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Pine Cliff Energy Ltd. (TSX Venture symbol – PNE) is a junior energy company that explores for, develops and 

produces oil and natural gas primarily in the Western Sedimentary Basin in Canada and in the future will also

assess and evaluate international opportunities.

The Company’s business strategy is to strive to maximize shareholders value by applying long-term growth objectives.  

The Company’s primary objective is to combine its oil and gas production technical strengths with planned business

strategies to generate above average results and returns for its shareholders.

Forward-Looking Information

Certain information set forth in this document, including management’s assessment of Pine Cliff Energy Ltd.’s (“the Company” or “Pine Cliff”)
future plans and operations, contains forward-looking statements. By their nature, forward-looking statements are subject to numerous risks
and uncertainties, some of which are beyond Pine Cliff’s control, including the impact of general economic conditions, industry conditions,
volatility of commodity prices, currency fluctuations, imprecision of reserve estimates, environmental risks, competition from other industry
participants, the lack of availability of qualified personnel or management, stock market volatility and ability to access sufficient capital from
internal and external sources. Readers are cautioned that the assumptions used in the preparation of such information, although considered
reasonable at the time of preparation, may prove to be imprecise and, as such, undue reliance should not be placed on forward-looking
statements. Pine Cliff’s actual results, performance or achievement could differ materially from those expressed in, or implied by these
forward-looking statements, and, accordingly, no assurance can be given that any of the events anticipated by the forward-looking statements
will transpire or occur, or if any of them do so, what benefits that Pine Cliff will derive therefrom. Pine Cliff disclaims any intention or obligation
to update or revise any forward-looking statements, whether as a result of new information, future events or otherwise. Readers are cautioned
that net present value of reserves does not represent fair market value of reserves. 
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4. INCOME TAXES

The Company has recorded a future income tax asset. The asset relates to the following temporary differences:

2005

Temporary differences related property and equipment and asset retirement obligations $ 168,749

Finance costs 47,505

$ 216,254

Income tax expense differs from the amounts that would be computed by applying Canadian federal and provincial

income tax rates as follows:

2005

Loss before income taxes $ (488,247)

Combined federal and provincial income tax rates 37.62%

Income tax provision calculated using statutory tax rates (183,679)

Increase (decrease) in income taxes resulting from:

Stock based compensation 32,745

Non-deductible crown royalties 4,667

Resource allowance (19,059)

Other 6,141

$ (159,185)

The Company has the following tax pools, which may be used to reduce taxable income in future years, limited to the

applicable rates of utilization:

Rate of Utilization % Amount

Undepreciated capital costs 25 $ 216,298

Canadian oil and gas property expenditures 10 809,254

Canadian development expenditures 30 392,275

Canadian exploration expenditures 100 387,062

Share Issue costs 20 134,118

$ 1,939,007

5. PROPERTY AND EQUIPMENT

2005

Accumulated Depletion

Cost and Depreciation

Undeveloped land $ 5,490 $ –

Petroleum and natural gas properties and related equipment 1,533,319 180,832

$ 1,538,809 $ 180,832

On April 8, 2005, the Company purchased its original properties from Bonterra (see Note 2) for approximately $1,000,000,

with an effective date of January 1, 2005. The properties included one producing property and some exploration lands.

The Company wrote off $588,256 in respect of the cost of the land and development costs incurred in drilling an

exploratory well. The well although capable of production does not contain sufficient reserves to warrant tie-in. No

proved or probable reserves were assigned to the well in the preparation of the third party engineering report.
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6. ASSET RETIREMENT OBLIGATIONS

At December 31, 2005, the estimated total undiscounted amount required to settle the asset retirement obligations was

$42,796. Costs for asset retirement have been calculated assuming a 2.5 percent inflation rate for 2006 to 2010 and 1.5

percent ther after. These obligations will be settled based on the useful lives of the underlying assets, which extend up

to 8 years into the future. This amount has been discounted using a credit-adjusted risk-free interest rate of 5 percent.

Changes to asset retirement obligations were as follows:

2005

Asset retirement obligations, December 31, 2004 $ –

Obligations associated with acquisition and development programs 29,138

Liabilities settled during the year –

Accretion 375

Asset retirement obligations, December 31, 2005 $ 29,513

7. SHARE CAPITAL

Authorized

Unlimited number of Common Shares without nominal or par value.

Unlimited number of Class B Preferred Shares without nominal or par value which may be issued in one or more series.

Issued Number Amount

Common Shares Balance, December 31, 2004 10 $ 1

Issued pursuant to public offering 36,420,031 5,463,005

Share issue costs – (167,647)

Future tax benefit on share issue costs – 57,069

Balance, December 31, 2005 36,420,041 $ 5,352,428

On April 7, 2005, the Company concluded its initial public offering of 36,420,031 Common Shares at $0.15 per share for gross

proceeds of $5,463,005. The Company granted 930,000 stock options to its directors and officers, and an additional 802,000

stock options to other service providers at an exercise price of $0.15 per share. The Company commenced trading on the

TSX Venture Exchange on April 11, 2005.

The company may grant options for up to 3,605,583 common shares. The exercise price of each option granted equals the

market price of the common share on the date of grant and the option’s maximum term is five years.

A summary of the status of the Company’s stock option plan as of December 31, 2005 and December 31, 2004, and changes

during the twelve months and from incorporation periods ending on those dates is presented below:

December 31, 2005 December 31, 2004

Options Weighted-Average Options Weighted-Average

Exercise Price Exercise Price

Outstanding at beginning of period – $0.00 – $0.00

Options granted 1,752,000 0.16 – 0.00

Options cancelled (66,000) 0.15 – 0.00

Outstanding at end of period 1,686,000 $0.16 – $0.00

Options exercisable at end of period – $0.00 – $0.00
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Of the 1,686,000 options that are outstanding as of December 31, 2005, 1,666,000 are exercisable 50 percent on April 5, 2006

and the remaining 50 percent on April 5, 2007. The options all expire on January 31, 2010.

The Company records a compensation expense over the vesting period based on the fair value of options granted to

employees, directors and consultants. On April 5, 2005, the Company issued 1,732,000 stock options with the fair value of

$136,536 ($0.09 per option) estimated using the Black-Scholes option pricing model, assuming a weighted risk free interest

rate of 3.5 percent, expected volatility of 88 percent, expected life of 3.5 years and no annual dividend rate. 

8. COMMITMENTS 

Commencing February 1, 2005, the Company entered into a management agreement with Comstate (see Note 2). The

management agreement consists of a monthly fee of $12,000 per month plus out of pocket costs, a fee of three percent

of net earnings before income taxes, $250 per month per operated producing well and $150 per month per water injector

well. Effective January 1, 2006, the monthly fee increases to $18,000 per month. 

9. FINANCIAL INSTRUMENTS

Fair Values

The Company’s financial instruments included in the balance sheet are comprised of cash, due from related party,

accounts receivable and current liabilities. The fair values of these financial instruments approximate their carrying value

due to the short-term maturity of those instruments. 

Credit Risk

Substantially all of the Company’s accounts receivable are due from customers in the oil and gas industry and are subject

to normal industry credit risks. The carrying value of accounts receivable reflects management’s assessment of associated

credit risks.

Commodity Price Risk 

The Company’s operations and financial results may be affected by fluctuations in commodity prices and exchange rates. 

10. SUBSEQUENT EVENT

The Company has incorporated a subsidiary company, CanAmericas Energy Ltd. (“CanAmericas”) to explore and develop

oil and gas properties primarily in South America. CanAmericas will be owned 93 percent by the Company and seven

percent by a foreign private corporation (“Foreign Corp.”). CanAmericas was initially financed in late February with

$1,400,000 U.S. (for 5,600,000 common shares) from the Company and $100,000 U.S. (for 400,000 common shares) from

Foreign Corp. 

Foreign Corp. has been granted an option to acquire an additional 1,000,000 common shares of CanAmericas at $0.25 U.S.

per common share. This option vests at a rate of 50 percent per year over a two year period.
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