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Texalta Petroleum Ltd. (TSX.V: TEX-A) –Signs LOI to transfer up to 60% interest in the projects in
the Georgina Basin; Fair Value Raised

Sector/Industry: Oil & Gas www.texalta.com

Market Data (as of November 21, 2007)
Current Price C$0.38
Fair Value C$0.65 ()
Rating* BUY
Risk* 5 (Highly Spec)
52 Week Range C$0.22 –C$0.61
Shares O/S 34,717,365
Market Cap C$13.19 mm
Current Yield N/A
P/E N/A
P/B 2.46
YoY Return -11.6%
YoY TSX 5.1%

*see back of report for rating and risk definitions
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FY2007 Highlights
On October 24, 2007, Texalta announced they entered into a Letter of

Intent (LOI) to transfer up to 60% of their interest in the two five–year
exploration permits in the Georgina Basin (Northern Territory,
Australia) for $10 million. We believe it is a favorable valuation for
Texalta, as our valuation on 60% of the projects was $8.55 million.
Therefore, if the proposed deal is completed, we estimate Texalta will of
received a premium of $1.45 million. This deal also allows Texalta to
lower its risks considerably, and simultaneously, allows them to
participate in the upside potential.

The company has made good progress on their properties in
Saskatchewan, Canada, since our initiating report in June 2007. Three of
the company’s eight projects (only two projects were producing at the 
time of our initiating report) are currently producing. Production per day
has increased from 78 boepd (average production for the 12-months
ended June 2007) to 180 boepd (current production).

The company intends to drill seven exploration and development wells
in Saskatchewan in the next 12 months.

Texalta is in a sound cash position. We estimate the company will spend
approximately $3.3 million in exploration and development in the next
12 months. Based on our forecasts, we believe the company will be able
to fund these costs from cash from operations and cash on hand.

We have raised our fair value estimate from $0.60 per share to $0.65 per
share.

Key Financial Data (FYE - June 30)
(C$) 2004 2005 2006 2007 2008E 2009E
Revenue 582,509 517,753 638,549 1,704,449 3,207,703 3,921,038
Net Income (8,579) (131,427) (24,961) 62,260 552,889 650,643
Cash 47,768 - 1,471,231 1,772,748 17,697 242,658
Working Capital (274,265) (200,312) 537,408 2,382,160 1,099,074 1,564,514
Total Assets 1,477,415 1,530,084 3,648,341 6,309,509 7,763,769 9,273,957

Texalta Petroleum Ltd. is a junior oil and gas company with some interesting exploration and development projects in the
Northern Territory of Australia. The risks associated with exploration are offset by the company’s interest in several
existing producing wells in southeastern Saskatchewan, Canada.
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Georgina
Basin,
Australia:
Texalta enters
into a $10 mm
LOI; premium
of $1.45 mm

On October 24, 2007, Texalta announced they had entered into a Letter of Intent (LOI) with
a syndicate of investors represented byOdin Capital Inc. with respect to the company’s two 
5–year exploration permits (EP 103 and EP 104) in the Georgina Basin, Northern Territory,
Australia.

Texalta was granted the exploration permits in late 2006. According to the LOI, which is
expected to be completed in the next two weeks, Odin Capital will grant Texalta $10 million
over a period of two and a half years to earn up to 60% interest in the two permits. Texalta
has already received the first payment of $0.50 million required under the LOI. Odin will
become the operator once they achieve 60% ownership in the permits. Considering that our
valuation on 60% interest in the two exploration permits was $8.55 mm, we believe Texalta
will get a premium of $1.45 million, if the proposed transaction is completed.

Odin Capital is a private equity firm based in Calgary, Alberta. We believe their objective is
to take the projects further (by reprocessing and analyzing seismic data), and subsequently
attempt to re-sell their interest to a major player. Therefore, this deal, we believe, is highly
beneficial for a junior oil and gas company like Texalta at this stage, as it considerably
lowers their risk, and simultaneously, allows them to participate in the upside potential.

A quick review of the company’spermits in the Georgina Basin is presented below.

Texalta holds a 100% interest in the two exploration permits that cover about 5.5 million
acres of land, in the Georgina Basin, located south east of Northern Territory of Australia.
The Georgina Basin, which covers most of the central eastern Northern Territory, is
considered to be one of the most prospective undeveloped onshore petroleum provinces in
the Northern Territory. Major companies including Santos (ASX: STO) and Magellan
Petroleum Australia have interests in producing fields in similar basins in the Northern
Territory. The map below shows the location of the Georgina Basin, inclusive of Texalta’s 
EP 103 and EP 104.

Source: Texalta



Michael Casserly, MBA Texalta Petroleum Ltd. (TSX.V: TEX-A)–Update Page 3

2007 Fundamental Research Corp. www.researchfrc.com Michael Casserly, MBA

PLEASE READ THE IMPORTANT DISCLOSURES AT THE BACK OF THIS REPORT

The basin has no current or historic production. Exploration activities in the past have been
very limited (18 wells at a well density of one per 5,500 sq. km) due to the large size of the
basin and lack of infrastructure and information. Only 750 km of 2D seismic data exists for a
prospective area of 100,000 sq. km. Although the basin has not had any discoveries yet, the
location of the basin, and information on the limited exploration work done in the past,
including 2D seismic data, suggests the presence of active Cambrian era petroleum systems
in the region. Individual trapping situations in the Georgina basin are estimated to hold about
100 mm boe in oil and gas at 300-900 m depth.

Among the four major onshore sedimentary basins which are prospective for hydrocarbons
in the Northern Territory, namely the Amadeus, Georgina, Wiso and Eromanga/Pedirka
Basins, only the Amadeus Basin is currently producing. The Georgina and Pedirka Basins
are considered to have good potential to hold significant oil reserves.

There has been a significant increase in interest in the onshore basins in the Northern
Territory in the past few years. 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. The following recent developments in two onshore basins
(one in the Northern Territory) in Australia, we believe, will further increase interest in this
area.

Recently, PetroHunter Energy Corporation’s (OTC BB: PHUN) wholly owned subsidiary, 
Sweetpea Corporation Pty Ltd., announced that they have identified seven initial well
locations after extensive geologic and geophysical work on their exploration permits in
the Beetaloo Basin. In July 2007, Sweetpea commenced drilling their first well (9,500
feet) in the central portion of the Beetaloo Basin. After 4,500 feet of drilling, the company
announced they encountered over 700 feet of hydrocarbon shows. Sweetpea currently
holds four exploration permits covering approximately 7 million acres within the Beetaloo
Basin, and has applied for another 1.5 million acres under two additional exploration
permits.

We believe this development reflects the significant upside potential in the underexplored
onshore basins in the Northern Territory. The Betaloo Basin lies just north of the Georgina
Basin, and Texalta is currently in the same stage (reprocessing and analyzing seismic) as
Sweetpea was 12 months ago.

Brisbane based Innamincka Petroleum announced, in early October 2007, that they made
a new discovery in the Cooper Basin, located north of South Australia (check the map on
the previous page to for the location of South Australia relative to the Georgina Basin in
the Northern Territory), which is considered to be one of the largest onshore oilfields in
Australia. According to Innamincka, the field holds 120 mm boe of oil in the Cooper
Basin. Oil production is expected to commence within a month. We believe this new
discovery in the Cooper Basin is another positive development for all the oil and gas
companies exploring onshore basins in Australia.
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Saskatchewan
Projects

Wordsworth –
Producing

Texalta’s minimum work requirements for 2007 include seismic reprocessing and 
interpretation of airborne geophysics. The company expects to submit a report covering
details of their first year work to the N.T. Department of Primary Industry, Fisheries and
Mines by December 21, 2007. Texalta has to acquire 100km of seismic to fulfill the
minimum work requirements in 2008.

If the proposed agreement with Odin Capital is finalized, we believe, Texalta will achieve
their second major milestone with regards to its permits in the Georgina Basin (the first was
in late 2006, when they received the permits after long delays in negotiations with the
Australian Native groups that hold surface rights throughout the region). We believe that any
positive interpretations from the report covering details of their work in the first year give
Texalta a great head start at this stage.

In addition to the projects in the Georgina Basin, Texalta has interests in eight prospective
areas in the greater Carlyle and Alameda areas in southeast Saskatchewan covering almost
9,000 acres. Texalta is the operator of most of the projects, with working interests ranging
from 25% to 75%. The company has been operating in the area since 1983, and has been
producing on a small-scale for a number of years. The company has made good progress on
these properties since our initiating report. Three of the company’s eight projects (only two 
projects were producing at the time of our initiating report) are currently producing.
Production per day has increased from 78 boepd (average production in the 12-months ended
June 2007) to 180 boepd (current production). Production increased as two additional wells
were put into production in 2007 (one each in West Queensdale and West Wildwood). In the
next section we present an update on the four main projects that are currently under focus.

Texalta is an operating partner with a 47.5% working interest (WI) in the Wordsworth
property that covers 4,000 acres of land. The area, which is defined by seismic, contains a
previously abandoned well, which has a 7m thick payzone that was overlooked. The region
in the abandoned well is considered to have good reservoir potential based on a sample of oil
stained dolomite reservoir rocks and significant electric log anomalies.

This property has one producing well. The discovery well (a horizontal well - HZ 2A2-23),
which was drilled to 2,033 m, was drilled in May 2006. Although the well was put into
production at 220 boepd gross, it is currently flowing at about 65 boepd gross (31 boepd net
for Texalta). However, declining flow rates are not uncommon for horizontal wells in
Saskatchewan. Horizontal wells in the area normally experience rapid decline rates in the
first year, after which, the wells continue to produce at a lower flow rate for several years.

The second well on the property, which was drilled in mid 2007, was not put into
commercial production as flow rates were low. The company plans to convert this well to a
water injector to dispose of salt water from the first well and other future producers.

Plans for the next 12 months: The company and partners, along with Talisman Energy Inc.
(NYSE/TSX: TLM), are planning to shoot 16 km of new 2D seismic in the next few weeks,



Michael Casserly, MBA Texalta Petroleum Ltd. (TSX.V: TEX-A)–Update Page 5

2007 Fundamental Research Corp. www.researchfrc.com Michael Casserly, MBA

PLEASE READ THE IMPORTANT DISCLOSURES AT THE BACK OF THIS REPORT

West
Queensdale -
Producing

West
Wildwood -
Producing

Willmar North
–Development
Stage

Summary–
total 7 wells in
the next 12
months

which is expected to assist them in identifying a location for the next horizontal development
well towards the south and east of the producing well. Subsequently, the company plans to
drill five additional horizontal wells and one vertical well in the area.

Texalta has a 16.05% - 71.6% WI in about 1,440 acres of land in the area. The field has six
horizontal wells and seven vertical producing wells. The property has a gas treatment plant.
All of the oil produced by Texalta and partners are treated and sold in this facility, which is
connected to a producer’s pipeline.The company drilled two horizontal wells in the past 12
months. Both of them were successful, and are each currently producing at 120 boepd–130
boepd gross (31 boepd–33 boepd net for Texalta).

Plans for the next 12 months: Texalta has plans to drill two additional horizontal wells
(costing Texalta $0.7 million) in early 2008.

Texalta is the operator of the 800 acre property with a 50% WI. A horizontal wild cat well
drilled in July 2007 resulted in a new pool discovery, the company’s second pool discovery 
in two years. The well, which was drilled 1,100 m southeast of an abandoned well that had a
7m thick payzone, was put into production in July 2007, at an initial rate of 300 boepd fluid,
which produced 150 boepd oil. The well was tied in to the 8-26-6-2 Battery (in West
Queensdale) in October 2007. However, the pipeline is currently at capacity, and therefore,
surplus oil is being trucked to Virden, Manitoba. Management informed us that a new
pipeline is currently being built.

Plans for the next 12 months: The company thinks the structure can accommodate at least
four additional horizontal wells. They plan to drill the next horizontal well next summer.

Texalta is the operator and has a 50% WI in this property, which is a relatively smaller play
compared to the other projects. The company is targeting the Kisbey sandstone in the field.
An analogous reservoir is located 2 miles south, at the Willmar Kisbey Voluntary unit.
Production in the pool started in 1965. The six wells previously drilled in the area had long
well lives and produced a total of more than 1.2 mmboe. The company has data on 2D
seismic shot in the area, in addition to information on two offsetting wells.

Plans for the next 12 months: Texalta has submitted a licence application to drill a vertical
wildcat well that it identified using 2D seismic data. The company expects to receive the
approval shortly, and drilling (to 1,232 m) is expected to commence in the next few weeks.

Additional wells - In addition to the proposed wells mentioned above, Texalta and its
partners are planning to drill one well in South Queensdale (50% WI) and a deep wildcat
prospect in the East Carlyle area of Saskatchewan. South Queensdale is located on the south
side of the main Queensdale pool, which has produced over 50 mm boe from the
Mississippian Alida formation and the associated Kisbey Sandstone member. The test well
in South Queensdale (drilling is expected to commence on November 22, 2007) is expected
to replicate a successful well located one mile away. The deep well in East Carlyle, which



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

2007 Fundamental Research Corp. www.researchfrc.com Michael Casserly, MBA

PLEASE READ THE IMPORTANT DISCLOSURES AT THE BACK OF THIS REPORT

Review of
Financials

will be drilled to 2,300 m, will test all the prospective zones below the Mississippian Alida
formation.

To summarize, the company intends to drill seven wells (one in Wordsworth, two in West
Queensdale, one in West Wildwood, one in Willmar North, one in South Queensdale, and
one in East Carlyle area) in the next 12 months. We estimate the company will have to spend
about $0.30 million - $0.50 million on each well, which implies a total of $2.10 - $3.5
million for the proposed seven wells.

Revenues almost met expectations: Texalta had an average production rate of 67 boepd in
Q4–2007 (quarter ended June 2007), versus an average production rate of 45 boepd in Q4–
2006. Production in FY2007 was 78 boepd (compared to our estimate of 80 boepd), versus
production of 30 boepd in FY2006. As mentioned earlier, production increased YOY due to
an increase in production from the Wordsworth and West Queensdale projects.

Revenues in FY2007 were $1.70 million (our estimate was $1.78 million) versus $0.64
million in FY2006. The chart below shows the company’s revenues since FY2004, along 
with our revised forecasts.

Revenues and Production
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We have maintained our estimate for 2007 exit production at 180 boepd net (current
production is about 180 boepd net), and an average production rate of 140 boepd net and 180
boepd net for FY2008, and FY2009, respectively. Note that our revenues and production
estimates are very conservative, as they only account for production from the wells that are
currently producing, and do not account for any upside potential. The company is planning
to drill 7 additional wells in the next 12 months. Our estimates will vary if any of these wells
prove to be successful.
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Netbacks
improved YOY

We have raised our revenue forecasts slightly due to higher oil price forecasts. Oil is
currently trading at record highs (US$97/bbl), and is expected to stay higher than $60/bbl
through 2017. The chart below shows current oil price forecasts, versus forecasts one year
ago.
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Our short-term and long-term outlook on oil prices have improved YOY based on relatively
low inventory levels and increasing tensions in the middle east. Although the U.S. economy
is expected to slowdown, growth in global GDP is expected to keep demand for oil high. As
shown in the chart, current price forecasts are higher than forecasts 12 months ago. Note that
the fundamentals (global supply and demand) of oil are not strong enough to support current
prices, and therefore, the short-term and long-term price forecasts are much lower than the
current price.

Revised revenue forecasts: As a result of the revised oil price forecasts, we have raised our
revenue forecasts for FY2008 from $3.19 million to $3.21 million. Our revenue forecast for
FY2009 is $3.95 million (We have introduced our revenue forecast for FY20009 in this
report.)

The table below shows the company’s netbacks since 2004 along with our forecasts. 

2004 2005 2006 2007 2008E 2009E
Revenue / boe $33.7 $45.7 $55.7 $56.7 $68.6 $67.0
Op Costs / boe $7.4 $13.2 $14.2 $10.5 $14.1 $13.4
G&A costs / boe $10.0 $16.7 $19.0 $10.2 $12.1 $11.5
Netback $16.3 $15.9 $22.5 $36.0 $42.5 $42.1

The company recorded a netback of $36.0/bbl in FY2007, versus $22.5/bbl in FY2006.
Operating netback (gross margin per boe) was $46.2/bbl versus $41.5/bbl in FY2006.
Netbacks improved primarily because operating costs and general and administrative (G&A)
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Cash Flows

Cash Position
and Liquidity

Stock Options
and Warrants

Conclusions

expenses per boe dropped YOY due to an increase in production. Operating costs dropped
from $14.2 / bbl to $10.5 / bbl, while G&A expenses dropped from $19.0/bbl to $10.2/bbl.
Although both operating and G&A costs dropped YOY, we have maintained our costs
forecasts, for conservatism. We will review actual costs in the next two quarters before we
make any changes to our forecasts.

Net Income: In FY2007, the company recorded net income of $0.06 million (EPS: $0.00)
versus a net loss of $0.02 million (EPS: -$0.00) in FY2006. We had estimated net profit of
$0.15 million (EPS: $0.00) in FY2007. We have raised our EPS forecasts for FY2008
from $0.49 million (EPS: $0.01) to $0.55 million (EPS: $0.02). Our EPS forecast for
FY2009 is $0.62 million (EPS: $0.02).

In FY2007, the company generated $1.11 million from operations (versus our estimate of
$1.05 mm). However, the company spent $1.54 million on working capital, and therefore,
the net cash outlay for operations was $0.43 million. As for investing activities, the company
spent $1.78 million on capital assets. All of the capital required for investing and operating
activities (total - $2.21 million) were funded through equity financings ($2.58 million in
FY2007).

At the end of FY2007, the company had $1.77 million in cash and term deposits, and
working capital of $2.38 million, versus $1.47 million and $0.54 million, at the end of
FY2006. The table below shows a summary of the company’s cash and liquidity position. 

Liquidity Position 2004 2005 2006 2007 2008E 2009E
Cash + Term Deposits 47,768 - 1,471,231 1,772,748 17,697 242,658
Working Capital (274,265) (200,312) 537,408 2,382,160 1,099,074 1,564,514
Current Ratio 0.22 0.28 1.46 10.63 3.07 3.41
Debt - 257,942 - - - -
Debt / Capital - 16.9% - - - -

Activity Ratios
Days Accounts Receivables 19 55 135 183 183 183
Days Accounts Payables 1,006 49 2,752 302 302 302

Texalta continues to be debt-free. They have a revolving line of credit of $0.30 million (at
prime plus 1.5% p.a. interest). At the end of June 2007, no amount was drawn from this
credit facility.

At the end of FY2007, the company had 2.80 million stock options outstanding (1.59 million
are currently ‘in-the-money’ –assuming that none of the outstanding options were exercised
since June 2007), with a weighted average exercise price of $0.30 per share, and maturity
periods between April 2008 and October 2010. The company also had 1.50 million warrants
outstanding (none of them are currently ‘in-the-money’), with an exercise price of $1.75 per
share, and maturing in December 2008.

We estimate the company will spend approximately $3.30 million in exploration and
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Valuation

development in the next 12 months (Projects in Saskatechewan - 7 wells at $0.40
million/well = $2.80 million, and the Georgina Basin project - $0.50 million). Based on our
forecasts, we believe the company is in a sound cash position, and believe that they will be
able to fund these costs from cash from operations and cash on hand.

Our revised valuation on the company increased from $0.61 per share to $0.65 per share as
summarized in the table below.

The valuation of the projects in the Georgina Basin increased from $0.41 per share to
$0.47 per share: As the projects in the Georgina Basin are in very early stages of
exploration and development, we have continued to value the projects based on the average
enterprise value of comparable companies with exploration permits in Australia.

As shown in the chart below, the adjusted market valuation of Texalta’sprojects in the
Georgina Basin is lower than four of the six peers that we have used in our analysis.

Enterprise Value of Comparables (in C$ mm)
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.
Texalta’s valuation is the adjusted market valuation of the company’s Georgina 

Basin properties (Adjusted market valuation of Texalta’s Georgina Basin property = 
Texalta’s market capitalization –cash– our valuation of the company’s properties in 
Saskatchewan).

Valuation Summary
Previous Revised

Georgina Basin Project $0.41 $0.47
Producing Properties in Saskatchewan $0.11 $0.11
Working Capital $0.09 $0.07

Fair value of the company $0.61 $0.65
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Rating

Risks

 We have excluded 3D Oil Limited (ASX: TDOCA) from our analysis, as we believe
they are in a relatively advanced stage compared to Texalta’s projects.

Based on an average enterprise value of $16.72 million, we believe the fair value of the
company’s projects in the Georgina Basin is $0.47 per share (up from our previous estimate 
of $0.41 per share).

Valuation of the producing properties in Saskatchewan: We have maintained our
valuation on the company’s projects in Saskatchewan at $0.11 per share. Even though we 
expect the company to have an average production rate of 180 boed net in 2008, we have
continued to value the projects based on the known reserve estimates of the Wordsworth and
West Queensdale properties, for conservatism. Therefore, based on an average enterprise
value to boe (EV/boe) ratio of 27 (the average ratio of peers), our valuation of 150,000 bbl of
proved and probable reserves from the two projects is $0.11 per share. Note that this
valuation is very conservative, as it does not account for any of the company’s upside 
potential. Our valuation will change if any of the seven proposed wells proves to be
successful in the next 12 months.

Based on our valuation models, and review of the company’s projects, we reiterate our 
BUY rating, and raise our fair value estimate on the company from $0.60 per share to
$0.65 per share. Our revised fair value reflects an upside potential of 71% from current
price levels. Upside catalysts will arise as the pending LOI with Odin Capital is
completed, and if any one of the seven wells is successful in the next 12 months.

The following risks, though not exhaustive, will cause our estimates to differ from actual
results:

Texalta is exposed to all of the risks associated with a exploration and production
company.

The Georgina Basin is an underexplored basin, and we believe Texalta will likely have to
joint venture the project.

Infrastructure is limited in the Northern Territory compared to other major petroleum
regions.

While we do not expect the company to face cash problems going forward, access to
capital is crucial to be able to continue pursuing exploration and development programs.

Volatility in commodity prices –As revenues are directly related to commodity prices,
growth and profitability of the company will depend heavily on oil and gas prices in
Canada and Australia.

Based on the above-mentioned risks we rate the shares Risk 5 (Highly Speculative).
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APPENDIX

Texalta Petroleum Ltd. - Income Statement
(in C$)

2004 2005 2006 2007 2008E 2009E

Revenues
Oil and Gas Sales 672,187 611,505 693,547 1,776,628 3,425,013 4,298,580
Less: Royalties (101,653) (111,490) (107,524) (181,562) (350,018) (439,292)
Royalty Income 11,843 17,635 22,877 25,140 48,465 60,827
Other Income 132 103 29,649 84,243 84,243 923

582,509 517,753 638,549 1,704,449 3,207,703 3,921,038

Operating Expenses 128,101 149,395 155,085 298,845 641,541 784,208
Gross Margin 454,408 368,358 483,464 1,405,604 2,566,162 3,136,830

Stock Based Compensation 17,600 53,000 83,500 170,000 319,933 391,080
General and Administrative 173,215 188,731 207,448 291,849 549,248 671,391
EBITDA 263,593 126,627 192,516 943,755 1,696,981 2,074,359

Depletion, Depreciation and Accretion 256,682 363,093 281,520 812,095 846,383 1,073,370
EBIT 6,911 (236,466) (89,004) 131,660 850,598 1,000,989

Income Taxes
Current 5,830
Future 9,660 (105,039) (64,043) 69,400 297,709 350,346
Net Income (Loss) (8,579) (131,427) (24,961) 62,260 552,889 650,643
EPS - (0.01) - - 0.02 0.02
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Texalta Petroleum Ltd. - Balance Sheet
(in C$)

2004 2005 2006 2007 2008E 2009E
Assets

Current Assets
Cash 47,768 - 805,616 158,324 - 224,961
Term Deposits - 665,615 1,614,424 17,697 17,697
Accounts Receivables 30,979 77,707 235,449 856,835 1,612,528 1,971,125

78,747 77,707 1,706,680 2,629,583 1,630,226 2,213,784

Property and Equipment 1,398,668 1,452,377 1,941,661 3,679,926 6,133,543 7,060,173
1,477,415 1,530,084 3,648,341 6,309,509 7,763,769 9,273,957

Liabilities

Current Liabilities
Bank Loan and Advances - 257,942 -
Accounts Payable and Accrued Liabilities353,012 20,077 1,169,272 247,423 531,151 649,270
Income Taxes Payables - - -

353,012 278,019 1,169,272 247,423 531,151 649,270

Asset Retirement Obligations 76,478 96,560 116,090 148,290 155,705 163,490
Future Income Taxes 233,882 128,843 472,300 541,700 839,409 1,189,756

663,372 503,422 1,757,662 937,413 1,526,265 2,002,515

Shareholders' Equity
Share Capital 1,505,818 1,797,548 2,414,891 5,905,608 5,898,194 5,890,408
Contributed Surplus 15,387 67,703 134,308 253,758 573,691 964,771
Purchase Warrants - 205,030 14,020 14,020 14,020
Deficit (707,162) (838,589) (863,550) (801,290) (248,401) 402,242

814,043 1,026,662 1,890,679 5,372,096 6,237,503 7,271,442

Total Liabilities and S.E 1,477,415 1,530,084 3,648,341 6,309,509 7,763,769 9,273,957
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Texalta Petroleum Ltd. - Cash Flow Statement
(in C$)

2004 2005 2006 2007 2008E 2009E
Operating Activities
Net Income (8,579) (131,427) (24,961) 62,260 552,889 650,643
Non-Cash Items:
Depletions and Depreciation 256,682 363,093 281,520 812,095 846,383 1,073,370
Stock Based Compensation 17,600 53,000 83,500 170,000 319,933 391,080
Gain on Sale of Property and Equipment
Future Income Taxes 9,660 (105,039) (64,043) 69,400 297,709 350,346

275,363 179,627 276,016 1,113,755 2,016,914 2,465,440
Change in Non-Cash Working Capital Items:
Accounts Receivable 29,360 (46,728) (157,742) (621,386) (755,693) (358,597)
Accounts Payable and Accrued Liabilities 215,600 (32,935) 1,149,195 (921,849) 283,728 118,118

285,760 (79,663) 991,453 (1,543,235) (471,965) (240,479)

561,123 99,964 1,267,469 (429,480) 1,544,949 2,224,961

Financing Activities
Payment of Bank Loans and Advances 257,942 (257,942)
Shares Issued for Cash (net) (100) 1,234,547 2,581,147
Normal Course Issuer Bids (9,577) (8,854) (21,570) (66,990)

(9,577) 248,988 955,035 2,514,157 - -

Investing Activities
Acquisition of Property and Equipment (665,080) (396,720) (751,243) (1,783,161) (3,300,000) (2,000,000)
Others 110,773
Short-Term Investments - (665,615) (948,809)

(554,307) (396,720) (1,416,858) (2,731,970) (3,300,000) (2,000,000)

Increase(decrease) in Cash (2,761) (47,768) 805,646 (647,293) (1,755,051) 224,961

Cash (BOP) 50,529 47,768 - 805,616 158,323
Cash (EOP) 47,768 - 805,646 158,323 (1,596,728) 224,961
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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. There is 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 fee is to subsidize the high costs of research and monitoring. FRC takes steps to ensure independence
including setting fees in 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, TEX-A has agreed to a minimum coverage term including an initial report and three updates. Coverage cannot 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 a limited 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 (80%), HOLD(8%), SELL (5%), SUSPEND (7%).
To subscribe for real-time access to research, visit http://www.researchfrc.com/subscription.htm 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 differences include, 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; technological 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 this report. 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 is likely to be in 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.


