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Part I -- Financial Information
Item 1. Financial Statements.

We have prepared the consolidated financial statements included herein without audit, pursuant to the rules and regulations of the Securities and
Exchange Commission. Certain information and footnote disclosures normally included in financial statements prepared in accordance with
generally accepted accounting principles have been omitted pursuant to such Securities and Exchange Commission rules and regulations. In our
opinion, the accompanying statements contain all adjustments necessary to present fairly the financial position of our company as of September
30, 2005, and its results of operations for the six month periods ended September 30, 2005 and 2004 and its cash flows for the six month periods
ended September 30, 2005 and 2004. The results for these interim periods are not necessarily indicative of the results for the entire year. The
accompanying financial statements should be read in conjunction with the financial statements and the notes thereto filed as a part of our annual
report on Form 10-KSB.
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TORRENT
ENERGY
CORPORATION

(formerly Scarab
Systems, Inc.)

(An exploration
stage enterprise)
Consolidated

Balance Sheets

(Expressed in US

dollars)

(unaudited)
September  March 31,
30, 2005
2005

ASSETS

Current assets

Cash and cash $9,167,374 $2,600,986
equivalents

Accounts receivable 76,724 -

(Note 4)

Prepaid expenses 1,053,549 166,753
and deposits (Note

4)

Total current 10,297,647 2,767,739
assets

Qil and gas 8,648,812 2,775,434
properties,

unproven (Note 4)
Office furniture 13,624 -
and equipment

Preferred stock - 105,081
discount (Note 8)

Total assets $18,960,083 $5,648,254
LIABILITIES

Current liabilities

Accounts payable  $2,949,921 $483,178
and accrued

liabilities (Note 4)

Accounts payable 68,462 242,936
related parties (Note

3)

Preferred stock 63,219 72,672
dividends payable

(Notes 7 and 8)

Total current 3,081,602 798,786
liabilities

Commitments and

Contingencies

(Notes 4 and 10)
STOCKHOLDERS
EQUITY

Share capital
Convertible Series B
preferred stock,
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$0.01 par value,

5,000 shares

authorized, nil - 17
shares issued and

outstanding (March

31,2005 1,700)

Convertible Series C

preferred stock,

$0.01 par value,

25,000 shares

authorized, 9,500 95 -
shares issued and

outstanding (March

31,2005 nil)

Common stock,

$0.001 par value,

100,000,000 shares

authorized,

24,748,293 shares 24,748 20,985
issued and

outstanding (March

31, 2005

20,984,966)

Additional paid in 21,956,682 8,413,243
capital

Deficit (6,103,044) (3,584,777)
accumulated

during the

exploration stage

Total stockholders 15,878,481 4,849,468
equity

Total liabilities and $ 18,960,083 $
stockholders equity

The accompanying notes are an integral part
of these consolidated financial statements

5,648,254
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TORRENT ENERGY CORPORATION

(formerly Scarab Systems, Inc.)

(An exploration stage enterprise)

Consolidated Statements of Stockholders Equity (Deficit)

For the period from October 8, 2001 (inception) to September 30, 2005
(Expressed in US dollars)

(unaudited)
Share Deficit
subscriptions accumulated Total
Additional  received/ during Stockholders
Preferred Stock ~ Preferred Stock ~ Common Stock paid-in capital (receivable) exploration stage equity (deficit)
Shares Amount Shares Amount Shares Amount
Stock issued for cash at - $- - $- 5,425,000 $5,425 $- $- $- $5,425
$0.001 per share in October
2001
Stock issued for intangible - - - - 200,000 200 - - - 200
asset acquisition at $0.001
per share in October 2001
Issued 1,440,000 common - - - - 1,440,000 1,440 - (1,440) - -
stock at $0.001 per share in
October 2001
Stock issued at $0.50 per - - - - 675,000 675 336,825 (337,500) - -
share in November 2001
Stock issued for cash at $0.50- - - - 390,000 390 194,610 - - 195,000
per share in January 2002
Net (loss) for the period - - - - - - - (112,434) (112,434)
Balance, March 31, 2002 - $- - $- 8,130,000 $8,130 $531,435 $(338,940) $(112,434) $88,191

Stock issued for cash at $0.25 - - - - 130,000 130 39,870 - - 40,000

to $0.50 per share in April

2003

Recapitalization to effect the - - - - 1,446,299 1,446 (1,446) - - -
acquisition of iRV, Inc.

Acquisition of - - - - - - - 337,500 - 337,500
MarketEdgeDirect

Proceeds of share - - - - - - - 1,440 - 1,440
subscription

Return of stocks in - - - - (540,000)  (540) (358,042) - - (358,582)
connection with disposal of

MarketEdgeDirect

Proceeds of 96,000 share - - - - - - - 40,500 - 40,500
subscription at $0.40 to $0.50

per share

241,020 shares allotted for - - - - - - 33,306 - - 33,306
services rendered at $0.10 to

$0.40 per share

Net (loss) for the year - - - - - - - - (396,277) (396,277)
Balance, March 31, 2003 - $- - $- 9,166,299  $9,166 $245,123 $40,500 $(508,711) $(213,922)

The accompanying notes are an integral part of these consolidated financial statements

Series B Series C
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TORRENT ENERGY CORPORATION

(formerly Scarab Systems, Inc.)

(An exploration stage enterprise)

Consolidated Statements of Stockholders Equity (Deficit)

For the period from October 8, 2001 (inception) to September 30, 2005
(Expressed in US dollars)

(unaudited)

Share Deficit

subscriptions accumulated Total
Additional  received/ during Stockholders
Preferred Stock  Preferred Stock ~ Common Stock paid-in capital (receivable) exploration stage equity (deficit)

Shares Amount Shares Amount Shares Amount
- $- 241,020 $241 $(241) $- $- $-

Series B Series C

Stocks issued for services ~ $-

rendered and recorded in
fiscal year 2004
Stocks issued at $0.40 to - - - - 96,000 96 40,404 (40,500) - -

$0.50

per share in fiscal year
2003
Stocks issued for - - - - 510,000 510 50,490 - - 51,000

conversion of debt

at $0.10 per share in
February 2004
Stocks issued for cash at - - - - 1,200,000 1,200 118,800 - - 120,000

$0.10

per share in February and
March 2004
Stocks issued for exercise - - - - 960,000 960 95,040 - - 96,000

of stock options

at $0.10 per share in

February and March 2004

Issuance of stock options - - - - - - 195,740 - - 195,740
as compensation

Forgiveness of debt - - - - - - 110,527 - - 110,527
related party (Note 3)

Net (loss) for the year - - - - - - - - (374,6006) (374,606)
Balance, March 31, 2004 ~ $- - $- $12,173,319 $12,173  $855,883 $(883,317) $(15,261)

Stocks issued for exercise - - - - 640,000 640 63,360 - - 64,000

of stock options

&+
T

at $0.10 per share in May,

June and July 2004

Stocks and warrants - - - - 1,442,930 1,443 503,582 - - 505,025
issued under a private

placement at $0.35 per

share in May 2004 (Note

6)

Stocks issued for investor - - - - 300,000 300 161,700 - - 162,000
relations services

at $0.54 per share in June
2004
Stocks issued for - - - - 1,200,000 1,200 454,800 - - 456,000

acquisition of oil and gas

properties at $0.38 per

share in June 2004 and

January 2005 (Note 4)

Stocks and warrants - - - - 500,000 500 199,500 - - 200,000
issued under a private

placement at $0.40 per
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share in July 2004 (Note

6)

Stocks issued under a - - - - 2,500,000 2,500 2,397,500 -
private placement

at $1.00 per share in 2005,

net of share issue costs of

$100,000

Stocks issued for exercise - - - - 1,614,359 1,614 825,565 -
of warrants at $0.50 and

$0.55 per share (Note 6)

The accompanying notes are an integral part of these consolidated financial statements

2,400,000

827,179

10
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TORRENT ENERGY CORPORATION®

(formerly Scarab Systems, Inc.)

(An exploration stage enterprise)

Consolidated Statements of Stockholders Equity (Deficit)

For the period from October 8, 2001 (inception) to September 30, 2005
(Expressed in US dollars)

(unaudited)
Share Deficit
subscriptions accumulated Total
Additional received/ during Stockholders
Preferred Stock Preferred Stock  Common Stock paid-in capital (receivable) exploration stage equity (deficit)
Shares Amount Shares Amount Shares Amount
Convertible Series B 2,200 $22 - $- - $- $1,934,978 $
preferred stock issued
under a private placement
at $1,000 per Series B
share in August 2004, net
of issuance costs (Note 7)
Stocks issued for (500) 5) - - 614,358 615 (610) - - -
conversion of Series B
preferred stock at prices
ranging from $0.76 to
$0.89 per share
Beneficial conversion - - - - - - 315,244 - - 315,244

feature on convertible

Series B Series C

$- $1,935,000

Series B preferred stock

(Note 7)

Accretion of Series B - - - - - - - - (210,163) (210,163)
preferred stock beneficial

conversion feature

Series B preferred stock - - - - - - - - (72,672) (72,672)
dividend

Issuance of stock options - - - - - - 701,740 - - 701,740

as compensation

Net (loss) for the year - - - - - - - - (2,418,625) (2,418,625)
Balance, March 31, 2005 1,700  $17 - - 20,984,966  $20,985 $8,413,243 $(3,584,777) $4,849,468

Stocks issued for (1,700) (17) - - 1,795,254 1,795 (1,778) - - -
conversion of Series B

preferred stock at prices

ranging from $0.77 to

$1.20 per share

Stocks issued for exercise - - - - 228,571 228 114,058 - - 114,286
of warrants at $0.50 per

share (Note 6)

Stocks issued for cashless - - - - 89,502 90 (90) - - -
exercise of stock options

(Note 5)

Accretion of Series B - - - - - - - - (105,081) (105,081)
preferred stock beneficial

conversion feature

Cancellation of stock - - - - - - (99,641) - - (99,641)
options as compensation

(Note 5)

The accompanying notes are an integral part of these consolidated financial statements

&+
T
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TORRENT ENERGY CORPORATION

(formerly Scarab Systems, Inc.)

(An exploration stage enterprise)

Consolidated Statements of Stockholders Equity (Deficit)

For the period from October 8, 2001 (inception) to September 30, 2005
(Expressed in US dollars)

(unaudited)
Share Deficit
. . subscriptions accumulated Total
Series B Series C Additional received/ during Stockholders
Preferred Stock ~ Preferred Stock ~ Common Stock paid-in capital (receivable) exploration stage equity (deficit)
Shares Amount Shares Amount Shares Amount
Common stock issued at - $- - $- 1,650,000 $1,650 $3,273,350 $- $- $3,275,000

$2 per common share

under a private placement

in July 2005, net of

issuance costs (Note 9)

Convertible Series C - - 9,500 95 - - 8,776,895 - - 8,776,990
preferred stock issued

under a private placement

at $1,000 per Series C

share in July 2005, net of

issuance costs (Note 8)

Beneficial conversion - - - - - - 172,638 - - 172,638
feature on convertible

Series C preferred stock

(Note 8)

Accretion of Series C - - - - - - - - (172,638) (172,638)
beneficial conversion

feature (Note 8)

Stock based 1,308,007 1,308,007

compensation for the

period

Series C stock dividend - - - - - - - - (63,219) (63,219)

Net (loss) for the period - - - - - - - - (2,177,329) (2,177,329)
- 9,500  $95 24,748,293 $24,748  $21,956,682  $- $(6,103,044) $15,878,481

Balance, September 30,
2005
The accompanying notes are an integral part of these consolidated financial statements

15
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TORRENT ENERGY CORPORATION
(formerly Scarab Systems, Inc.)

(An exploration stage enterprise)
Consolidated Statements of Operations
(Expressed in US dollars)

(unaudited)

Cumulative October
8, 2001 (inception) to
September 30, 2005

General and administrative expenses

Consulting (Note 3) $1,096,330
Directors fees 22,500
Lease rentals 75,030
Insurance 128,126
Interest expense 7,500
Interest expense on long term debt 16,569
Investor relations (Note 5) 847,419
Legal and accounting 386,571
Office and miscellaneous 177,226
Purchase investigation costs 103,310
Rent 81,443
Shareholder relations 181,388
Stock based compensation 2,205,487
Telephone 40,130
Travel 228,823
Joint venture cost recovery (Note 4) (76,724)
Operating (loss) (5,521,128)

Other income (expense)

Interest income 54,043
Gain on settlement of debt 37,045
Write-off of goodwill (70,314)
Loss from continued operations (5,500,354)

Net income from discontinued operations21,082
Net Loss and comprehensive loss for the (5,479,272)

period
Series B preferred stock dividend (72,672)
Series C preferred stock dividend (63,219)

Dividend accretion of Series B preferred (315,243)
stock beneficial conversion feature

(Note 7)
Dividend accretion of Series C preferred (172,638)
stock beneficial conversion feature

(Note 8)

Net loss for the period applicable to

common stockholders
$(6,103,044)

Earnings (loss) per share basic and
diluted $(0.46)

Weighted average number of
common shares outstanding 13,257,698

The accompanying notes are an integral part of these consolidated financial statements

Three months
Ended
September 30, 2005

$264,734
7,500

69,892

30,572
73,049
42,631

12,440
31,793
441,865
12,847
66,611
(76,724)
(977,210)

40,798

(936,412)

(936,412)

(63,219)

(172,638)

$(1,172,269)
$(0.05)

24,407,532

Three months
Ended
September 30, 2004

$12,977

7,500
148,932
21,898
8,172
101,651
2,800
43,293
85,626
9,821

(442,670)

163

(442,507)

(442,507)

$(442,507)
$(0.03)

15,432,812

Six months
Ended
September 30, 2005

$406,865
15,000
60,013
79,307

(15,764)
136,594
66,072

18,540
90,667
1,308,007
15,992
125,777
(76,724)
(2,230,346)

53,017

(2,177,329)

(2,177,329)

(63,219)
(105,081)

(172,638)

$(2,518,267)
$(0.11)

23,247,624

Six months
Ended
September 30, 2004

$115,187

46,569
7,500

221,100
60,589
10,311
101,651
2,800
80,446
461,336
10,500

(1,117,989)

163

(1,117,826)

(1,117,826)

$(1,117.826)
$(0.08)

14,376,869

17
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TORRENT ENERGY CORPORATION

(formerly Scarab Systems, Inc.)

(An exploration stage enterprise)
Consolidated Statements of Cash Flows
(Expressed in US dollars)

(unaudited)

Cash flows provided by (used in)

operating activities
Net (loss) for the period

Adjustments to reconcile net loss to net cash

used in operating activities:

- depreciation

- stock based compensation

- foreign exchange

- write-off of goodwill

- debt forgiven

- net income from discontinued operations

- write off smart e-card

- common shares issued for services rendered
Changes in operating assets and liabilities

- accounts receivable

- prepaid expenses and deposits

- accounts payable and accrued liabilities
Net cash from (used in) operating activities
Cash flows used in investing activities

Oil and gas properties

Loan

Acquisition of fixed assets

Net cash used in investing activities

Cash flows provided by (used in)

financing activities
Proceeds from issuance of common stock

Net proceeds from issuance of Series B preferred

stock

Net proceeds from issuance of Series C preferred

stock

Payment of dividend

Proceeds from shareholder loan

Proceeds from promissory notes
Repayment of promissory note

Repayment of shareholder loan

Net cash provided by financing activities
Increase in cash and cash equivalents

Cumulative October
8, 2001 (inception) to
September 30, 2005

$(5,479,272)

3,805
2,205,487
2,688
70,114
37,045
(21,082)
200
95,665

(76,724)
(1,053,549)
2,886,591
(1,329,031)

(7,985,967)
(62,684)
(17,429)
(8,066,080)

7,883,855
1,935,000

8,776,990

(72,672)
80,000
98,421
(59,109)
(80,000)
18,562,485
9,167,374

Cash and cash equivalents, beginning of period ~

Cash and cash equivalents, end of period
Supplemental cash flow information:
Interest expenses paid

Non-cash transactions:

Common stock issued (cancelled) for investor
relations services

Forgiveness of accrued consulting fees payable

to officers and directors
Common stock issued for oil and gas properties

$9,167,374

13,013
174,371

110,527

456,000

Three months
Ended

September 30,
2005

$(936,412)

(76,724)
(1,028,796)
2,658,807
1,060,350

(4,584,960)

(4,502)
(4,589,462)

3,275,000

8,776,990
(72,672)

11,979,318
8,450,206
717,168

$9,167,374

Three months
Ended
September 30, 2004

$(442,507)

85,626

21,000

105,896
(229,985)

(329,429)

(329,429)

170,000
1,450,000

1,620,000
1,060,586
88,985

$1,149,571

7,500

The accompanying notes are an integral part of these consolidated financial statements

Six months
Ended
September 30, 2005

$(2,177,329)

1,610
1,308,007

(99,641)

(76,724)
(886,796)
2,292,269
361,396

(5,873,378)

(15,234)
(5,888,612)

3,389,286

8,776,990
(72,672)

12,093,604
6,566,388
2,600,986

$9,167,374

(99,641)

Six months
Ended

September 30, 2004

$(1,117,826)

461,336

130,998
(525,492)

(556,583)

(556,583)

769,025
1,450,000

2,219,025
1,136,950
12,621

$1,149,571

7,500

162,000

228,000

20
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TORRENT ENERGY CORPORATION
(formerly Scarab Systems, Inc.)

(An exploration stage enterprise)

Notes to Consolidated Financial Statements

(Unaudited)

1. Nature and Continuance of Operations
These consolidated financial statements have been prepared in conformity with U.S. generally accepted accounting principles applicable to a
going concern which contemplates the realization of assets and the satisfaction of liabilities and commitments in the normal course of business.
The general business strategy of the Company is to explore its newly-acquired oil and gas properties. The Company has incurred operating
losses and requires additional funds to meet its obligations and maintain its operations. Management s plan in this regard is to raise equity and/or
debt financing as required. These conditions raise substantial doubt about the Company s ability to continue as a going concern. These financial
statements do not include any adjustments that might result from this uncertainty.

September 30, 2005 March 31, 2005
Deficit accumulated during the exploration stage $  (6,103,044) $ (3,584,777)
Working capital surplus $ 7,216,045 $ 1,968,953

The Company has not generated any revenue to date.

2. Basis of Presentation

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with the generally accepted
accounting principles for interim financial information and with the instructions to Form 10 QSB and Article 10 of the Regulation S-X.
Accordingly, they do not include all of the information and footnotes required by generally accepted accounting principles for complete financial
statements. In the opinion of management, all adjustments (consisting of normal recurring accruals) considered necessary for a fair presentation
have been included. Operating results for the six month period ended September 30, 2005 are not necessarily indicative of the results that may
be expected for the year ended March 31, 2006.

The balance sheet at March 31, 2005 has been derived from the audited financial statements at that date but does not include all of the
information and footnotes required by generally accepted accounting principles for complete financial statements.

For further information, refer to the consolidated financials statements and footnotes thereto included in the Registrant Company and
Subsidiaries annual report on Form 10-KSB for the year ended March 31, 2005.

3. Related Party Transactions

a) During the six months ended September 30, 2005, the Company paid or accrued $215,753 (2004 - $ nil) in consulting fees to directors
and officers of the Company. In addition, the Company paid officers and directors of the Company $61,600 (2004 - $nil) for consulting fees
relating to the Company s oil and gas leases and $122,000 (2004 - $ nil) for geological and geophysical consulting fees, both of which are
included in the costs of the oil and gas properties.

b) As of September 30, 2005, there was $68,462 (2004  $nil) representing unpaid consulting fees and reimburseable expenses owing to
directors and officers. In fiscal year 2004, in anticipation of the change in business operation, $110,527 in consulting fees (including $303,280
incurred in fiscal year 2004) owing to directors and officers was forgiven. This money was recorded as an additional paid-in capital.

c) Also see Notes 4 and 10.

24
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TORRENT ENERGY CORPORATION
(formerly Scarab Systems, Inc.)

(An exploration stage enterprise)

Notes to Consolidated Financial Statements

(Unaudited)
3. Related Party Transactions (continued)
d) The above noted transactions were in the normal course of business and were measured at the exchange amount, which is the amount

of consideration established and agreed to by its related parties.

4. Oil and Gas Properties, Unproven

Coos Bay Property. On May 11, 2004, Methane entered into a Lease Purchase and Sale Agreement (the Agreement ) with GeoTrends-Hampton
International LLC ( GHI ) to purchase GHI s undivided working interest in certain oil and gas leases for the Coos Bay Basin prospect. This
prospect is located onshore in the Coos Bay Basin of Oregon and any current negotiations that GHI had with the State of Oregon would be
continued by the Company. As consideration for the acquisition of these oil and gas leases, the Company paid a total of $300,000 in cash and
will issue 1,800,000 restricted common shares in three performance based tranches. The shares were valued at $0.38 per share, which was the
fair value at the time that the agreement was negotiated. GHI will also maintain an undivided overriding royalty interest of 4% upon commercial
production. The agreement closed on June 22, 2004. On closing, the Company paid $100,000 of the cash and 600,000 of the common shares. As
at September 30, 2005 the Company has fully paid the $300,000 in cash and has issued 1,200,000 common shares. The remaining 600,000
common shares will be issued upon commencement of the Pilot Exploration Program. As at September 30, 2005, the remaining shares had not
been issued. Subsequent to the completion of the Agreement, the principals of GHI were appointed as directors and officers of the Company.

Pursuant to the GHI Agreement, the Company acquired leases of certain properties in the Coos Bay area of Oregon which are prospective for oil
and gas exploration and cover approximately 50,000 acres. On July 1, 2004, the Company completed the negotiations with the State of Oregon
on an additional leasing of 10,400 acres of land within the Coos Bay Basin in Oregon, which are subject to annual lease payments of $1 per acre.

The Company is committed to make annual land lease payments of $73,000 for the next five years and is committed to royalty payments of
12.5% on gross sales from the leases.

Related to its exploration program, Methane has escrowed $1,000,000 through an attorney to provide assurance of payment to the company from
which it obtained the drilling rig being used to complete the Pilot Exploration Program at Coos Bay. The deposit is fully refundable upon
payment of all obligations owed to the owner of the drilling rig. As at September 30, 2005, amounts owing and attributable the this arrangement
totaled $650,260 and is included in accounts payable.

Cedar Creek Property. On August 9, 2005, Cascadia executed a lease option agreement with Weyerhauser Company to lease 100,000 acres
that it may select from an overall 365,000 acreage block in the Cedar Creek area of Washington state. Cascadia intends to commence an
exploratory work program in 2006 for possible hydrocarbon deposits on acreage it may select from the acreage block. Cascadia also has been
granted a two-year first right of refusal on the balance of the Cedar Creek Block that it does not select during its initial selection process. Cash
consideration of $100,000 was paid for the lease option of which the Company paid $60,000 (See Joint Venture ). In addition, Cascadia may
extend the term of its option for an additional year by committing to a work program based on the number of acres selected initially for
exploration activity. Alternatively, the Company may simply execute a lease agreement on the acreage at a rate of $1.00 per acre per year. As at
September 30, 2005, the Company has no work program commitments.
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4. Oil and Gas Properties, Unproven (continued)
Coincident with the Weyerhauser transaction, Cascadia has also entered into a joint venture agreement ( Joint Venture ) dated August 12, 2005
with St. Helens Energy LLC ( St. Helens ), a 100% owned subsidiary of Comet Ridge Limited, an Australian coal seam gas exploration company
which is listed on the Australian Stock Exchange. Pursuant to this agreement, Cascadia will serve as operator of the Joint Venture with a 60
percent interest in the Joint Venture; while St. Helens will actively assist in evaluating the area, developing exploratory leads and prospects, and
providing 40 percent of the funding to pursue exploration and development of the prospect, including the $40,000 lease option consideration.
During the quarter ended September 30, 2005, Cascadia had expended $292,810 on the Cedar Creek prospect of which St. Helens s unpaid share
equaled $76,724, which is included in accounts receivable. Earlier in the current quarter, Cascadia had recovered $40,000 from St. Helens,
representing 40 percent of the $100,000 Cedar Creek lease rental payment paid to Weyerhauser Company. Cascadia has recorded St. Helens s
outstanding balance of project costs as a receivable with a series of corresponding invoices being issued.

The total costs incurred and excluded from amortization for the Company s oil and gas properties are summarized as follows:

Property Seismic Drilling and Geological and

acquisition and land gathering geophysical Total
Coos Bay
Six months ended $ - $287,828 $5,107,087 $324,030 $5,718,945
September 30, 2005
Inception through March 756,000 499,847 1,262,564 257,023 2,775,434
31, 2005
Total $756,000 $787,675 $6,369,651 $581,053 $8,494,379
Cedar Creek
Six months ended $60,000 $94,433 - - $154,433
September 30, 2005
Inception through March - - - - -
31, 2005
Total $60,000 $94,433 $- $- $154,433
Total Oil and Gas
Properties $816,000 $882,108 $6,369,651 $581,053 $8,648,812

As at September 30, 2005, all of the Company s oil and gas properties are considered unproven. Based on the status of the Company s exploration
activities, management has determined that no impairment has occurred.
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5. Stock Options
On February 10, 2004, the Company s Board of Directors adopted the 2004 Non-Qualified Stock Option Plan (the 2004 Plan ) which consisted of
1,800,000 stock options. As at September 30, 2005, 1,600,000 options were issued and exercised and 200,000 options remain outstanding of
which 150,000 options are exercisable. Each outstanding option entitles the holder to acquire one common share at an exercise price of $0.50 per
share. Vesting provisions for these options are 25% immediately and 25% every six months afterward until fully vested on December 31, 2005.
These options expire on August 3, 2009 and have been registered pursuant to an S-8 filing. There are no additional shares available to be granted
under the 2004 Plan.

During the fiscal year ended March 31, 2005, 600,000 stock options were granted outside the 2004 Plan. 200,000 stock options with an exercise
price of $1.00 per share and another 200,000 with an exercise price of $2.00 per share were granted pursuant to a Mail Distribution Agreement
with a third party ( Optionee ). These options vested immediately and were exercisable until November 1, 2005. These options had a cashless
exercise provision whereby the optionee could elect to receive common stock in lieu of paying cash for the options based on a formula that
includes using the average closing prices of the five trading days preceding the exercise date.

During the six months ended September 30, 2005, the optionee elected to invoke the cashless exercise provision for the exercise of 200,000
options resulting in 89,502 common shares being issued and the other 200,000 stock options being cancelled. The cancellation of the 200,000
options, due to non-performance under the original agreement, resulted in the reversal of $99,641 which had previously been recorded to
additional paid-in capital and investor relations expense. The other 200,000 stock options granted outside the 2004 Plan were to a consultant of
the Company for public and investor relations services. These options have an exercise price of $0.83 per share, vested 25% immediately, and
25% every quarter thereafter. As at September 30, 2005, 200,000 of these options are exercisable and have been registered with an S-8 filing
dated August 31, 2005. Either party may terminate the investor relations agreement with thirty days written notice.

On March 17, 2005, the Company adopted the 2005 equity incentive plan (the 2005 Plan ) for executives, employees and outside consultants and
advisors. A maximum of 2,000,000 shares of the Company s common stock are subject to the 2005 Plan. During the six months ended September
30, 2005, the Company granted 1,700,000 stock options to various directors and consultants of the Company under the 2005 Plan. Each option
entitles the holder to acquire one common share at exercise prices ranging from $1.25 to $2.00 per share. These options vest 25% immediately

and 25% every six months afterward until fully vested 18 months from the date of grant. These options expire five years from the date of grant.

As at September 30, 2005, an S-8 was filed to register this plan with an amendment to increase the number of shares under the plan by 500,000

to a total of 2,500,000 shares.

As of September 30, 2005, there are 2,100,000 stock options outstanding; 200,000 options were granted pursuant to the 2004 Plan, 200,000 were
originally granted outside of any stock option plan (but were subsequently included in the August 31, 2005 S-8 filing) and 1,700,000 were
granted pursuant to the 2005 Plan. Also see Note 11. No stock options were granted during the three months ended September 30, 2005.

During the six months ended September 30, 2005, the Company recorded $1,308,007 (September 30, 2004 - $375,710) of stock based
compensation.
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5. Stock Options (continued)

A summary of stock option information from March 31, 2004 to September 30, 2005 is as follows:

Shares
Options outstanding at March 31, 2004 100,000
Granted 1,340,000
Exercised (640,000)
Options outstanding at March 31, 2005 800,000
Granted 1,700,000
Exercised (200,000)
Cancelled (200,000)
Options outstanding at September 30, 2005 2,100,000

Options Outstanding
Weighted Average  Weighted

Range of Exercise Number Remaining Average Exercise Number
Prices Outstanding Contractual Life (yrs.) Price Exercisable
$0.50 200,000 3.84 $0.50 150,000
$0.83 200,000 0.03 $0.83 200,000
$1.25 1,500,000 4.52 $1.25 375,000
$2.00 200,000 4.67 $2.00 50,000
2,100,000 4.04 $1.21 775,000

The fair value of each option granted has been estimated as of the date of the grant using the Black-Scholes option pricing model with the

Weighted Average Exercise

Price
$0.10
$0.68
$0.10
$1.08
$1.34
$1.00
$2.00
$1.21

Options Exercisable

Weighted
Average Exercise
Price

$0.50

$0.83

$1.25

$2.00

$1.04

following weighted average assumptions: risk-interest rate between 3.55 3.99% (2004 2.75%), dividend yield 0% (2004 0%), volatility of

179% (2004  254-265%) and expected lives of approximately 4 years (2004

1-5 years).
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5. Stock Options (continued)
A summary of weighted average fair value of stock options granted during the six months ended September 30, 2005 and March 31, 2005 is as
follows:

Weighted Average Weighted Average

Exercise Price Fair Value
Six months ended September 30, 2005
Exercise price is greater than market price at grant date: $1.34 $1.20
Fiscal year ended March 31, 2005
Exercise price is greater than market price at grant date: $1.50 $0.53
Exercise price is below market price at grant date: $0.34 $0.56
6. Warrants

In June 2004, the Company issued warrants attached to a private placement to purchase 1,442,930 shares of common stock at $0.50 per share
exercisable until May 19, 2006. In July 2004, the Company issued warrants attached to a private placement to purchase 500,000 shares of
common stock at $0.55 per share exercisable until July 7, 2006.

A summary of the warrants outstanding as at September 30, 2005 is as follows:

Exercise Price September 30, 2005
Issue Date Issued Exercised Ending balance
May 20, 2004 $0.50 1,442,930 1,442,930 -
July 8, 2004 $0.55 500,000 400,000 100,000
Total 1,942,930 1,842,930 100,000

Each warrant entitles the holder to acquire one common share of the Company.

7. Series B Convertible Preferred Stock ( Series B Stock )
On August 27, 2004, the Company closed a private placement in its Series B Stock at $1,000 per share for $2,200,000 in gross proceeds (the
Private Placement ). The Series B Stock are senior to the common stock with respect to the payment of dividends and other distribution on the
capital stock of the Company, including distribution of the assets of the Company upon liquidation. No cash dividends or distributions shall be
declared or paid or set apart for payment on the common stock in any year unless cash dividends or distributions on the Series B Stock for such
year are likewise declared and paid or set apart for payment. No declared and unpaid dividends shall bear or accrue interest. Upon any
liquidation, dissolution, or winding up of the Company, whether voluntary or involuntary before any distribution or payment shall be made to
any of the holders of common stock or any series of preferred stock, the holders of Series B Stock shall be entitled to receive out of the assets of
the Company, whether such assets are capital, surplus or earnings, an amount equal to $1,000 per share of the Series B Stock plus all declared
and unpaid dividends thereon, for each shares of Series B Stock held by them.
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7. Series B Convertible Preferred Stock ( Series B Stock ) (continued)

The Series B Stock are non-voting, carry a cumulative dividend rate of 5% per year, when and if declared by the Board of Directors of the
Company, and are convertible into common stock at any time by dividing the dollar amount being converted (included accrued but unpaid
dividends) by the lower of $1.20 or 80% of the lowest volume weighted average trading price per common share of our Company for 10 trading
days. The holder of the Series B Stock may only convert up to $250,000 of Series B Stock into common shares in any 30 day period. The
Company may redeem the Series B Stock by paying 120% of the invested amount together with any unpaid dividends. In the event that the
volume weighted average price of the Company s common stock is equal to or greater than two dollars for twenty consecutive trading days, the
Company must redeem in an amount of Series B Stock equal to 20% of the dollar volume of the common stock traded during the previous 20
days.

As a condition of the Private Placement, the Company agreed to file a registration statement registering up to 5,000,000 shares of common stock
(the Registration Statement ) in order to receive all of the proceeds of the Private Placement.

Each share of Series B Stock will be automatically converted into common stock immediately upon the consummation of the occurrence of a
stock acquisition, merger, consolidation, or reorganization of the Company.

The gross proceeds of the Private Placement have been received as follows:

(1) $1,100,000 was paid on closing;

(ii) $550,000 on the fifth business day following the filing date of the Registration Statement; and
(iii) $550,000 on the fifth business day following the effective date of the Registration Statement

Net proceeds received was $1,935,000 after payment of $220,000 in finders fees (10% of gross proceeds) and $45,000 in legal fees. The
transaction resulted in a beneficial conversion feature calculation in accordance with EITF 98-5 Accounting for Convertible Securities with
Beneficial Conversion Features or Contingently Adjustable Conversion Ratios , of $315,244 which was accreted over nine months commencing
October 1, 2004 (the minimum period that the preferred stockholder can convert all of their Series B Stock). The Company recorded accretion of
$105,081 as a dividend for the six months ended September 30, 2005 (year ended March 31, 2005 - $210,163).

As of September 30, 2005, the Company paid preferred stock dividends of $72,672 on the Series B Stock.
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7. Series B Convertible Preferred Stock ( Series B Stock ) (continued)
During the quarter ended June 30, 2005, the Company issued the following common shares pursuant to exercise of the Series B Stocks:

Conversion # of Conversion Common
Date Series B Stock Price Stock
April 1, 2005 100 $0.8386 119,252
April 6, 2005 5 0.7735 6,464
April 7, 2005 100 0.7735 129,282
April 28, 2005 125 0.7860 159,033
April 29, 2005 125 0.7860 159,033
May 2, 2005 395 0.7860 502,544
May 18, 2005 125 1.0887 114,816
May 25, 2005 125 1.1962 104,498
June 1, 2005 125 1.1962 104,498
June 8, 2005 475 1.2000 395,834
Total 1,700 $1.0560 1,795,254
8. Series C Convertible Preferred Stock ( Series C Stock )

On July 19, 2005, the Company also closed a private placement in its Series C Stock at $1,000 per share for 12,500 shares (the Private
Placement ). The Series C Stock are senior to the common stock with respect to the payment of dividends and other distribution on the capital
stock of the Company, including distribution of the assets of the Company upon liquidation. No cash dividends or distributions shall be declared
or paid or set apart for payment on the common stock in any year unless cash dividends or distributions on the Series C Stock for such year are
likewise declared and paid or set apart for payment. No declared and unpaid dividends shall bear or accrue interest. Upon any liquidation,
dissolution, or winding up of the Company, whether voluntary or involuntary before any distribution or payment shall be made to any of the
holders of common stock or any series of preferred stock, the holders of Series C Stock shall be entitled to receive out of the assets of the
Company, whether such assets are capital, surplus or earnings, an amount equal to $1,000 per share of the Series C Stock plus all declared and
unpaid dividends thereon, for each shares of Series C Stock held by them.

The Series C Stock are non-voting, carry a cumulative dividend rate of 5% per year, when and if declared by the Board of Directors of the
Company, and are convertible into common stock at any time by dividing the dollar amount being converted (included accrued but unpaid
dividends) by the lower of $3.00 or 85% of the volume weighted average trading price per common stock of the Company for 5 trading days.
The holder of the Series C Stock may only convert up to a maximum of $950,000 of Series C Stock into common stock in any 30 day period.
The Company may redeem the Series C Stock by paying 120% of the invested amount together with any unpaid dividends. Each share of Series
C Stock will automatically convert into common stock at the conversion price then in effect two years from the date of issuance of each share.

As a condition of the private placement regarding the Series C Stock, the Company agreed to file a registration statement registering up to
12,500,000 shares of common stock (the Registration Statement ) within 60 days of closing and to have the Registration Statement declared
effective within 150 days of closing.
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8. Series C Convertible Preferred Stock ( Series C Stock ) (continued)
Each share of Series C Stock will be automatically converted into common stock immediately upon the consummation of the occurrence of a
stock acquisition, merger, consolidation, or reorganization of the Company.

The gross proceeds of this private placement will be received as follows:
(1) $6,000,000 was received on closing;
(ii) $3,500,000 was received on the second business day prior to the filing date of the Registration Statement; and

(iii) $3,000,000 will be received on the fifth business day following effective date of the Registration Statement. There are no assurances that the
Company s Registration Statement will become effective and that the Company will receive the last payment of $2,775,000, net of the 7.5%
finders fee.

Net proceeds received as of September 30, 2005 totaled $8,776,990 after payment of finders fees and legal costs of $712,500 and $10,510
respectively. The transaction resulted in a beneficial conversion feature calculation in accordance with EITF 98-5 Accounting for Convertible

Securities with Beneficial Conversion Features or Contingently Adjustable Conversion Ratios , and EITF 00-27 Application of Issue No. 98-5
to Certain Convertible Instruments , of $1,555,873 which is being accreted over twenty-four (24) months commencing July 15, 2005. Accretion
of $172,638 was recorded for the six months ended September 30, 2005.

As of September 30, 2005, the Company had accrued $63,219 for dividends on the Series C Stock.

9. Common Stock
On July 19, 2005, the Company received gross proceeds of $3,300,000 pursuant to a private placement of 1,650,000 shares of common stock at
$2.00 per share. Finders fees paid on this transaction totaled $25,000.

10. Commitments

Effective October 1, 2004, the Company entered into a consulting agreement for public and investor relations with a third party. The Company is
committed to pay $5,000 per month for the service for the term of one year. Either party may terminate the agreement with thirty days written
