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Overview

Ridgeway Petroleum Corp. (“Ridgeway” or the ‘Company”) is principally engaged in the
business of appraisal and development of its helium and carbon dioxide (“CO,") project (the “St.
Johns Helium/CO, Project” or the "Project") in eastern Arizona and western New Mexico. To
date, the Company has spent approximately $42.0 million in acquiring, exploring and appraising
the St. Johns Helium/CO, Project. The Company currently owns a 100% working interest in
leases covering approximately 200,000 acres and continuously manages its lease position to
optimize its land position within the Project. Currently, the Company is focused on the activities
necessary to finance and develop its helium and carbon dioxide source field, including
additional drilling to further define the field’s reserve potential and to (i) initiate development of a
helium plant at St. Johns field for recovery of helium from a carbon dioxide gas stream (ii)
initiate, beginning in 2007, its own tertiary recovery projects through carbon dioxide flooding
(enhanced oil recovery or “EOR”) by acquisition of pressure depleted fields suitable for carbon
dioxide flooding and (jii) pursue EOR producers for carbon dioxide deliveries in central New
Mexico sufficient to justify pipeline construction from the Company’s source field.

General

Management'’s Discussion and Analysis relating to the consolidated financial statements for the
year ended December 31, 2006 and 2005 follows. All financial data contained herein has been
prepared in accordance with Canadian generally accepted accounting principles. The reporting
currency is the Canadian dollar.

Since early 1997, the Company has completed a number of equity financings for gross
proceeds of approximately $37.0 million including proceeds from the subsequent exercise of
common share purchase warrants issued in conjunction with such financings. In addition, a
further $2.3 million has been raised through the exercise of incentive stock options.

Through December 31, 2006, Ridgeway has expended most of the proceeds on the drilling of
nineteen exploratory and delineation wells, including coring, casing, drill stem testing,
completions and production testing as well as lease acquisition and maintenance and the
completion of feasibility studies and resource evaluations regarding development of a
commercial project. The results of these activities have established that the Company’s St.
Johns Helium/CO, Project has significant gas in place and is potentially a world class asset
Realization of the potential of this resource will continue to be dependent on substantial
additional funding required for the development, implementation and deliverability of the
products for many years and there is no certainty that the resource project will be successful or
profitable.

In the first quarter of 2003, the Company signed a fifteen year take or pay contract with Air
Liquide for the purchase of Ridgeway's liquid helium once in production.

In 2004, the Company completed the drilling of the 11-18 helium/CO, well. Initial test results
reported that the deepest known productive zone has a helium content' pf a_pprgxnmately 0.575
percent. These results are significantly higher that the helium composition in either of the two
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wells previously tested in this zone. Notwithstanding the technical difficulties associated with this
well, the initial results were positive. Further testing of the well will be deferred until such time as
additional wells are drilled.

In February 2005, the Board of Directors of the Company announced the appointment of Barry
D. Lasker as Director, President and CEO. Mr. Lasker is located in Houston, Texas where a
new head office has been established. Mr. Lasker replaced Walter B. Ruck, who announced his
intended resignation as President in December 2004 pending appointment of his successor.
Mr. Ruck was the founding shareholder of the Company in 1980 and remained as a Director
and Chairman of the Board until his sudden passing in July 2005. In late July 2005, Rodney L.
Eson was appointed Chairman of the Company.

Throughout 2006, the Company spent considerable time and effort pursuing the necessary
financing that would allow the Company to proceed with appraisal activity at St Johns and at the
same time protect leases that were scheduled to expire in early 2007. Included in this effort was
considerable discussions with potential joint venture partners that would earn their way into the
project by meeting certain financial commitments, however as time progressed it became
evident, again, that by going this route the Company would be left with a minority, non-operated
position with little potential upside. As a result of these discussions it was decided that
Management had to continue to seek a financing solution that would allow the payment of the
outstanding debt due and to provide capital to drill wells, appraise the field, protect the leases
and at the same time allow the Company to maximize the value of the project for its
shareholders.

In the first quarter of 2006, the Company reapplied for several leases covering approximately
63,000 acres that had reached their ten year expiry date. At the time of the drawing the
Company was confident that it would be able to reacquire most of these leases, however after
several months of inaction from the Arizona State Land department the Company became
aware that our multiple filings for the leases would not be allowed. The drawing for these leases
was finally held in the first quarter of 2007 and the Company was successful in reacquiring
approximately 9,800 acres. The Company has appealed to the State Land Department that the
drawing was full of irregularities and has demanded that the drawing be reviewed.

In March 2006, the Company purchased a used air drilling rig with the capacity to drill to the
basement formation at the St. John’s field. The purchase of this rig was to accelerate the
proposed drilling program that is currently being undertaken. In December 20086, the drilling rig
was sold to a third party drilling contractor who refurbished the rig and has made it available to
the Company at St Johns

In July 2006, the Company closed the Calgary office and moved the administration, financial
and technical functions to Houston, Texas where a new office was established. The decision to
move the office was based on the increased CO2/technical talent pool that was available in
Houston and to be closer to several oil and gas focused investment funds.

In September 2006, the Company was able to close an interim financing of $627,000 that
provided working capital to pursue a larger financing. With this interim financing completed, the
Company let go of its financial advisor and began an extensive road-show in the US and
Canada that targeted the high net worth individual investor. In December, 2006 the Compaqy
announced a non-brokered private placement to raise $6.5 million and closed that placement in
January, 2007 after raising approximately $9.5 million (before share issue costs).



In January, 2007 the Company paid approximately US$2.8 million to its Note holders and paid
off the Notes in full thereby becoming debt free.

Also in January, 2007 the Company received all approvals for the formation of the Cottonwood
Canyon Unit Agreement in Catron County, New Mexico. The Cottonwood Canyon Unit area is
located in Catron County, New Mexico and covers an area of 89,734 acres. The Unit Agreement
calls for the orderly development of the Unit area over a 5 year period. Ridgeway Arizona Oil
Corp has been designated as the Unit Operator and is the only working interest participant in the
Unit. The effective date for the Unit formation was January 15, 2007.

In February, 2007 the Company began a 12 well drilling program that would provide additional
data regarding field wide reserves and deliverability and at the same time preserve the
Company’s dominant acreage position in the area. Three wells were drilled, completed and
tested on three separate leases prior to a lease expiry date of February 22™ 2007 with each
lease being granted a two year extension from the Arizona State Land department. The
Company currently has three rigs in operation at St Johns and has now completed drilling six
wells, is drilling on two additional wells and is expected to be on location on April 27% 2007 for
the three remaining wells. One additional well is currently being drilled in New Mexico.

Previously the Company has reported that it had anticipated that by now, Reliant Processing
would have achieved their projected volume target of 500 liquid tons of CO, per day from their
liquids plant. However, in July 2003, Reliant shut down production from the plant. In the second
quarter of 2005, the Company was notified by Reliant of their intent to arbitrate a contractual
dispute between the two organizations pursuant to which Reliant is claiming unliquidated
damages. The Company believed this claim was without merit and instructed its U.S. counsel to
vigorously defend the matter. During April 2006, Reliant and the Company negotiated a
settlement agreement whereby Ridgeway has agreed to drill 2 new well, at a mutually agreed
location, that could potentially be used as a replacement to the original well and be made
available to Reliant to process the gas stream through the Reliant plant. The Company intends
to make available to Reliant one or more wells from the 2007 Winter drilling program to allow
Reliant to evaluate the gas quality for food grade processing.

In February 2007, the Company announced the acquisition of a New Mexico oilfield that the US
Department of Energy (DOE) has identified as having considerable enhanced oil recovery
(EOR) potential. The acquisition covers 15,000 acres in a 19,000 acre mature oilfield that has
produced approximately 24 million barrels of oil to date, leading to only 14% recovery of the
original 180 million barrels of oil in place. The Company's independent EOR consultants,
Advanced Resources International (ARI), completed a proprietary review of the field for
Ridgeway and in a report dated January 3, 2007 has estimated that the field could recover an
additional 34 million barrels of oil using state of the art CO2 injection processes. These are
categorized as contingent resources under Ni51-101. ARI also estimates that the field has the
potential, once fully flooded, to reach an EOR peak production rate of over 10,000 barrels of oil
per day. The Company intends to initiate a pilot CO2 flood of the property following the
completion of the Company’s winter drilling program at the St Johns helium and CO2 field
located in Apache County, Arizona and Catron County, New Mexico. Under NI51-101
Contingent Resources are those quantities of oil and gas estimated on a given date to be
potentially recoverable from known accumulations but are currently not economic.

The Company’s focus for 2007 is to acquire additional oilfields in the Permian Basin for CO2
flooding as part of its strategy to build a substantial EOR reserve base, while at the same time

further developing the St Johns gas resource.



Selected Annual Data

The following financial data, which has been prepared in accordance with Canadian generally
accepted accounting principles, is derived from the Company’s audited financial statements for
the three years ended December 31, 2006:

2006 2005 2004
Total Revenues 4487 $ 7248 $ 110,876
Net Loss (2,806,069) $  (2,493,939) $  (2,178,541)
Basic and diluted per share (0.06) $ (0.06) $ (0.05)

Total Assets
Long-term Liabilities
Total Equity

43,738,733 $ 44220939 $ 41,068,761
8,146,844 § 8,623,767 $ 8,604,999
31,374,421 § 32478926 $ 32,226,201

NP PP NPh»

Liquidity and Capital Resources

At December 31, 2006, the Company had a working capital deficit of $2,619,176, principally
related to the current maturities of two notes payable aggregating $3.2 million which were
subsequently repaid in January 2007.

At December 31, 2006, the Company had plans to drill eleven additional wells at the St. Johns
field from proceeds of a private placement it had undertaken prior to year end. The impact on
liquidity will be significant from both activities. Although expenditures are uncommitted, the
Company estimates drilling activities in connection with these wells will approximate in excess
of US$9.0 million.

Ridgeway has demonstrated the ability to raise the necessary capital, as it is required. As the
Company does not believe its current share price reflects the value of the Company, each
recent financing has been relatively modest in order to minimize the impact of dilution on
existing shareholders.

The Company will continue to require additional funds. Ridgeway believes that it has access to
sufficient equity capital to maintain the asset during this period. In addition, there are common
share purchase warrants and incentive stock options outstanding, which when exercised over
the next nine months, could provide funds of approximately $19.4 million.

To date, all of the Company's equity financing has been denominated in Canadian dollars.
However, as the Company's major asset is located in the United States, the majority of its
operations are conducted in U.S. dollars. This has resulted in the Company being exposed to
the impact of a fluctuating Canadian dollar. Ultimately, it is the Company's objective to obtain
U.S. funding and thereby reduce the foreign exchange exposure.

In 2006, the Company sold Units of equity for approximately $0.6 million, net of issue costs
through a private placement. The Units were priced at $0.40 each and included one share of
common and one warrant to purchase one common share at $.60 for a period of one year

In the third quarter of 2005, the Company arranged interim unsecured debt financing of U.S.
$500,000 originally due March 31, 2006 and bearing interest at 10% per annum. By agreement
dated March 31, 2006 the U.S.$500,000 unsecured debt financing was extended for a period of
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three months and required three monthly payments of US$166,667 by June 30, 2006. Only one
payment was made, in April 2006, and at December 31, 2006 principal of US$333,333 was due
on the Note plus accrued interest The Company accumulated interest on the Note at the default
rate of 15% after May 1, 2006 and following the completion of a private placement in January
2007 the entire amount due on the Note of $412,087 was paid to the Note Holder. The Note
Holder has provided the Company with a release on the Note outstanding.

In December 2005, the Company announced a senior secured note placement of
US$2,000,000. The note was to bear interest at 1 1/2% per month, had a twelve month term
and matured on December 23, 2006. The note was secured by a floating charge on the assets
of a wholly-owned subsidiary. The Company had the right to repay the note prior to maturity
without penalty. 1,000,000 non-transferable warrants of the Company ("Warrants") were granted
to the lender. Each Warrant entitled the holder to purchase one share of the Company at a price
of Cdn$0.50 per share until the maturity date of the note. The warrants expired on December
23, 2006 and were not purchased by lender. In November 20086, the Company had begun
discussions with the lender to extend the Term of the Note for up to 6 months. In mid December
2006, the Company agreed to accept lenders terms provided that all Terms of the Note
extension were approved by the TSX Venture Exchange. In January 2007, the Company
received notification from the Exchange that the Terms to the Note extension were not
approved. On January 18, 2007 the Company paid lender the sum of US$ 2,384,194 to pay off
the Note in it's entirety and requested lender provide the Company with a written release to the
Note. After discussions between the Company and lender, lender agreed to provide a written
release to the Note provided that the Company granted lender 250,000 shares of the Company.
A written release to the Note was provided to the Company in February, 2007.

In April 2006, the Company extended the expiry date:

» From April 14, 2006 to April 13, 2007, of 357,566 outstanding non-transferable share
purchase warrants issued on April 14, 2005. Each warrant entitled the purchase of one
common share of the Company at a price of $1.00 per share.

* From May 4, 2006 to May 4, 2007, of 570,654 outstanding non-transferable share
purchase warrants issued on May 4, 2005. Each warrant entitled the purchase of one
common share of the Company at a price of $1.30 per share.

e From May 5, 2006 to November 3, 20086, of 1,009,000 outstanding non-transferable
share purchase warrants issued on November 5, 2004. Each warrant entitled the
purchase of one common share of the Company at a price of $1.00 per share. The
expiry of these warrants had been previously extended from November 7, 2005 to May
5, 2006.

In September 2006, the Company completed a non brokered private placement.for $627,000.
The placement was comprised of units priced at $0.40 per unit. Each unit cpmpnsed one share
of the Company and one non-transferable share purchase warrant entltllqg the holder tp
purchase one additional share of the Company for every warrant held at a price of $0.60 until
September 15, 2007. The securities issued in the private placement were subject to hold

periods that expired January 15, 2007.



In December 2006, the Company announced a non brokered private placement for up to a
maximum of $6,500,000. The placement was comprised of units to be priced at $0.54 per unit.
Each unit comprised one share of the company and one whole non-transferable share purchase
warrant entitling the holder to purchase one additional share of the company for every warrant
held at a price of $1.00 for one year from the date of closing of the private placement.

In January 2007, the Company closed the aforementioned placement with gross proceeds of
$9,213,248 consisting of 17,061,571 Units at $0.54 per unit. Each Unit consists of one share of
the Company and one non-transferable share purchase warrant entitling the holder to purchase
one additional share of the Company for every warrant held at a price of $1.00 until January 19,
2008. Finder's fees totaling $639,998 cash, 28,000 Units and 125,371 shares were paid. All
securities issued in the private placement are subject to hold periods expiring May 20, 2007.

Results of Operations
Year Ended December 31, 2006 and 2005

Expenses Year Ended December 31,
2006 2005

Accounting and audit $ 95,518 $ 44,500
Accretion 20,456 18,768
Consulting fees 127,131 565,799
Costs related to debt settlement 372,500 -
Depreciation 6,448 11,143
(gain) loss, realized & unrealized 73,604 3,842
Insurance 50,709 36,026
Interest and financing 743,872 144,553
Land management services 87,059 27,746
Legal 353,920 308,382
Loss on disposition of asset 81,289 -
Office and equipment 127,548 166,717
Other 20,628 20,683
Promotion - 23,964
Reclamation - 27,200
Stock-based compensation 256,129 511,020
Transfer and stock exchange fees 71,809 55,290
Travel 58,087 39,052
Wages and salaries 761,228 496,502

$ 3,307,935 $ 2,501,187

The Company incurred a net loss of $2,806,069 for the year ended December 31, 2006
compared to a net loss of $2,493,939 during the same period in 2005. The increase in the loss
in the current period is principally the result of increased interest expense ($599,319) and
related debt settlement cost ($372,500) related to the secured indebtedness negotiated in
December 2005, and a loss on an asset disposition ($81,289) related to used drilling equipment
purchased and sold during the year.

Interest expense included amortization of deferred debt issue costs ($128,563) as well as
interest calculated at higher rates of 15% and 24% for amounts past due on the Note payable



and the Secured Note, respectively. Decreases in consulting fees ($438,668) reflected an
absence of investment banking services and fewer consultants. Offsetting this decrease,
salaries and wages increased due to severance recognized on closing the Calgary office
($197,000) and the addition of two US employees. A decrease in stock-based compensation
($254,891) resulted from fewer stock options granted compared to 2005. An additional factor
influencing the results for both periods is the continuing fluctuation of the Canadian dollar
relative to the United States dollar. Over one half of the operating expenses and virtually all of
the capital expenditures are paid in United States dollars which to date have primarily been
funded in Canadian dollars. Over the past three years, the Canadian dollar has gradually
strengthened.

Further losses will be incurred during this development stage of the St. Johns Helium/CO,
Project. Profitability will not occur until the Project is further developed and Helium and/or COsis
flowing to markets.

Resource property expenditures were $502,429 in 2006 compared to $710,761 in the prior
period, all of which were attributable to the St. Johns Helium/CO, Project.

Results of Operations
Fourth quarter 2006 compared to fourth quarter 2005

The Company incurred a net loss of $1,019,993 for the three months ended December 31, 2006
compared to a net loss of $525,748 during the same period in 2005. The increase in net loss is
related principally to debt settlement costs ($372,500) associated with the recognition of a
contingent liability on the Secured Note being subsequently settled with an agreement to issue
250,000 of common stock. In addition, interest expense for a partial quarter in 2005 related to
the Secured Note issued December 23, 2005 while fourth quarter 2006 included a full quarter
interest expense. A loss on disposition of assets in fourth quarter 2006 of $81,291 related to
the sale of used drilling equipment also represented an increase over the fourth quarter of 2005.
Offsetting these increases, an income tax recovery of $479,379 was recorded in fourth quarter
2006.

Results of Operations
Year Ended December 31, 2005 and 2004

The Company incurred a net loss of $2,493,939 for the year ended December 31, 2005
compared to a net loss of $2,178,541 during the same period in 2004.

The increase in the loss in the current period is principally the result of increased interest
expense ($144,553), increased legal expense ($195,909) and increased wages and salaries
($134,927). Reduction in expenses included decreases in stock-based compensation expense
(287,080) and consulting fees ($50,738).

In 2004, the Company received proceeds ($100,000) from the settlement of a lawsuit, which
accounted for the decrease in revenue in 2005.

In 2005, there were increases in interest and financing, legal and wages and salaries. There
were also reductions in stock-based compensation and consulting fees.






