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Auditors’ Report

To the Shareholders of
Ridgeway Petroleum Corp.

We have audited the consolidated balance sheets of Ridgeway Petroleum Corp. as at

December 31, 2006 and 2005 and the consolidated statements of operations and deficit and cash flows
for the years then ended. These financial statements are the responsibility of the company’s
management. Our responsibility is to express an opinion on these financial statements based on our
audits.

We conducted our audits in accordance with Canadian generally accepted auditing standards. Those
standards require that we plan and perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects, the
financial position of the company as at December 31, 2006 and 2005 and the results of its operations

and its cash flows for the years then ended in accordance with Canadian generally accepted accounting
principles.

%WWW LLP
Chartered Accountants

Calgary, Alberta

PricewaterhouseCoopers refers to the Canadian firm of PricewaterhouseCoopers LLP and the other member firms of PricewaterhouseCoopers
International Limited, each of which is a separate and independent legal entity.



RIDGEWAY PETROLEUM CORP.

Consolidated Balance Sheets

December 31, 2006 and 2005

2006 2005
Assets
Current assets
Cash and cash equivalents $ 1,082,388 $ 2,353,764
Receivables 377,363 2,224
Prepaid assets 138,541 30,345
1,598,292 2,386,333
Deferred charges (Note 8) - 128,563
Office furniture, equipment and automotive, net 25,605 42,943
Resource Properties, net (Note 3) 42,032,418 41,552,614
Restricted cash 82,418 110,486
$ 43,738,733 $ 44,220,939
Liabilities and Shareholders' Equity
Current liabilities
Accounts payable and accrued liabilities $ 986,499 $ 360,746
Secured Note & Promissory Note (Note 8) 3,230,969 2,757,500
4,217,468 3,118,246
Asset retirement obligation (Note 4) 247,767 227,311
Future income tax liability (Note 6) 7,899,077 8,396,456
Shareholders' equity
Equity instruments (Note 5) 66,897,962 66,532,693
Equity instruments subscribed (Notes 5 and 14) 846,668 -
Contributed surplus (Note 5) 4,160,432 3,670,805
Deficit (40,362,236) (37,556,167)
Common shares acquired, at cost (Note 5) (168,405) (168,405)
31,374,421 32,478,926
$ 43,738,733 $ 44,220,939

Going Concern (Note 1)

See accompanying notes to consolidated financial statements.

Approved by the Board of Directors:

/{/ﬁ M Director

g

Director



RIDGEWAY PETROLEUM CORP.

Consolidated Statements of Operations and Deficit

Years ended December 31, 2006 and 2005

2006 2005
Revenues
Interest and other $ 4,487 $ 7,248
4,487 7,248
Expenses
Property lease administration costs 87,059 27,746
General and administrative 1,666,576 1,756,915
Costs related to debt settlement (Notes 8 and 14) 372,500 -
Accretion of asset retirement obligation (Note 4) 20,456 18,768
Depreciation 6,448 11,143
Foreign currency translation loss 73,604 3,842
Interest and financing (Note 8) 743,872 144,553
Loss on asset disposition 81,289 -
Reclamation loss - 27,200
Stock—based compensation (Note 5) 256,129 511,020
3,307,935 2,501,187
Loss for the year before income taxes (3,303,448) (2,493,939)
Income taxes — future income tax recovery (Note 6) (497,379) -
Loss for the year (2,806,069) (2,493,939)
Deficit, beginning of year (37,556,167) (35,062,228

Deficit, end of year

$ (40,362,236)

$ (37,556,267)

Loss per share - basic and diluted (Note 2)

$ (0.06)

$ (0.05)

Going Concern (Note 1)

See accompanying notes to consolidated financial statements.



RIDGEWAY PETROLEUM CORP.

Consolidated Statements of Cash Flows

Years ended December 31, 2006 and 2005

2006 2005
Cash (used in) provided by:
Operating activities
Net earnings (loss) for the year $(2,806,069) $(2,493,939)
Items not involving cash
Accretion of asset retirement obligation 20,456 18,768
Amortization of debenture discount 278,563 100,000
Stock based compensation expense 256,129 511,020
Future income tax recovery (497,379) -
Loss on asset dispositions 81,291 -
Depreciation 6,448 11,143
Unrealized foreign exchange gain 96 (20,000)
(2,660,467) (1,873,008)
Changes in non-cash working capital 139,495 170,912
Cash (used in) operations (2,520,972) (1,702,096)
Investing activities
Property expenditure (5602,429) (710,761)
Purchase of drilling equipment (440,819) -
Proceeds from disposition of drilling equipment 372,013 -
Purchase of office furniture and equipment - (3,788)
Reductions in restricted cash 28,068 -
Changes in non-cash working capital (348,545) (166,021)
Cash (used in) investing activities (891,712) (870,570)
Financing activities
Issuance of equity instruments for cash, net of issue costs 598,767 1,976,644
Initial proceeds from equity instruments subscribed, net 846,668 -
Issuance of short term borrowings - 3,307,937
Repayments of short term borrowings (186,034) (500,000)
Changes in non-cash working capital 881,907 119,563
Cash (used in) provided by financing activities 2,141,308 4,904,144
Change in cash and cash equivalents (1,271,376) 2,331,478
Cash and cash equivalents, beginning of year 2,353,764 22,286
Cash and cash equivalents, end of year $ 1,082,388 $ 2,353,764

Going Concern (Note 1)

See accompanying notes to consolidated financial statements.



RIDGEWAY PETROLEUM CORP.

Notes to Consolidated Financial Statements

Years ended December 31, 2006 and 2005

1.

Going Concern

Ridgeway Petroleum Corp. (a company incorporated in British Columbia, Canada) and it's wholly
owned subsidiaries (the Company) principally operates in the United States and is engaged in the
business of development of its helium and carbon dioxide project in eastern Arizona and western
New Mexico. The Company has spent approximately $42.0 million to date in acquiring, exploring
and developing the project. As disclosed in the Consolidated Statements of Operations and Deficit
and Cash Flows respectively, the net loss for the year ended December 31, 2006 was $ 2,806,069
and the cash used in operating activites was $2,520,972. The working capital deficit was
$2,619,176 at December 31, 2006. These factors cause substantial doubt concerning the
Company’s ability to continue operations.

Subsequent to year end 2006, the Company completed a private placement of stock and warrants
and used the proceeds to settled outstanding and certain contingent indebtedness and made a
property acquisition (see Note 14). Continuation of operations and realization of the capitalized
cost of resource properties are dependent upon the Company obtaining long term contracts for
carbon dioxide, constructing the appropriate facilities, obtaining additional external financing and
achieving profitable operations. Management 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 (iii) pursue EOR
producers for carbon dioxide deliveries in central New Mexico sufficient to justify pipeline
construction from the Company’s source field. With regard to item (iii), initial projects are currently
being targeted to areas where carbon dioxide deliveries will serve the interests of other third party
enhanced oil recovery projects where they currently are focused in New Mexico and Texas. The
securing of long term contracts for carbon dioxide delivery with enhanced oil recovery operators is
a critical step in this process. If these contracts are not obtained, the Company may not be able to
fully realize its assets.

The ability to continue operations represents an uncertainty with regard to the preparation of
financial statements especially related to determinations of asset impairment, if any, in the
periodic reviews that the Company must undertake concerning amounts capitalized as resource
properties.

These financial statements have been prepared in accordance with generally accepted
accounting principles which assumes the Company will be able, which may or may not be
appropriate, to realize assets and discharge liabilities in the normal course of business for the
foreseeable future and does not reflect adjustments that would otherwise be necessary if the
going concern assumption was not appropriate. Such adjustments could be material.



RIDGEWAY PETROLEUM CORP.

Notes to Consolidated Financial Statements, Page 2

Years ended December 31, 2006 and 2005

2. Summary of significant accounting policies

These financial statements are presented in Canadian dollars unless otherwise stated and are
prepared in accordance with Canadian generally accepted accounting principles. The preparation
of the financial statements requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and the disclosure of contingencies at the date of
the financial statements, and revenues and expenses during the reporting period. Specific
estimates made by management include asset retirement obligations, fair values of equity
instruments, taxes and the resource property impairment review. Actual results could differ from
those estimated.

The objectivity and integrity of data in these financial statements, including estimates and
judgements relating to matters not concluded by year end, are the responsibility of management
of the Company. In management’s opinion, the financial statements have been properly prepared
and are within the framework of the Company’s accounting policies.

Principles of consolidation

The consolidated financial statements of the Company include the accounts of Ridgeway
Petroleum Corp. and its wholly-owned subsidiary, Ridgeway Petroleum (Florida), Inc. (“RF”). The
consolidated financial statements of RF include the results of its wholly-owned subsidiary, Arizona
Resources Industries, Inc. and its wholly-owned subsidiaries, Ridgeway Arizona Oil Corp. and
Phoenix Energy, Inc. (formerly Ridgeway Industries, Inc.).

Foreign currency translation

The operations of the Company’s United States subsidiaries are classified as fully integrated.
Assets and liabilities are translated into Canadian dollars at exchange rates prevailing at the
balance sheet date for monetary items and at exchange rates prevailing at the transaction dates
for non-monetary items. Expenses are translated at average exchange rates prevailing during the
period with the exception of write-downs, which are translated at historical rates. Exchange gains
or losses are included in earnings.

Depreciation

Office furniture and equipment are depreciated using the declining balance method at a rate of
20% per year. Automotive is depreciated using the declining balance method at a rate of 30% per
year.

Revenue recognition
Revenue from the production of crude carbon dioxide is recognized at the time titie passes to the
purchaser.



RIDGEWAY PETROLEUM CORP.

Notes to Consolidated Financial Statements, Page 3

Years ended December 31, 2006 and 2005

Cash and cash equivalents

Cash and cash equivalents include short-term investments with a maturity of three months or less
when purchased.

Restricted cash

Restricted cash includes deposits made to support statutory bonds required to operate oil and gas
wells on federal and state leases. Specifically, the Company has purchased certificates of deposit
to cover individual or blanket well plugging bonds in connection with wells on its property interests
in New Mexico and Arizona in amounts specified by regulators. These deposits must be
maintained until the wells are plugged and abandoned or sold.

Resource properties

Direct expenditures are initially capitalized, net of recoveries, and written off if no reserves are
found. Other costs are expensed until development commences. In response to the measurement
uncertainty surrounding the carrying value of the Company’s resource properties, management
performed a comprehensive impairment review. As part of this review, independent professional
reservoir engineers were engaged to evaluate the resource properties and to compute various
estimated cash flow scenarios. As a result of this impairment review, the Company concluded that
the carrying value of the resource properties is recoverable and that no impairment existed.

Asset retirement obligation

The Company provides for asset retirement obligations. Liabilities are recognized for retirement
obligations associated with tangible long-lived assets, such as well sites. The obligations within
the scope of this standard are those for which the Company faces a legal obligation for settlement
(or has made promissory estoppel). The initial measurement of the asset retirement obligation is
at fair value, defined as “the price that an entity would have to pay a willing third party of
comparable credit rating to assume the liability in a current transaction other than in a forced or
liquidation sale.” The asset retirement cost, equal to the estimated fair value of the asset
retirement obligation, is capitalized as part of the cost of the related long-lived asset. Amortization
of asset retirement costs is included in depletion expense on the consolidated statement of
operations. Increases in the asset retirement obligation resulting from the passage of time are
recorded as accretion of asset retirement obligation in the consolidated statement of operations.
Actual expenditures incurred are charged against the accumulated obligation to the extent that a
liability has been recorded.

Income taxes

Income taxes are recorded using the liability method of accounting. Under this method, future
income tax liabilities are determined by applying the expected tax rate at the time of reversal to
the temporary differences between the accounting and tax bases of the Company’'s assets and
liabilities. The future benefit of current and past tax losses is recognized whenever it is more likely
than not that the Company will be able to generate sufficient future taxable income to utilize the

tax losses before they expire.



RIDGEWAY PETROLEUM CORP.

Notes to Consolidated Financial Statements, Page 4

Years ended December 31, 2006 and 2005

Stock-based compensation

The Company periodically grants stock options to directors and empioyees of the Company. The
Company records compensation expense in the Consolidated Financial Statements for stock
options granted to directors and employees using the fair value method. Fair values are
determined using the Black-Scholes option pricing model (see Note 5).

Per share data

The diluted per share information is calculated using the treasury stock method. The treasury
stock method assumes the notional exercise of all in-the-money stock options and warrants and
that all notional proceeds to the Company are used to repurchase the Company’s common shares
at the average market price during the period. No adjustment to diluted earnings per share is
made if the result of this calculation is anti-dilutive. The weighted average number of shares
outstanding during the year, which was used for purposes of the computation of per share data,
was 43,511,638 (2005- 42,722,700) for basic. Diluted weighted average shares was 43,980,926
shares for 2006 (2005 - same as basic).

3. Property, plant and equipment, net

December 31,

Resource properties, net 2006 2005

Balance, beginning of year $ 41552614 $ 40,841,853
Expenditures 479,804 710,761
Amortization

$ 42,032,418 $41,552,614

Resource property expenditures were incurred on the Company’s Arizona and New Mexico
leases. Of the expenditures, approximately $20 million comprise resource property costs which
are without tax basis. The balance of the expenditures comprises primarily drilling costs and
include approximately $6,551,000 of lease acquisition and rental costs (2005 - $6,087,000). Also
included in resource property costs are asset retirement costs of $214,193 (2005--$214,193).
There has been no amortization or depletion of amounts capitalized since there has been no
production from the properties.

December 31,

Furniture, vehicles and equipment, net 2006 2005
Balance, beginning of year $ 42,943 $ Sgggg
Expenditures - .
Degreciation 1(8'332% (11 ,14?,_)
Retirements (10, =

$ 25,605 $ 42,9

The Company retired furniture and equipment related to closing the Calgary office in June 2006.
4



RIDGEWAY PETROLEUM CORP.

Notes to Consolidated Financial Statements, Page 5

Years ended December 31, 2006 and 2005

In 2006, the Company purchased used drilling equipment in connection with development of its
properties and sold the equipment to a drilling contractor in December, 2006 in exchange for a
short-term note receivable which was subsequently collected in 2007. The cost of equipment,
including costs of refurbishment and disposition was $379,441. The Company expects to engage
the drilling contractor in connection with development activities of the resource properties in 2007.

4. Asset retirement obligation

The following table presents the reconciliation of the beginning and ending aggregate carrying
amount of the obligation associated with the retirement of resource properties.

December 31,
2006 2005
Balance, beginning of year $ 227,311 $ 208,543

Accretion 20,456 18,768
Liabilities incurred - -

$ 247,767 $ 227,311

The total undiscounted amount of estimated cash flows required to settle the obligations is
$903,896 (2005--$903,896), which has been discounted using a credit-adjusted risk free rate of
9% and assumes an inflation rate of 4.0%. Most of these obligations are expected to be settled
over the next twenty years and will be funded from general Company resources at the time of
retirement.
5. Equity instruments
(a) Authorized
25,000,000 preference shares of no par value
100,000,000 common shares of no par value
{b) Issued and out standing

December 31, 2006 December 31, 2005
Common Shares Number Amount Number Amount
Balance, beginning of year 43,501,993 § 66,273,325 41,175,855 $ 64,222,051
Issued
Warrants -- cash 10,000 10,000
Assigned value - - - 500
Incentive stock options - - - -
Shares subscribed but not issued - - - -
(Note 7)
Private placements, net 1,667,500 491,707 2,191,138 1,940,774
Bonus shares — Debenture - - 125,000 100,000
(Note 9)
Balance, end of year 45,069,493 $ 66,765,032 43,501,993 $ 66,273,325




RIDGEWAY PETROLEUM CORP.

Notes to Consolidated Financial Statements, Page 6

Years ended December 31, 2006 and 2005

December 31, 2006

December 31, 2005

Warrants Number Amount Number Amount
Balance, beginning of year 3,478,174 $ 259368 2,09828 $ 104,915
Exercised (10,000) (500)
Private placements 1,567,500 107,060 928,220 25,870
Secured Note (Notes 8 & 14) - - 1,060,000 159,000
Expired (transferred to (2,549,954) (233,498) (5698,332) (29,917)
Contributed Surplus)

Balance, end of year 2495720 $ 132,930 3,478,174 $ 259 368
Total equity instruments $ 66,897,962 $ 66,532,693

At December 31, 2006, common share purchase warrants to purchase 2,495,720 common
shares at exercise prices ranging from $.60 to $1.30 were outstanding. These warrants expire

in 2007.

(c) Contributed surplus

Changes in contributed surplus for the years ended December 31, 2006 and 2005 are as

follows:

December 31,
2006 2005
Balance, beginning of year $3,670,805 $3,129,868
Fair value of stock option grants 256,129 511,020
Contributions related to warrant expirations 233,498 29,917
Balance, end of year $ 4,160,432 $ 3,670,805

(d) Common shares acquired, at cost

During the twelve months ended September 30, 2002, the Company acquired 85,200 of its
common shares, pursuant to a normal course issuer bid, at a cost of $168,405.



RIDGEWAY PETROLEUM CORP.

Notes to Consolidated Financial Statements, Page 7

Years ended December 31, 2006 and 2005

(e) Stock option plan

The Company has a directors and management Stock Option Plan under which a rolling
amount is reserved for issuance of up to 10% of the outstanding common shares as of any
particular grant date. These options are granted with a five-year expiry. Details of the
Company’s plan as at December 31, 2006 and 2005 are presented below.

2006 2005
Weighted Weighted
Number average Number average
of exercise of exercise
(Shares in thousands) options price options price
Outstanding at beginning of year 4,350 $ 1.53 4,015 $ 1.96
Granted 750 0.56 1,110 0.92
Exercised - - - -
Cancelled and expired (2,055) 2.16 (775) 2.86
Outstanding at end of year 3,045 $ 0.86 4,350 $ 1.53
Exercisable at end of year 2,395 $ .94 4,350 $ 1.53

The following table summarizes information about stock options as at December 31, 2006
(Shares in thousands):

Options Outstanding Options Exercisable

Weighted-

Average

Remaining Weighted- Weighted -

Range of Prices Number Contractual Average Number Average

Low High Outstanding Life Exercise Price Exercisable Exercise Price
$ 040 $ o060 1,010 47 $ 057 360 $ 054
$ 095 $ 1.05 850 3.2 $ 1.02 850 $ 1.02
$ 1.00 $ 1.00 1,185 0.8 $ 1.00 1,185 $ 100
$ 040 $ 1.05 3,045 $ 0.86 2,395 $ 094

A total of 9,645 shares were added to the weighted average number of common shares
outstanding during the year ended December 31, 2006 (2005 — Nil) for the dilutive effect of
employee stock options. No adjustments were required to reported earnings in computing
diluted per share amounts due to the net loss for the year. A total of 2,945,000 options (2005
— 4,350,000) were excluded from the diluted calculations as they were anti-dilutive.






