Sea Dragon Energy Inc.
“An Exploration Stage Corporation”
Interim Financial Statements
March 31, 2009
(Unaudited)

In accordance with National Instrument 51-102 released by the Canadian Securities Administrators, the Company
discloses that its auditors have not reviewed the unaudited financial statements for the periods ended March 31,
2009 and March 31, 2008.

Sea Dragon Energy Inc.
“An Exploration Stage Corporation”
Balance Sheets
(Expressed in Canadian Dollars)
(Unaudited)
$000
ASSETS
Current
Cash
Interest receivable
Prepaid expenses and deposits
GST recoverable

March 31, 2009

$

Restricted cash (Note 5)
Investment (Note 6)
Property and equipment (Note 7)

5,885
203
123
19
6,230

December 31, 2008

$

18,678
300
1,694

LIABILITIES
Current
Accounts payable and accrued liabilities
Demand Loan (Note 8)

16,733
271
38
17,042
10,081
300
2,391

$

26,902

$

29,814

$

8,349
7,267
15,616

$

6,946
6,946

$
Commitments (Note 11)
SHAREHOLDERS’ EQUITY
Common stock (Note 9)
Contributed surplus (Note 9)
Options and warrants to purchase common stock (Note
9)
Deficit accumulated during exploration stage

$

44,444
1,520

44,444
1,437

(34,678)
11,286

(23,013)
22,868

26,902

$

29,814

Approved by the Directors:
“David Thompson” (Signed)_____________
David Thompson

“Barry Swan” (Signed)____________
Barry Swan

The accompanying notes are an integral part of the financial statements
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Sea Dragon Energy Inc.
“An Exploration Stage Corporation”
Statements of Loss, Comprehensive Loss and Deficit
(Expressed in Canadian Dollars)
(Unaudited)

Three Months
ended March 31,
2009

$000
EXPENSES
General and administrative
Foreign exchange loss (gain)
Stock-based compensation (Note
11)
Impairment of oil and gas
properties (Note 9)
Depletion and depreciation
(Note 9)
Accretion of debenture (Note 10)
Loss before other items

$

908
144

Three Months
ended March 31,
2008

$

$

4,061
(1,711)

82

-

233

10,599

-

31,008

4
(11,737)

OTHER INCOME (EXPENSE)
Interest and other income
Loss on settlement of lawsuit

296
(64)

Cumulative Period
from Inception (March
28, 2006) to March 31,
2009

877
(1,109)

6
1,179
(34,776)

72
-

28
-

558
(460)

72

28

98

NET LOSS AND COMPREHENSIVE
LOSS

(11,665)

(1,081)

(34,678)

DEFICIT, Beginning of period

(23,013)

(1,686)

-

DEFICIT, End of period

$

(34,678)

$

(2,767)

Basic and diluted loss per share

$

(0.08)

$

(0.03)

Weighted average common shares
outstanding

144,509,486

$

(34,678)

40,747,500

The accompanying notes are an integral part of the financial statements
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Sea Dragon Energy Inc.
“An Exploration Stage Corporation”
Statements of Cash Flows
(Expressed in Canadian Dollars)
(Unaudited)

$000
Cash provided by (used in)
Operating Activities
Net loss
Add non-cash items:
Accretion of debenture
Stock-based compensation
Depletion and depreciation
Impairment of oil and gas properties
Unrealized currency gains
Loss on settlement of lawsuit
Changes in non-cash working capital (Note 10)

Three Months
ended March 31,
2009

Three Months
ended March 31,
2008

$

$

(11,665)
82
4
10,599
144

-

-

33,549

7,019

107
(114)
(7)

6,864
7,019
(2)
47,430

(10,777)
(8,493)
-

(284)
(105)
(3,582)
-

(24,605)
365
(17,002)
(300)
(765)

2,276
(16,994)

110
(3,861)

4,321
(37,986)

-

59

(10,848)

(4,167)

5,885

16,733

4,452

-

7,019

Effect of exchange rate changes on cash and cash
equivalents held in foreign currencies

-

Net increase(decrease) in cash
Cash, beginning of period
Cash, end of period
Interest paid
Taxes paid

$
$
$

(34,678)
1,178
234
6
31,008
(1,482)
461
(345)
(3,618)

-

Investing Activities
Property and equipment expenditures
Cash received on acquisition (Note 5)
Restricted cash
Investment – Convertible debenture
Due from related parties
Changes in non-cash investing working capital
(Note 10)

$

877
(95)
(299)

(37)
(873)

Financing Activities
Proceeds from issuance of shares, net of share
issuance costs
Proceeds from issuance of convertible debt, net
of issuance costs
Demand loan
Deferred asset – IPO cost
Due to related parties

(1,081)

Cumulative Period
from Inception
(March 28, 2006)
to March 31, 2009

5,885
87
-

$
$
$

285
-

$
$
$

5,885
-

See Note 10 for other supplemental cash flow information

The accompanying notes are an integral part of the financial statements
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Sea Dragon Energy Inc.
“An Exploration Stage Corporation”
Notes to the Financial Statements
Three Months ended March 31, 2009 and March 31, 2008

NOTE 1 – BASIS OF PRESENTATION AND NATURE OF OPERATIONS AND ABILITY TO CONTINUE AS A GOING
CONCERN
a.

Basis of Presentation

The financial statements include the accounts of Sea Dragon Energy Inc. (“Sea Dragon” or the “Company”) at
March 31, 2009 and December 31, 2008 and for the three months ended March 31, 2009 and 2008 and the
cumulative period from March 28, 2006 (inception) through March 31, 2009 and are presented in accordance with
Canadian generally accepted accounting principles on the same basis as the audited consolidated financial
statements as at and for the year ended December 31, 2008, excepts as outlined in Note 2. Accordingly, these
interim financial statements should be read in conjunction with Sea Dragon’s consolidated financial statements
and the notes thereto for the year ended December 31, 2008. In these interim financial statements all dollar
amounts are disclosed in Canadian dollars unless otherwise noted.
b.

Organization

Sea Dragon was incorporated, under the Canada Business Corporations Act on March 28, 2006 to engage in the
business of oil and gas exploration. The Company’s planned business operations involve acquiring low entry cost
exploration prospects, as measured on a dollar per barrel for proven and potential reserves in proximity to
producing oil fields, and exploring for oil and gas reserves. Since inception, the Company’s business activities have
included incorporating and organizing the Company, financing and acquiring a 75% working interest and
exploration activities in the East Wadi Araba area of the Gulf of Suez oil and gas concession (the “Concession
Agreement” or “Egyptian Concession”) (Note 9).
c.

Ability to Continue as a Going Concern

These financial statements have been prepared on a going concern basis which contemplates the realization of
assets and the payments of liabilities in the ordinary course of business.
For the three months ended March 31, 2009 the Company reported a net loss of $11,664,948 and incurred
negative cash flow from operating activities of $874,192. Although its working capital deficiency at March 31,
2009 was $9,386,747, its restricted cash reserves were $18,678,409.
The future of the company is dependent on its ability to successfully acquire, explore, develop and produce
economically viable reserves, and when necessary, raise capital. The current credit market crisis, the decline in
commodity prices and the global slowdown of economic growth have combined to create a substantially more
difficult business environment, resulting in an extremely limited ability to execute capital market transactions. In
response, management has restricted capital spending and realigned its investment strategy to focus on the
acquisition of oil and gas properties that generate positive cash flows. It has restricted its administrative spending
and continues to monitor financing and credit opportunities to fund future prospects and opportunities.
Management believes that these courses of action will mitigate the conditions noted above and that the going
concern assumption is appropriate.
NOTE 2 – CHANGES IN ACCOUNTING POLICIES
Goodwill and intangible assets, Section 3064:
In February 2008, the CICA issued Section 3064, Goodwill and intangible assets, ("Section 3064") replacing Section
3062, Goodwill and other intangible assets ("Section 3062") and Section 3450, Research and development costs.
Various changes have been made to other standards to be consistent with the new Section 3064. Section 3064 will
be applicable to financial statements relating to fiscal years beginning on or after October 1, 2008. Accordingly, the
Company adopted the new standards for its fiscal year beginning January 1, 2009.
Section 3064 establishes standards for the recognition, measurement, presentation and disclosure of goodwill and
of intangible assets. Standards concerning goodwill are unchanged from the standards included in the previous
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Sea Dragon Energy Inc.
“An Exploration Stage Corporation”
Notes to the Financial Statements
Three Months ended March 31, 2009 and March 31, 2008
Section 3062. Also in February 2008, the CICA amended portions of Section 1000, “Financial Statement Concepts”,
which the CICA concluded permitted deferral of costs that did not meet the definition of an asset. The
amendments apply to annual and interim financial statements relating to fiscal years beginning on or after October
1, 2008. Upon adoption of S.3064 and the amendments to Section 1000 on January 1, 2009, capitalized amounts
that no longer meet the definition of an asset will be expensed retrospectively. The adoption of this standard did
not have an impact on the financial statements.
Credit Risk and Fair Value of Financial Assets and Liabilities
In January 2009, the CICA issued EIC-173, Credit Risk and the Fair Value of Financial Assets and Financial Liabilities.
The EIC provides guidance on how to take into account credit risk of an entity and counterparty when determining
the fair value of financial assets and financial liabilities, including derivative instruments. This standard is effective
for the Company’s fiscal periods ending on or after January 20, 2009 with retrospect application. The application of
this EIC did not have a material effect on the Company’s financial statements.
New Accounting Standards
a) Business Combinations
In December 2008, the CICA issued Section 1582, Business Combinations, which will replace CICA Section 1581 of
the same name. Section 1582 establishes principles and requirements of the acquisition method for business
combinations and related disclosures. This statement applies prospectively to business combinations for which
the acquisition date is on or after the beginning of the first annual reporting period beginning on or after January
2011 with earlier application permitted. The Company is currently evaluating the impact of this changeover on its
Financial Statements.
b) Non-Controlling Interests
In December 2008, the CICA issued Sections 1601, Consolidated Financial Statements, and 1602, Non-Controlling
Interests, which along with Section 1603 replace existing Section 1600. Section 1601 establishes standards for the
preparation of consolidated financial statements. Section 1602 provides guidance on accounting for a noncontrolling interest in a subsidiary in consolidated financial statements subsequent to a business combination.
These standards are effective on or after the beginning of the first annual reporting period beginning on or after
January 2011 with earlier application permitted. These standards currently do not impact the Company as it does
not have any subsidiaries.
c) International Financial Reporting Standards
On February 13, 2008 the Canadian Accounting Standards Board has confirmed that effective for interim and
annual financial statements related to fiscal years beginning on or after January 1, 2011, International Financial
Reporting Standards (“IFRS”) will replace Canada’s current GAAP for all publicly accountable profit-oriented
enterprises.
The Company has determined that the most significant impact of IFRS conversion is to property and equipment.
IFRS does not prescribe specific oil and gas accounting guidance other than for costs associated with the
exploration and evaluation phase. The Company currently follows full cost accounting as prescribed in Accounting
Guideline 16, Oil and Gas Accounting – Full Cost. Conversion to IFRS may have a significant impact on how the
Company accounts for costs pertaining to oil and gas activities, in particular those related to the pre-exploration
and development phases. In addition, the level at which impairment tests are performed and the impairment
testing methodology will differ under IFRS. IFRS conversion will also result in other impacts, some of which may be
significant in nature. The impact on the Company’s Financial Statements cannot be reasonably determined at this
time.
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Sea Dragon Energy Inc.
“An Exploration Stage Corporation”
Notes to the Financial Statements
Three Months ended March 31, 2009 and March 31, 2008
NOTE 3 – FINANCIAL RISK MANAGEMENT
a.

Capital Management:

The Company’s capital structure consists of shareholders’ equity, working capital and debt. The Company’s
objective when managing its capital is to ensure it has sufficient capital to maintain its ongoing operations,
safeguard the Company’s ability to continue as a going concern in order to pursue the development of its working
interest in the Concession Agreement (Note 9) and to maintain a flexible capital structure which optimizes the
costs of capital at an acceptable risk. The Company manages its capital structure and makes adjustments to it,
based on the funds available to the Company, in order to support the exploration and development of its interest
in the Concession Agreement and to pursue other opportunities.
The Company monitors its capital structure and short-term financing requirements using cash flow from
operations and non-GAAP metrics consisting of funds flow from operations, both calculated on most current four
rolling quarter basis. Funds flow from operations represents funds generated from operating activities before
changes in non-cash working capital. Funds flow from operations should not be considered an alternative to, or
more meaningful than, cash flow from operating activities. Management reviews its capital management
approach on an ongoing basis and believes that this approach, given the relative size of the Company, is
reasonable.

March 31,
2009

$000

March 31,
2008

Cash flow from operations

$

(873)

$

(298)

Funds flow from operations

$

(836)

$

(203)

Working capital (deficiency)

$

(9,385)

$

(7,351)

The working capital deficiency as at March 31, 2009 occurs because the Company has $18,678,409 of cash and
term deposits that are classified as restricted funds because they are securing Letters of Guarantee and other
indebtedness (See Note 5). The Company is taking steps to reduce the indebtedness so as to release the
restriction on the underlying funds, thereby adding them to the available working capital balance.
In order to complete planned exploration and development under the Concession Agreement, pay for
administrative costs and pursue other exploration and development opportunities, the Company will use some of
its existing working capital and may raise additional amounts through a combination of debt and equity financing
as needed.
There were no changes in the Company's approach to capital management during the three months ended March
31, 2009 compared to the year ended December 31, 2008. The Company is not subject to externally imposed
capital requirements.
b.

Financial Instruments:

The Company's financial instruments as at March 31, 2009 were comprised of cash, restricted cash, investment
and accounts payable and accrued liabilities. Fair value of financial assets and financial liabilities and information
related to risk management positions and discussions of risks associated with financial assets and financial
liabilities are presented below.
(i) Fair Value
The carrying amount of the Company’s accounts payable and accrued liabilities approximates their fair values due
to the short terms to maturity. The investment is recorded at its cost which the Company believes was the fair
value at the time as the price was negotiated by two unrelated parties acting at arm’s length. The fair value of the
investment is reviewed on an on-going basis by discussions and reports provided by the development stage issuer
so that the Company can assess whether the operating plan upon which the investment decision was made is

Page | 6

Sea Dragon Energy Inc.
“An Exploration Stage Corporation”
Notes to the Financial Statements
Three Months ended March 31, 2009 and March 31, 2008
ongoing as was anticipated. Subsequent to the year-end the Company’s management visited the issuer’s
exploration site, and reviewed and discussed the exploration plans with the issuer’s senior management and onsite operating personnel.
(ii) Risks Associated with Financial Assets and Liabilities
Credit Risk
The Company is exposed to credit risk in relation to its cash, restricted cash, investment and amounts receivable
and the risk of financial loss if counterparty to a financial instrument fails to meet its contractual obligations. The
Company maintains cash and restricted cash with a Major Canadian Chartered bank and therefore the Company
considers cash to have credit risk which reflects the strength of the Company’s bank. The Company’s investment is
in a debenture in a Prevail Energy Inc. (a Canadian private company) (Note 7). Since Prevail Energy Inc. is an
exploration stage company with no history of cash flow there is a significant credit risk that the Company will not
receive the $300,000 in principal and $45,000 in interest owed on the debenture at maturity.
Liquidity Risk
Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they become due. The
Company’s approach to managing liquidity is to ensure, as far as possible, that it will have sufficient liquidity to
meet its liabilities when due, without incurring unacceptable losses or risking harm to the Company’s reputation.
The Company monitors cash flows to ensure it has sufficient available funds to meet current and foreseeable
financial requirements at a reasonable cost.
Management believes that funds raised from the IPO financing that closed during the year ended December 31,
2008 (Note 9) will be adequate to support these financial liabilities.
Market Risk
Market risk is the risk that changes in market prices including commodity prices, foreign exchange rates and
interest rates that will affect the Company’ net earnings of the value of its financial instruments. The objective of
market risk management is to reduce exposures to acceptable limits while maximizing returns.
Commodity Price Risk
Commodity price risk is the risk that the fair value of financial instruments or future cash flows will fluctuate as a
result of a change in commodity prices. The ability of the Company to develop its interest in the Concession
Agreement (Note 9) is directly related to the market price of oil and gas. Given that the current oil and gas
activities are in the exploration stage and that no oil and gas reserves have been identified, the Company does not
use financial derivatives or physical delivery sales contracts and accordingly, commodity price risk is negligible.
Foreign Currency Exchange Rate Risk
The Company transacts business in both Canada and Egypt and purchases goods and services denominated in
Canadian and US dollars. As a result, the Company has foreign exchange transaction and translation exposure. US
dollar denominated transactions are translated into Canadian dollars at the rate of exchange in effect at the date
of the transaction. Monetary assets and liabilities are translated into Canadian dollars using the exchange rates in
effect at the balance sheet dates. Translation gains and losses are recognized in income in the current period. The
Company advances funds to Dover Investments Limited (“Dover”), the current operator of the Egyptian
Concession, to the extent necessary to carry out exploration activities thus monetary assets and liability balances
are minimal. As such, the Company has exposure to foreign currency exchange rate fluctuations at this time. The
Company has US$8,055,259 cash and restricted cash as at March 31, 2009 (See Note 5, items a) and c)). There are
no other foreign denominated financial assets or liabilities as at March 31, 2009.
Sensitivity
The Company estimates a ten percent change in the United States foreign exchange rate would have resulted in
unrealized foreign exchange gains impacting the net loss by $1.0 million. A ten percent change in the average
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Sea Dragon Energy Inc.
“An Exploration Stage Corporation”
Notes to the Financial Statements
Three Months ended March 31, 2009 and March 31, 2008
United States foreign exchange rate for the year would have impacted the cost of the acquisition of property and
equipment by an estimated $1.1 million.
NOTE 4 – SIGNIFICANT ACQUISITION
On April 24, 2008, the Company acquired all of the outstanding common shares of Egypt Oil Holdings Inc. (“EOH”)
for 24,000,000 Sea Dragon common shares and the elimination of an amount of $765,000 that had been owed by
EOH to Sea Dragon. The results of EOH have been included in the consolidated financial statements of Sea Dragon
since that date until EOH October 10, 2008 when EOH was dissolved and its assets and liabilities were
amalgamated into the Company. EOH held a 35% interest in the East Wadi Araba Concession Area in Egypt (“the
EWA Concession”).
The purchase consideration reflected in the table below was calculated using a common share price of $0.1525
per Sea Dragon share, which was the estimated fair value of Sea Dragon’s shares based on the most recently
completed private placement transactions (less imputed value of warrants using the Black-Scholes option pricing
model) prior to the share exchange with EOH.
The acquisition has been accounted for using the purchase method with Sea Dragon as the acquirer, and the
purchase price was allocated to the fair value of the assets acquired and the liabilities assumed as follows:
Purchase price ($000)
24,000,000 Sea Dragon common shares @$0.1525 per share
Amount receivable from related party

$ 3,660
765
$ 4,425

Allocation of purchase price ($000)
Cash
Accounts payable and accrued liabilities
Resource property

$

365
(20)
4,080
$ 4,425

EOH was dissolved on October 10, 2008 and its assets and liabilities were amalgamated into the Company.
NOTE 5 – RESTRICTED CASH
Restricted cash consists of both cash on deposit and $US denominated term deposits that secure two Letters of
Credit, and a minimum cash balance that secures corporate credit cards. These balances are held under the
following terms:
$000
a)
b)

c)

d)

Terms

Amount ($US)

Amount($C)

Minimum cash balance in $US
denominated account

6,500

8,061

$C denominated term deposit
bearing interest of 3.00% p.a.,
maturing July 14, 2009

6,854

8,500

$US Term deposit bearing interest
of 0.25% p.a., maturing April 3,
2009

1,522

1,887

185
15,061

230
18,678

Minimum cash balance in $C
denominated account
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Sea Dragon Energy Inc.
“An Exploration Stage Corporation”
Notes to the Financial Statements
Three Months ended March 31, 2009 and March 31, 2008
a)

The letter of credit for $US6,500,000 which expires on May 28, 2009 was granted as security for the
contractor’s payment for the Transocean 103 off-shore drilling rig used to drill the East Wadi Araba 5-X well in
2008 and 2009.

b) The Demand Loan for $US5,860,000 was secured by $C8,500,000 in funds held in a Guaranteed Investment
Certificate.
c)

The letter of credit for $US1,521,875, was provided to the Egyptian General Petroleum Corporation as security
for the financial commitment of Exploration phase of the East Wadi Araba concession in Egypt.
d) Security for corporate credit cards is a minimum cash balance of $C230,000.
The term deposits supporting the Letters of Credit will be reinvested in term deposits when they mature. Upon
maturity the Letters of Credit will either be released by the holders in full satisfaction of the underlying
commitment, extended by Sea Dragon, or called by the holders.
NOTE 6 – INVESTMENT

On December 22, 2008, the Company purchased a $300,000 convertible debenture issued by Prevail Energy Inc.,
(“Prevail”) a private Canadian corporation with a joint venture interest in an oil and gas concession in The Republic
of the Congo. The debenture bears interest at 15% per annum and matures on November 19, 2009. Any unpaid
amounts of the debenture and accrued interest may be converted into the shares of Prevail at the rate of $C0.15
per share. If the full amount of the debenture and interest is converted, the Company could acquire 3,552,500
common shares of Prevail, representing 8.92% of all of the issued common shares of Prevail on a fully diluted basis.
The Company has classified this financial instrument as a security held for trading.
The fair value of the investment at March 31, 2008 equals its purchase price because the Company is not aware of
any events that have occurred between the purchase date and the year-end which would have a material effect on
the fair value of the investment.
NOTE 7 - PROPERTY AND EQUIPMENT
$000
Furniture and fixtures
Accumulated deprecation
Furniture & fixtures, net

$

Exploration and development expenses
Write-down of EWA Concession costs
Oil and gas properties, net
$

March 31, 2009
49
(6)
43
32,659
31,008
1,651
1,694

$

$

December 31, 2008
46
(2)
44
22,756
(20,409)
2,347
2,391

The Company is in the exploration stages of its planned principal operations in Egypt. Through a series of
agreements it entered into in 2005 and the acquisition of EOH (see Note 4) the Sea Dragon holds a 75% interest in
the EWA Concession. Under the terms of the Concession Agreement and the Joint Operating Agreement, the
Company was obligated to drill one well during the first exploration phase and to drill two more wells and spend
$US3.5 million on exploration activities.
The EWA-4X deviated well was drilled in 2007 from an onshore surface location. On September 18, 2007 the
Company received notification that the well did not contain any economically recoverable hydrocarbons and was
subsequently wire-line-logged, plugged and abandoned.
THE EWA 5-X well, an off-shore well was commenced in November 2008 to drill two well bores from the same
surface location in order to test the Miocene and Pre-Miocene targets at the Dahab North Prospect. On February
17, 2009 the Company announced that the well was drilled to a depth of 9,750 feet and although it encountered
hydrocarbons the findings were determined to be uneconomic for further exploration or development and the
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Sea Dragon Energy Inc.
“An Exploration Stage Corporation”
Notes to the Financial Statements
Three Months ended March 31, 2009 and March 31, 2008
well was plugged and abandoned. Management decided that it would not pursue further exploration on the EWA
concession. Accordingly, all costs related to the acquisition of the concession, direct drilling and capitalized
administrative and other overhead costs totaling were written off. This consisted of $20,408,609 that was written
off during the year ended December 31, 2008 and $10,599,250 written off in the three months ended March 31,
2009. The costs remaining on the balance sheet are comprised of:
$000
Amount receivable
Drilling materials and supplies
Prepaid expenses, deposits and amounts
paid in excess of costs

$

March 31, 2009
952
268
431
1,651

$

December 31, 2008
666
268

$

1,413
2,347

$

The Company capitalized overhead costs relating to exploration and development activities during the three
months ended March 31, 2009 of $673,711 in Egypt (2008 - $47,400).
NOTE 8 – DEMAND LOAN
$000
Demand loan

$

March 31, 2009
7,267

December 31, 2008
-

$

The demand loan bears interest at the bank prime rate for $US borrowings plus 1.875%, is payable upon demand,
and is secured by Treasury Deposits or Guaranteed Investment Certificates in $C funds plus a 5% margin to account
for weekly exchange rate fluctuations. The loan was repaid in May 2009.

NOTE 9 – SHARE CAPITAL
a) Authorized
Unlimited common shares with no-par value.
Unlimited preference shares with no-par value. No preferred shares are issued or outstanding at March 31,
2009 and December 31, 2008.
b) Issued and outstanding
Common shares with no-par value
$000, except for number of shares
Balance, December 31, 2007

Number of
Shares
40,747,500

Amount
1,948

Shares issued to acquire EOH (Note 4)

24,000,000

3,660

Shares issued through Initial Public Offering at $0.60 less
offering costs of $4,075,553, which included all costs
directly associated with the IPO

58,333,334

30,924

Shares issued upon conversion of the convertible
debentures

21,428,571

7,500

144,509,405

412
44,444

Contributed surplus from convertible debentures
transferred to common shares upon conversion of the
debentures
Balance, December 31, 2008 and March 31, 2009

$
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On April 24, 2008 Sea Dragon issued 24,000,000 common shares to the shareholders of EOH in exchange for all of
the issued and outstanding common shares of EOH, Making EOH became a wholly-owned subsidiary of the
Company (Note 4).
On July 15, 2008, the Company completed an initial public offering (“the IPO”) and issued a total of 58,333,334
common shares for net proceeds of $30,924,447 after deducting $1,317,142 for legal fees, $104,600 of accounting
fees and agents’ commission of $2,100,000 being 6% of the gross proceeds raised on the offering. Pursuant to the
agency agreement, the Company also agreed to grant compensation options to the agents entitling the agents to
acquire a number of common shares equal to 6% of the number of common shares sold by the Company under the
offering at $0.60 per share for a period of eighteen months after the common shares are listed on the TSX-V,. As a
result, the Company has granted 3,500,000 compensation options to the agents upon closing of the IPO. The fair
value of the warrants was estimated to be $553,812 using the Black-Scholes option pricing model under the
following assumptions: average risk free rate – 3.27%, expected life – 1.5 years, expected volatility 84.24% and
expected dividend yield of 0.00%.
Concurrent with the closing of the IPO, convertible debentures were converted into 21,428,571 common shares at
an aggregate value of $7,500,000 and $412,000 was transferred from contributed surplus to the value of the
common shares. The Debenture holders were entitled to convert the debentures in whole or in part into common
shares of the Company at a conversion price of $0.35 per share. The outstanding Debentures were automatically
converted into common shares of the Company at the same conversion price upon the successful completion of
the Initial Public Offering. The fair value of the Debenture financing, being the present value of the repayment
obligation, was estimated using a discount factor of 16%. The Company allocated $7,113,000 to the debentures
and $387,000 to the conversion feature (with an offsetting credit to contributed surplus). During 2007 and 2008,
the Company recorded an aggregate accretion expense of $1,178,000 in respect of the discount.
As a condition of closing the IPO, the common shares held directly or indirectly by the directors or officers of the
Company and the common shares held by shareholders of the Company who purchased or acquired common
shares of the Company more than a year prior to the offering (“Seed Shares”) were placed into an escrow
agreement (the “Directors, Officers and Seed Shareholders Voluntary Escrow Agreement”) with an escrow agent.
The escrowed shares will be released from escrow on the earlier of: (i) the Company announcing the drilling results
of the second exploratory well drilled on the EWA Concession (Note 9); and (ii) July 31, 2009. At December 31,
2008 there are 26,971,498 common shares are held in escrow pursuant to the Directors, Officers and Seed
Shareholders Voluntary Escrow Agreement which includes 11,810,998 common shares held in escrow in
accordance with the Canadian Securities Administrators Policy 46-201 and 19,600,000 common shares held in
escrow pursuant to the EOH escrow agreement. None of these shares have been released from escrow.
c) Options
On March 28, 2008, the board of directors adopted a stock option plan (the “Option Plan”). A number of common
shares equal to 10% of the Company’s outstanding common shares are reserved for issuance under the Option
Plan.
The Option Plan provides for the grant of options to purchase common shares to eligible directors, senior officers,
employees and consultants of the Company or any of its affiliates (“Participants”). The exercise periods and vesting
periods of options granted under the Option Plan are to be determined by the board of directors. The expiration of
any option will be accelerated if the participant’s employment or other relationship with the Company terminates.
The exercise price of an option is to be set by the board of directors at the time of grant but shall not be lower than
the Market Price (as defined in the Option Plan) at the time of grant.
Any amendment to the Option plan would be subject to shareholder and regulatory approval.
Compensatory stock based transactions with directors, officers, employees and outside consultants are recorded
at estimated fair value. The Company uses the Black-Scholes option pricing model to estimate the fair value of
each stock option at the date of grant. The fair value of stock options, which vest immediately, is recorded at the
date of grant; the fair value of options, which vest in future, is recognized over the vesting period. Stock options
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that vest over time are recorded over the vesting period using the straight line method. Stock options issued to
outside consultants that vest over time are valued at the grant date and subsequently re-valued on each vesting
date. Stock based compensation is recognized as an expense with a corresponding increase in options and
warrants to purchase common stock.
Consideration received on the exercise of stock options together with the related portion previously recorded in
options and warrants to purchase common stock is credited to share capital.
On July 28, 2008 the Company granted 4,200,000 stock options under the option plan to certain directors and
officers of the Company at an exercise price of $0.60 per share. The stock options vest in equal installments over a
3-year period. The options expire on July 28, 2013. The Company also granted 500,000 stock options under the
option plan at an exercise price of $0.60 per share to a third party consultant in exchange for investor relation
services. These options vest in equal installments over 3 years, the length of time in which the investor relations
services are expected to be provided. These options also expire on July 28, 2013.
These options were ascribed a total fair value of $1,141,630 on the grant date, using the Black-Scholes option
pricing model with the following assumptions: average risk free rate – 3.4%, expected life – 5 years, expected
volatility 106% and expected dividend yield of 0.00%. Stock-based compensation expense of $82,660 was recorded
during the three months ended March 31, 2009 (2008 - $nil).
The following share purchase options were outstanding and exercisable at March 31, 2009:

Share Purchase Options

Number of
Options

Weighted
Average Exercise
Price

Outstanding, December 31, 2007

1,228,832

$0.32

Options granted 2008

8,879,089

$0.58

10,107,921

$0.55

5,407,921

$0.48

Outstanding, December 31, 2007 and March 31, 2009
Exercisable, end of year

The following summarizes details about the Company’s stock option granted as at March 31, 2009:

Exercise Price
$0.20
$0.35
$0.60
$0.60

Outstanding Options
Number of
Remaining
Options
Contract Life
529,000
1. 30 years
1,378,921
0.80 years
3,500,000
1.30 years
4,700,000
4.33 years
10,107,921

Vested Options
Number of
Remaining
Options
Contract Life
529,000
1. 30 years
1,378,921
0.80 years
3,500,000
1.29 years
Nil
5,407,921
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Unvested options as of March 31, 2009 will vest in accordance with the following schedule:
Exercise Price
$0.60
$0.60
$0.60

Number of
Options
1,566,667
1,566,667
1,566,666
4,700,000

Date when
vested
July 28, 2009
July 28, 2010
July 28, 2011

Warrants
The following share purchase warrants were outstanding at March 31, 2009:
Number of shares
Outstanding, January 1, 2007
Issued, 2008
Outstanding, December 31,
2008 and March 31, 2009

Exercise Price

Expiry Date

2,316,250
1,557,500

$0.30
$0.30

July 17, 2010
July 17, 2010

3,873,750

$0.30

July 17, 2010

March 31,
2009

March 31,
2008

NOTE 10 – SUPPLEMENTAL CASH FLOW INFORMATION
Changes in operating non-cash working capital consisted of the following:
$000
Operating activities
Interest receivable
GST recoverable
Prepaid expenses
Accounts payable and accrued liabilities
Investing activities
Amount receivable
Prepaid expenses, deposits and amounts paid in
excess of costs
Drilling materials and supplies
Accounts payable and accrued liabilities

$

$

$

67
(18)
(85)
(1)
(37)

$

23
(14)
(104)
(95)

$

(285)

$

(26)

$

1,513
(356)
1,404
2,276

$

(48)
184
110
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Other supplemental cash flow information consisted of the following:

Supplemental schedule of non-cash transactions
$000
Common shares issued for resource property
(Note 11)
Resource property acquired by forgiveness of
amount due from related party (Notes 5 and 8)
Common shares issued upon exercise of
convertible debenture (Note 10)
Contributed surplus recorded as common share
capital upon exercise of convertible debenture
(Note 11)

Three Months
ended March 31,
2009

Three Months
ended March 31,
2008

Cumulative
Period from
Inception (March
28, 2006) to
March 31, 2009

$

-

$

-

$

3,722

$

-

$

-

$

765

$

-

$

-

$

7,500

$

-

-

$

412

NOTE 11 – COMMITMENTS
a.

Commitments
x

Under the terms of the Concession Agreement for the East Wadi Araba Area in Egypt, the Company
committed to drill two wells and spend $US3.5 million on exploration activities. In order to secure
the expenditure commitment, the Company issued a Letter of Guarantee for $US3.5 million to the
Egyptian General Petroleum Corporation in January 2008. The Letter of Guarantee was subsequently
reduced to $1,521,875 by August 2008 after completion of the first well (4-X) (See Note 5).
The Company is of the opinion that with the completion of the 5-X well in February 2009 (See Note
15) the Company has met these performance and expenditure obligations.

x

The Company has entered into an agreement to lease office space in Calgary, Alberta beginning on
November 1, 2008 and ending on January 30, 2011. A payment has been made as a deposit for the
first and last month’s rent currently booked as deposit. The monthly rent is $13,721.

NOTE 12 – SUBSEQUENT EVENT
On May 5, 2009 the Company repaid the revolving demand loan outstanding balance of $US 5.86 million, using
$C6,908,354.
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