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Auditors’ Report

To the Sharehalders of
Overlord Financial Inc.,

We have audited the cansolidated balance sheets of Overlord Financial Inc, as at December 31, 2002
and 2002, apd the consolidated statements of operafions and deflcit and cash flows for the years then
ended, These consolidated financial statements are the responsibility of the Company's management.
Bur responsibillfy is to express an opinlon on these consolidated financial statements based on our

audits.

We conducted our audits in azcardance with Canadian generally accepted audiing standards, Those
standards require that we plan and perform an audit to obtain reasonable assurance whether the financial
staterments are free of materal misstatement. An audit Includes examining, on a fest basis, evidence
supporting the ameounts and disclasures in the financial statements, An audit also includes assessing the
accounting principles used and significant estimates made by management, as wall a5 evaluating the

overail financial statament presentation.

In our opinion, these consclidated financial statements present falrly, in all material respests, the financial
posltion of the Company as at December 31, 2003 and 2002, and the results of its operations and its
cash flows for the yesars then ended in accordance with Canadian generally accepted accounting

principles.

Bh o Ty L o oolay Lif

Chartered Accountants

Calgary, Alberta
March 8, 2004

B Pustwoody LLP i a Limited Liach{ifty Partnershie regisfered fn Orfardo
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EDQ Denwsady Lir is a Limital Liabiiily Partoersitlp registered in Onlagls



Overford Financlal Inc.
Consalidated Balance Shaets

As at December 31 2003 2002
Assets
Cuarrent
Cash and cash eguivalents $ 3,192,794 § 4,784,450
Short term investment - 800,040
Accounts receivable 60,645 183 748
3,253,439 8,568 188
Prepaid expenses 52,231 B2.536
Long-term in\}!estments, at cost {Note 2) 1,627,499 500,000
Froperty and equipment {Note 4) ' 123,852 138,345

3 505711 % 8258079

Liabilities and Shareholders’ Equity

Current
Accounts payable and accrued liabilities ] 40,833 & 34,541
Sharehalders' aquity
Share capifal (Note 7) 8,563,248 8,753,248
Contributed surplus 183,386 183,395
Deficit 15,130, 356) {3,716,106}

5,016,288 8,220,538

% 5,057,221 § 67256079

The azcompanying notes are an Integral part of thess consolfdated financial statements IB D 0
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Ovetlord Financial ine.
Consolidated Statements of Operations and Deficit

For the years ended December 31 2003 2002
Revenue
Advisory fass $ 45052 % 184,094
Interast Income 120,553 148 400
165,608 333 3484
Expenses
Amartization 33183 41,120
Salarfes and benadits 620,203 401,378
iProfesslonal fees 284,875 29,101
Rent 222,809 Z25,682
Travel 211,258 178,561
Office 74,347 1,498
Canstlting 49,317 §3,256
Business promatlon 28958 A5 987
Sharehalder expenses 20,523 21,666
Business faxes 13,433 15,151
1,556,904 1,113,700
Loss from continulng aperatlons before other items {1,391,298) (78D 306)
Other
Froject identification easts (Note 2(j3} (20,505} (127,288)
Loss fram continuing operations {1,411,8494) {877,504}
Loss from discontinued cperatlons (Note 8) {2,256) {106 483)
MNet loss for the year {1,474,250) 1,084,087}
Deficit, beglnning of year {3,716,106) (2,632.019)

Deficit, end of year

$ (5,130,356)

5 (3,716,106)

Lozs per share

Weighted average number of shares

¥ (D.037}

38,743,021

5 (0.028)
2B, 640,930

Mo diluted [oss per share has been disclnsed as Its effect would be antidilutive,

The accompanylng notcs arc an Integral part of these consoltdatad RRancial stalsments
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Overlord Financial Inc.
Consolidated Statements of Cash Flows

For the years ended Dacember 31 2003 002
Cash flows fram operating activities
Loss from continuing operations 5 (1.411,884) § {977.5494)
Adjustrnenta for;
Amortization of praparty and equinment 33,183 41,120
Cash flow from continuing oparations {1,378,711) {236,470
Loss from discontinued operations (2,356) {1065,493)
write down of assets held for disposal 2 107 378
Cash flaw fram discontinued oparations {2,358) HEB
Cash flow from aperations (1,381,067} (835 588}
Changes In non-cazh working capital balances
Accounts receivable 123,103 (152,172}
Accounts payshle P P {2 404}
{1,2585,67 %) (1,090,164}
Cash flows from investing ackivities
Frapsaid expenses 3n5 12,357
Acaulsition of property and equiprment {18,790} {160,639
Imvestment In private company, long-term (727,500) {H00,000)
Invastmant In public company, long-tertn (395,999) -
Bhort-tarm investment 600,000 {A6G,0004
{545,054) {1,248,282)
Cash flow from financing activity
Froceeds from exercise of stock aptions 270,000 45,000
Decrease in cash and cash equivatents (1,591,6586) (2,283 445)
Cash and cash equivalents, beginning of yaar 4,784,450 7,077 896
Cash and cash equivalents, end of year $ 3,192,794 $ 4,784,450

The aveompanying notes are an Intogral part of thess consolidated financlal statements
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Overlord Financial lne,
Notes to Gonsolidated Financial Statements

Dacernber 31, 2003 and 2002

1

Nature of Cperations

Overlard Financial Inc. (the "Company”) s & publle company incorporated under the Business
Corporations Act {Alberta) that was engaged in production, development and exploration of ofl apd
natural gas in Canada. During 2001 the Company discontinued Ifs ait and gas activities and
implementad & new business plan. The Company's fulure business focuses on managing enaray-

related investment funds.

2,

Significant Accounting Polficies

The financial statements of e Company have been preparad by management In sccordance with
Canadian genarally accepted ascounting principles, The preparation of financial sfatements in
conformity with Canadian generally accepted accounting principles requires management to make
estimates and assumptions that affect the amounis reported in the financial stalements and
accompanying notes. Actual results could differ from those estimates. The financlal sfatements hava,
in managemant's opinian, been properly prepared using careful judgement with reasonable fimits of
materiality and within the framewark of the algnificant accounting policies summarized below,

{a) Censolidation
The consoiidated financial statements included the accounts of the Compary and |ts whally owned
subsidtary from the date of acquisition. That substdiary |s Inactive,

(b} Cash and cash sguivalents
Cash and cash equivalents consist of cash en hand, bank balances and investments fn maney
market instrements with maturlties of three months or [ess.

{c) Long-term investments
Long-term investments are camied at the lower of cost and market value, investments are only
written down if there iz a permanent decline in market value, The assigned valuation of private
companies held in the investrment portollo 1s determined by a recent third party transaction when
gvailable, If a recent transaction has not occurred, valuation is determined in accordance with
guidelines established that are based upon gensrally accepted valuation perameters.

fd) Property and equipment
Fraparty and squiprsnt arg racorded at sost, Amartization, based on the estimated usedll [Ife of
the mzsats to thalr residual value, is as follows;

Office equipment, furniture and fixturas - 20% declinlng balance

Computer - 30% daclining balance
l.easehold improvermnents - straight fine over the term of the lease
Artwork - Nil

(e) Revenue

Advisary revenue is recognized upan the complation of agreement milestonss, Investment income
i= recoghized when, a dividend |s declared and whan, an investmant is sold.

Pago 6
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COverlord Financial Inc.
Notes to Consolidated Financial Statementis

Oecember 31, 2003 and 2002

2. Significant Accounting Policies - continued

(' Eipapcial instruments
The Company earries a number of financial Instruments as detailed on the balanes sheet. Unless
otherwise disclosed it is management's opinion that the Company is not expased to significant
interast, curtency or credit risks arsing from thase financlal Instruments, The fair values of these
financial Instruments approximate their carrying values, unless stherwise noted,

(a) Loss pershare
Loss per share is caloulated using the weighted average number of shares cutstanding during the

year. The lreasury stock method is used ke determing the affect of diutive instruments, in
accordance with new standards approved by the Canadian Institute of Chartered Ascountants.
Diluted loss per share has not been disclosed, as the effects of share conversion and the
axerslse of aptions would be anti-dilutive.

{h) [uture Income taxes :
The Company has adopled the recommendations of the Canadian Instittte of Chartered
Accountants with respect t© accounting for incomes taxes. The pew method was applied
retreactively without restatement of the prior years. Under the recammendaliong, the liahility
method of tax allocation is used, based on differences between financial reporfing and tax bases
of assets and liabiliies. No future income tax asset hes heen recorded, as the ultimate utilization

i5 Uncertain.

(] Stock-based gampansation Blan
Effective January 1, 2002, tha Company adoptad the reacommendations of the CICA Handbook

Sechon 3870, Stock-based compensation and stock-based payments. This saction requires that
direct awards of stack and llabilifles based on the price of the common stock be measured at fair
value at each reporing date, with the change in fair valie reported in the skatemeants of
operatlons and deficit, and encourages, but does not require, the vse of the falr value method for
all other types of stock-hased compensation plans. In accordance with the recommendstions the
Compeny has elected to use the Intringic method to recognize stock based compensation ta
empleyees. None of the cmmpany‘s plans qualif}r s direct awards of stocf or as plans thal areata
liabfiities based on the price of the Company's stock, and as a result, the implementation of the
saction has had no current impact on financial staiements.

In 2003, the Company adopted the new recommencdation of the CICA Mandbook to record the falr
valus of all compensation expenses when stock or stock oplions are isswed after January 1, 2003

under the plan.
Mo oolions have been Issued after January T, 2003,

(i Project |dentification cost
The Company incumed expansas ralatad to the set up and financing of an income fund. Tha
financing contemplated n 2002 was not completed. Whila it is management’s infention o pursue
this project, there are no firm commitments at December 31, 2003, and therefore these costs
have been written off.

IBDO
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Overlord Financial inc,
Mates to Consolidated Financial Stataments

Recember 31, 2003 and 2002

3. Long-Term Invesiments

2003 2002
1,333,333 Common shares of Sonomax Hearing
Haaltheara Ing. {less than &% of voting shares)
{ouoted market valus - $840,000) $ 299505 2 -
1,151,180 (2002 = 500,000} Common shares of
ExAlta Energy Inc. (less than 8% of voting shares)
fmarket value - $1.486 548 based on recant transaction
price) 1,227,500 540,000
$ 1,627,409 F 500,000
4. Property and Equipment
2003 2002
Accamolated Mot Baok Aoourmulated Hel Gook
Cont Amariizalian Valua Cel A ariEatinn Wallis
Camputer ' T 520604 $ 22820 & apOv4 & 41,253 §  1ZA0B £ o8 847
Leaase hakd a7,.295 36,032 G463 BB4s 20,736 52,209
Furliurn & Flutures 27, AhY 33,209 14,410 37,698 18,686 18,013
Dffice Equipment 15,320 285,502 13,728 36,421 22,522 13,869
Artwarl 15,277 - 15,277 15,277 - 15,277
Total Property and
Equipment $ 232485 & 108,523 0§ {3062 0§ 213605 % 750D § 136,345

5. Loan Facility

The Gompany has a direct revolving reducing loan facility of up to $150,000 (2002 - $150,000), The
loan bears interest at prime plus one gquarter percent per annum, and is secured by hypothecatlon of
a $2,000,000 demand debenture, creating a first floating charge over all the assets and undertaking
of the Gompany,

Page



Overlord Financiak Inc.
Notes fo Consolidated Financial Statements

December 31, 2003 and 2002

4. Income Taxes

The income tax prnuisfnn an the statements of operations and deficit differs from the expected
income tax provision as folloaws:

; 2003 2002
Expected recovery at an sffective rate of 3% £ (551,850} 5 (422,794)
Mdd [deduct) effects of,
Write off of petroleum and naturat gas and related assets - 41 578
Unrecagnlzed benefit future tax assets 546 400 370,725
Other permanant differances &1450 10,181
4 - 3 -

At December 31, 2003, the Company had approximately $2 716,555 {2002 - $1,348,700) of nan-
capltal lass carryover balances, which commence expiring in 2005, In additlon, the Company has
capital cost panls, reseurce peols and deferred financing cost pools of $171,600 (2002 - §152,800) in
excess of carnving values to dedust against foture taxable Income. Mo future tax asset has been
recorded for these svaiable losses and &% pogls as their ultimate utilization is not more likely than

not.

7. Share Gapital

fa} Authorized
Unltmitad number of Common voting shares

ity lssued
Comrmon shares 2003 2002
Number of Mumber of

Shares Amount Shares ArmaLnt
Balance, beginning of year are7945% § 9,753,248  45.5821,783 & 9,708,246
Shares cancelled - - (8,167 324 -
Stock eplions exercised 1,050,000 210,000 2235 004 45 000
Balance, end of year 3G028.450 5 90583,2048B 37 4¥0450 % 4753248

[
b,
O
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Overlord Financial Inc.
Nofes to Consolidated Financial Statemants

December M, 2003 and 2002

7. Share Capital - continued

In 2002, there ware 8,167,324 shares being held In escrow with respact to a seismic acqulsition
completed by the Company in prier vears. The escrow agreement resulted from a business
combination effected in 1827 and provided for the release of one share for every $0.435 of future
expenditires Incurred on the properties to which the seismic dats acguired relates, Any sharos
remaining in esciow on the fiftth anniversary of the escrow agrearment {lanuary 31, 2002) wara to be
cancelled within 5ix months. All the remaining shares held in ezcrow were cancelled in 2002, These
sharas wara initially issusd o twn directors of the Company, one of wha resigned wheh the financing
was completed in 2001, As these shares were forfelted In sonfunction with the change in busihass
undertalian by the Company and the financing completed in 2001 no value has been attibuted to the
shares upan their cancellation. After the cancellgtion of these shares, the Company had 37,872,459
shares issved and outstanding.

{c) Oixtions
The Company has granted stock options to directors, officers and employeeas of the Company as

fallows (all stock options are fuly vested);

Waighted

Average

Mumber of Option Frices Exarcice
Shares par Share Price
Optians outstanding, Dac. 31, 2001 1,275,000 $0.20 30.20
Options exerised {225,000} 53,20 S0.20
Options outstanding, Pec. 31, 2002 1,050,000 $0.20 50,20
Options exercised {1,050,000 $0.20 50,20
Options outstanding, Dec. 31, 2003 - 5 - 5 -

As of December 34, 2803, there wars no stock aptions oulstanding,

The following table summarizes information about the stock options outstanding at December 31,

2002
Weighted Welghbed Waightad Avarage
Avarage Average Number of Exettise Price of
Optiohs Exercise Remalning Optlons Ophions
utrtatanding Option price Price Contractual Hfe Excreizablo Exercisable
1,060,000 Fi.20 50.20 A4 months 1,050, 008 s0.20

BDO
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December 31, 2003 and 2002

Owverlord Financial Inc.
Motes o Consolidated Financial Statements

&. DIscontlnued Cperatlons

The nil and gas related activities were discontinred effective Qotober 8, 200H
discontinued operations consists of,

Oil and pas sales, net of royalties

Adiustment on payable
Oparating tosts

Write down of assets held for disposal

. The net Inss from

2003 2007

§ 2039 B 3,757
- 3,334
(4,285) {8,205}
- {107 379}
5 (2358) $  (106,493)

The nef assets of the discontinued operetions held for disposal inchided,

2002
Accumulated
Popletion npd Met Book
ozt Wirlte downs Valus

Patralaum and natural
gas properias % 33388 T 312356 % -
Righls 1o usags of
aefemic drta 1,891,332 1,891,352 -
Total petrateum and
natural gas and related
assots $ 23045688 & 2,304,684 .‘5. -

All the net assets of the discontinugd operations held for disposal wers written off i 2002,

L

a8,

Related Party Transactions

=) In 1845, the Company sighed a joint venture agreement with Pegaz Energy Inc. of which a
Director of the Company was a slgnificant shareholder, offlicer and director. Ingluded in accounts
recaivable is a net amount of SNl {2002 - $22,150) recelvable fram Pegaz Energy Inc. for net

joint venture accounts receivable,

() In 2003, the Company incurred |egal expenses and disbursements of $284,850 to a law firm In

which 8 director of the Company is a pariner.

The Company is comritted to 8 minimum

F200,000 per anputn fees plis disbursements to this firm in exchange for legal services,

10, Financial Instruments

As disclosed in Note 24, the Company holds various forms of financial instrurments, The nature of

these instruments and the Company's aperatlons expose the Company to Interest rate risk. The
Company manages its exposure Lo this risk by oparating i a manner that minimizes s exposure to

the extent practical.

Pago 11
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Owverlord Financial ingG.
Notes to Consolidated Financial Stataments

Cecember 31, 2003 and 2002

14. Financial Instruments - continued

Concentrations of risk

At December 31, 2003 the Company held alf of its cash at one financial institution, and as such was
exposad to all of the risks of that nstitution. Management manages this risk by banking with a
recognized financlal Instifution. In addition the Gompany's long term Investments were held in two
campanies, as such, the Company 18 exposed o concentrations of risk from these companies.

11. Cammitments

The Company is committed to leased office premises with future base rent payments as follows:

2004 5 100,554
2003 50,277
¥ 150,831

The Company is also required to pay their proportionate share of operating and property tax costs for
the pramisas,

12. SubsefuentEVemts - -~ e . e ol s B

(a) Subsequent to year-end, the Gompany invested $100,000 (250,000 sharas at $0.40) in common
sharas of Cantaet Exploration |ne., 2 publie entity, The Coempany alzo entered into a farmout
anreement with Contact Exploration Inc, whersby Overlord has agreed o participate In the driiling
of a tast oll and gas well {16.675% of the first $500,000 of axpendlturas, 10% on costs theraafier).
In return, Cverlord is to recelve a8 10% working interest in the lands and title decuments.

{b} On March 8, 2004, the Company invested In a convertible promissory note of Sonomax Hearing
Healthcars Ine. The convertible promissory note of 150,000 hears interest at 10% and comes
due on April 1, 2009, The notes are unsecured. The conversion price varies from $0.85 to 51.50
hased on timing of convarsion.

(e} In Movernbar 2003 the Company was contemplating (i) the set up of a venture capltal firm; {il) to
be run by the former President and director of the Company. After consideration of the terms and
athers factors, the Company has decided not to so proceed.

&3]
-

|

Fage 12

O



