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CHARTERED ACCOUNTANTS Phone: 604. 714.3600 Fax: 604. 714.3669 Web: manningelliott.com

Auditors’ Report

To the Board of Directors and Shareholders of
Pacific Rodera Energy Inc.

(formerly Pacific Rodera Ventures Inc.)

(An Exploration Stage Company)

We have audited the balance sheet of Pacific Rodera Energy Inc. (An Exploration Stage Company) as at
November 30, 2004 and 2003 and the statements of operations and deficit and cash flows for the years then ended.
These financial statements are the responsibility of the company's management. Our responsibility is to express an
opinion on these financial statements based on our audits.

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

In our opinion, these financial statements present fairly, in all material respects, the financial position of the

Company as at November 30, 2004 and 2003, and the results of its operations and its cash flows for the years then
ended in accordance with Canadian generally accepted accounting principles.

CHARTERED ACCOUNTANTS
Vancouver, Canada

March 17, 2005



PACIFIC RODERA ENERGY INC.
(formerly Pacific Rodera Ventures Inc.)
(An Exploration Stage Company)

BALANCE SHEETS
AS AT NOVEMBER 30, 2004 AND 2003

2004 2003
$ $

ASSETS
CURRENT ASSETS

Cash 207,044 31,096

Short-term investments 1,710,747 -

Amounts receivable 11,570 31,459

Prepaid expenses 4,499 2,524

Advances to related parties (Note 7) - 25,000
Total Current Assets 1,933,860 90,079
Cash Committed For Oil and Gas Exploration 6,820,687 528,237
Refundable Deposits (Note 3) 471,715 179,342
Property and Equipment (Note 4) 12,011 6,904
Oil and Gas Properties (Note 5) 3,108,177 1,205,333
Total Assets 12,346,450 2,009,895
LIABILITIES AND SHAREHOLDERS’ EQUITY
CURRENT LIABILITIES

Accounts payable and accrued liabilities 135,586 178,913
Total Liabilities 135,586 178,913
COMMITMENTS (Notes 5 and 9)
SUBSEQUENT EVENTS (Note 10)
SHAREHOLDERS’ EQUITY
Share Capital (Note 6) 29,057,157 18,107,969
Contributed Surplus (Note 6(g)) 2,108,847 94,130
Deferred Compensation (Note 6(f)) (1,730,062) (45,269)
Deficit (17,225,078) (16,325,848)
Total Shareholders’ Equity 12,210,864 1,830,982
Total Liabilities and Shareholders’ Equity 12,346,450 2,009,895

Approved on Behalf of the Board:

/sl “David J.L. Williams”

David J.L. Williams, Director

/sl “C. Geoffrey Hampson”

C. Geoffrey Hampson, Director



PACIFIC RODERA ENERGY INC.
(formerly Pacific Rodera Ventures Inc.)
(An Exploration Stage Company)

STATEMENTS OF OPERATIONS AND DEFICIT
YEARS ENDED NOVEMBER 30, 2004 AND 2003

2004 2003
$ $
Revenue — —
Expenses
Accounting and audit 26,448 19,251
Advertising and promotion 5,993 6,566
Amortization 2,838 1,587
Consulting (Note 7) 109,507 72,896
Impairment loss on oil and gas properties - 993,337
Interest and bank charges 17,606 1,293
Legal 98,369 22,942
Office and administration 33,582 9,551
Rent (Note 7) 54,092 44,991
Stock-based compensation 469,979 48,861
Transfer agent, regulatory fees and shareholder relations 77,076 25,790
Travel and accommodation 29,024 6,019
Less: interest income (25,284) (7,115)
Total Expenses 899,230 1,245,969
Net Loss (899,230) (1,245,969)

Deficit, Beginning of Year

(16,325,848)

(15,079,879)

Deficit, End of Year

(17,225,078)

(16,325,848)

Net Loss Per Share — Basic and Diluted

(0.03)

(0.07)

Weighted Average Number of Shares Outstanding

34,839,000

19,048,000




PACIFIC RODERA ENERGY INC.
(formerly Pacific Rodera Ventures Inc.)
(An Exploration Stage Company)

STATEMENTS OF CASH FLOWS
YEARS ENDED NOVEMBER 30, 2004 AND 2003

2004 2003
$ $
Cash Flows To Operating Activities
Net loss (899,230) (1,245,969)
Adjustments to reconcile net loss to net cash used in operating activities
Amortization 2,838 1,587
Impairment loss on oil and gas properties - 993,337
Amortization of deferred compensation and other stock-based
compensation 469,979 48,861
Changes in operating assets and liabilities
Amounts receivable 19,889 (14,291)
Prepaid expenses (1,975) (417)
Advances to related parties 25,000 63,631
Accounts payable and accrued liabilities (43,327) 7,123
Net Cash Used In Operating Activities (426,826) (146,138)
Cash Flows To Investing Activities
Short-term investments (1,710,747) -
Refundable deposits (292,373) -
Acquisition of property and equipment (7,945) -
Acquisition of and expenditures upon oil and gas properties (1,902,844) (723,045)
Less financed by cash committed for oil and gas exploration 1,902,844 723,045
Net Cash Provided By (Used In) Investing Activities (2,011,065) -
Cash Flows From Financing Activities
Proceeds from issuance of shares, net of issuance costs 10,867,539 1,314,607
Less: committed for oil and gas exploration (8,253,700) (1,250,000)
Net Cash Provided By Financing Activities 2,613,839 64,607
Change In Cash 175,948 (81,531)
Cash, Beginning of Year 31,096 112,627
Cash, End of Year 207,044 31,096
Non-cash Investing and Financing Activities
Issuance of common shares for finders’ fees 195,009 35,694
Fair value of stock options granted 2,154,772 94,130

Supplemental Disclosures

Interest paid
Income taxes paid




PACIFIC RODERA ENERGY INC.
(formerly Pacific Rodera Ventures Inc.)
(An Exploration Stage Company)

NOTES TO THE FINANCIAL STATEMENTS
YEARS ENDED NOVEMBER 30, 2004 AND 2003

1. EXPLORATION STAGE COMPANY

Pacific Rodera Energy Inc. (“the Company”) was formed by the amalgamation, in the Province of British
Columbia, Canada, of Pacific Royal Ventures Ltd. ("Pacific") and Rodera Diamond Corp. ("Rodera")
(collectively the "predecessor companies"), on March 1, 1999. Both predecessor companies were involved in
the acquisition, exploration and development of resource properties. The common shares of Pacific and Rodera
were exchanged for common shares of the Company on the basis of 5 Pacific shares for each share of the
Company, and 8 Rodera shares for each share of the Company.

The Company's shares have traded on the TSX Venture Exchange since the amalgamation of Pacific and
Rodera on March 1, 1999 under the symbol PRD.

The Company changed its name from Pacific Rodera Ventures Inc. to Pacific Rodera Energy Inc. on June 21,
2004 and continues to trade on the TSX Venture Exchange under the symbol PRD.

These financial statements have been prepared on the going concern basis, which assumes that the Company
will be able to continue as a going concern and realize its assets and discharge its liabilities in the normal
course of business, and do not reflect any adjustments that may be necessary if the company is unable to
continue as a going concern. The Company has incurred significant losses since inception. The continued
operations of the Company are dependent on its ability to generate future cash flows or obtain additional
financing. Management is of the opinion that sufficient working capital will be obtained from operations or
external financing to meet the Company'’s liabilities and commitments as they become due, although there is a
risk that additional financing will not be available on a timely basis or on terms acceptable to the Company.
The Company continues to explore in hopes of finding a proven oil and gas property that can generate future
cash flows.

2. SIGNIFICANT ACCOUNTING POLICIES
a) Year End
The Company’s year end is November 30.
b) Basis of Presentation

These financial statements are prepared in conformity with Canadian generally accepted accounting
principles and are presented in Canadian dollars. The Company has withdrawn its 10SB application with
the Securities Exchange Commission and therefore, has presented its financial statements using Canadian
GAAP and not US GAAP as it did in the prior year. There would be no material reconciling items other
than presentation items.

c) Use of Estimates

The preparation of financial statements in conformity with Canadian generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Significant
areas require the use of management estimates relate to the determination of impairment of oil and gas
properties. Actual results could differ from those estimates.

d) Cash and Cash Equivalents

The Company considers all highly liquid instruments with a maturity of three months or less at the time of
issuance to be cash equivalents.

e) Short-term Investments

Short-term investments consist of highly liquid short-term interest bearing securities with a term to maturity
of greater than three months on the date of purchase. Short-term investments are recorded at the lower of
cost plus accrued interest and market value.



PACIFIC RODERA ENERGY INC.
(formerly Pacific Rodera Ventures Inc.)
(An Exploration Stage Company)

NOTES TO THE FINANCIAL STATEMENTS
YEARS ENDED NOVEMBER 30, 2004 AND 2003

2.

SIGNIFICANT ACCOUNTING POLICIES (continued)

f)

)

h)

)

k)

Property and Equipment
Furniture and equipment is stated at cost and is being amortized on a 20% declining balance basis.
Oil and Gas Properties

The Company uses the full cost method of accounting for oil and gas operations whereby all costs of
exploration for and development of petroleum and natural gas reserves are capitalized. Costs include lease
acquisition costs, geological and geophysical expenses, costs of drilling both successful and unsuccessful
wells and overhead charges directly related to exploration activities. Proceeds from the sale of oil and gas
properties will be applied against the capitalized costs, with no gain or loss recognized, unless such sale
would significantly alter the rate of depletion and depreciation.

Depletion of exploration and development costs and depreciation of production equipment will be provided
upon commencement of commercial production using the unit-of-production method based upon
estimated proved petroleum and natural gas reserves.

Costs incurred in unproven properties and properties in the development stage are reviewed periodically to
ascertain whether impairment has occurred. If impairment occurs, the costs will be written down to an
estimated net realizable value.

The carrying value of the Company’s petroleum and natural gas properties will be compared annually to an
estimate of future net cash flows from the production of proved reserves using year end prices, less
estimated future general and administrative expenses, financing costs and income taxes. Should this
comparison indicate an excess carrying value, the excess is charged against earnings as additional
depletion and depreciation.

Long-lived Assets

The Company monitors the recoverability of long-lived assets, based on factors such as current market
value, future asset utilization, business climate and future undiscounted cash flows expected to result from
the use of the related assets. The Company's policy is to record an impairment loss in the period when it is
determined that the carrying amount of the assets may not be recoverable. The impairment loss is
calculated as the amount by which the carrying amount of the assets exceeds the undiscounted estimate
of future cash flows from the asset.

Leases

Leases which transfer substantially all of the benefits and risks of ownership of the underlying assets are
accounting for as capital leases. All other leases are accounted for as operating leases.

Flow-through Common Shares

Resource expenditure deductions for income tax purposes related to exploration and development
activities funded by flow-through share arrangements are renounced to investors in accordance with
income tax legislation. The estimated tax benefits transferred to shareholders upon renouncement are
recorded as an increase to future income taxes and a reduction to share capital.

Joint Venture Operations

Substantially all of the Company’s exploration activities are conducted jointly with other oil and gas
companies. Accordingly, the accounts reflect only the Company’s proportionate interest in such activities.

Income Taxes

The Company utilizes the asset and liability method of accounting for income taxes. Under the liability
method, future income taxes are recognized to reflect the expected future tax consequences arising from
tax loss carryforwards and temporary differences between the carrying value and the tax bases of the
Company’s assets and liabilities. The amount of future income tax assets is not recognized until realization
is more likely than not.



PACIFIC RODERA ENERGY INC.
(formerly Pacific Rodera Ventures Inc.)
(An Exploration Stage Company)

NOTES TO THE FINANCIAL STATEMENTS
YEARS ENDED NOVEMBER 30, 2004 AND 2003

2.

SIGNIFICANT ACCOUNTING POLICIES (continued)

m) Stock-Based Compensation

n)

p)

The Company adopted the Canadian Institute of Chartered Accountants Handbook Section 3870, which
establishes standards for the recognition, measurement and disclosure of stock-based compensation and
other stock-based payments made in exchange for goods and services. The standard requires the use of a
fair value based method for all stock-based awards made to non-employees, but only requires it for
employees when there are direct awards of stock, stock appreciation rights and awards that call for
settlement in cash or other assets. No compensation expense is required to be recognized when stock
options are granted to employees at the prevailing market price. Pro-forma basic earnings (loss) per share
and pro-forma diluted earnings (loss) per share are required to be disclosed as if the fair value method had
been used for new awards and for modifications of existing awards. The Company has chosen to continue
its policy of not recognizing compensation expense on the grant of stock options to employees.
Consideration paid by employees on the exercise of stock options is recorded as share capital.

Loss Per Share

Basic loss per share is computed using the weighted average number of common shares outstanding
during the year. The treasury stock method is used for the calculation of diluted loss per share. Stock
options and warrants are dilutive when the average market price of the common shares during the period
exceeds the exercise price of the options and warrants.

As the Company has recorded a loss in each of the periods presented, basic and diluted loss per share are
the same since the exercise of warrants or options would reduce the loss per share.

Financial Instruments
i) Fair Values

The carrying value of cash, short-term investments, amounts receivable, advances to related parties,
cash committed for oil and gas exploration, refundable deposits, accounts payable and accrued
liabilities approximate fair market value because of the short-term maturity of these instruments.

ii) Credit Risk

Financial instruments that potentially subject the Company to a concentration of credit risk consist
primarily of cash and short-term investments. The Company limits its exposure to credit loss by
placing its cash and short-term investments with high quality financial institutions.

iii) Interest Rate Risk

The financial instruments which potentially expose the Company to interest rate risk are the short-term
investments. These instruments bear interest at 1%.

Comparative Figures

Certain of the prior year’s figures have been reclassified to conform to the current year’s presentation.

REFUNDABLE DEPOSITS

Bank deposits were made as securities on four irrevocable standby letters of credit for the same amounts given
by the Company’s bank to Canada Revenue Agency on behalf of the Company. The amounts represent the
Company’s shares of contribution to the successful bids to acquire the various prospects in the Northwest
Territories (see Note 5). The deposits will be refundable on the basis of 25% of allowable expenditures.



PACIFIC RODERA ENERGY INC.
(formerly Pacific Rodera Ventures Inc.)
(An Exploration Stage Company)

NOTES TO THE FINANCIAL STATEMENTS
YEARS ENDED NOVEMBER 30, 2004 AND 2003

4. PROPERTY AND EQUIPMENT
November 30, November 30,
2004 2003
Accumulated  Net Carrying Net Carrying
Cost Amortization Value Value
$ $ $ $
Furniture and equipment 28,352 16,341 12,011 6,904
5. OIL AND GAS PROPERTIES

Interests in unproved oil and gas properties include the following acquisition and deferred exploration costs:

Canada United States

Northwest  Innes Midale Tulita Trutch

Territories Prospect, Prospect, Prospects, Prospect, Alaska  Montana

Prospects  Sask. Sask. NWT BC Prospect Prospect

(a) (b) (c) (d) (e ® (9) Total
2004 $ $ $ $ $ $ $ $
Exploration costs,
beginning of year 444 690 - - 39,050 696,876 - - 1,180,616
Exploration costs:
Drilling 834,361 - - — 141,960 - - 976,321
Seismic 565,523 - - - - - - 565,523

1,399,884 — — — 141,960 — — 1,541,844
Exploration costs,
end of year 1,844,574 - - 39,050 838,836 - — 2,722,460
Acquisition costs,
beginning of year - - - - 24,717 - - 24,717
Acquisition during
the year - - - — 361,000 - - 361,000
Acquisition costs,
end of year - - - — 385,717 - - 385,717
Acquisition and
exploration costs,
end of year 1,844,574 - - 39,050 1,224,553 - - 3,108,177
2003
Exploration costs,
beginning of year 1,094,906 1,483 25,872 39,050 - 4,780 37,846 1,203,937
Exploration costs:

Drilling 1,451 - - — 696,876 - - 698,327
Impairment loss (651,667) (1,483) (25,872) - - (4,780) (37,846) (721,648)
Exploration costs,
end of year 444 690 - - 39,050 696,876 - - 1,180,616
Acquisition costs,
beginning of year - - 99,448 - - 100,000 72,240 271,688
Acquisition during
the year - - - - 24,717 - - 24,717
Impairment loss - - (99,448) - - (100,000) (72,240) (271,688)
Acquisition costs,
end of year - - - - 24,717 - - 24,717
Acquisition and
exploration costs,
end of year 444 690 - - 39,050 721,593 - — 1,205,333




PACIFIC RODERA ENERGY INC.
(formerly Pacific Rodera Ventures Inc.)
(An Exploration Stage Company)

NOTES TO THE FINANCIAL STATEMENTS
YEARS ENDED NOVEMBER 30, 2004 AND 2003

5.

OIL AND GAS PROPERTIES (continued)

a)

b)

c)

Northwest Territories Prospects
EL 391

The Company forfeited its interest in this prospect as it decided not to participate in the lease renewal and
to allocate its resources to other prospects. Deferred exploration costs of $651,667 was written off during
fiscal 2003.

EL 397

During the year ended November 30, 2000, the Company, along with its partners, Northrock, EOG,
Anadarko and Frontier were successful in bidding for Parcel 1, designated as EL 397, for a work program
bid of $16,580,000 in the Central Mackenzie Valley area of the Northwest Territories. The consortium had
committed to spend $16,580,000 on EL 397 and had posted a gross work deposit of $4,145,000, which
represents 25% of the commitment to future exploration on this block.

EL 416

A consortium consisting of Northrock, Frontier, EOG, Anadarko and the Company was successful in a bid
to acquire the oil and gas exploration rights to Parcel No. 6 (“EL 416”) in the Central Mackenzie Valley of
the NWT. The consortium’s successful bid was for a work commitment of $1,526,430. Pursuant to a
Farmout Agreement dated September 11, 2003 with Husky, the Company’s working interest has been
reduced to 4.66%.

EL 401

In connection with the sale and purchase agreement dated August 28, 2000 relating to the sale of a
2.8393% interest in EL 391 to EOG, the Company was granted an option to participate in an exploration
program on Parcel No. 5 (“EL 401"). The Company exercised the option on October 27, 2000. The
Company is committed to pay 2.83% of $12,760,000 to earn a 1.89% interest in EL 401.

EL 423

A consortium consisting of Northrock, Frontier, EOG, Husky and the Company was successful in a bid to
acquire the oil and gas exploration rights to Parcel CMV-1 (“EL 423") in the Central Mackenzie Valley of
the NWT. The consortium’s successful bid was for a work commitment of $24,800,000. The Company has
a working interest of 6.625%.

Innes Prospect, Saskatchewan

The Company sold 100% of its interest in the prospect on July 10, 2002. The remaining deferred
exploration costs of $1,483 were written off during fiscal 2003.

Midale Prospect, Saskatchewan

The Company evaluated this holding and determined that it should be written off since there are no
planned activities in the foreseeable future. Deferred exploration costs of $25,872 and acquisition costs of
$99,448 for a total of $125,320 were written off during fiscal 2003.



PACIFIC RODERA ENERGY INC.
(formerly Pacific Rodera Ventures Inc.)
(An Exploration Stage Company)

NOTES TO THE FINANCIAL STATEMENTS
YEARS ENDED NOVEMBER 30, 2004 AND 2003

5.

OIL AND GAS PROPERTIES (continued)

d)

f)

)

Tulita Prospects, Northwest Territories

Pursuant to a lease agreement dated July 16, 1998, the Company shall earn a 40% interest in the lease
granted by the TDL to Frontier. The lease covers nine individual parcels of land in the Fort Norman area of
the Northwest Territories, of which two parcels are within the joint ventures EL 391. The Company was
required to pay its 50% share of lease costs estimated to be $550,000 and a $1,000,000 seismic program.
The properties are subject to a 15% G.O.R. and a 1% G.O.R. to Frontier and to a 5% N.P.I.

Frontier, as agent for and on behalf of the Company entered into a seismic option agreement with
Northrock Resources Ltd. As a result, the Company’s interest was reduced to 20% for the nine parcels
(TDL acreage) upon payment for its 17.5% share of costs amounting to $271,250.

Further to a letter of agreement between the Company, Northrock, Frontier and Anadarko, Anadarko
agreed to participate in two $1,000,000 seismic programs. Anadarko shall pay the first $700,000 of the
first seismic program. Thereafter, the Company shall pay 13.25% of the costs. The Company shall be
reimbursed 32.5% of certain expenditures, which were previously incurred. The working interest of the
Company shall be reduced to 13.25%.

Pursuant to the sale and purchase agreement, and the financing and joint venture agreement, both with
EOG, the Company’s interest in the TDL acreage has been reduced to 6.625%. See also Note 5(a) above.

Trutch Prospect, British Columbia

On December 12, 2002, the Company entered into a farm-in and participation agreement with IFP
Technologies (Canada) Inc. (“IFP"). IFP is the holder of a 25% working interest in P&NG Leases and
Licenses located in the Trutch area in North Eastern British Columbia, Canada. Thunder Energy is the
operator. Under the terms of the agreement, the Company has agreed to farm-in in the drilling and
completion of a test well to earn an 8% working interest. Total drilling and completion costs for the well
were approximately $6,900,000. As at November 30, 2004, the Company has fulfilled its obligations under
the farm-in and now has an 8% working interest in this prospect. The Company has also acquired an 8%
working interest in two sets of equalization lands both directly offsetting the test well.

Alaska Prospect

The Company evaluated this holding and determined that it should be written off since there are no
planned activities in the foreseeable future. Deferred exploration costs of $4,780 and acquisition costs of
$100,000 for a total of $104,780 were written off during fiscal 2003.

Montana Prospect

The Company evaluated this holding and determined that it should be written off since there are no
planned activities in the foreseeable future. Deferred exploration costs of $37,846 and acquisition costs of
$72,240 for a total of $110,086 were written off during fiscal 2003.



PACIFIC RODERA ENERGY INC.
(formerly Pacific Rodera Ventures Inc.)
(An Exploration Stage Company)

NOTES TO THE FINANCIAL STATEMENTS
YEARS ENDED NOVEMBER 30, 2004 AND 2003

6.

SHARE CAPITAL

a) Share Capital

b)

Authorized: 100,000,000 shares without par value

The following table summarizes the continuity of the Company’s issued and outstanding shares:

Number of Amount
shares $
Balance, November 30, 2002 14,428,450 16,793,364
Issued pursuant to private placements 1,500,000 150,000
Issued pursuant to flow-through private placements 8,500,000 1,250,000
Exercise of stock options 22,000 2,640
Exercise of share purchase warrants 10,000 1,200
Issued as finder's fees 157,200 35,694
Share issuance costs - (124,929)
Balance, November 30, 2003 24,617,650 18,107,969
Issued pursuant to private placements 1,428,571 500,000
Issued pursuant to flow-through private placements 11,929,000 8,253,700
Exercise of stock options 1,910,080 537,690
Exercise of share purchase warrants 5,080,147 1,984,866
Expiry of escrow shares (51,094) -
Issued as finder's fees 650,030 195,009
Share issuance costs - (522,077)
Balance November 30, 2004 45,564,384 29,057,157

Private Placements

)

i)

ii)

iv)

On March 6, 2003, the Company completed a private placement of 4,500,000 flow-through shares at
$0.10 per share for gross proceeds of $450,000.

On February 21, 2003 and March 6, 2003, the Company completed a private placement of 1,500,000
units at $0.10 per unit for gross proceeds of $150,000. Each unit consists of one share and one
warrant to purchase an additional share at $0.15 per share expiring on February 21, 2005 (1,155,000)
and March 6, 2005 (345,000). The Company paid a finder’s fee of 45,000 units in connection with this
private placement.

On November 11, 2003, the Company completed a private placement of 4,000,000 flow-through
shares at $0.20 per share for gross proceeds of $800,000. The Company paid a finder's fee of
112,200 shares in connection with this private placement.

On March 22, 2004, the Company completed a private placement of 6,429,000 units at $0.30 per unit
for gross proceeds of $1,928,700 by way of Short Form Offering Document. Each unit consists of one
flow-through share and one-half of a transferable Series A share purchase warrant. Each whole
warrant entitles the holder to purchase one non flow-through share at $0.45 expiring on March 22,
2005. The Company paid a corporate finance fee of 200,000 shares deemed at $0.30 per share, the
same price of the private placement offering. The Company also paid a finder's fees of 450,030
shares deemed at $0.30 per share and 225,015 warrants having an exercise price of $0.45 per share
expiring on September 22, 2004 in connection with this private placement. In addition, the agent
received 642,900 agent’s warrants having an exercise price of $0.45 per share expiring on September
22, 2004.



PACIFIC RODERA ENERGY INC.

(formerly Pacific Rodera Ventures Inc.)

(An Exploration Stage Company)

NOTES TO THE FINANCIAL STATEMENTS
YEARS ENDED NOVEMBER 30, 2004 AND 2003

6.

SHARE CAPITAL (continued)

b) Private Placements (continued)

c)

d)

v) On April 19, 2004, the Company completed a private placement of 1,428,571 units at $0.35 for gross
proceeds of $500,000. Each unit consists of one share and one warrant to purchase an additional
share at $0.45 per share expiring on April 19, 2006.

vi) On October 19, 2004, the Company completed a private placement of 5,500,000 flow-through shares
at $1.15 per share for gross proceeds of $6,325,000. The Company paid finder’s fees of $310,110 and
250,000 non-transferable warrants to purchase an additional share at $1.50 per share expiring on
March 31, 2005.

Escrow Shares

As at November 30, 2004, the Company had nil (2003 — 277,344) shares subject to escrow agreements.

Share Purchase Warrants

As at November 30, 2004 the following share purchase warrants were outstanding:

Number of
Warrants

1,005,000
75,000
250,000
1,385,714

2,715,714

Exercise

Price

$0.15
$0.15
$1.50
$0.45

Expiry Date
February 21, 2005
March 6, 2005
March 31, 2005
April 19, 2006

The following table summarizes the continuity of the Company’s warrants:

Weighted
average
exercise

Number of price

shares $
Balance, November 30, 2002 2,110,357 0.23
Issued with private placement 1,545,000 0.15
Exercised (10,000) 0.12
Expired (1,610,357) 0.21
Balance, November 30, 2003 2,035,000 0.14
Issued with private placements 5,760,986 0.50
Exercised (5,080,147) 0.39
Expired (125) 0.45
Balance, November 30, 2004 2,715,714 0.43
Stock Options

The Company has a stock option plan whereby the Company may grant share purchase options to its
directors, senior officers, employees, and consultants. 7,200,000 shares (representing less than 20% of
the Company'’s issued and outstanding common shares at the date of approval of the plan) are reserved
for issuance under the plan. Under the terms of the plan, the exercise price of each option is equal to the
market price of the Company’s shares at the date of grant. Stock options granted under the plan vest in
20% increments on the grant date and after six months, at the end of every quarter.



PACIFIC RODERA ENERGY INC.
(formerly Pacific Rodera Ventures Inc.)
(An Exploration Stage Company)

NOTES TO THE FINANCIAL STATEMENTS
YEARS ENDED NOVEMBER 30, 2004 AND 2003

6. SHARE CAPITAL (continued)

e) Stock Options (continued)

The following table summarizes the continuity of the Company’s stock options:

Weighted
average
exercise

Number of price
shares $
Outstanding, November 30, 2002 1,435,000 0.16
Granted 751,000 0.12
Exercised (22,000) 0.12
Cancelled/expired (51,000) 0.17
Outstanding, November 30, 2003 2,113,000 0.14
Granted 5,746,200 0.74
Exercised (1,910,080) 0.21
Cancelled/expired (832,320) 0.64
Outstanding, November 30, 2004 5,116,800 0.71
Exercisable at end of year 1,181,760 0.63
Additional information regarding options outstanding as at November 30, 2004 is as follows:
Outstanding Exercisable
Weighted
average Weighted Weighted
remaining average average
Exercise prices Number of  contractual life exercise price Number of  exercise price
$ shares (years) $ shares $
0.12t0 0.24 786,000 3.8 0.19 315,600 0.17
0.71t0 0.82 4,330,800 4.7 0.80 866,160 0.80
5,116,800 4.6 0.71 1,181,760 0.63

The fair value for options granted was estimated at the date of grant using the Black-Scholes option-
pricing model assuming a risk-free interest rate of 4%; dividend yield of 0%; a stock price volatility in a
range of 20% to 40%; and an expected life of the options of 5 years. Under the Black-Scholes option-
pricing model, the weighted average fair value of stock options granted during the year was $0.54. There
was no dilutive impact of potential common shares associated with stock options and warrants, by
application of the treasury stock method, for the year ended November 30, 2004, as the Company had a

net loss.

Pro forma information regarding net loss and loss per share had the Company accounted for its employee

stock options under the fair value method are as follows:

2004 2003
$ $

Net loss — as reported (899,230) (1,245,969)
Add: Stock-based compensation included in net loss — as reported 469,979 48,861
Deduct: Stock-based compensation determined under fair value

method (592,297) (49,554)
Net loss — proforma (1,021,548) (1,246,662)
Net loss per share, basic and diluted — as reported (0.03) (0.07)
Net loss per share, basic and diluted — proforma (0.03) (0.07)
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6.

SHARE CAPITAL (continued)

f)

)

Deferred Compensation

In connection with the grant of certain stock options to employees during the year ended November 30,
2004, the Company recorded deferred stock compensation of $1,684,793 (2003 - $45,269) representing
the difference between the fair value of common shares for accounting purposes and the option exercise
price of the respective stock options at the date of grant. The deferred compensation is presented as a
reduction of shareholders’ equity and amortized over the vesting period of stock options on a straight-line
basis. During the year ended November 30, 2004, the Company amortized $469,979 (2003 - $48,861) of
deferred compensation that has been recorded as stock-based compensation and charged to operations.

Contributed Surplus

The following table summarizes the continuity of the Company’s contributed surplus:

Amount
$
Balance, November 30, 2002 -
Grant of stock options 94,130
Balance, November 30, 2003 94,130
Grant of stock options 2,456,359
Exercise of stock options (140,055)
Cancellation of stock options (301,587)
Balance, November 30, 2004 2,108,847

RELATED PARTY TRANSACTIONS

During the years ended November 30, 2004 and 2003, the Company was involved in the following related party
transactions:

a)

b)

c)

d)

The Company paid consulting fees of $48,000 (2003 - $48,000) to a company controlled by the Chairman,
Chief Executive Officer and director of the Company.

The Company paid consulting fees of $54,000 (2003 - $18,000) to a company controlled by the former
President and director of the Company.

The Company paid rent and administration fees of $54,000 (2003 - $42,000) to a company, which is
owned 50% by the spouse of the former Chief Financial Officer and director of the Company.

The amount of $Nil (2003 - $25,000) is due from a company owned 50% by the spouse of the former Chief
Financial Officer and director of the Company.

The above noted transactions have been in the normal course of operations and, in management’s opinion,
undertaken with the same terms and conditions as transactions with unrelated parties.

CONTINGENT LIABILITY

There is a contingent liability in respect of four irrevocable standby letters of credit for $471,715 (2003 -
$179,342), given by the Company’s bank to Canada Revenue Agency, on behalf of the Company, for its share
of refundable work deposits on various prospects in the Northwest Territories (see Note 5). The letters of credit
are secured by an assignment of cash of equal amounts. The Company is contingently liable under the letters
of credit for any portion of the work commitment not fulfilled.
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9.

10.

11.

COMMITMENTS

a) The Company continues with a consulting agreement with a company controlled by the Chairman, Chief
Executive Officer and director of the Company. The Company is obligated to pay $4,000 per month until
December 31, 2005, at which time this agreement shall automatically renew for further twelve month terms
unless either party gives the other party two months notice of non-renewal. Subsequent to the year end
this consulting agreement terminated due to the voluntary resignation of the Chairman, Chief Executive
Officer and director.

b) On January 1, 2004, the Company entered into a consulting agreement with a company controlled by the
President of the Company. The Company is obligated to pay $6,000 per month until December 31, 2005.
On September 30, 2004 this agreement was terminated by the Company.

c) The Company has an operating lease agreement for the rental of premises. The rental payments are
expensed as incurred. The operating lease is for a period of two years commencing on December 1, 2003
and expiring on November 30, 2005. Under the terms of the operating lease, the Company is committed
to $6,968 per annum plus operating expenses and property taxes.

SUBSEQUENT EVENTS

a) On January 1, 2005, the Company entered into a consulting services agreement with a company
controlled by the President, Chief Executive Officer and director of the Company. The Company is
obligated to pay $8,500 per month until December 31, 2006. Twelve months’ notice is required for
termination by the Company without cause.

b) On January 21, 2005, the Company granted 2,500,000 stock options exercisable at a price of $1.35 per
share for a period of five years to various directors, officers, employees and consultants.

INCOME TAXES

The future income tax assets and liabilities are calculated at the substantively enacted tax rate of 36%. The tax
effect of the significant temporary differences which comprise future tax assets and liabilities are as follows:

2004 2003
$ $
Future income tax assets:
Non-capital loss carryforwards 152,000 72,000
Resource pools 932,000 364,000
1,060,000 436,000
Valuation allowance (1,060,000) (436,000)

Net future income tax asset — —

At November 30, 2004, the Company has non-capital losses carried forward of approximately $2,728,000
which are available to offset taxable income earned in Canada. These non-capital loss carryforwards expire as
follows:

$
2005 480,000
2006 578,000
2007 355,000
2008 378,000
2009 315,000
2010 199,000
2011 423,000

2,728,000
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11. INCOME TAXES (continued)

The Company also has resource tax pools with the following amounts that are deductible against future years’
taxable income at the following rates:

$ Rates
Canadian exploration expenses 2,294,000 100%
Canadian development expenses 291,000 30%
Canadian oil and gas property expenses 969,000 10%
Foreign exploration and development expenses 446,000 10%

In assessing the realizability of future tax assets, management considers whether it is more likely than not that
some portion or all of the future tax assets will not be realized. The ultimate realization of future tax assets is
dependent upon the generation of future taxable income during the periods in which those temporary
differences become deductible. Management considers the scheduled reversal of future tax liabilities, projected
future taxable income, and tax planning strategies in making this assessment. The amount of the future tax
asset considered realizable could change materially in the near term based on future taxable income during the
carry forward period.



