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FORENT ENERGY LTD. 
Balance Sheets 
As at September 30, 2009 and December 31, 2008 
(unaudited) 

 
September 30,  

2009 
December 31, 

2008 

 ($) ($) 

   

ASSETS   

   

CURRENT   

 Cash and cash equivalents  208,641 1,983,525 

 Accounts receivable 726,981 1,389,359 

 Prepaids and other assets 174,129 180,199 

 1,109,751 3,553,083 

   

Property, plant and equipment (note 4) 7,242,780 7,175,222 

 8,352,531 10,728,305 

   

LIABILITIES   

   

CURRENT   

 Accounts payable and accrued liabilities  850,587 1,831,673 

   

Asset retirement obligation (note 5) 366,547 332,089 

Future tax liability 1,132,963 520,785 

 2,350,097 2,684,547 

   

SHAREHOLDERS’ EQUITY    

   

 Share capital (note 6b) 7,674,913 8,738,635 

 Warrants (note 6d) 326,446 326,446 

 Contributed surplus (note 6c) 936,260 645,910 

 Retained earnings (deficit) (2,935,185) (1,667,233) 

 6,002,434 8,043,758 

 8,352,531 10,728,305 

Commitments (note 10)   

   

   

(signed) “Dennis Forgeron” Director (signed) “Thomas E. Lester” Director 

   
 
 
See accompanying notes to financial statements
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FORENT ENERGY LTD. 
Statements of Operations and Comprehensive Loss and  Deficit 
For the three and nine months ended September 30, 2 009 and 2008  
(unaudited) 

 Three 
months 
ended 

September 30,
2009 

Three 
months 
ended 

September 30,
2008 

Nine 
months 
ended 

September 30,  
2009 

Nine 
months 
ended 

September 30, 
2008 

 ($) ($) ($) ($) 

     

REVENUE     

 Oil and natural gas income  98,180 152,787 411,348 652,842 

 Royalties  (25,113) (26,449) (57,664) (100,234) 

 Interest income 6,123 14,299 12,618 41,636 

 79,190 140,637 366,302 594,244 

     

EXPENSES     

 Operating and production 172,967 84,210 412,900 262,997 

 General and administrative  208,519 190,336 726,061 582,908 

 Interest expense 26,869 14,004 51,801 61,219 

 Stock based compensation (note 6e) 89,330 28,676 290,350 73,441 

 Depletion, depreciation and accretion  211,328 43,030 604,686 140,446 

 709,013 360,256 2,085,798 1,121,011 

LOSS BEFORE INCOME TAXES (629,823) (219,619) (1,719,496) (526,767) 

Future income tax reduction (expense) 168,905 (465,237) 451,544 (350,343) 
NET LOSS and COMPREHENSIVE 

LOSS (460,918) (684,856) (1,267,952) (877,110) 

     

DEFICIT, BEGINNING OF PERIOD (2,474,267) (392,867) (1,667,233) (200,613) 

     

DEFICIT, END OF PERIOD (2,935,185) (1,077,723) (2,935,185) (1,077,723) 

     
NET LOSS PER SHARE (note 6f) – 

basic and diluted ($0.01) ($0.01) ($0.03) ($0.02) 

 
 
See accompanying notes to financial statements 
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FORENT ENERGY LTD. 
Statements of Cash Flows 
For the three and nine months ended September 30, 2 009 and 2008 
(unaudited) 

 Three 
months 
ended 

September 30,
2009 

Three 
months 
ended 

September 30, 
2008 

Nine 
months 
ended 

September 30,  
2009 

Nine 
months 
ended 

September 30, 
2008 

 ($) ($) ($) ($) 

     

CASH PROVIDED BY (USED IN)      

     

OPERATING     

 Net loss (460,918) (684,856) (1,267,952) (877,110) 

 Add items not affecting cash     

    Stock based compensation 89,330 28,676 290,350 73,441 

    Depletion, depreciation and accretion 211,328 43,030 604,686 140,446 

    Future income tax expense (168,905) 465,237 (451,544) 350,343 

 (329,165) (147,913) (824,460) (312,880) 

 Change in non-cash working capital  214,654 299,694 (165,871) 691,790 

 (114,511) 151,781 (990,331) 378,910 

     

FINANCING     

 Issue of common shares and warrants - 3,562,105 - 3,562,105 

 Share issue costs - (251,401) - (251,401) 

   Change in non-cash working capital - (29,651) - (29,651) 

 - 3,281,053 - 3,281,053 

     

INVESTING     
 Acquisition of property, plant and 

equipment (296,313) (1,304,751) (656,267) (1,805,587) 

 Purchase of assets (2,000) - (1,000) - 

 Proceeds from sale of assets 30,196 - 19,481 - 

 Change in non-cash working capital  (82,391) (522,863) (146,767) 162,939 

 (350,508) (1,827,614) (784,553) (1,642,648) 

     
INCREASE (DECREASE) IN CASH 

AND CASH EQUIVALENTS  (465,019) 1,605,220 (1,774,884) 2,017,315 

     
CASH AND CASH EQUIVALENTS, 

BEGINNING OF PERIOD 673,660 1,892,811 1,983,525 1,480,716 

     
CASH AND CASH EQUIVALENTS, 

END OF PERIOD 208,641 3,498,031 208,641 3,498,031 

     

CASH INTEREST PAID 10,886 11,348 11,108 38,563 
 
See accompanying notes to financial statements
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Notes to Financial Statements 
Three and nine months ended September 30, 2009 and 2008 
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1. NATURE OF OPERATIONS  

Forent Energy Ltd. (the “Company” or “Forent”) was incorporated as a private company pursuant 
to the provisions of the Alberta Business Corporations Act on April 6, 1999.  On December 18, 
2008 Forent Energy Ltd. amalgamated with a wholly owned subsidiary of Seriatim Ventures Inc. a 
publicly listed company, at which time the public company changed its name to Forent Energy Inc.  
On March 1, 2009, pursuant to a short form amalgamation with its wholly-owned subsidiary, 
Forent Energy Ltd, Forent Energy Inc. changed its name to Forent Energy Ltd.   The Company is 
engaged in the exploration, development and production of petroleum and natural gas reserves in 
Nova Scotia and Western Canada.  

 

2. BASIS OF PRESENTATION 

The interim financial statements have been prepared by management in accordance with 
Canadian generally accepted accounting principles (“GAAP”), using the same accounting policies 
as the financial statements for the fiscal year ended period December 31, 2008, except as 
disclosed below.  The disclosures provided herein are incremental to, and should be read in 
conjunction with the annual financial statements and notes for the year ended December 31, 
2008. 

 

3. CHANGE IN ACCOUNTING POLICIES  

Effective January 1, 2008, the Company adopted CICA Handbook Section 1400, “General 
standards of Financial Statement Presentation”. This section provides guidance related to 
management’s assessment of the Company’s ability to continue as a going concern. The 
additional requirement requires management to make an assessment of the Company’s ability to 
continue as a going concern and to disclose any material uncertainties related to events or 
conditions that may cast significant doubt upon the entity’s ability to continue as a going concern.  
The adoption of this standard had no impact on the Company’s presentation of its financial 
position. 

The new “Inventories” standard replaces the previous standard and requires the consistent 
grouping of like assets and the application of the first-in-first-out or weighted average cost formula 
methodology.  Spare parts inventory are tangible assets with a useful life that extends beyond one 
year and are held for re-deployment rather than re-sale.  As such, they have been included in 
property and equipment and are depreciated on a per unit of production basis.  Adoption of this 
standard has had no impact on the Company’s net earnings or cash flow.   

Effective January 1, 2009 the Company adopted the CICA Handbook Section 3064, “Goodwill and 
Intangible Assets”. The new section establishes standards for the recognition, measurement, and 
disclosure of goodwill and intangible assets and replaces the existing Handbook Section 3062, 
“Goodwill and Other Intangible Assets” and Section 3450, “Research and Development Costs”.  
Intangible assets associated with the exploration and development of oil and gas assets are 
specifically excluded under the new standard.  The adoption of this revised standard had no 
material impact on Forent’s financial statements. 

Future Accounting Policy Changes 

In February 2008 the CICA Accounting Standards Board (“AcSB”) confirmed that International 
Financial Reporting Standards (“IFRS”) will replace Canadian GAAP in 2011 for profit oriented 
Canadian publicly accountable enterprises.  The Company will be required to report its results for 
interim and annual financial statements in accordance with IFRS beginning in fiscal year 2011, 
with comparative information for the previous fiscal year. The Company has developed an 
implementation strategy to establish timelines and identify significant differences between  

 



FORENT ENERGY LTD. 
Notes to Financial Statements 
Three and nine months ended September 30, 2009 and 2008 
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3. CHANGE IN ACCOUNTING POLICIES (continued)  

Canadian GAAP and IFRS.  The Company continues to monitor the IFRS transition process and 
will make adjustments in its implementation strategy as required.     

Although IFRS is principles-based and uses a conceptual framework similar to Canadian GAAP, 
there may be significant differences and choices in accounting policies, as well as increased 
disclosure requirements under IFRS.  The transition from current Canadian GAAP to IFRS is a 
significant undertaking that may materially affect the Company’s reported financial position and 
results of operations.  The Company is assessing the potential impact of this changeover and 
developing its plan accordingly.  The Company will update its IFRS changeover plan to reflect new 
and amended accounting standards issued by the International Accounting Standards Board. 

 

4. PROPERTY, PLANT AND EQUIPMENT 

 Cost  

Accumulated 
Depletion and 

Depreciation  
Net Book 

Value 

 $ $ $ 

September 30, 2009    

Petroleum and natural gas properties and 
equipment 8,340,210 1,132,987 7,207,223 

Other 82,988 47,431 35,557 

 8,423,198 1,180,418 7,242,780 

    

December 31, 2008    

Petroleum and natural gas properties and 
equipment 7,686,194 557,970 7,128,224 

Other 82,383 35,385 46,998 

 7,768,577 593,355 7,175,222 

 

As of September 30, 2009, the cost of petroleum and natural gas properties includes $1.2 million 
(December 31, 2008 - $1.2) relating to costs of unproved properties which have been excluded 
from costs subject to depletion and depreciation.  Future development costs on proved 
undeveloped reserves of $2.0 million (December 31, 2008 - $2.0 million) are included in the 
depletion calculation. 

 

5. ASSET RETIREMENT OBLIGATION 

The future asset retirement obligations result from net ownership interests in petroleum and 
natural gas assets, including well sites, gathering systems and processing facilities.  As at 
September 30, 2009, the Company has estimated the total undiscounted asset retirement 
obligation as $697,630 (2008 - $648,360) to be incurred over the next 40 years.  The Company 
used a credit adjusted risk free rate of 7.5% (2008 – 7.5%) and an estimated inflation rate of 2.5% 
(2008 – 2.5%) to calculate the present value of the asset retirement obligations, which are 
reflected in the financial statements and the following table. 



FORENT ENERGY LTD. 
Notes to Financial Statements 
Three and nine months ended September 30, 2009 and 2008 
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5. ASSET RETIREMENT OBLIGATION (continued) 

 The changes to the asset retirement obligation for the period are as follows: 

 September 30, 2009 December 31, 2008 

 ($) ($) 

Asset retirement obligation, beginning of period 332,089 230,351 

Increase in obligations during the period 19,925 55,011 

Liabilities incurred (5,063) - 

Revision in cost estimate 1,973 37,637 

Accretion expense 17,623 9,090 

Asset retirement obligation, end of period 366,547 332,089 

 

6. SHARE CAPITAL 

(a) Authorized 

 Unlimited number of voting Class A common shares 

 Unlimited number of preferred shares, of which none have been issued. 

(b) Issued and Outstanding 

As at September 30, 2009 December 31, 2008 

 Shares Amount Shares Amount 

 (#) ($) (#) ($) 

Common shares     

Common shares, beginning of 
period 49,872,476 8,738,635 20,288,700 5,320,641 

Issued pursuant to flow-
through share offering - - 3,048,700 3,418,375 

Shares cancelled pursuant to 
reverse takeover - - (23,337,400) - 

Issued pursuant to reverse 
takeover, net of Seriatim 
shares issued - - 47,539,146 - 

Issued pursuant to reverse 
takeover, to Seriatim - - 2,333,330 782,017 

Share issue costs - - - (290,757) 

Tax effect of flow-through 
share renounced - (1,063,722) - (491,641) 

Common shares, end of 
period 49,872,476 7,674,913 49,872,476 8,738,635 

 



FORENT ENERGY LTD. 
Notes to Financial Statements 
Three and nine months ended September 30, 2009 and 2008 
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6. SHARE CAPITAL (continued) 

Subsequent to the end of the Third Quarter, on October 28, 2009 the Company completed a 
brokered private placement for gross proceeds of $3,206,610, approximately $2,650,000 net of 
cash and non-cash share issuance costs.  The private placement consisted of 10,223,799 units of 
the Company at a price of $0.15 per Unit, consisting of one common share in and one half a 
common share purchase warrant with each whole warrant being exercisable for one common 
share of the Company at a price of $0.17 per share until April 28, 2011; and 9,841,411 flow 
through common shares at a price of $0.17 per share.  Fees associated with the private 
placement consisted of approximately $80,000 in legal and regulatory expenses, in conjunction 
with underwriter fees of $320,661 in cash and the issuance of 2,006,521 broker warrants that 
were fair valued at $149,695 and exercisable for one common share at a price of $0.17 per share 
expiring on April 28, 2011.  See the subsequent event note 11 for additional disclosures 
associated with the private placement. 

On December 18, 2008 the Company completed an acquisition in the form of a reverse takeover 
(“RTO”) of Seriatim Ventures Inc. (“Seriatim”).  Pursuant to the RTO the shareholders of Forent 
received 5.5 common shares of Seriatim for each issued and outstanding Forent share owned 
and then immediately following the RTO all outstanding securities were consolidated on a 2.7 for 
1 basis.  The effective share transactions resulted in 23,337,400 common shares being cancelled 
and replaced with 47,539,146 Forent common shares issued to existing Forent shareholders and 
2,333,330 common shares issued to Seriatim shareholders.  The purchase allocation of Seriatim 
consisted of $782,017 of fair valued assets and liabilities, being primarily cash.  Share issue costs 
of $142,425 were incurred on the transaction. 

On August 19, 2008, the Company completed a private placement whereby the Company issued 
3,048,700 flow-through units at a price of $1.15 per unit for total gross proceeds of $3,506,005 
($3,418,375 net).  Each unit consisted of one common share to be issued on a flow-through basis, 
one-tenth of a common share purchase warrant and one liquidity warrant to convert into one tenth 
of a common share should the company not become a public company by year end (Forent 
became a public entity on December 18, 2008 and none of the liquidity warrants were exercised).  
Each whole common share purchase warrant may be exercised to acquire one common share of 
the Company at a price of $1.10 for a period of 12 months from the date of the listing of the 
Company on a recognized Canadian stock exchange.  The common shares issued on August 19, 
2008, included a price protection provision that required the Company to equalize the number of 
shares issued upon the Company issuing new shares on or before to December 31, 2008, if the 
new share issuance price was below $1.10 for each regular common share and $1.15 per flow-
through share (no shares were issued subsequent to the August 19, 2008 financing).  In addition, 
the purchasers of the common shares were granted a right of first refusal to purchase their pro 
rata share (based on its percentage of outstanding common shares of the Company, calculated 
on a post-investment, as-converted and voting basis) of any equity securities offered by the 
Company on the same price and terms and conditions as the Company offers such securities to 
others, at any time prior to December 31, 2009. 

In connection with the offering on August 19, 2008, the agents received a 5% cash commission 
and broker warrants equaling 5% of the transaction value for a total of 175,300 warrants.  These 
warrants are exercisable at $1.00 to purchase Forent common shares for a period of 12 months 
from the date of the listing of the Company on a recognized Canadian stock exchange. 

 



FORENT ENERGY LTD. 
Notes to Financial Statements 
Three and nine months ended September 30, 2009 and 2008 
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6. SHARE CAPITAL (continued)  

(c) Contributed Surplus 

 
September 30,          

2009 
December 31, 

2008 

 ($) ($) 

Contributed surplus, beginning of year 645,910 160,274 

Stock-based compensation expense 290,350 441,196 

Issuance of options pursuant to reverse takeover - 44,440 

Contributed surplus, end of period 936,260 645,910 

 

(d) Share Purchase Warrants 

 September 30, 2009 December 31, 2008 

 Shares Amount 

Weighted 
Average 
Exercise 

Price Shares Amount 

Weighted 
Average 
Exercise 

Price 

 (#) ($) ($) (#) ($) ($) 

Warrants       

Warrants, beginning of 
period 1,777,956 326,446 0.51 4,122,650 182,716 1.68 

Issue of warrants - - - 304,870 87,630 1.10 

Broker warrants - - - 175,300 56,100 1.00 

Cancellation of 
performance warrants - - - (3,730,000) - 1.75 

Cancellation of warrants 
pursuant to reverse 
takeover  - - - (872,820) - 1.03 

Issuance of replacement 
warrants pursuant to 
reverse takeover - - - 1,777,956 - 0.51 

Warrants, end of period 1,777,956 326,446 0.51 1,777,956 326,446 0.51 

 

In connection with the October 28, 2009 brokered private placement the Company issued 
10,223,799 units of the Company at a price of $0.15 per Unit, consisting of one common share 
and one half of a common share purchase warrant with each whole warrant being exercisable for 
one common share of the Company at a price of $0.17 per share until April 28, 2011.  See 
subsequent event note 11 for additional disclosures associated with this private placement. 

In connection with the October 28, 2009 private placement, the Company issued 2,006,521 broker 
warrants to the issue’s agent and valued the warrants at $149,695 which will be recognized as a 
share issue cost in the fourth quarter of 2009.  The Company calculated the fair value of the 
broker warrants issued using the Black-Scholes option pricing model at the private placement 
closing date.  The weighted average fair market value of the warrants and the assumptions used 
in their determination were as follows: warrant value $0.07; risk-free interest rate: 0.97%; volatility: 
72%; and expected life: 1.5 years. 



FORENT ENERGY LTD. 
Notes to Financial Statements 
Three and nine months ended September 30, 2009 and 2008 
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6. SHARE CAPITAL (continued)  

In connection with the reverse takeover on December 18, 2008, the Company cancelled a total of 
872,820 warrants, consisting of 413,270 share purchase warrants and 459,550 broker warrants 
and issued 1,777,956 replacement share purchase warrants based on the same exchange ratio 
(5.5 for 1) as applied to the Company’s common shares and the exercise or conversion prices of 
all such convertible securities were amended accordingly.  All other terms (i.e. vesting provisions, 
expiry dates, etc.) remain identical to the terms originally granted by Forent.  Immediately after 
completion of the Acquisition, the Corporation consolidated all of its outstanding securities on a 
2.7 for 1 basis. 

On October 7, 2008, the Company cancelled 3,730,000 performance warrants at an exercise 
price of $1.75 (to November 30, 2008, after which the exercise price was to increase to $2.25) 
under the performance warrant compensation plan and replaced the plan with the issuance of a 
reduce number of Company stock options.  Prior to the conversion to stock options, 780,000 
performance warrants were cancelled, resulting in a net outstanding number of 2,950,000 
performance warrants, which were converted on a 2:1 ratio into 1,475,000 Company stock 
options.  

In connection with the private placement on August 19, 2008, the Company issued 304,870 
common share purchase warrants and 304,870 liquidity warrants to be converted into one tenth of 
a common share should the company not become a public company by December 31, 2008.  As 
the Company became a public entity prior to December 31, 2008, none of the liquidity warrants 
were exercisable.  The common share purchase warrants may be exercised to acquire one 
common share of the Company at a price of $1.10 for a period of 12 months from the date of 
listing the Company on a recognized Canadian stock exchange.  The fair value of $87,630 
assigned to these warrants was calculated using the Black-Scholes option pricing model with the 
following assumptions: dividends 0%, expected volatility 80%, risk-free interest rate 2.67% and an 
expected life of 1 year. 

In connection with the August 19, 2008 private placement, the agents received a 5% cash 
commission and broker warrants equaling 5% of the transaction value for a total of 175,300 
warrants.  These warrants are exercisable at $1.00 to purchase Forent common shares for a 
period of 12 months from the date of the listing of the Company on a recognized Canadian stock 
exchange.  The fair value of $56,100 assigned to these warrants was calculated using the Black-
Scholes option pricing model with the following assumptions: dividends 0%, expected volatility 
80%, risk-free interest rate 2.67% and an expected life of 1 year. 

(e) Stock options  

The Company maintains an employee stock option plan under which the Board of Directors, or a 
committee appointed for such a purpose, may from time to time grant to employees, officers, 
directors or, consultants of the Company, options to acquire common shares in such numbers, for 
such terms, and at such exercise prices, as may be determined by the Board of Directors or such 
committee. 

The stock option plan provides that the maximum number of common shares in the capital of the 
Company that may be reserved for issuance for all purposes under the stock option plan is equal 
to 20% of the total issued and outstanding common shares as of December 18, 2008 or 
9,974,495 common shares.  The maximum number of common shares which may be reserved for 
issuance to any one optionee pursuant to share options may not exceed 5% of the common 
shares outstanding at the time of grant. 

Options granted under the plan generally have a 5 year term and vest as determined by the Board 
of Directors. The exercise price of each option equals the market value of the Company’s 
common shares at the date of grant. 

 



FORENT ENERGY LTD. 
Notes to Financial Statements 
Three and nine months ended September 30, 2009 and 2008 
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6. SHARE CAPITAL (continued)  

 September 30, 2009  December 31, 2008 

 
Number of 

Options  

Weighted 
Average 
Exercise 

Price  
Number of 

Options 

Weighted 
Average 
Exercise 

Price 

 (#) ($) (#) ($) 

Beginning of period 7,070,554 0.49 1,880,000 1.00 

Expired (61,111) 0.49 (10,000) 1.00 

Cancelled - - (1,870,000) 1.00 

Granted 765,000 0.25 - - 

Granted pursuant to re-pricing of 
options  - - 3,809,260 0.49 

Granted pursuant to warrants 
conversion to stock option - - 3,004,630 0.49 

Granted pursuant to reverse 
takeover - - 256,664 0.54 

End of period 7,774,443 0.47 7,070,554 0.49 

 

As at September 30, 2009, the weighted average remaining life of the options outstanding was 
3.51 years (2008 – 3.93 years). 

As at September 30, 2009, 4,018,763 options were exercisable between $0.25 and $0.54 per 
share with a weighted average exercise price of $0.48 per share (2008 – $0.49 per share). 

On April 29, 2009, the Company granted stock options to acquire up to an aggregate of 765,000 
common shares of Forent to certain directors, officers and employees of the Company.  Each of 
the options is exercisable for a five year term expiring on April 29, 2014 and exercisable until that 
time at a price of $0.25 per common share.  One-third of the options vested immediately at the 
date of grant, with an additional one-third to vest on each of the first and second anniversaries of 
the grant date.  The options are subject to a four month hold period expiring August 30, 2009. 

The Company calculated the fair value of the stock options granted using the Black-Scholes 
option pricing model at the date of grant.  The weighted average fair market value of the stock 
options and the assumptions used in their determination for options issued on April 29, 2009 were 
as follows: option value $0.05; risk-free interest rate: 1.94%; volatility: 72%; and expected life: 3.5 
years. 

In 2008 the Company issued 3,809,260 stock options to certain employees, directors and 
consultants, as a result of the cancellation of 1,870,000 existing stock options, due to the reverse 
take-over of Seriatim Ventures Inc.  Pursuant to the share exchange ratio under the RTO (5.5:1) 
and the subsequent 2.7:1 consolidation, the original 1,870,000 stock options were converted into 
new options on the basis of 2.037 new options for each existing option, with a commensurate 
adjustment to the exercise price.  The stock options have a life of 5 years and one third vested on 
the date of grant and one third of the total options shall vest on each of the first and second 
anniversary dates from the original option grant date of October 17, 2007.   

In October 2008 the Company issued 1,475,000 stock options to certain employees, directors and 
consultants, which were converted to 3,004,630 at year end as a result of the Seriatim reverse 
take-over, as a result of the cancellation of performance warrants originally granted in 2007.  The  
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6. SHARE CAPITAL (continued)  

stock options have a life of 5 years and one third vested on the date of grant and one third of the 
total options shall vest on each of the first and second anniversary dates from the original option 
grant date of October 7, 2008.   

In connection with the reverse take-over the company issued 256,664 stock options.  The 
issuance included 183,332 stock options to consultants of Seriatim at an exercise price of $0.54 
that expire on December 18, 2009, being the first anniversary date of the RTO; 50,000 stock 
options to a board member of Seriatim that joined the Forent board at an exercise price of $0.54 
that expire on December 27, 2011, and 23,332 stock options to two registered charities, at an 
exercise price of $0.54 that expire on December 27, 2016.  All of the aforementioned options shall 
vest fully at the time of grant.   

 

Exercise Price 
Number 

Outstanding  
Weighted Average 

Remaining Life  
Number of Options 

Exercisable  

 (#) (years)  (#) 

As at September 30, 
2009 

$0.25 765,000 4.58 255,000 

$0.49 6,752,779 3.48 3,507,099 

$0.54 256,664 1.27 256,664 

 7,774,443 3.77 4,018,763 

 

The Company accounts for its stock-based compensation plan using the fair value method.  
Under this method, a compensation cost is charged over the vesting period for stock options and 
share purchase warrants granted to employees, officers, directors and other service providers.  
The Company has not incorporated an estimated forfeiture rate for stock options that will not vest, 
rather the Company accounts for actual forfeitures as they occur. 

During the year ended December 31, 2008 the Company calculated the fair value of the stock 
options granted using the Black-Scholes option pricing model at the date of grant.  The weighted 
average fair market value of the stock options and the assumptions used in their determination for 
options issued in 2008 were as follows: ranging $0.12 to $0.37; risk-free interest rate: 2.60% to 
2.90%; volatility: 80%; and expected life: 1 to 10 years. 

(f) Per share amounts 

Basic per share amounts have been calculated using the weighted average number of common 
shares outstanding during the year, retroactively adjusted for the share split and consolidation in 
2008.  The treasury stock method has been used for the calculation of diluted loss per share.   

In calculating the net loss per diluted share, options and warrants totaling 9,552,399 (2008 – 
9,236,476 adjusted for share split and consolidation) were excluded from the dilution calculation, 
as they were anti-dilutive.  
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7. CAPITAL MANAGEMENT 

The primary capital management objective of the Company is to ensure adequate working capital 
is available to sufficiently fund both the board-approved business development plans (i.e. oil and 
natural gas exploration and development) and the working capital requirements of each annual 
operating cycle, while also seeking to minimize the risk-adjusted cost of capital.  

Capital is raised and retained for the purposes of funding oil and natural gas exploration and 
development and funding corporate overhead costs, subject to the availability of financing on 
acceptable terms.  The Company determines the amount of capital to be raised and retained 
based on Forent’s cash flow from operations and the scope of its planned exploration and 
development activities and management’s assessment of the expected availability of acceptably 
priced capital in future periods.  In 2008, Forent increased its capital through an equity offering 
and a reverse takeover of a publicly traded company in order to enhance access to capital in the 
public equity markets and maximize the probability of raising sufficient capital to continue the 
development of the Alton Block and initiate development of the Beech Hill Block, both of which are 
in Nova Scotia.  During the nine month period ended September 30, 2009 the Company did not 
raise any new equity, although subsequent to the September 30, 2009 quarter ended the 
Company completed a private placement (see note 11).  Raising capital through subsequent 
equity offerings is not a certainty, as it is dependent on the availability of funds in the capital 
markets.  

The Company defines capital as shareholders’ equity, plus debt plus working capital.  The 
Company’s current optimal capital structure is approximately 90% shareholder equity, with no 
more than 10% debt outstanding.  Management believes that such a capital structure is suitable in 
light of its capital management objectives and is commensurate with its western Canadian oil and 
gas endeavours and the development stage of its operations in Nova Scotia. 

The management of externally financed working capital is, by necessity, a major function of 
Forent’s capital management program given that its major assets are exploration stage oil and 
gas properties, without production in Nova Scotia, that require significant additional capital 
expenditures.  The primary source of working capital is equity financing obtained through the sale 
of common and flow-through shares and share purchase warrants and the exercise of warrants 
and options.  In the normal course of business, the Company receives trade credit that is 
supplementary to equity financings.  At the present time, the Company does not consider 
significant debt to be a sustainable source of capital due to the inherent risks of discovery in oil 
and natural gas exploration.  The Company has borrowed in the past in order to fund development 
infrastructure for its Alberta properties and while it might do so in the future, it is unlikely to 
significantly increase debt until such time as its cash flow from operations can support such an 
increase. 

The Company’s capital management plan seeks to ensure adequate resources are available to 
fund its activities through the next twelve months, on a rolling basis.  A significant measure used 
in assessing capital adequacy is thus the expected number of days of operations that can be 
funded from current working capital.  Capital levels are deemed sufficient if they can fund the 
following twelve months exploration program and a portion of corporate overhead expenses.  In 
cases where it appears that there will be insufficient capital to fund future development and 
overhead expenses, additional funds are raised or the capital program and/or overhead expenses 
adjusted.  As of September 30, 2009, Forent had adequate capital to complete its minimum 
business development plans for the following twelve month period.  Additional capital raised will 
primarily be invested in oil and gas exploration and development activities.   

Financing, and thus capital spending on exploration, will generally be limited to the extent that 
capital is available on acceptable terms.  The acceptability of financing terms is generally 
determined by reference to the prevailing market price of the Company’s shares.  
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8. FINANCIAL INSTRUMENTS 

(a) Fair values 

The fair values of accounts receivable, accounts payable and accrued liabilities approximate their 
carrying value due to the relatively short-term maturity of these financial instruments. 

(b) Credit risk 

Virtually all of the Company's accounts receivable are with companies in the petroleum and 
natural gas industry in Canada and are subject to normal industry credit risks.  The Company 
generally extends unsecured credit to these companies and therefore, the collection of accounts 
receivable may be affected by changes in economic or other conditions.  Management believes 
the risk is mitigated by the size and reputation of the companies to which they extend credit.  The 
Company’s maximum credit risk exposure is limited to the carrying value of its accounts 
receivable. 

(c) Commodity price risk 

The nature of the Company’s operations results in exposure to fluctuations in commodity prices.  
Management continuously monitors commodity prices and may initiate instruments to manage 
exposure to these risks when it deems necessary.  There were no commodity price risk contracts 
outstanding during the nine month period ending September 30, 2009 or for the year ended 
December 31, 2008. 

Subsequent to the period ended September 30, 2009 the Company entered into a fixed price 
contract to predetermine the selling price of a portion of its fourth quarter 2009 natural gas 
production, as part of its risk management program.  The following table summarizes the fixed 
price contract: 

Product Term 
Daily Notional 

Volume  
Fixed Price 

($/GJ) 
   ($CAD/GJ) 

Natural Gas October 1 to December 31, 2009 200 GJ/d $4.57 
 
 (d) Interest Rate Risk 

The Company manages its exposure to interest rate risk by entering into fixed rate loan 
agreements wherever possible. 

 

9. RELATED PARTY TRANSACTIONS 

The Company enters into various transactions with related parties from time to time.  These 
transactions are entered into under the normal course of operations and are measured at the 
exchange amount that approximates the fair market value of the services.  During the three and 
nine months ended September 30, 2009 the Company had the following related party 
transactions: 

The Company incurred $30,000 and $90,000 (2008 - $30,000 and $90,000) of administrative 
costs from a company controlled by the majority shareholder during the three and nine months 
ended September 30, 2009, respectively.  As at September 30, 2009, there was an outstanding 
balance of $20,000 (2008 - $10,000) to the related company. 

During the three and nine months ended September 30, 2009, the Company incurred $125,637 
and $394,261 (2008 – $91,978 and $229,491), respectively, of gross operating costs relating to 
pipeline and facility rental fees from a company controlled by the majority shareholder.  As at 
September 30, 2009, there was a gross outstanding balance of $171,123 (2008 - $93,970) owed 
to the related company.  The pipeline and facility rental fees and outstanding balance have been  
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9. RELATED PARTY TRANSACTIONS (continued) 

incurred on facilities that the Company operates with an average 20% working interest.  As such, 
80% of the gross operating costs and outstanding balances are directly attributed to the 
Company’s joint venture partners, consisting primarily of large and well funded petroleum 
producers. 

A company that the majority shareholder has an interest in has a working interest in some of the 
wells that the Company operates.  As at September 30, 2009, there was an outstanding balance 
of $20,144 (2008 - $18,546) due the related company. 

During the three and nine months ended September 30, 2009 the Company incurred $7,070 and 
$30,501 (2008 - $16,130 and $22,691), respectively, for legal services with a law firm of which a 
board member is a partner.  As at September 30, 2009, there was an outstanding balance due the 
related party of $6,733 (2008 – $99,333). 

During the three and nine months ended September 30, 2009 a company that an officer and 
director has an interest in, was paid a total of $60,000 and $90,000 (2008 – $16,626 and 
$16,626), respectively for the provision of administrative services.  As at September 30, 2009, 
there was an outstanding balance of $10,000 (2008 – $10,000) due the related party.  

 

10. COMMITMENTS 

(a) Flow-through share obligations 

On August 19, 2008, the Company issued flow-through shares requiring that $3,506,005 in 
qualifying exploration expenditures be expended by December 31, 2009.  As at September 30, 
2009 the Company has incurred approximately $2.7 million of qualifying expenditures, with 
approximately $0.8 million remaining to be spent by December 31, 2009. 

(b) Beech Hill Block commitment 

During 2008, the Company entered into an exploration agreement with the government of Nova 
Scotia for the Beech Hill Block committing to $2,070,000 of exploration expenditures by April 30, 
2011 in accordance to the following schedule.   

  ($) 

2009  420,000 

2010  550,000 

2011  1,100,000 

  2,070,000 

 
(c) Alton Block commitment 

On February 12, 2009 Forent received approval from the Minister of Energy for the province of 
Nova Scotia, the Hon. Barry Barnet, for the renewal and extension of the Company’s exploration 
agreement for the Alton Block, to February 3, 2012.  As part of this three year renewal the 
Company has made the following spending commitments. 

  ($) 

2010  350,000 

2011  750,000 

2012  1,250,000 

  2,350,000 
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10. COMMITMENTS (continued)  

(d) Operating leases 

The Company is committed to operating leases for office space in accordance with the following 
schedule.   

  ($) 

2009 remainder  51,105 

2010  206,583 

2011  122,273 

  379,961 

 

11. SUBSEQUENT EVENT  

On October 30, 2009 the Company completed a brokered private placement for gross proceeds 
of $3,206,610, approximately $2,800,000 net of cash expenses.  The private placement consisted 
of the issuance of 10,223,799 units (the “Units”) of the Company at a price of $0.15 per Unit, each 
Unit consisting of one common share and one half of a common share purchase warrant with 
each whole warrant being exercisable for one common share of the Company at a price of $0.17 
per share until April 28, 2011; and 9,841,411 flow through common shares at a price of $0.17 per 
share.  Fees associated with the private placement consisted of approximately $80,000 in legal 
and regulatory expenses, along with agency fees of $320,661 in cash and 2,006,521 broker 
warrants that were fair valued at $149,695 and are exercisable for one common share at a price 
of $0.17 per share expiring on April 28, 2011.   

The Company valued the 2,006,521 broker warrants issued at $149,695 and will recognize the 
warrants as a share issue costs in the fourth quarter of 2009. The Company calculated the fair 
value of the broker warrants issued using the Black-Scholes option pricing model at the private 
placement closing date.  The weighted average fair market value of the warrants and the 
assumptions used in their determination were as follows: warrant value $0.07; risk-free interest 
rate: 0.97%; volatility: 72%; and expected life: 1.5 years. 

The Company will apply the proceeds of this issue towards its Alberta oil exploration and 
development program and for general working capital purposes.  
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