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Pinecrest Energy Inc. 

Condensed Balance Sheets 

(Unaudited, in Canadian dollars, except per share amounts)  

 
As at  

 
Note 

 
September 30, 

2011 
 

 
December 

31, 2010 
(restated to 

 IFRS Note 22) 

 
July 31,  

2010 
(restated to  

IFRS Note 22) 

 
August 1, 

2009 
(restated to 

IFRS Note 22) 

 
ASSETS 

     

Current assets      
 Cash and cash equivalents  $   36,747,441             $   57,002,325 17,960,092 $    436,839 
 Trade and other receivables  12,933,879 5,248,324 507,080 239,266 
 Prepaids and deposits  1,204,288 646,458 158,725 - 

  50,885,608 62,897,107 18,625,897 676,105 
Non-current assets      
Exploration and evaluation assets    7 101,675,420 84,733,613 25,297,075 154,589 
Property, plant and equipment    9 106,975,631 34,987,748 6,928,471 2,319,312 
Deferred tax    12 492,821 2,074,747 234,818 - 

Total Assets 
 

$ 260,029,480  $ 184,693,215 
 

$ 51,086,261 
 

$  3,150,006 

 
LIABILITIES 

     

Current liabilities      
 Trade and other payables    $    26,374,692     $   13,287,076 $   1,061,674 $    142,221 
 Income taxes payable   - - 32,922 226,684 
 Due to related party  - - - 347,951 

  26,374,692 13,287,076 1,094,596 716,856 
Non-current liabilities      
Credit facility 10 - - - - 
Due to related party  - - - 650,148 

Provision for liabilities and other charges 11 2,047,220 3,005,212 2,414,775 134,461 

Deferred tax  - - - 284,274 

Total Liabilities  28,421,912 16,292,288 3,509,371 1,785,739 

      
Shareholders’ Equity      
Share capital  13 221,900,505 163,699,234 42,495,806 1,650,220 
Warrants  14 6,571,260 6,712,871 6,712,871 53,883 
Contributed surplus   5,006,731 2,392,369 1,121,896 71,928 

Accumulated deficit  
 

(1,870,928) (4,403,547) 
(2,753,683) (411,764) 

Total Shareholders’ Equity  231,607,568 168,400,927 47,576,890 1,364,267 

 
Commitments 

 
20   

  

Subsequent events 
 

22 
  

  

Total Liabilities and Shareholders’ 
Equity 

 
$ 260,029,480  $ 184,693,215 

 
$  51,086,261 

 
$   3,150,006 

 
The notes are an integral part of these interim financial statements 
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Pinecrest Energy Inc. 

Condensed Statements of Comprehensive Income (Loss) 

(Unaudited, in Canadian dollars, except per share amounts) 
 

  

Three 
months 

ended 
Two months 

ended 
Nine months 

ended 
Eight months 

ended 

 Note 
September 30, 

2011 
September 30, 

2010 
September 30, 

2011 
September 30, 

2010 

      
Petroleum and natural gas sales  $  13,101,023 $  520,308 $  26,948,472 $  1,276,123 
Royalties  (1,449,296) (42,760) (3,097,704) (135,218) 

Petroleum and natural gas revenue  11,651,727 477,548 23,850,768 1,140,905 
Other operating income (loss)  18,394 10 79,913 (872) 

Total revenue and other 
operating income 

 
11,670,121 477,558 23,930,681 1,140,033 

      
Operating and transportation 

expense 
 

2,463,398 166,221 5,329,970 353,894 
Exploration expense   7 200,778 - 2,326,886 - 
Depletion and depreciation   9 4,051,718 151,719 8,236,320 404,729 
General and administrative 

expense 
 

2,039,484 288,393 3,850,820 2,915,465 

Operating income (loss)  2,914,743 (128,775) 4,186,685 (2,534,055) 
      
Finance expense 18 157,247 9,115 243,109 26,109 

Income (loss) before income tax  2,757,496 (137,890) 3,943,576 (2,560,164) 
Income tax expense      

Current income tax expense  - -  8,508 
Deferred income tax (recovery) 
expense 

   
1,027,739 (4,282) 1,410,957 (155,671) 

  1,027,739 (4,282) 1,410,957 (147,163) 

Net Income (Loss) and 
Comprehensive Income (Loss) 

 
$   1,729,757 $ (133,608) $   2,532,619 $  (2,413,001) 

      

Income (loss) per common share     

Basic 16 $0.01 ($0.00) $0.01 ($0.05) 
Diluted 16 $0.01 ($0.00) $0.01 ($0.05) 

 
The notes are an integral part of these interim financial statements 
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Pinecrest Energy Inc. 

Condensed Statements of Changes in Equity 

(Unaudited, in Canadian dollars) 

 
 Nine months ended September 30, 2011  

  
Note Share Capital 

 
Warrants 

Contributed 
Surplus 

 
Deficit 

 
Total Equity 

       

January 1, 2011  
 

$ 163,699,234 
 

$ 6,712,871 
 

$ 2,392,369 
 

$ (4,403,547) 
 

$ 168,400,927 

Total   
comprehensive 
loss for the period 

 

- - - 2,532,619 2,532,619 
Issue of common 

shares 
 

60,000,000 - - - 60,000,000 
Share issue costs, 

net of tax  (2,484,783) 678 - - (2,484,105) 
Exercise of warrants 14 686,054 (142,289)   543,765 
Share-based 

payments 15 - - 2,614,362 - 2,614,362 

  
58,201,271 (141,611) 2,614,362 2,532,619 63,206,641 

 
September 30, 2011 

 
$ 221,900,505 $ 6,571,260 $ 5,006,731 

$   
(1,870,928) $ 231,607,568 

 
 
 Eight months ended September 30, 2010 

  
Note Share Capital 

 
Warrants 

Contributed 
Surplus 

 
Deficit 

 
Total Equity 

       
 
February 1, 2010 

  
$    1,644,422 

 
$      53,883 

 
$       71,928 

 
$    (474,290) 

 
$    1,295,943 

Total comprehensive 
loss for the period 

 
- - - (2,413,001) (2,413,001) 

Issue of common 
shares and 
warrants 

 
76,931,730 6,722,947 - - 83,654,677 

Share and warrant 
issue costs, net of 
tax 

 
(2,998,818) (41,094) -  (3,039,912) 

Exercise of warrants 14 236,905 (22,865) -  214,040 

Exercise of options 15 187,456 - (53,456)  134,000 
Share-based 

payments 15 - - 1,103,424 - 1,103,424 

 74,357,273 6,658,988 1,049,968 (2,413,001) 79,653,228 

 
September 30, 2010 

 
$  76,001,695 $ 6,712,871 $  1,121,896 

$  
(2,887,291) $ 80,949,171 

 
The notes are an integral part of these interim financial statements 
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Pinecrest Energy Inc. 

Condensed Statements of Cash Flows 

(Unaudited, in Canadian dollars) 

  

Three 
months 

ended 
Two months 

ended 
Nine months 

ended 
Eight months 

ended 

 Note 
September 30, 

2011  
September 

30, 2010 
September 

30, 2011 
September 

30, 2010 

      
Cash flows from operating activities      
Net income (loss)  $    1,729,757 $  (133,608) $   2,532,619 $  (2,413,001) 
Adjustments for:      
   Decommissioning provision  26,069 9,115 70,712 11,832 

    Exploration and evaluation expense  200,778 - 2,326,886 - 
   Depletion and depreciation  4,051,718 151,719 8,236,320 404,729 
   Share-based payments  1,323,545 - 1,948,269 1,957,998 
   Amortized finance costs  18,445 - 24,593 - 
   Deferred income tax expense  1,027,739 (4,282) 1,410,957 (155,671) 
   Change in non-cash working capital  (4,939,344) (330,956) (1,736,038) (1,001,126) 

Net cash from (used in) operating  3,438,707 (308,012) 14,814,318 (1,195,239) 

      
Cash flows from investing activities      

Expenditure on exploration and 
evaluation assets 

 
(4,860,914) (6,005,803) (18,859,521) (15,375,279) 

Acquisition of exploration and 
evaluation assets 

 
- - (2,425,590) (15,768,034) 

Expenditure on property, plant and 
equipment 

 
(25,099,630) (2,895,714) (76,855,844) (3,383,395) 

Acquisition of property, plant and 
equipment 

   
(89,256) (43,439) (666,326) (2,355,246) 

Change in non-cash working capital  15,464,187 2,350,573 6,560,223 2,838,121 

Net cash from (used in) investing 
activities 

 
(14,585,613) (6,594,383) (92,247,058) (34,043,833) 

      
Cash flows from financing activities       

Proceeds from credit facility, net of 
issue costs 

 
10,100,000 - 18,876,222 - 

Repayment of credit facility  (18,950,000) - (18,950,000) - 
Proceeds from issue of common 
shares 

 
60,062,500 35,000,000 60,543,764 77,279,771 

Proceeds from issue of warrants  -  - 6,722,947 
Share and warrant issue costs  (3,310,336) (1,992,151) (3,312,176) (3,971,149) 
Advances to related parties  - - - (772,617) 
Change in non-cash working capital  (7,817) - 20,046 - 

Net cash from (used in) financing 
activities 

 
47,894,347 33,007,849 57,177,856 79,258,952 

Net increase (decrease) in cash and 
cash equivalents  

 
36,747,441 26,105,454 (20,254,884) 44,019,880 

Cash and cash equivalents, beginning 
of period 

 
- 17,960,092 57,002,325 45,666 

Cash and cash equivalents, end of 
period 

 
$  36,747,441 $  44,065,546 $  36,747,441 $  44,065,546 

    
Interest received  $                    - $                 - $             160 $                 - 
Interest paid  $        110,995 $                 - $      115,664 $       24,945 

The notes are an integral part of these interim financial statements 



 

Pinecrest Energy Inc. 
Notes to Condensed Interim Financial Statements  
For the nine months ended September 30, 2011, and eight months ended September 30, 2010 
(Unaudited, in Canadian dollars unless otherwise stated) 
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1. REPORTING ENTITY 
 
Pinecrest Energy Inc. (“Pinecrest or the Company”) was incorporated under the Business Corporations 
Act (Alberta) on March 24, 2006 under the name of Antler Creek Energy Corp. (“ACEC”) as a capital pool 
corporation.   On May 25, 2009, ACEC completed its qualifying transaction by acquiring all the issued and 
outstanding common shares of Batoche Energy Corp. ("BEC") pursuant to a share purchase agreement 
dated April 30, 2009.  On May 31, 2009, ACEC and BEC amalgamated.  On April 25, 2010 the Company 
entered into a reorganization and investment agreement which resulted in a non-brokered private 
placement of approximately $20 million, and the appointment of a new board of directors and 
management team (“Recapitalization”).   
 
On July 21, 2010 ACEC changed its name to Pinecrest Energy Inc. Pinecrest’s business includes the 
exploitation, exploration, development and acquisition of petroleum and natural gas-related assets 
primarily in the Western Sedimentary Basin and is listed on the TSX Venture Exchange under the symbol 
“PRY”.  Pinecrest’s head office is located at 500, 255 5

th
 Avenue S.W., Calgary, Alberta.  

 
On October 16, 2010, Pinecrest received approval from the Canada Revenue Agency to change its year 
end from July 31 to December 31.  Consequently, these interim financial statements reflect a three and 
nine month period ended September 30, 2011 with comparative information for the two and eight months 
ended September 30, 2010.  Due to the different periods, the information may not be fully comparable. 

2. BASIS OF PREPARATION 
 
a) Statement of Compliance  
These unaudited interim financial statements have been prepared in accordance with International 
Accounting Standard (“IAS”) 34 Interim Financial Reporting and are in accordance with International 
Financial Reporting Standard (“IFRS”) 1 First-time Adoption of International Financial Reporting 
Standards.  These unaudited interim financial statements have been prepared in accordance with the 
accounting policies the Company expects to adopt in its December 31, 2011 financial statements.  Those 
accounting policies are based on the IFRS standards and International Financial Reporting Interpretations 
Committee (“IFRIC”) interpretations that the Company expects to be applicable at that time.  These 
financial statements do not include all of the information required for full annual financial statements and 
are presented in Canadian dollars, which is the Company’s functional currency.    
 
These unaudited interim financial statements have been prepared under IFRS, with a transition date of 
August 1, 2009.  Consequently, the comparative figures for 2010 and the Company’s balance sheet as at 
August 1, 2009 have been restated from accounting principles generally accepted in Canada (“GAAP”) to 
comply with IFRS issued and outstanding as of September 30, 2011.  IFRS 1 allows certain exemptions 
from retrospective application of IFRS in the opening balance sheet. The exemptions used by the 
Company and the reconciliations to IFRS from the previously published GAAP financial statements are 
summarized in Note 21.   
 
The Board of Directors has approved and authorized the issuance of these condensed interim financial 
statements on November 8, 2011.   
 
 
b) Basis of Measurement 
The unaudited interim financial statements have been prepared on the historical cost basis, except the 
financial assets and financial liabilities which are revalued to fair value through profit and loss when 
applicable.  



 

Pinecrest Energy Inc. 
Notes to Condensed Interim Financial Statements  
For the nine months ended September 30, 2011, and eight months ended September 30, 2010 
(Unaudited, in Canadian dollars unless otherwise stated) 
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3. CRITICAL ACCOUNTING ESTIMATES AND JUDGMENTS  
 
The preparation of financial statements requires management to make certain judgments, accounting 
estimates and assumptions concerning the future. The nature of estimation means that actual outcomes 
could differ from those estimates.  Management reviews estimates and assumptions on a continual basis 
and makes changes to such estimates based on historical experience, and other factors, including 
expectations of future events that are believed to be reasonable under the circumstances.  Accordingly, 
revisions of these estimates, assumptions and judgments are recognized in the year in which the 
estimates are revised and the effect on the financial statements in future periods could be material.  The 
estimates, assumptions and judgments that have a significant risk of causing a material adjustment to the 
carrying amounts of assets and liabilities within the next financial year are discussed below:  
 
a) Estimation of Petroleum and Natural Gas Reserves: Proved and probable petroleum and natural 

gas reserves are the estimated quantities of petroleum and natural gas which geological and 
engineering data demonstrate with reasonable certainty to be recoverable in future years from known 
reservoirs under existing economic and operating conditions.  Changes in the forecast prices of 
commodities, exchange rates, production costs or recovery rates may change the economic status of 
reserves and may ultimately result in the reserves being revised.  Estimates of petroleum and natural 
gas reserves are inherently imprecise, require the application of judgment and are subject to future 
revision.   Proved and probable reserves are used in the unit-of-production calculation for depletion as 
well as the determination of the timing of decommissioning costs, and impairment analysis and 
therefore the measures are subject to change.   

 
b) Capitalized Exploration and Evaluation Expenditures:  In making decisions regarding whether to 

continue to capitalize exploration and evaluation expenditures, it is necessary to make judgments 
about the probable commercial reserves and the level of activities that constitute on-going evaluation 
determination.  If there is a change in any judgment in a subsequent period, then the related 
capitalized exploration and evaluation expenditures would be charged as an expense in that period. 

 
c) Recoverability of Asset Carrying Values:  The Company assesses its property, plant and 

equipment, including intangible exploration and evaluation assets, for possible impairment if there are 
events or changes in circumstances that indicate that carrying values of the assets may not be 
recoverable, at each reporting date. Such indicators include changes in the Company’s business 
plans, changes in commodity prices, evidence of physical damage and, for petroleum and natural gas 
properties, significant downward revisions of estimated recoverable volumes, price forecasts or 
increases in estimated future development expenditure.  If there are low oil prices or natural gas prices 
during an extended period the Company may need to recognize significant impairment charges.  
Determination as to whether and how much an asset is impaired involves management estimates and 
assumptions on uncertain matters such as future commodity prices, the effects of inflation on 
operating expenses, discount rates, production profiles and the outlook for regional market supply-
and-demand conditions for crude oil, natural gas and refined products. 

 
d) Decommissioning Provisions:  Provisions for environmental clean-up and remediation costs 

associated with the Company’s drilling operations are based on current legal and constructive 
requirements, technology, price levels and expected plans for remediation. Actual costs and cash 
outflows can differ from estimates due to changes in laws and regulations, public expectations, prices, 
discovery and analysis of site conditions and changes in clean-up technology.  The carrying amount of 
provisions are regularly reviewed and adjusted to take account of such changes. 

 
 
 
 
 



 

Pinecrest Energy Inc. 
Notes to Condensed Interim Financial Statements  
For the nine months ended September 30, 2011, and eight months ended September 30, 2010 
(Unaudited, in Canadian dollars unless otherwise stated) 
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e) Income Taxes:  Significant judgment is required in determining the provision for income taxes. There 
are many transactions and calculations for which the ultimate tax determination is uncertain. The 
Company recognizes liabilities for anticipated tax audit issues based on estimates of whether 
additional taxes will be due. Where the final tax outcome of these matters is different from the amounts 
that were initially recorded, such differences will impact the current and deferred income tax assets 
and liabilities in the period in which such determination is made.  Recognition of deferred tax assets is 
based on estimates made in determining whether sufficient future taxable profit will be available to 
utilize the deferred tax assets. 

 
f) Other Significant Areas of Judgment:  The estimates, assumptions and judgments made in relation 

to the fair value of share-based payments and warrants and the associated expense recognition is 
subject to measurement uncertainty. The estimated fair value of financial assets and liabilities, by their 
very nature, are subject to measurement uncertainty. 

4. SIGNIFICANT ACCOUNTING POLICIES 

a) Basis of Accounting 
The unaudited interim financial statements include the accounts of Pinecrest Energy Inc. There are no 
subsidiary companies. 

b) Joint Venture Activities 
Substantially all of the Company’s exploration and production activities are conducted jointly with others 
and, accordingly, the accounts reflect only the Company’s proportionate interest in such activities. 
 
c) Exploration and Evaluation Expenditures 
Pre-license costs are recognized in the statement of operations and comprehensive loss as incurred.  
Exploration and evaluation expenditures directly attributable to the exploration for petroleum and natural 
gas reserves are capitalized as exploration and evaluation assets on a field-by-field basis.  These costs 
include, but are not limited to: lease acquisition either directly or by business combination, lease rentals 
on undeveloped properties, acquisition of rights to explore, geological, and geophysical costs, exploratory 
drilling of both productive and unproductive wells and overhead charges.  No depletion or amortization is 
charged during the exploration and evaluation phase.      
 
Exploration and evaluation expenditures are capitalized until reserves are evaluated and determined to 
be commercially viable and technically feasible.   If reserves are not identified, these costs are expensed.  
The balance of exploration and evaluation expenditures is carried forward as an exploration and 
evaluation asset in the balance sheet where the mineral rights are current and it is considered probable 
that costs will be recovered through the future development or sale of the property.   
 
If it is determined that a commercial discovery of reserves will not be achieved, the capitalized exploration 
and evaluation assets are written down to their recoverable amounts.  Where commercial discovery of 
reserves has been made, the exploration and evaluation assets are tested for impairment and transferred 
to property, plant and equipment as petroleum and natural gas properties. The methodology for 
measuring impairments and reversals of impairments is described under Note 4(e).   

d) Petroleum and Natural Gas Properties 
Petroleum and natural gas properties are stated at historical cost, less any accumulated depletion and 
accumulated impairment losses.  The initial cost of an asset comprises its purchase price (the acquisition 
of petroleum and natural gas assets directly, or by means of a business combination) or construction cost 
which includes: costs directly attributable to bringing the asset into operation and the initial estimate of the 
decommissioning obligation.  The purchase price or construction cost is the aggregate amount paid and 
the fair value of any other consideration given to acquire the asset. 



 

Pinecrest Energy Inc. 
Notes to Condensed Interim Financial Statements  
For the nine months ended September 30, 2011, and eight months ended September 30, 2010 
(Unaudited, in Canadian dollars unless otherwise stated) 
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Where commercial production in an area has commenced, petroleum and natural gas properties are 
depreciated on a unit-of-production basis over the proved and probable reserves of the field concerned, 
except in the case of assets whose useful life is shorter than the lifetime of the field, in which case the 
straight-line method is applied. The unit-of-production rate for the amortization of field development costs 
takes into account expenditures incurred to date, plus future development expenditures to develop the 
proved and probable reserves. Changes in factors such as estimates of proved and probable reserves 
that affect unit-of-production calculations do not give rise to prior year financial period adjustments and 
are accounted for on a prospective basis. 

e) Impairment  
Non-financial assets:  The Company reviews the carrying amounts of its non-financial assets, other than 
exploration and evaluation assets and deferred tax assets, at each reporting date to determine whether 
there is any indication of impairment.  If such indication exists, then the asset’s recoverable amount is 
estimated.  For goodwill and other intangible assets that have indefinite lives or that are not yet available 
for use, an impairment test is completed annually.  Exploration and evaluation assets are tested for 
impairment when reclassified to property, plant and equipment as petroleum and natural gas properties, 
and also if facts and circumstances suggest that the carrying value exceeds the recoverable amount.  
 
For the purpose of impairment testing, assets are grouped together into the lowest level at which there is 
identifiable cash flows that are largely independent of the cash flows of other groups of assets, known as 
a cash-generating unit (“CGU”).  Exploration and evaluation assets are grouped on an area basis for 
impairment assessment purposes.  The goodwill acquired in a business combination, for the purposes of 
impairment testing, is allocated to the CGU’s that are expected to benefit from the synergies of the 
combination.   
 
An impairment loss is recognized if the asset or CGU’s carrying amount exceeds its recoverable amount 
determined as the higher of: its fair value less costs to sell, and its value in use.  In assessing value in 
use, the estimated future after-tax cash flows are adjusted for the risks specific to the asset group and are 
discounted to present value using a discount rate that reflects current market assessments of the time 
value of money.  Fair value less costs to sell is based on discounted cash flow forecasts using market 
assumptions, including market assessment of reserves, future prices and a risk-adjusted discount rate 
appropriate to the asset by reference to general market conditions, market expectations of current and 
future development, and the costs of future development. Impairment losses are recognized in the 
statement of operations and comprehensive loss. 
 
For other assets, impairment losses recognized in prior years are assessed at each reporting date for 
indications that previously recognized impairment losses may no longer exist or may have decreased. An 
impairment loss is reversed if there has been a change in the estimates used to determine the 
recoverable amount.  The impairment loss is reversed only to the extent that the asset’s or CGU’s 
carrying amount does not exceed the carrying amount that would have been determined, net of depletion, 
had no impairment loss been recognized in prior years. An impairment loss in respect of goodwill is not 
reversed. 
 
Financial assets:  Financial assets are assessed for impairment at each reporting date to determine 
whether there is any objective evidence that they are impaired.  Objective evidence indicates that one or 
more events have had a negative effect on the estimated future cash flows of the asset and will not be 
realized.  For loans and receivables, the amount of impairment is the difference between the asset’s 
carrying amount and the present value of the estimated future cash flows, discounted at the original 
effective interest rate. 
 
 
 
 
 



 

Pinecrest Energy Inc. 
Notes to Condensed Interim Financial Statements  
For the nine months ended September 30, 2011, and eight months ended September 30, 2010 
(Unaudited, in Canadian dollars unless otherwise stated) 
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If there is impairment, the carrying amount of the financial asset is reduced by the impairment loss, except 
for trade receivables where the carrying amount is reduced through the use of an allowance account, and 
the loss is recognized in the statement of operations and comprehensive loss.  When a trade receivable 
is uncollectible, it is written off against the allowance account.  Subsequent recoveries of amounts 
previously written off are credited against the statement of operations and comprehensive loss. 

f) Decommissioning Liabilities 
Liabilities for decommissioning costs are recognized when the Company has an obligation to dismantle or 
remove a facility and to restore the site on which it is located, and when a reliable estimate of that liability 
can be made.  Cost is estimated upon current regulation and technology.  Normally an obligation arises 
for a new facility or well during the construction or installation phase.  Obligations may also be created 
through a change in legislation.  The amount recognized is the fair value of the estimated future cost 
determined in accordance with local conditions and requirements.    
 
Fair value is determined using the present value of the estimated future cash outflows to abandon the 
asset and restore the site, discounted using a credit adjusted risk-free rate.  Costs and the discount rate 
are updated at each reporting date to reflect current market assessments of the time value of money and 
the risks specific to the obligation.  The provision is reviewed regularly by the Company’s management 
based on current regulations, costs, technologies and industry standards.  
 
The corresponding amount is capitalized to petroleum and natural gas assets and is amortized on a unit-
of-production basis as part of depletion and depreciation.  Any adjustments arising from the 
reassessment of estimated costs or the current estimate of the discount rate used are reflected as an 
adjustment to the cost of petroleum and natural gas assets.  The unwinding of the discount is recognized 
as a finance cost in income. Actual restoration expenditures are charged as reductions to the 
accumulated provision when incurred. 

g) Provisions 
Provisions are recognized when the Company has a present obligation as a result of a past event, it is 
probable that an outflow of resources will be required to settle the obligation and a reliable estimate can 
be made of the amount of the obligation.  The provisions are measured at Management’s best estimate of 
the expenditure required to settle the obligation at the balance sheet date, and are discounted to present 
value where the effect of time is material.  
 
h) Financial Instruments 
Financial assets and financial liabilities are recognized in the Company’s balance sheet when the 
Company becomes party to the contractual provisions of the instrument.  Financial assets are de-
recognized when the contractual rights to the cash flow from the financial asset expire or when the 
contractual rights to those assets are transferred.  Financial liabilities are de-recognized when the 
obligation specified in the contract is discharged, cancelled or expired.  Financial assets and liabilities are 
offset and the net amount presented in the balance sheet when, and only when, the Company has a legal 
right to offset the amounts and intends either to settle on a net basis or to realize the asset and settle the  
liability simultaneously.  Management determines the classification of financial assets at initial recognition 
depending on the purpose for which they were acquired.  Financial liabilities and equity instruments are 
classified according to the substance of the contractual arrangements entered into.   



 

Pinecrest Energy Inc. 
Notes to Condensed Interim Financial Statements  
For the nine months ended September 30, 2011, and eight months ended September 30, 2010 
(Unaudited, in Canadian dollars unless otherwise stated) 
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(i) Cash and cash equivalents:  Cash and cash equivalents comprise cash on hand, current 
balances and deposits with banks with maturities of less than 90 days and are readily convertible 
to cash and are subject to insignificant risk of change in value.  

(ii) Trade and other receivables:  Trade receivables and other receivables which are non-derivative 
financial assets that have fixed or determinable payments that are not quoted in an active market 
are classified as receivables.  They are included in current assets, except for maturities greater 
than 12 months after the balance sheet date, which are classified as non-current assets.  The 
Company’s receivables comprise trade and other receivables in the balance sheet.  Receivables 
are measured initially at fair value and subsequently measured at amortized cost using the 
effective interest rate method, net of any impairment, directly in the statement of operations and 
comprehensive loss.  

(iii) Trade and other payables:  Trade payables are obligations to pay for goods or services that have 
been acquired in the ordinary course of business from suppliers.  Trade and other payables are 
classified as current liabilities if payment is due within one year or less.  If not, they are presented 
as non-current liabilities.  Trade and other payables are recognized on an accrual basis and are 
measured initially at fair value and subsequently measured at amortized cost using the effective 
interest method.    

(iv) Interest bearing loans and borrowings:  All loans and borrowings are initially recognized at the fair 
value of the consideration received, less directly attributable transaction costs.  Subsequently, 
interest bearing loans and borrowings are measured at amortized cost using the effective-interest 
method.  Gains and losses are recognized in the statement of operations and comprehensive 
loss when the liabilities are derecognized in addition to the amortization process.   

(v) Equity instruments:  Equity instruments issued by the Company are recorded at the proceeds 
received, net of incremental costs directly attributable to the issue of new shares, warrants or 
options which are recorded in equity as a deduction, net of tax from the proceeds.  Ordinary 
shares are classified as equity.  

 
i) Taxation 
Income tax expense comprises current and deferred tax. Income tax expense is recognized in the 
statement of operations and comprehensive loss except to the extent that it relates to items recognized 
directly in equity, in which case it is recognized in equity.   
 
Current tax is based on the taxable profits for the year, and any adjustments to tax payable in respect of 
the previous years.  Taxable profit differs from net profit as reported in the statement of operations and 
comprehensive loss because it excludes items of income or expense that are taxable or deductible in 
other years and it also excludes items that are never taxable or deductible.  Current tax is calculated 
using tax rates and tax laws that have been enacted or substantively enacted by the reporting date.  
 
Deferred tax is recognized, using the liability method which determines the amount payable or 
recoverable on temporary differences arising between the tax bases of assets and liabilities and their 
carrying amounts in the financial statements.  Deferred tax liabilities are generally recognized for all 
taxable temporary differences and deferred tax assets are recognized to the extent that is probable that 
sufficient future taxable profit will be available against which the temporary differences can be utilized and 
the carry forward of unused tax credits and unused tax losses can be utilized. 
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Deferred tax assets are reviewed at each reporting date and are reduced to the extent that it is no longer 
probable that the related tax benefit will be realized.  Such assets and liabilities are not recognized if the 
temporary difference arises from goodwill or from the initial recognition (other than a business 
combination) of other assets and liabilities in a transaction that affects neither the tax profit nor the 
accounting profit. 
 
Deferred tax is measured at the tax rates and tax laws that have been enacted or substantively enacted 
by the reporting date and are expected to be applied when the deferred tax asset is realized or the 
deferred tax liability is settled.  Deferred tax assets and liabilities are offset if there is a legally enforceable 
right to offset current tax liabilities and assets, and they relate to income taxes levied by the same tax 
authority on the same taxable entity.  Tax on income in interim periods is accrued using the tax rate that 
would be applicable to expected total annual earnings. 

j) Share-Based Payments 
The Company operates an equity-settled share-based compensation plan.  The Company uses the fair 
value method to account for stock options and performance warrants (“stock awards”) granted to officers, 
directors, employees and consultants.  Under this method, stock awards granted are measured at fair 
value at the grant date and expensed or capitalized over the vesting period, based on the Company’s 
estimate of stock awards that will vest.  When stock awards vest in instalments each instalment is 
accounted for as a separate arrangement.  At each reporting date, the Company revises its estimates of 
the number of stock awards that are expected to vest.  It recognizes the impact of the revision of original 
estimates, if any, in the statement of operations and comprehensive loss, with a corresponding 
adjustment to contributed surplus. In the event that the vested options expire without being exercised, 
previously recognized compensation costs associated with such stock awards are not reversed. 
 
When stock awards are exercised, the proceeds received, net of any directly attributable transaction 
costs, together with the amount previously recognized in contributed surplus is credited to share capital.  
In determining the fair values of the stock awards, the Black-Scholes option-pricing model is used and 
assumptions regarding interest rates, underlying volatility of the shares, forfeiture rates and expected life 
of the stock awards are made.     

k) Flow-Through Shares 
The Company, from time to time, finances a portion of its exploration activities through the issuance of 
flow-through shares. The related resource expenditure deductions normally available for income tax 
purposes are renounced to investors in accordance with income tax legislation. Proceeds from a flow-
through share offering are allocated between the sale of the shares and the sale of the tax benefit.  The 
allocation is made based on the difference between the quoted market price of the existing shares and 
the amount the investor pays for the flow through shares.  A liability is established for the difference that 
is reversed upon renunciation of the tax benefit.  The difference between the liability and the deferred tax 
liability is recorded as an income tax expense or recovery, if applicable.  

l) Revenue Recognition 
Revenue comprises the fair value of the consideration received or receivable for the sale of goods and 
services in the ordinary course of the Company’s activities.  Revenue is recognized when the amount can 
be reliably measured; it is probable that future economic benefits will flow to the Company, and when the  
following recognition criteria have been met for each of the Company’s activities: 
 
(i) Revenue from the sale of petroleum and natural gas is recognized when the significant risks and 

rewards of ownership of the products is transferred to the buyer, which is usually when legal title 
passes and the volumes have been delivered to the third-party purchaser.  The Company uses the 
entitlement method to account for its revenue from sales of petroleum and natural gas production, 
whereby the Company recognizes revenue based on its direct ownership interest in its underlying 
petroleum and natural gas properties.   Revenue is measured net of discounts, customs duties and 
royalties. 
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(ii) Royalty income and other income are recognized as it accrues in accordance with the terms of the 
governing agreements. Interest income is recognized as it is earned on a time proportion basis using 
the effective interest method.  

m) Finance Expense 
Finance expense includes interest expense on borrowings and accretion of the discount on 
decommissioning provisions.  

n) Leases 
The Company enters into operating leases in the normal course of business, which are not recognized on 
the balance sheet.  Operating lease payments are recognized in net income in the period in which they 
are incurred, which is generally on a straight-line basis over the term of the lease.  

o) Per Share Calculations 
Basic earnings (loss) per share is calculated by dividing net income (loss) attributable to common 
shareholders by the weighted average number of common shares outstanding during the period. Diluted 
earnings per share is determined by adjusting the profit or loss attributable to common shareholders and 
the weighted average number of common shares outstanding for the effects of dilutive potential common 
shares which comprise warrants and share options granted.  The calculation assumes that the proceeds 
on exercise of the warrants or options are used to repurchase shares at the current market price.  Should 
the Company have a loss in a period, stock options and share warrants would be anti-dilutive and are 
excluded from the determination of fully diluted loss per share.  

p) Recent Accounting Pronouncements Issued  
The following are new and revised accounting pronouncements that have been issued but are not yet 
effective.  Management is currently assessing the impact of these new standards on the Company’s 
accounting policies and financial statement presentation. 
 
• IFRS 7 Financial Instruments Disclosures-Transfers of Financial Assets;   was amended in 

October 2010 to require additional disclosure on the transfer of financial assets to: (i) understand the 
relationship between transferred financial assets that are not derecognized in their entirety and the 
associated liabilities, and (ii) to evaluate the nature of, and risks associated with, the entity's 
continuing involvement in derecognized financial assets. IFRS 7 is effective for annual periods 
beginning on or after July 1, 2011.  

 
• IFRS 9 Financial Instruments: is effective for annual periods beginning on or after January 1, 2015 

with early adoption permitted.  IFRS 9 was issued by the IASB in November 2009 and amended in 
October 2010 and is the first step to replace IAS 39, "Financial Instruments: Recognition and 
Measurement". IFRS 9 uses a single approach to determine whether a financial asset is measured at 
amortized cost or fair value, replacing the multiple rules in IAS 39. The approach in IFRS 9 is based 
on how an entity manages its financial instruments in the context of its business model and the 
contractual cash flow characteristics of the financial assets. 

 
• IAS 12 Income Taxes:  IAS 12 was amended in December 2010 to remove subjectivity in 

determining on which basis an entity measures the deferred tax relating to an asset. The amendment 
introduces a presumption that an entity will assess whether the carrying value of an asset will be 
recovered through the sale of the asset. The amendment to IAS 12 is effective for annual periods 
beginning on or after January 12, 2012 with early adoption permitted.  
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• IFRS 13 Fair Value Measurement:  IFRS 13 was issued in May 2011 and replaces the fair value 
measurement guidance contained in individual IFRSs with a single source of fair value measurement 
guidance. It defines fair value as the price that would be received to sell an asset or paid to transfer a 
liability in an orderly transaction between market participants at the measurement date, i.e. an exit 
price. IFRS 13 is effective for annual periods beginning on or after January 13, 2013 and is to be 
applied prospectively.  

5. DETERMINATION OF FAIR VALUES 
A number of the Company’s accounting policies and disclosures require the determination of fair value, 
for both financial and non-financial assets and liabilities.  Fair values have been determined for 
measurement and/or disclosure purposes based on the following methods: 
 
a) Exploration and evaluation assets and property, plant and equipment:   The fair value of 

property, plant and equipment recognized in a business combination is based on market values.  The 
market value of property, plant and equipment is the estimated amount for which property and 
equipment could be exchanged on the acquisition date between a willing buyer and a willing seller in 
an arm’s length transaction after proper marketing, wherein the parties had each acted knowledgably, 
prudently and without compulsion.  The market value of petroleum and natural gas properties, 
included in property, plant and equipment and exploration and evaluation assets is estimated with 
reference to the discounted cash flows expected to be derived from oil and natural gas production 
based on externally prepared reserve reports. The risk-adjusted discount rate is specific to the asset 
with reference to general market conditions.  The market value of other items of property and 
equipment is based on the quoted market prices for similar items. 

 
b) Cash and cash equivalents, trade receivable, trade and other payables:   The fair value of cash 

and cash equivalents, trade and other receivables and trade and other payables is estimated as the 
present value of future cash flows, discounted at the market rate of interest at the reporting date. The 
fair value of these balances approximated their carrying value due to their short term to maturity. 

 
c) Stock options:   The fair value of stock options is measured using a Black-Scholes option pricing 

model. Measurement inputs include share price on measurement date, exercise price of the 
instrument, expected volatility (based on weighted average historic volatility adjusted for changes 
expected due to publicly available information), weighted average expected life of the instruments 
(based on historical experience and general option holder behavior) and the risk-free interest rate 
(based on government bonds). 

 
The Company classified the fair value of its financial instruments measured at fair value according to 
the following hierarchy based on the amount of observable inputs used to value the instrument:  
 
Level 1 –  observable inputs such as quoted market prices in active markets; 
Level 2 –  inputs, other than the quoted market prices in active markets, which are observable, 

either directly and or indirectly; and  
Level 3 –  unobservable inputs for the asset or liability in which little or no market data exists, 
  therefore requiring an entity to develop its own assumptions.   

6. FINANCIAL RISK MANAGEMENT 

The Company is exposed to credit, market and liquidity risks from its use of financial instruments.  Risk 
management is ultimately established by the Board of Directors and is implemented and monitored by 
senior management.   
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a) Credit risk:  The Company is exposed to credit risk resulting from the possibility that parties may 
default on their financial obligations.  The maximum exposure of the Company to credit risk at 
September 30, 2011 is limited to the cash and cash equivalents and trade receivable balances as 
reported on the balance sheets.   

i) Cash and cash equivalents:  At September 30, 2011 cash and cash equivalents are comprised 
of bank balances, less outstanding cheques.  The Company does not intend to carry short-term 
investments.  Should this change in the future, counterparties will be selected based on credit 
ratings and management will monitor all investments to ensure a stable return.  Complex 
investment vehicles with high risk will be avoided.   

 
ii) Trade and other receivables:   The Company's accounts receivable are subject to concentration 

of credit risk as all of the Company's customers are in the oil and gas sector.  All of the 
Company’s trade and other receivables are from joint interest partners and crude oil and natural 
gas marketers.  Receivables from joint interest partners are typically collected within one to three 
months of the joint venture billings.  The Company attempts to mitigate collection risk from joint 
interest partners by obtaining partner pre-approval of significant capital expenditures prior to 
initiation of the capital project.  However, joint interest partners are exposed to various oil and gas 
industry risks that could result in the Company’s ability to collect these amounts.   The carrying 
amount of trade and other receivables represents the maximum credit exposure to the Company.  
At September 30, 2011, the Company’s trade and other receivables include $4.2 million from 
crude oil and natural gas marketers which has substantially been collected subsequent to 
September 30, 2011.  Collectability of the accounts receivable balances are assessed at each 
month end by management by reviewing the counterparty’s credit worthiness and assessing the 
frequency of payments collected.  The majority of the balances over 90 days are from an industry 
partner that has a history of consistent monthly payments, and has good credit standing.   No 
provision for doubtful accounts has been made at September 30, 2011. 

 
As at September 30, 2011, the Company’s aged trade and other receivables are as follows:  

  
September 30, 2011 

Current (less than 30 days) $    6,798,128 
31 – 90 days 599,222 
Greater than 90 days 5,536,529 

Total $  12,933,879 

b) Liquidity risk:  Liquidity risk is the risk that the Company will not be able to meet a demand for cash 
or fund its financial liabilities as they come due.  Liquidity risk also includes the risk of the Company 
not being able to liquidate assets in a timely manner at a reasonable price.  The Company monitors 
its liquidity requirements by preparing an annual budget, which anticipates operating, investing and 
financing activities.  The Company generates a certain level of cash flows which is used to partially 
fund operating, investing and financing activities.  In addition, the Company has a revolving reserves-
based credit facility which is disclosed in Note 10.  The following are the contractual maturities of 
financial liabilities as At September 30, 2011, trade and other payables of $26,374,692 are due within 
one year.   

 

c) Market risk:  Market risk is the risk that changes in market prices, such as commodity prices, interest 
rates and foreign exchange rates will impact the Company’s net earnings, future cash flows or the 
value of the Company’s financial assets and financial liabilities. The objective of market risk 
management is to manage and control market risk exposures within acceptable parameters, while 
optimizing return.  The Company may use both financial derivatives and physical delivery sales 
contracts to manage market risks.  All such transactions are conducted within the risk management 
tolerances as established by the Board of Directors.   
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i) Interest Rate Risk:  Interest rate risk is the risk that future cash flows will fluctuate as a result of 
changes in market interest rates. The interest charged on Pinecrest’s credit facility fluctuates with 
the interest rates posted by lenders, plus a margin.  The Company has not entered into any 
mitigating interest rate swaps or hedges as at September 30, 2011.  Had the borrowing rate been 
100 basis points higher (or lower) for the nine months ended September 30, 2011, net income 
would have been affected by $17,600 based on the average outstanding bank debt balance 
outstanding for the period.     

ii) Commodity Price Risk: Commodity prices for petroleum and natural gas are impacted by global 
economic events that dictate the levels of supply and demand, as well as the relationship 
between the Canadian dollar and the United States dollar (USD).  Significant changes in 
commodity prices may materially impact the Company’s ability to raise capital.   The Company 
did not have any commodity price risk management contracts in place September 30, 2011, 
December 31, 2010, July 31, 2010 or August 1, 2009 to manage these risks. 

iii) Foreign Exchange Risk:  The Company’s functional and reporting currency is Canadian dollars.  
The Company does not sell or transact in any foreign currency, however commodity prices are 
largely denominated in USD, and as a result the prices that the Company receives are affected 
by fluctuations in the exchange rates between the USD and the Canadian dollar.  The exchange 
rate effect cannot be quantified, but generally an increase in the value of the Canadian dollar 
compared to the USD will reduce the prices received by the Company for its crude oil and natural 
gas sales.  The Company did not have any foreign exchange rate swaps or related financial 
contracts in place as at September 30, 2011.    

 

d)  Capital Management:  The Company’s capital management policy is to maintain a flexible capital 
structure which will optimize the cost of capital at an acceptable level to provide optimal returns to 
shareholders, and to manage its financial flexibility to preserve its ability to fund ongoing operations, 
future capital projects and to fund property and corporate acquisitions.  The Company’s share capital 
is not subject to any externally imposed restrictions. At September 30, 2011, the Company’s capital 
structure included shareholders’ equity of $231.6 million, working capital of $24.5 million, and 
available credit of $30.0 million.  

Pinecrest monitors its capital structure based on the ratio of total debt (which includes working capital 
deficiency plus outstanding credit facilities) to funds from operations (this non-GAAP measure is 
defined as cash flow from operating activities before expenditures on decommissioning activities and 
changes in non-cash working capital).  This ratio is calculated by dividing the total debt at the end of 
the period by the annualized current monthly funds from operations.  This ratio may increase at 
certain times due to the timing of capital expenditures, acquisitions and changes in market conditions.  
In order to monitor this ratio, the Company prepares operating and capital expenditure budgets and 
forecasts, which are updated as necessary depending on factors such as current and forecast crude 
oil and natural gas prices, capital deployment and general industry conditions.   

 

The budgets are monitored by management and approved by the Board of Directors during the year.  
In order to maintain or adjust its capital structure, the Company may issue common shares if 
available upon acceptable terms, seek additional debt financing and adjust its capital spending. The 
Company’s overall objective in managing its capital structure has not changed during the period.   
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7. EXPLORATION AND EVALUATION ASSETS 

 
 
 

   
 

Cost  

    

At August 1, 2009   $        154,589 
  Capital expenditures   25,142,486 

At July 31, 2010   $   25,297,075 

  Capital expenditures   56,487,557 
  Acquisitions   4,690,016 
  Transfers to property, plant and equipment (Note 9)   (1,741,035) 

At December 31, 2010   $   84,733,613 
  Capital expenditures   18,859,521 

  Acquisitions   2,425,590 
  Transfers to property, plant and equipment (Note 9)   (2,016,418) 
  Expired undeveloped land   (2,326,886) 

At September 30, 2011   $101,675,420   

 
Exploration and evaluation assets are tested for impairment when reclassified to property, plant and 
equipment within petroleum and natural gas assets, and also if facts and circumstances suggest that the 
carrying value exceeds the recoverable amount.  As at September 30, 2011, there were no indicators of 
impairment noted.  For the nine months ended September 30, 2011, $2,326,886 million in costs related to 
expired land was charged directly to the statement of comprehensive income.   

8. PROPERTY EXCHANGE  
 
On July 27, 2011, the Company completed an Exchange Agreement with an industry partner, effective 
May 1, 2011 in which undeveloped land and certain developed and producing properties were exchanged 
for undeveloped land and certain developed and producing properties in the Greater Red Earth area of 
Alberta. The exchange consolidated Pinecrest’s interests in certain fields in the Red Earth area.   There 
was no gain or loss recognized on the transaction. 
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9. PROPERTY, PLANT AND EQUIPMENT 
 

Cost: 

Petroleum and 
natural gas 
properties 

Office 
furniture and 

equipment Total 

    

At August 1, 2009 $      2,483,905 $               - $    2,483,905 

  Additions 4,893,166 145,239 5,038,405 

At July 31, 2010 $      7,377,071 $   145,239 $    7,522,310 

  Additions 14,252,893 45,505 14,298,398 

  Acquisitions 12,590,404 - 12,590,404 
  Transfer from exploration and evaluation assets 
  (Note 7) 1,741,035 - 1,741,035 

At December 31, 2010 $    35,961,403 $   190,744 $   36,152,147 

  Additions 77,500,106 41,353 77,541,459 

  Acquisitions 666,326 - 666,326 
  Transfer from exploration and evaluation assets 
  (Note 7) 2,016,418 - 2,016,418 

At September 30, 2011 $  116,144,253 $   232,097 $ 116,376,350 

 

Accumulated Depletion & Depreciation    

At August 1, 2009 $        164,593 $             - $     164,593 

  Depletion and depreciation for the year 409,220 20,026 429,246 

At July 31, 2010 $        573,813 $   20,026 $     593,839 

  Depletion and depreciation for the year 553,029 17,531 570,560 

At December, 2010 $     1,126,842 $   37,557 $  1,164,399 

  Depletion and depreciation for the period 8,199,342 36,978 8,236,320 

At September 30, 2011 $     9,326,184   $   74,535   $  9,400,719 

 

Carrying Value    

At August 1, 2009 $    2,319,312 $              - $     2,319,312 

At July 31, 2010 $    6,803,258 $  125,213 $     6,928,471 

At December, 2010 $  34,834,561 $  153,187 $   34,987,748 

At September 30, 2011 $ 106,818,069       $  157,562 $ 106,975,631 

 
At September 30, 2011, future development costs of $4,740,000 (December 31, 2010 - $6,287,000) were 
included in the depletion calculation and costs of $21,588,016 (December 31, 2010 - $2,729,270) relating 
to projects under construction were excluded from the depletion calculation.  During the nine month 
period ended September 30, 2011 Pinecrest capitalized personnel costs of $1,304,462 which includes 
$666,094 of share-based payments and $638,368 of general and administrative expenses (five months 
ended December 31, 2010 - $540,211, which includes $324,271 of share-based payments and $215,940 
of general and administrative expenses) related to development activities.  
 
The Company reviewed the carrying amount of capitalized petroleum and natural gas properties to 
determine whether there was any indication of impairment.  At September 30, 2011, there were no 
indicators of impairment noted. 
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10. CREDIT FACILITY 
 
On May 18, 2011, the Company amended and restated its $30,000,000 credit facility with a Canadian 
chartered bank.  Advances under the credit facility may be made by way of Canadian Prime Rate Loans, 
U.S. Base Rate Loans, Bankers’ Acceptances, LIBOR Based Loans and Letters of Credit.  The Canadian 
Prime Rate Loan bears interest at the Canadian prime rate plus the applicable margin.  The applicable 
margin is based on a sliding scale pricing grid tied to the Company’s trailing debt to annualized quarterly 
funds from operations ratio, ranging from a minimum of 1.25% to a maximum of 3.25%.   
 
The credit facility is secured by a $100,000,000 general debenture and a general security interest on all of 
the present and future acquired assets of the Company.  The credit facility constitutes a revolving facility 
for a 364 day term which is extendable annually for a further 364 day revolving period if requested by the 
Company and accepted by the lender.   If the revolving period is not extended, the undrawn portion of the 
facility will be cancelled and the amount outstanding will convert to a 366 day non-revolving term facility.  
The amounts outstanding under the non-revolving facility are required to be repaid at the end of the non-
revolving term being May 18, 2013.  The current term conversion date for the credit facility is May 18, 
2012.  The next review of the revolving credit facility by the bank is scheduled on November 30, 2011. 
 
At September 30, 2011 no balance was drawn on the revolving credit facility, and there were $49,184 in 
deferred financing costs incurred (Note 11), (December 31, 2010 – nil; July 31, 2010 – nil; August 31, 
2009 – nil).  During the nine months ended September 30, 2011, the Company incurred interest expense 
relating to the credit facility of $172,397. 

11. PROVISION FOR LIABILITIES AND OTHER CHARGES 
 

 
Balance: 

 
 Decommissioning 

Provision (i) 

 
Flow-through 

shares (ii) 

 
Deferred Financing 

charges (Note 10) 

 
Total  

At August 1, 2009 $        66,549 
 

$          67,912   
 

$                -   
 

$       134,461 
  Obligations incurred 15,143 -  15,143 
  Obligations acquired 1,179,945 -  1,179,945 
  Revision of estimates (3,846) -  (3,846) 
  Accretion expense 4,282   4,282 
  Provision  - 1,152,702  1,152,702 
  Reversal of provision - (67,912)  (67,912) 

At July 31, 2010 $   1,262,073 $    1,152,702 $                -   $    2,414,775 
  Obligations incurred 217,978 -  217,978 
  Obligations acquired 687,652 -  687,652 
  Revision of estimates (341,379) -  (341,379) 
  Accretion expense 26,186 -  26,186 

At December 31, 2010 $   1,852,510 $  1,152,702 $               -   $   3,005,212 
  Obligations incurred 313,159 -  313,159 
  Revision of estimates (276,949) -  (276,949) 
  Disposition of assets (16,719)   (16,719) 
  Accretion expense 70,712 -  70,712 
  Reversal of provision - (999,011)  (999,011) 
  Net costs incurred - - (49,184) (49,184) 

At September 30, 2011 $  1,942,713 $      153,691 
 

$  (49,184) $   2,047,220    

 



 

Pinecrest Energy Inc. 
Notes to Condensed Interim Financial Statements  
For the nine months ended September 30, 2011, and eight months ended September 30, 2010 
(Unaudited, in Canadian dollars unless otherwise stated) 

 

    20 

 

(i) The Company’s decommissioning liability results from net ownership interests in petroleum and 
natural gas properties and equipment including well sites, gathering systems and facilities.  Pinecrest 
estimated the total undiscounted amount of cash flows required to settle its asset obligations of 
approximately $3,799,300 at September 30, 2011 (December 31, 2010 - $3,156,342; August 1, 2009 
- $118,773). Settlement of the obligation is expected to be funded from general corporate funds at the 
time of retirement which is expected to occur between 2011 and 2030.   A credit adjusted risk-free 
rate of 8.5% (December 31, 2010 - 7%; August 1, 2009 – 7%) and an inflation rate of 2% were used 
to calculate the fair value of the decommissioning. 

 
(ii) During the year ended July 31, 2010, the Company issued flow-through shares (Note 13(iv)).  

Pursuant to the terms of the Flow-through Unit Agreement and pursuant to certain provisions of the 
Income Tax Act (Canada), proceeds from the sale of the flow-through units will be used to incur 
expenditures that will be renounced to subscribers as Canadian development expenses. A provision 
for the deferred tax liability that will be incurred when the expenditures are renounced to investors is 
established at the date of the sale of the shares.   At the five months ended December 31, 2010, the 
Company had incurred all eligible expenditures under the agreement.  The eligible expenditures were 
renounced to investors during the three months ended March 31, 2011 and the provision which 
related to the flow-through shares was reversed with an offset to deferred tax asset.   

12. TAXATION 
 
The Company used an effective tax rate of 26.6% to determine its current period tax provision.   As at 
September 30, 2011 the Company has approximately $207 million in tax pools available to offset future 
taxable income.  

13. SHARE CAPITAL 
 
At September 30, 2011, the Company has an authorized unlimited number of common shares without 
nominal or par value and an unlimited number of preferred shares, issuable in series, with rights and 
privileges to be determined at time of issue.  The holders of common shares are entitled to receive 
dividends as declared by the Board of Directors and are entitled to one vote per share. 
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Share Capital Issued: 

 
Number  

 
Stated Value 

 
Balance, August 1, 2009 (i) (ii) (iii) 

 
4,000,000 

 
$      1,650,220 

Issued in private placement (iv) 39,677,674 14,879,128 
Fair value of common share purchase warrants (iv) & Note 14 - (3,669,789) 
Issued in private placement flow through shares (iv) 13,364,666 5,011,750 
Fair value of common share purchase warrants (iv) & Note 14 - (3,053,158) 
Issued in bought deal financing (v) 27,657,500 28,763,800 
Issued on exercise of options (Note 15) 259,200 187,456 
Issued on exercise of warrants (Note 14) 356,734 236,904 
Share issue costs, net of tax  - (1,510,505) 

Balance, July 31, 2010 85,315,774  $    42,495,806 

 
Issued in bought deal financing (vi) 

 
28,663,143 

 
40,128,400 

Issued in bought deal financing (vii) 55,660,000 86,273,000 
Share issue costs, net of tax - (5,197,972) 

Balance, December 31, 2010 169,638,917 $  163,699,234 

 
Issued on exercise of warrants (Note 14) 987,447 

 
686,049 

Issued in bought deal financing (viii) 25,000,000 60,000,000 
Share issue costs, net of tax - (2,484,778) 

Balance, September 30, 2011 195,626,364 $   221,900,505 

(i) On May 22, 2009, the Company consolidated its common shares on the basis of one new 
common share for 3.125 old common shares.   

(ii) On May 22, 2009 the Company issued 748,334 common share units and 603,666 flow-through 
shares at a price of $0.45 per share for gross proceeds of $336,750 and $271,650 respectively. 
Each common share unit comprised of one common share and one common share purchase 
warrant entitling the holder to purchase one common share of the Company at $0.60 per share 
at any time until May 22, 2011.  In connection with the private placement a total of $42,499 was 
paid plus 108,800 warrants were issued as commission (Note 14).  In accordance with the terms 
of the flow-through share agreements and pursuant to certain provisions of the Income Tax Act 
(Canada), the Company renounced a total of $271,650 in tax pools effective December 31, 
2009.  As at July 31, 2010 the Company had incurred all eligible expenditures.   

(iii) On May 25, 2009 the Company issued 1,000,000 common shares at a price of $0.45 per 
common share as part of the consideration for the acquisition of all of the outstanding common 
shares of a private company.   

(iv) During May 2010 the Company issued 23,613,810 common shares at a price of $0.375 per 
common share for gross proceeds of $8,855,179; 16,063,864 common share units (“Units”) at a 
price of $0.375 per share for gross proceeds of $6,023,949 and 13,364,666 flow-through units 
(“FT Units”) at a price of $0.375 per unit for gross proceeds of $5,011,750.  The private 
placement closed in two separate tranches on May 7, 2010 and May 25, 2010.  Each Unit is 
comprised of one Class A common share and one Class A common share purchase warrant.  
Each FT Unit is comprised of one flow-through common share and one flow-through common 
share purchase warrant.  Both the common share purchase warrants, and the flow-through 
common share purchase warrants are exercisable at a price of $0.50 subject to certain share 
performance criteria being satisfied.  At July 31, 2010, all share performance criteria had been 
met.   
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All of the Units and FT Units were acquired by officers, directors and employees of the Company 
(“service providers”).  At closing, the service providers entered into an escrow agreement 
whereby all of the Units, FT Units and any common shares acquired upon exercise of the 
warrants have been placed into escrow for a period of 24 months.  One quarter of the securities 
will be released on each of the six, 12, 18 and 24 month anniversaries of the closing date of the 
private placement.   As at September 30, 2011 a total of 15,086,273 Units and FT Units were in 
escrow (December 31, 2010 – 22,071,403; August 1, 2009 –nil). 

(v) On July 7, 2010 the Company issued 24,050,000 common shares at a price of $1.04 per 
common share on a bought deal private placement for gross proceeds of $25,012,000.  On July 
9, 2010 the Company issued an additional 3,607,500 common shares at a price of $1.04 for 
gross proceeds of $3,751,800.    

(vi) On September 15, 2010 the Company issued 25,000,000 common shares at a price of $1.40 per 
common share on a bought deal placement for gross proceeds of $35,000,000.  On October 12, 
2010 the Company issued an additional 3,663,143 common shares at a price of $1.40 per 
common share for aggregate proceeds of $5,128,400. 

(vii) On November 16, 2010 a total of 55,660,000 common shares were issued at $1.55 per common 
share for gross proceeds of $86,273,000. 

(viii) On August 24, 2011 a total of 25,000,000 common shares were issued at $2.40 per common 
share on a bought deal placement for gross proceeds of $60,000,000. 

14. WARRANTS 
 Number Stated Value 

Balance, August 1, 2009 
 

857,134 
 

 $        53,883 

Private placement common share Units (Note 13 (iv)) 16,063,864 3,669,789 
Private placement flow-through Units (Note 13 (iv)) 13,364,666 3,053,158 
Exercise of warrants (356,734) (22,859) 
Share issue costs, net of tax - (41,100) 

Balance, July 31, 2010 and December 31, 2010 29,928,930     6,712,871 

Exercise of warrants (987,447) (142,289) 

Share issue costs, net of tax - 678 

Balance, September  30, 2011 28,941,483 $   6,571,260 

 
The issued and outstanding warrants are as follows: 
 
 September 30, 

2011 
December 31, 

2010 
August 1, 

2009 

2009 Private placement - 500,400 857,134 

2010 Common Share Units 15,576,817 16,063,864 - 

2010 Flow-Through Units 13,364,666 13,364,666 - 

Total 28,941,483 29,928,930 857,134 
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The fair value of the warrants issued was estimated using the Black-Scholes option pricing model under 
the following assumptions: 
 
 2009 Private 

Placement 
2010 Common 

Share Units 
2010 Flow-

Through Units 

Fair value at grant date $0.0568 $0.2285 $0.2285 
Expected volatility (%) 60% 50% 50% 

Risk-free interest rate (%) 1.25 2.29 2.29 
Dividend yield (%) 0 0 0 
Expected life (years) 2 5 5 
Exercise price $0.60 $0.50 $0.50 
Expiry date May 2011 May 2015 May 2015 

15. SHARE-BASED PAYMENTS 
 
a) Stock-Option Plan:  The Company has adopted an incentive stock option plan whereby options may 

be granted from time to time to directors, officers, employees and consultants of the Company with 
shares to be reserved for issuance as options not to exceed 10% of the issued and outstanding 
common shares.    

 
During the nine months ended September 30, 2011 the Company recorded non-cash compensation 
expense of $2,614,363, of which $1,948,269 has been expensed and $666,094 capitalized to petroleum 
and natural gas properties and equipment (Note 9) (July 31, 2010 - $2,256,126; $1,957,998 expensed 
and $298,128 capitalized). 
 
Stock Options 

 
Outstanding 

  
 

Number 
Weighted Average 

Exercise Price 

Outstanding, August 2, 2009 364,800 $0.53 
  Exercised (i) (259,200) $0.20 
  Expired (105,600) $0.45 

Outstanding, July 31, 2010 - $0.00 

  Granted 4,975,000 $1.52 

Outstanding, December 31, 2010 4,975,000 $1.52 

  Granted 5,265,000 $2.05 

 
Outstanding, September 30, 2011 10,240,000 $1.80 

 
Exercisable, September 30, 2011 

 
3,413,340 

 
$1.80 

 (i) The weighted average share price at date of exercise was $1.07 per common share 

 

 

 

 

 

 

 

 



 

Pinecrest Energy Inc. 
Notes to Condensed Interim Financial Statements  
For the nine months ended September 30, 2011, and eight months ended September 30, 2010 
(Unaudited, in Canadian dollars unless otherwise stated) 

 

    24 

 

 
The range of exercise prices of the outstanding options at September 30, 2011 is as follows: 
 
Range of exercise prices 

Number of Options 
Weighted average 

exercise price 
Weighted average 

remaining life (years) 

$1.52 - $1.85 4,975,000 $  1.52 4.02 
$2.05 - $2.69 5,265,000 2.05 4.99 

Total 10,240,000 $  1.80  4.52 

 
The fair value of options was estimated using the Black-Scholes option pricing model with the following 
weighted average inputs: 

 September 30, 
2011 

June 30, 
2011 

December 31, 
2010 

Fair value at grant date $0.88 $1.12 $0.26 
Grant price $2.05 $2.69 $1.52 
Exercise price $2.05 $2.69 $1.52 
Risk-free interest rate (%) 1.26% 1.93% 2.0% 
Expected life (years) 3.9 3.8 5.0 
Expected volatility (%) 55.6% 53.5% 55.0% 
Forfeiture rate 0% 0% 0% 

 
b) Performance Warrants:  On May 21, 2010, the Company granted 4,830,000 of performance warrants 
to various directors, officers and employees, all of which have vested. The warrants are exercisable at 
$0.50 per common share subject to certain share performance criteria being satisfied.  As at July 31, 
2010 all share performance criteria had been met, and all vested warrants are exercisable.  No 
performance warrants were exercised at September 30, 2011 and December 31, 2010.  The warrants will 
expire on May 21, 2015.   

The fair value of the warrants granted was estimated at the date of grant at a weighted average fair value 
of $0.23 per warrant, using the Black-Scholes option pricing model, with graded vesting, and the following 
assumptions: expected life of 5 years, risk-free interest rate of 2.29%, forecast volatility of 50%, dividend 
yield of 0% and forfeiture rate of 0%. 
  
Performance Warrants Outstanding Exercisable 

  
 

Number 
Weighted Average 

Exercise Price 

 
 

Number 
Weighted Average 

Exercise Price 

 
Outstanding, August 1, 2009 

 
- $      - 

 
- $      - 

  Granted 4,830,000 $0.50 -       - 

Outstanding, July 31, 2010 4,830,000 $0.50 4,830,000 $0.50 

Outstanding, December 31, 2010 4,830,000 $0.50 4,830,000 $0.50 

Outstanding, September 30, 2011 4,830,000 $0.50 4,830,000 $0.50 

 
c) Flow-Through Units:  During the year ended July 31, 2010, the Company issued a total of 13,364,666 
Flow-Through Units to various service providers (Note 13(iv)).  As such, as deemed fair value benefit of 
$1.2 million was determined based on the flow-through share premium multiplied by the proceeds from 
the sale of Flow-Through Units and charged to the statement of comprehensive loss as share-based 
payment, with the offset to provisions and other liabilities.   
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16. PER SHARE AMOUNTS 
 
The average market value of the Company’s shares for the purposes of calculating the dilutive effect of 
share options and warrants was based on quoted market prices for the period that the options and 
warrants were outstanding.   The effect of all stock options and warrants has been excluded from the 
calculation in periods where the company reported a loss, as they are anti-dilutive.   The following table 
summarizes the weighted average shares used in calculating the net income (loss) per share: 
 

 
Three months 

ended 
Two months 

ended 
Nine months 

ended 
Eight months 

ended 

  
September 30, 

2011 
September 30, 

2010 
September 30, 

2011  
September  

30, 2010  

 
Net income (loss) for the period $1,729,727 $(133,608) $ 2,532,619 $(2,413,001) 

 
Issued common shares, beginning 

of period     170,501,364 85,315,774 169,638,917 4,000,000 
Common shares issued 10,054,348 6,250,000 3,388,278 24,414,447 
Share options exercised - - - 160,833 
Warrants exercised 104,620 - 652,416 17,186,095 

Weighted average number of 
common shares - basic 180,660,331 91,565,774 173,679,611 45,761,375 

Effect of stock options and share 
warrants outstanding 28,087,107 - 28,946,429 - 

Weighted average number of 
common shares - diluted 208,747,438 91,565,774 202,626,040 45,761,375 

 
Earnings (loss) per share:     
   Basic $0.01 ($0.00) $0.01 ($0.05) 
   Diluted $0.01 ($0.00) $0.01 ($0.05) 

17. RELATED PARTY BALANCES AND TRANSACTIONS  

The Company has retained the law firm of Burnet, Duckworth and Palmer to provide legal services.  The 
current Chairman of the Board and Corporate Secretary are partners at the law firm.  During the three 
and nine month periods ended September 30, 2011, the Company incurred legal fees and disbursements 
of $107,344 and $162,867 ($11,259 two months and eight months September 30 , 2010) related to 
general matters and equity financings, of which $97,684 was outstanding at September 30, 2011 
(December 31, 2010 - $94,300; July 31, 2010 - $86,966; August 1, 2009 - $nil).  

Prior to the Recapitalization, general and administrative expenses include, for the two and eight month 
periods ended September 30, 2010, legal expenses of $nil and $87,047 and rent expenses of $nil and 
$8,571 respectively paid to a company that was related by virtue of a common shareholder who was 
previously a director, officer and shareholder of the Company.  No such amounts were paid for the three 
and nine month periods ended September 30, 2011.  There were no balances owing as at September 30, 
2011 (December 31, 2010 - $nil). 
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18. FINANCE EXPENSE 

 
Three months 

ended 
Two months 

ended 
Nine months 

ended 
Eight months 

ended 

 
 September 30, 

2011 
September 30, 

2010  
September 30, 

2011  
September 30, 

2010 

     

Accretion expense $    26,069 $   9,115 $    70,712 $   11,832 

Interest expense  131,178 - 172,397 14,277 

Total finance expense $  157,247 $   9,115 $  243,109 $   26,109 

19. SUPPLEMENTARY CASH FLOW INFORMATION  
 Nine months ended 

September 30, 2011  
Eight months ended 
September 30, 2010  

 
Trade and other receivables $   (7,685,555) $   (1,462,623) 
Prepaids and deposits (557,830) (149,933) 
Trade and other payables 13,087,616 3,477,438 
Income taxes payable - (27,889) 

Change in non-cash working capital $    4,844,231 $     1,836,995 

   
Net change in non-cash working capital relating to:   
Operating activities $  (1,736,038) $  (1,001,126) 
Investing activities 6,560,223 2,838,121 
Financing activities  20,046 - 

 $    4,844,231 $    1,836,995 

20. COMMITMENTS 
 

a) Office lease: During the nine months ended September 30, 2011 the Company entered into a 
new lease agreement, effective October 1, 2011 which expires September 30, 2014 and is 
committed to make lease payments over the next 3 years of $230,160 per year plus operating 
costs. 

 
b) Equipment purchases:  During the nine months ended September 30, 2011, the Company 

entered into commitments to purchase well equipment, which will be delivered over the next 12 
months, totalling $3,784,100.  The equipment purchase commitments all have cancellation 
clauses, which require the Company to give 30 days’ notice should the equipment not be required 
 
  

c) Farm-in agreement:   During the nine months ended September 30, 2011, the Company has a 
drilling commitment pursuant to a farm-in agreement to drill and complete one horizontal well in 
the Slave Point formation in the Greater Red Earth Area.  The spud commitment date is 
November 15, 2011.  Capital costs of approximately $2.2 million are expected to earn Pinecrest a 
100% working interest in the well.  
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21. EXPLANATION OF THE EFFECT OF TRANSITION TO IFRS 
 
As stated in Note 2, these interim financial statements for the period ended September 30, 2011 are 
prepared in accordance with IFRS.  For all accounting periods prior to 2011 the Company prepared its 
financial statements under Canadian generally accepted accounting principles (“GAAP”).  During the year 
ended July 31, 2010, the Company changed its GAAP accounting policy for petroleum and natural gas 
properties and equipment from the successful efforts method to the full cost method.  In addition, the 
Company changed its accounting policy for depletion of its petroleum and natural gas properties from the 
declining balance method of depletion to the unit-of-production method.  The only impact that these 
GAAP accounting policy changes had on the financial statements is the amount of depletion and related 
future income taxes associated with the change in net book values of the Company’s petroleum and 
natural gas assets. 

 
The Company’s significant accounting policies under IFRS are summarized in Note 4.  The following are 
the significant accounting policy changes upon adoption of IFRS that affected the previous year’s 
comparative financial statements:  
 
(a) Depletion and depreciation policy 
 Upon transition to IFRS, the Company adopted a policy of depleting petroleum and natural gas 

interests on a unit-of-production basis over proved and probable reserves.  The depletion policy 
under GAAP was based on unit-of-production over proved reserves.  In addition, depletion and 
depreciation was calculated on a country cost centre basis under GAAP whereas IFRS requires 
depletion and depreciation by unit of account (specific areas). 

 
(b) Accretion expense 
  Under GAAP, the asset retirement obligations were measured as the estimated fair value of the 

retirements and decommissioning expenditures expected to be incurred and liabilities were not 
re-measured using the period end discount rate.  Under IFRS, the decommissioning provision is 
measured as the best estimate of the expenditure to be incurred and requires that the asset 
retirement obligation be re-measured using the period end discount rate.  The Company is using 
a credit adjusted risk-free discount rate and there is no impact under IFRS.  In addition, under 
GAAP accretion of the discount was included in depletion and depreciation whereas under IFRS 
it is included in finance expense.   

 
(c) Share-based payments 
 Under IFRS, the expense related to share-based payments is to be recognized at fair value as 

the options or warrants vest, and requires that each tranche of a share-based award to be valued 
separately.   Under GAAP, the Company recognized the expense associated with stock-based 
compensation at fair value using the graded-vesting method. 

 
(d) Flow-through shares 

IFRS requires that the proceeds from the sale of flow-through shares be allocated between the 
sale of the shares and the sale of the tax benefit.  The allocation is made based on the difference 
between the quoted market price of the existing shares and the amount the investor pays for the 
flow through shares.  A liability is established for the difference that is reversed upon renunciation 
of the tax benefit.  The difference between the liability and the deferred tax liability is recorded as 
an income tax expense or recovery, if applicable.  

 
(e) Adjustments to the statement of cash flows 
 The transition to IFRS did not have an impact on the Company’s statement of cash flows. 
 
In accordance with IFRS 1 First-time Adoption of IFRS, certain disclosures, exemption and elections 
relating to the transition to IFRS are available.  The Company has made estimates under IFRS at the date 
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of transition, which are consistent with those estimates made for the same date under GAAP.  The 
Company has chosen the following exemptions under IFRS 1: 

21.1a IFRS 1 (D8A) Full-cost as deemed cost: The GAAP full cost pool was measured upon transition 
to IFRS as follows:  

i. exploration and evaluation assets were reclassified from the full cost pool to intangible 
exploration assets at the amount that was recorded under GAAP; and  

ii. the remaining full cost pool was allocated to the producing/development petroleum and 
natural gas properties and equipment, classified as property, plant and equipment, pro 
rata using Proved plus Probable (“2P”) reserve values as the basis for allocation  

This resulted in an increase in exploration and evaluation assets of $154,589 with a 
corresponding decrease in property, plant and equipment at August 1, 2009.  The Company 
performed an impairment test on transition to IFRS for both the exploration and evaluation assets 
and the petroleum and natural gas properties and equipment.  There was no impairment on 
transition.  

21.1b IFRS 1 (D2 & D3) Share-based payments: The exemption permits Pinecrest to not apply the 
provisions of IFRS 2 Share-based Payments to equity instruments that were issued, and vested 
prior to August 1, 2009.  On transition, Pinecrest had a total of 364,800 outstanding stock options 
which were fully vested.  By taking this exemption, Pinecrest was not required to make any 
adjustments to the balance sheet, statement of equity or cash flows on August 1, 2009. 

 
21.1c A provision of $67,912 relating to the flow through shares which were issued in May 2009 was set 

up with an offset to share capital in the opening balance sheet at August 1, 2009.      
 
An explanation of how the transition from GAAP to IFRS has affected the Company’s balance sheet, 
financial performance and cash flows is set out in the following tables and the notes that accompany the 
tables:   
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21.1 Reconciliation of equity as at August 1, 2009  

 
  

Note 

Canadian 
GAAP 

(restated) 

Effect of 
transition to 

IFRS 
 

IFRS 

Assets     
Current     

Cash and cash equivalents  $    436,839 $                 - $    436,839 
Trade and other receivables  239,266 - 239,266 

  676,105 - 676,105 
Non-current assets     
Evaluation and exploration assets  21.1a - 154,589 154,589 
Property, plant and equipment  21.1a 2,473,901 (154,589) 2,319,312 

   $ 3,150,006   $                  - $  3,150,006 

 
Liabilities 

    

Current     
Trade and other payables    $    142,221 $                 - $    142,221 
Income taxes payable  226,684 - 226,684 
Due to related party   347,951 - 347,951 

  716,856 - 716,856 
Non-current liabilities     

Due to related party  650,148 - 650,148 

Provision for liabilities and other charges 21.1c 66,549 67,912 134,461 

Deferred tax  284,274 - 284,274 

  1,717,827 67,912 1,785,739 

Shareholder’s Equity     
Share capital  21.1c 1,718,132 (67,912) 1,650,220 
Warrants   53,883 - 53,883 
Contributed surplus  21.1b 71,928 - 71,928 
Accumulated deficit   (411,764) - (411,764) 

  1,432,179 (67,912) 1,364,267 

  $  3,150,006   $                -  $   3,150,006 
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21.3 Reconciliation of equity as at September 30, 2010 

 
  

Note 
Canadian 

GAAP 

Effect of 
transition to 

IFRS 

 
 

IFRS 

 
Assets 

    

Current     
Cash and cash equivalents  $ 44,065,546  $                   - $ 44,065,546 
Trade and other receivables  1,514,784 - 1,514,784 
Prepaids and deposits  149,933 - 149,933 

  45,730,263 - 45,730,263 
Non-current assets     
Evaluation and exploration assets  21.3a - 31,302,878 31,302,878 
Property, plant and equipment  21.3b 40,952,697 (31,202,669) 9,750,028 
Deferred tax 21.3c 762,190 (25,052) 737,138 

  $ 87,445,150 $          75,157 $ 87,520,307 

 
Liabilities 

    

Current     
Trade and other payables    $   4,113,123 $                  -  $   4,113,123 
Income taxes payable  - - - 

  4,113,123 - 4,113,123 
Non-current liabilities     

Provision for liabilities and other charges 21.3d 1,305,311 1,152,702 2,458,013 

  5,418,433 1,152,702 6,571,136 

 
Shareholder’s Equity 

    

Share capital   76,001,695 - 76,001,695 
Warrants   6,712,871 - 6,712,871 
Contributed surplus   1,121,896 - 1,121,896 
Accumulated deficit  21.3e (1,809,746) (1,077,545) (2,887,291) 

  82,026,716 (1,077,545) 80,949,171 

  $ 87,445,150 $          75,157 $ 87,520,307 
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21.3 Reconciliation of comprehensive loss for the two months ended September 30, 2010 

  
Note 

Canadian 
GAAP 

Reclass from 
transition to 

IFRS 

Effect of 
transition to 

IFRS 

 
 

IFRS 

      
Petroleum and natural gas sales  $   520,308 $              -    $             - $   520,308 
Royalties  (42,760) - - (42,760) 

Petroleum and natural gas revenue  477,548    -    - 477,548 
Other operating income (loss)  10 - - 10 

Total revenue and other operating income  477,558 - - 477,558 
      

Operating and transportation expense  166,221 - - 166,221 
Accretion expense 21(b) 9,115 (9,115) - - 
Depletion and depreciation 21.3b 221,998 - (70,279) 151,719 
General and administrative expense 21.3b 275,114 - 13,279 288,393 
Stock-based compensation    - - 

Operating loss  (194,890) 9,115 57,000 (128,775) 

      
Finance expense 21(b) - 9,115 - 9,115 

Loss before income tax 
 

(194,890) - 
 

57,000 
 

(137,890) 

Income tax expense      
Current income tax    - - - 
Deferred income tax (recovery) 21.3c (18,100) - 13,818 (4.282) 

  (18,100) - 13,818 (4,282) 

Net Loss and Comprehensive Loss  $  (176,790)         $           - $   43,182 $  (133,608) 

 
 

21.3 Reconciliation of comprehensive loss for the eight months ended September 30, 2010 

  
Note 

Canadian 
GAAP 

Reclass from 
transition to 

IFRS 

Effect of 
transition to 

IFRS 

 
 

IFRS 

      
Petroleum and natural gas sales  $  1,276,123 $              -    $               - $  1,276,123 
Royalties  (135,218) - - (135,218) 

Petroleum and natural gas revenue  1,140,905    -    - 1,140,905 
Other operating income  (872) - - (872) 

Total revenue and other operating income  1,140,033 - - 1,140,033 
      

Operating and transportation expense  353,894 - - 353,894 
Accretion expense 21(b) 11,832 (11,832) - - 
Depletion and depreciation 21.3b 387,787 - 16,942 404,729 
General and administrative expense 21.3d 944,188 805,296 1,165,981 2,915,465 
Stock-based compensation  805,296 (805,296) - - 

Operating loss  (1,362,963) 11,832 (1,182,923) (2,534,055) 

      
Finance expense 21(b) 14,277 11,832 - 26,109 

Loss before income tax  (1,377,240) - (1,182,923)  (2,560,164) 

Income tax expense      
Current income tax   8,508 - - 8,508 
Deferred income tax (recovery) 21.3c (143,867)  (11,804) (155,671) 

  (135,359) - (11,804) (147,163) 

Net Loss and Comprehensive Loss  $  (1,241,881)         $           - $ (1,171,119)  $ (2,413,001) 
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The nature of adjustments from Canadian GAAP to IFRS at September 30, 2010 are as follows: 
 

  Debit 
(Credit)  

$ 

   
21.3a Reclass to exploration and evaluation assets on transition  154,589 

 Expenditures for twelve months August 1, 2009 to July 31, 2010 25,142,486 
 Expenditures for two months August 1, 2010 to September 30, 2010 6,005,803 

 Net increase in exploration and evaluations assets 31,302,878 

   
21.3b Reclass from full cost pool to exploration and evaluation assets (31,302,878) 

 Decrease in depletion twelve months August 1, 2009 to July 31, 2010 43,209 
 Decrease in capitalized general and administrative expenses two months August 

1, 2010 to September 30, 2010 
 

(13,279) 
 Decrease in depletion two months August 1, 2010 to September 30, 2010 70,279 

 Net decrease in property, plant and equipment (31,202,669) 

   
2.3c Effect of decrease in depletion, twelve months August 1, 2009 to July 31, 2010    (11,234) 

 Effect of decrease in depletion, two months August 1, 2010 to September 30, 
2010 

 
(13,818) 

 Net decrease in deferred tax asset (25,052) 

   
21.3d Effect of provision for flow-through shares-increase in share-based payments, 

twelve months August 1, 2009 to July 31, 2010 
1,152,702 

 Net increase in provision for liabilities and other charges (1,152,702) 

   
21.3e Decrease in depletion, twelve months August 1, 2009 to July 31, 2010 (43,209) 

 Decrease in depletion, two months August 1, 2010 to September 30, 2010 (70,279) 
 Increase in general and administrative expenses, two months August 1, 2010 to 

September 30, 2010 
 

13,279 
 Effect of provision for flow-through shares - increase in share-based payments 1,152,702 
 Increase in deferred tax provision 25,052 

 Net increase in accumulated deficit 1,077,545 
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21.4 Reconciliation of equity as at December 31, 2010 

 
 
 

 
Note Canadian 

GAAP 

Effect of 
transition to 

IFRS 

 
 

IFRS 

 
Assets 

    

Current     
Cash and cash equivalents  $    57,002,325 $                    - $    57,002,325 
Trade and other receivables  5,248,324 - 5,248,324 
Prepaids and deposits  646,458 - 646,458 

  62,897,107 - 62,897,107 
Non-current assets     
Evaluation and exploration assets  21.4a - 84,733,613 84,733,613 
Property, plant and equipment 21.4b 119,665,367 (84,677,619) 34,987,748 
Deferred tax  21.4c 2,093,010 (18,263) 2,074,747 

  $    184,655,484 $          37,731 $    184,693,215 

 
Liabilities 

    

Current     
Trade and other payables    $    13,287,076 $                   - $    13,287,076 
Decommissioning provision  143,750 - 143,750 

  13,430,826 - 13,430,826 
Non-current liabilities     

Provision for liabilities and other charges  21.4d 1,708,760 1,152,702 2,861,462 

  15,139,586 1,152,702 16,292,288 

 
Shareholder’s Equity 

    

Share capital   163,699,234 - 163,699,234 
Warrants   6,712,871 - 6,712,871 
Contributed surplus  21.4e 2,777,397 (385,028) 2,392,369 
Accumulated deficit  21.4f (3,673,604) (729,943) (4,403,547) 

  169,515,898 (1,114,971) 168,400,927 

  $    184,655,484 $          37,731 $    184,693,215 
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21.4 Reconciliation of comprehensive loss for the five months ended December 31, 2010 

 
 

Note Canadian 
GAAP 

Reclass from 
transition to 

IFRS 

Effect of 
transition to 

IFRS 

 
 

IFRS 

      
Petroleum and natural gas sales  $   1,906,353 $              - $             -     $   1,906,353 
Royalties  (282,340)    -    - (282,340) 

Petroleum and natural gas revenue  1,624,013    -  1,624,013 

Other income  672    - - 672 

Total revenue and other operating income 
 

1,624,685 
   - 

   - 1,624,685 

      

Operating and transportation expense  453,005  - 453,005 
Accretion 21(b) 26,186 (26,186) - - 
Depletion and depreciation 21.4b 822,265  (251,705) 570,560 
General and administrative expense 21.4f 1,039,223 1,233,110 (286,908) 1,985,425 
Stock-based compensation  1,233,110 (1,233,110) - - 

Operating loss  (1,949,104) 26,186 538,613 (1,384,305) 

Finance costs 21(b) 346,644 26,186 - 372,830 

Loss before income tax  (2,295,748) - 538,613 (1,757,135) 
Income tax expense      

Current income tax   -  - - 
Deferred income tax (recovery) 21.4f (255,100)    - 147,828 (107,272) 

  (255,100) - 147,828 (107,272) 

Net Loss and Comprehensive Loss  $    (2,040,648) $            -        $ 390,785 $ (1,649,863) 
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The nature of adjustments from Canadian GAAP to IFRS for the five months ended December 31, 2010 
are as follows: 
 
 

 Debit 
(Credit) 

$ 

   
21.4a Reclass to exploration and evaluation assets on transition  154,589 

 Expenditures for the twelve months August 1, 2009 to July 31, 2010 25,142,486 
 Expenditures for the five months August 1, 2010 to December 31, 2010 61,177,573 
 Transfer to property, plant and equipment, five months ended December 31, 2010 (1,741,035) 

 Net increase in exploration and evaluation assets 84,733,613 

   
21.4b Reclass from full cost pool to exploration and evaluation assets (84,733,613) 
 Decrease in capitalized stock-based compensation (238,920) 
 Decrease in depletion for the twelve months August 1, 2009 to July 31, 2010 43,209 
 Decrease in depletion for the five months August 1, 2010 to December 31, 2010 251,705 

 Net decrease in property, plant and equipment (84,677,619) 

   
21.4c Effect of decrease in depletion, twelve months August 1, 2009 to July 31, 2010 (11,234) 
 Effect of decrease in depletion, five months August 1, 2010 to December 31,2010 (147,829) 
 Decrease in tax-bump on capitalized stock-based compensation 140,800 

 Net decrease in deferred tax asset (18,263) 

 
   
21.4d Effect of provision for flow-through shares-increase in share-based payments  1,152,702 

 Net increase in provision for liabilities and other charges (1,152,702) 

   
21.4e Decrease in capitalized stock-based compensation (385,028) 

 Net decrease in contributed surplus 385,028 

   
21.4f Decrease in depletion for the twelve months August 1, 2009 to July 31, 2010 (43,209) 
 Effect of provision for flow-through shares - increase in share-based payments 1,152,702 
 Decrease in deferred tax expense, twelve months August 1, 2009 to July 31, 

2010 11,234 
 Decrease in depletion for the five months August 1, 2010 to December 31, 2010 (251,705) 
 Decrease in stock-based compensation expense five months August 1, 2010 to 

December 31, 2010 (286,908) 
 Increase in deferred tax expense for the five months August 1, 2010 to December 

31, 2010 147,829 

 Net increase in accumulated deficit 729,943 

22. SUBSEQUENT EVENTS 
 
Subsequent to September 30, 2011, Pinecrest entered into a fixed price swap, effective January 1, 2012 and terminating on 
December 31, 2012.  The swap fixes the price received by the Company at $92.20 Cdn per barrel based on 500 barrels of oil per 
day.  
 
Subsequent to September 30, 2011, the Company entered into a commitment which secures camp space 
for the drilling and completions crews covering the period from October 2011 to February 2012 for a total 
commitment of approximately $1.2 million. 
 


