share - - (0.02) - - 0.01
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Texalta Petroleum Ltd. - Balance Shest

(in C9)
2003 2004 2005 2006 2007E 2008E

Assets
Current Assets
Cash 50,529 47,768 - 1,471,231 3,507,978 3,865,530
Accounts Receivables 101,139 30,979 77,707 235,449 712,587 1,274,800

151,668 78,747 77,707 1,706,680 4,220,565 5,140,330
Property and Equi pment 1,090,043 1,398,668 1,452,377 1,941,661 3,241,041 4,495,602

1,241,711 1,477,415 1,530,084 3,648,341 7,461,606 9,635,932

Liabilities

Current Liabilities

Bank Loan and Advances - 257,942 -

Accounts Payable and Accrued Liabilities 137,412 353,012 20,077 1,169,272 1,022,006 2,285,428

Income Taxes Payables - 148,692 148,692
137,412 353,012 278,019 1,169,272 1,170,698 2,434,120

Asset Retirement Obligations 65,478 76,478 96,560 116,090 123,590 131,090

Future Income Taxes 224,222 233,882 128,843 472,300 448,010 448,010
427,112 663,372 503,422 1,757,662 1,742,298 3,013,220

Shareholders Equity

Share Capital 1,513,182 1,505,818 1,797,548 2,414,891 6,052,157 6,052,157
Contributed Surplus 15,387 67,703 134,308 365,899 780,209
Purchase Warrants - 205,030 18,070 18,070
Deficit (698,583) (707,162) (838,589) (863,550) (716,817) (227,724)
814,599 814,043 1,026,662 1,890,679 5,719,309 6,622,711
Total Liabilitiesand S.E 1,241,711 1,477,415 1,530,084 3,648,341 7,461,606 9,635,932
© 2007 Fundamental Research Corp. www.resear chfrc.com Michadl Casserly, MBA

PLEASE READ THE IMPORTANT DISCLOSURESAT THE BACK OF THISREPORT



Michael Casserly, MBA Texalta Petroleum Ltd. (TSX.V: TEX-A) — Note Page 6

Texalta Petroleum Ltd. - Cash Flow Statement

(inC%$)

2003 2004 2005 2006 2007E 2008E
Operating Activities
Net Income (60,544) (8,579) (131,427) (24,961) 146,733 489,093
Non-Cash Itens:
Depl etions and Depreciation 262,801 256,682 363,093 281,520 700,620 745,439
Stock Based Compensation 17,600 53,000 83,500 231,591 414,310
Gain on Sde of Property and Equipment (1,934)
Future Income Taxes 22,659 9,660 (105,039) (64,043) (24,290) -

222,982 275,363 179,627 276,016 1,054,653 1,648,842

Changein Non-Cash Working Capital Items:

Accounts Recelvable 48,524 29,360 (46,728) (157,742) (477,138) (562,213)

ARTC Receivable - 4,800

Income Taxes Receivable (36,000) 36,000 7,500 7,500

Prepaid Expenses

Income Taxes Payable (25,409) 148,692

Accounts Payable and Accrued Liahilities (128,679) 215,600 (32,935) 1,149,195 (147,266) 1,263,422
(141,564) 285,760 (79,663) 991,453 (468,212) 708,709

81,418 561,123 99,964 1,267,469 586,441 2,357,552

Financing Activities

Bank Loan

Payment of Bank Loans and Advances 257,942 (257,942) (186,960)
Shares Issued for Cash (net) 35,134 (100) 1,234,547 3,700,000
Share Issue Costs (62,734)

Share Issued for Debt
Contributed Surplus

Norma Course Issuer Bids (10,150) (9,577) (8,854) (21,570)

24,984 (9,577) 248,988 955,035 3,450,306 -
Investing Activities
Acquisition of Property and Equipment (370,240) (665,080) (396,720) (751,243)  (2,000,000) (2,000,000)
Others 203,415 110,773
Short-Term Investments - (665,615)

(166,825)  (554,307)  (396,720) (1,416,858) (2,000,000)  (2,000,000)

Increase(decrease) in Cash (60,423 (2,761 (47,768) 805,646 2,036,747 357,552
Cash (BOP) 110,952 50,529 47,768 - 1,471,231 3,507,978
Cash (EOP) 50,529 47,768 - 805,646 3,507,978 3,865,530
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Fundamental Research Corp. Equity Rating Scale:

Buy — Annual expected rate of return exceeds 12% or the expected return is commensurate with risk

Hold — Annual expected rate of return is between 5% and 12%

Sell — Annual expected rate of return is below 5% or the expected return is not commensurate with risk

Suspended or Rating N/A— Coverage and ratings suspended until more information can be obtained from the company regarding recent events.

Fundamental Research Corp. Risk Rating Scale:

1 (Low Risk) - The company operates in an industry where it has a strong position (for example a monopoly, high market share etc.) or operates in a regulated
industry. The future outlook is stable or positive for the industry. The company generates positive free cash flow and has a history of profitability. The capital
structure is conservative with little or no debt.

2 (Below Average Risk) - The company operates in an industry where the fundamentals and outlook are positive. The industry and company are relatively less
sensitive to systematic risk than companies with a Risk Rating of 3. The company has a history of profitability and has demonstrated its ability to generate positive
free cash flows (though current free cash flow may be negative due to capital investment). The company’s capital structure is conservative with little to modest use of
debt.

3 (Average Risk) - The company operates in an industry that has average sensitivity to systematic risk. The industry may be cyclical. Profits and cash flow are
sensitive to economic factors although the company has demonstrated its ability to generate positive earnings and cash flow. Debt use is in line with industry
averages, and coverage ratios are sufficient.

4 (Speculative) - The company has little or no history of generating earnings or cash flow. Debt use is higher. These companies may be in start-up mode or in a
turnaround situation. These companies should be considered speculative.

5 (Highly Speculative) - The company has no history of generating earnings or cash flow. They may operate in a new industry with new, and unproven products.
Products may be at the development stage, testing, or seeking regulatory approval. These companies may run into liquidity issues, and may rely on external funding.
These stocks are considered highly speculative.

Disclaimers and Disclosure

The opinions expressed in this report are the true opinions of the analyst about this company and industry. Any “forward looking statements” are our best estimates
and opinions based upon information that is publicly available and that we believe to be correct, but we have not independently verified with respect to truth or
correctness.  Thereis no guarantee that our forecasts will materialize. Actual results will likely vary. The analyst and Fundamental Research Corp. “FRC” does not
own any shares of the subject company, does not make a market or offer shares for sale of the subject company, and does not have any investment banking business
with the subject company. Fees of less than $30,000 have been paid by an investor in TEX to FRC. The purpose of the feeis to subsidize the high costs of research
and monitoring. FRC takes steps to ensure independence including setting feesin advance and utilizing analysts who must abide by CFA Institute Code of Ethics and
Standards of Professional Conduct. Additionally, analysts may not trade in any security under coverage. Our full editorial control of all research, timing of release
of the reports, and release of liability for negative reports are protected contractually. To further ensure independence, the investor has agreed to a minimum coverage
term including an initial report and three updates. Coverage can not be unilaterally terminated. Distribution procedure: our reports are distributed first to our web-
based subscribers on the date shown on this report then made available to delayed access users through various other channels for alimited time. The performance of
FRC’s research is ranked by Investars. Full rankings and are available at www.investars.com.

The distribution of FRC’s ratings are as follows: BUY (85%), HOLD (6.5%), SELL (2%), SUSPEND (6.5%).
To subscribe for real-time access to research, visit http://www.fundamental researchcorp.com/subscribe.php for subscription options.

This report contains "forward looking" statements. Forward-looking statements regarding the Company and/or stock’s performance inherently involve risks and
uncertainties that could cause actual results to differ from such forward-looking statements. Factors that would cause or contribute to such differencesinclude, but are
not limited to, continued acceptance of the Company's products/services in the marketplace; acceptance in the marketplace of the Company's new product
lines/services; competitive factors; new product/service introductions by others; technologica changes; dependence on suppliers; systematic market risks and other
risks discussed in the Company's periodic report filings, including interim reports, annual reports, and annual information forms filed with the various securities
regulators. By making these forward looking statements, Fundamental Research Corp. and the analyst/author of this report undertakes no obligation to update these
statements for revisions or changes after the date of thisreport. A report initiating coverage will most often be updated quarterly while a report issuing a rating may
have no further or less frequent updates because the subject company islikely to bein earlier stages where nothing material may occur quarter to quarter.

Fundamental Research Corp DOES NOT MAKE ANY WARRANTIES, EXPRESSED OR IMPLIED, AS TO RESULTS TO BE OBTAINED FROM USING THIS
INFORMATION AND MAKES NO EXPRESS OR IMPLIED WARRANTIES OR FITNESS FOR A PARTICULAR USE. ANYONE USING THIS REPORT
ASSUMES FULL RESPONSIBILITY FOR WHATEVER RESULTS THEY OBTAIN FROM WHATEVER USE THE INFORMATION WAS PUT TO.
ALWAYS TALK TO YOUR FINANCIAL ADVISOR BEFORE YOU INVEST. WHETHER A STOCK SHOULD BE INCLUDED IN A PORTFOLIO
DEPENDS ON ONE’S RISK TOLERANCE, OBJECTIVES, SITUATION, RETURN ON OTHER ASSETS, ETC. ONLY YOUR INVESTMENT ADVISOR
WHO KNOWS YOUR UNIQUE CIRCUMSTANCES CAN MAKE A PROPER RECOMMENDATION AS TO THE MERIT OF ANY PARTICULAR SECURITY
FOR INCLUSION IN YOUR PORTFOLIO. This REPORT is solely for informative purposes and is not a solicitation or an offer to buy or sell any security. It is
not intended as being a complete description of the company, industry, securities or developments referred to in the material. Any forecasts contained in this report
were independently prepared unless otherwise stated, and HAVE NOT BEEN endorsed by the Management of the company which is the subject of this report.
Additional information is available upon request. THIS REPORT IS COPYRIGHT. YOU MAY NOT REDISTRIBUTE THIS REPORT WITHOUT OUR
PERMISSION. Please give proper credit, including citing Fundamental Research Corp and/or the analyst, when quoting information from this report.

Fundamental Research Corp is registered with the British Columbia Securities Commission as a Securities Adviser which is not in any way an endorsement from the
BCSC. The information contained in this report is intended to be viewed only in jurisdictions where it may be legally viewed and is not intended for use by any
person or entity in any jurisdiction where such use would be contrary to local regulations or which would require any registration requirement within such jurisdiction.
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