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Management's report

Management is responsible for the preparation of the financial statements. Management believes that these
financial statements fairly reflect the form and substance of transactions, and that they reasonably present the
Company’s financial position and the results of its operations.

The financial statements have been prepared in accordance with accounting principles generally accepted in
Canada. Management has included in the Company’s financial statements amounts based on best estimates and
careful judgements that it believes are reasonable under the circumstances, and designed to ensure that the
financial statements are presented fairly, in all material respects

To fulfil its responsibility, management developed and continues to maintain systems of internal accounting
controls and establishes policies and procedures to ensure the reliability of financial information and to safeguard
assets. The internal control systems and financial records are subject to reviews by external auditors during the
examination of the yearly financial statements.

The Board of Directors is responsible for reviewing and approving the financial statements and overseeing
management’s performances of its financial reporting responsibilities.

T clan

Michael McLellan, CFA
Chairman & CEO

December 18, 2009



AUDITOR'S REPORT

To the shareholders of
Gale Force Petroleum Inc.

We have audited the balance sheets of Gale Force Petroleum Inc. as at June 30, 2009 and 2008, and the statements
of operations and deficit and cash flows for the years then ended. These financial statements are the responsibility
of the Company's management. Our responsibility is to express an opinion on these financial statements based on
our audits.

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

In our opinion, these financial statements present fairly, in all material respects, the financial position of the
Company as at June 30, 2009 and 2008 and the results of its operations and its cash flows for the years then ended
in accordance with Canadian generally accepted accounting principles.

Bélanger Dalcourt, CA*
General Partnership
Chartered Accountants

Montreal, December 18, 2009

* CA auditor # 15193



GALE FORCE PETROLEUM INC. (Consolidated)

BALANCE SHEETS
As of June 30th
2009 2008
ASSETS
Current assets
Cash 21,998 $ 1,865,607
Receivables (note 3) 700,000 199,839
Inventory - 71,115
Prepaid expenses - 91,990
721,998 2,228,551
Deposits - 92,074
Capital assets (note 4) 960,829 2,520,087
Research and development tax credits receivable (note 2) - 460,190
Deferred corporate transaction costs (note 19) - 281,278
1,682,827 5,582,180
LIABILITIES
Current liabilities
Creditors (note 5) 2,568,449 2,583,945
Short term debt from a related party (note 6) 2,197,434 3,000,000
Current portion of long-term debt (note 7) - 8,977
4,765,883 5,592,922
Long term debt (note 7) - 18,037
Convertible debentures (note 8) 244,707 450,135
Asset retirement obligations (note 9) 46,295 704,385
5,056,885 6,765,479
SHAREHOLDER'S EQUITY (DEFICIENCY)
Share capital (note 10) 10,789,747 10,131,493
Equity component of convertible debentures (note 8) 41,143 151,305
Contributed surplus (note 11) 1,515,632 1,455,589
Deficit (15,704,925) (12,921,686)
Other comprehensive income (loss) (15,655) -
(3,374,058) (1,183,299)
1,682,827 5,582,180

The accompanying notes form an integral part of these financial statements.

Director

Signed for the Board,

W 1bon

Director




GALE FORCE PETROLEUM INC. (Consolidated)

STATEMENTS OF OPERATIONS

For the years ended June 30

2009 2008
Income
Oil and natural gas revenues $ 573,690 3 1,278,675
Overhead Income 24,380 -
Royalties and production taxes (122,251) (197,137)
$ 475819 % 1,081,538
Operating expenses
Transportation and selling expenses $ 3,888 $ 19,594
Production expenses 385,824 875,293
Administrative expenses 479,149 524,299
Professional and consulting fees 326,369 328,987
Depletion, depreciation and amortization 261,443 769,770
Stock-based compensation expense (note 11) 15,823 15,124
1,472,496 2,533,067
Income (loss) before financial expenses (996,677) (1,451,529)
Financial expenses (note 15) 619,508 1,091,132
Loss from operations (1,616,185) (2,542,661)
Sale of Manitoba Assets (note 21) (1,892) 869,056
Write-off fixed Assets (note 22) 1,185,632 -
Other (income) and expenses (note 22) 208,889 1,051,006
Loss before income taxes (3,008,814) (4,462,723)
Income taxes (note 18) - -
Net loss (note 15) $ (3,008,814) $ (4,462,723)
Deficit, beginning of period (12,921,686) (8,458,963)
Deficit, end of period $ (15,930,500) $ (12,921,686)
Loss per share (note 17)

Basic $ (0.162) $ (0.411)
Diluted $ (0.162) $ (0.411)

The accompanying notes form an integral part of these financial statements.



GALE FORCE PETROLEUM INC. (Consolidated)

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS) AND
ACCUMULATED OTHER COMPREHENSIVE INCOME

For the years ended June 30

2009 2008
Net loss (note 15) $ (3,008,814) $ (4,462,723)
Foreign currency translation adjustment (15,655) -
Comprehensive income (loss) $ (3,024,469) $ (4,462,723)
Accumulated other Comprehensive Income (loss) $ . $
other comprehensive income (loss) (15,655)
Accumulated other Comprehensive Income (loss) end of year $ (15,655)  $

The accompanying notes form an integral part of these financial statements.



GALE FORCE PETROLEUM INC. (Consolidated)

CASH FLOW STATEMENTS

For the years ended June 30

2009 2008
OPERATING ACTIVITIES
Net loss $ (3,008,814) $ (4,462,723)
Items not affecting cash flows -
Depreciation, amortization and depletion 261,443 769,770
Write-down of exploration and development costs 1,207,083 869,056
Stock-based compensation 15,823 15,124
Theoretical interests on Convertible debentures - 35,272
Revision of capitalized assets retirement obligation 3,859 21,080
Comprehensive (income) loss (15,655) -
Future income taxes - -
(1,536,261) (2,752,421)
Net change in non-cash working capital items (note 12) 107,639 1,537,052
Cash used in operating activities (1,428,622) (1,215,369)
FINANCING ACTIVITIES
Issuance of common shares and warrants 658,254 4,376,034
Redemption of convertible debentures - (67,353)
Short-term loan (802,566) (200,000)
Long-term borrowing (27,014) (8,419)
Cash used in financing activities (171,326) 4,100,262
INVESTING ACTIVITIES
Acquisition of capital assets 1,915,907 (1,481,511)
Disposition of capital assets (1,388,123)
Deferred Corporate transaction costs - (281,278)
Redemption of Convertible debentures (205,428) -
Capitalized Asset Retirement Obligations (658,090) 111,749
Deposits 92,073 49,067
Cash used in investing activities (243,661) (1,601,973)
Increase (decrease) in cash and cash equivalents (1,843,609) 1,282,920
Opening cash and cash equivalents 1,865,607 582,687
Ending cash and cash equivalents $ 21,998 $ 1,865,607




GALE FORCE PETROLEUM INC. (Consolidated)

NOTES TO THE FINANCIAL STATEMENTS
June 30th

NOTE1 (® INCORPORATION AND NATURE OF BUSINESS

The Corporation was incorporated under the Canada Business Corporations Act in 2001. As at May 27th, 2008, the Corporation changed its name
from Rolland Energy Inc to Gale Force Petroleum Inc. The Corporation exploits oil and gas properties in North America.

NOTE 2 (&) ACCOUNTING POLICIES

Basis of consolidation

The consolidated financial statement include the accounts of the Company and its wholly owned subsidiary, Gale Force Petroleum (USA) inc.

The subsidiary is an entity controlled by the Company. Control exists when the Company has the power, directly or indirectly, to govern the financial
and operating policies of an entity so as to obtain benefits from its activities. In assessing control, potential voting rights that presently are exercisable
or convertible are taken into account. The financial statements of the subsidiary is included in the consolidated financial statements from the date that
control commences until the date that control ceases.

Investments in the Corporation's subsidiary are carried at their cost of acquisition less any impairment in the Company's financial statements.

Intra-group balances and any unrealized gains and losses or income and expenses arising from intra-group transactions, are eliminated in preparing the
consolidated financial statements.

Unrealized losses are eliminated in the same was as unrealized gains, but only to the extent that there is no evidence of impairment. Gains and losses
are recognised as the contributed assets are consumed or sold by the associates and jointly controlled entities or, if not consumed or sold by the
associate or jointly controlled entity, when the consolidated entity's interest in such entities is disposed of.

Financial Instruments and Comprehensive Income

i) Comprehensive income, Section 1530

Comprehensive income is defined as the change in equity from transactions and other events from non-owner sources. Other comprehensive income
refers to items recognized in comprehensive income but that are excluded from net income calculated in accordance with generally accepted

accounting principles.

ii) Financial instruments - Recognition and Measurement, Section 3855

All financial instruments are classified into one of the following five categories: held-to-trading, held-to-maturity investments, loans and receivables,
available-for-sale financial assets or other financial liabilities. Initial and subsequent measurement and recognition of changes in the value of financial
instruments depends on their initial classification.

Held on maturity investments, loans and receivables, and other financial liabilities are initially measured at fair value and subsequently measured at
amortized cost. Amortization of premiums or discounts and transaction costs are amortized into net earnings (loss), using the effective interest method.

Available for sale financial assets are measured at fair value, with unrealized gains and losses recorded in other comprehensive income until the asset
is realized, at which time they will be recorded in net earnings.

Held for trading financial instruments are measured at fair value. All gains and losses resulting from changes in their fair value are included in the
statement of operations in the period in which they arise.



GALE FORCE PETROLEUM INC. (Consolidated)

NOTES TO THE FINANCIAL STATEMENTS
June 30th

NOTE2 (& ACCOUNTING POLICIES (CONTINUED)

All derivate financial instruments are classified as held for trading financial instruments and are measured at fair value, even when they are part of a
hedging relationship. All gains and losses resulting from changes in their fair value are include in the statement of operations in the period in which
they arise.

The Company's financial instruments are classified as follows:

- Cash and cash equivalents are classified as held for trading.

- Accounts receivable is classified as loans and receivables.

- Term loan to a particular is classified as loans and receivables.
liabilities.

- Short-term debt is classified as other financial liability

- Long-term debt is classified as other financial liability

- Convertible debenture is classified as other financial liability

Transaction costs for financial instruments classified as other than held for trading and held to maturity are expensed in the period incurred.

Changes in Accounting Policy

Effective July 1, 2008, the Company adopted new accounting standards set out by the Canadian Institute of Chartered Accountants (CICA) Handbook
section 1535 "Capital Disclosures", section 3863 "Financial Instruments - Presentation™ and section 3862 "Financial Instruments - Disclosures".

i) Capital Disclosures :
Section 1535 - "Capital Disclosures", specifies the disclosure of (i) an entity's objectives, policies and processes for managing capital; (ii) quantitative
data about with the entity regards as capital; (iii) whether the entity has complied with any capital requirements; and (iv) if it has not complied, the

consequences of such non-compliance. The Company has included disclosures recommend by this section in Note 25 to these financial statements.

ii) Financial Instruments - Disclosures :

Section 3862 "Financial Instruments - Disclosures”, describes the required disclosure for the assessment of the significance of financial instruments
for an entity's financial position and performance and of the nature and extend of risks arising from financial instruments to which the entity is
exposed and how the entity manages those risks. The Company has included disclosures recommended by this section in Note 16 to these financial
statements.

iii) Financial Instruments - Presentation :

Section 3863 - "Financial Instruments - Presentation”, establishes standards for presentation of financial instruments and non-financial derivates. The
adoption of the Section has had no significant impact on the Company's financial statements.



GALE FORCE PETROLEUM INC. (Consolidated)

NOTES TO THE FINANCIAL STATEMENTS
June 30th

NOTE 2 (&) ACCOUNTING POLICIES (CONTINUED)
Future change in accounting policies

i) Goodwill and intangible assets (Section 3064)

In February 2008, the CICA issued Section 3064, "Goodwill and Intangible Assets", which replaces Section 3062, "Goodwill and Other Intangible
Assets". This new standard provides guidance on the recognition, measurement, presentation and disclosure of goodwill and intangible assets.
Concurrent with the adoption of this standard, EIC 27, "Revenue and Expenditures in the Pre-operating Period", will be withdrawn. The Company
does not expect the adoption of this section to have a significant effect on its financial statements. This section will be adopted effective July 1, 2009.

ii) Business combinations (Section 1582)

In January 2009, the CICA issued Section 1582, "Business Combinations" to replace Section 1581. Prospective application of the standards is
effective January 1, 2011, with early adoption permitted. This new standard effectively harmonizes the business combinations standard under
Canadian GAAP with International Financial Reporting Standards. The new standard revises guidance on the determination of the carrying amount of
the assets acquired and liabilities assumed, goodwill and accounting for non-controlling interest at the time of a business combination. The Company
does not expect the adoption of this section to have a significant effect on its financial statements.

interest (Section 1602)

The CICA concurrently issued Section 1601 "Consolidated Financial Statements" and Section 1602 "Non-Controlling Interests" which replace Section
1600, "Consolidated Financial Statements". Section 1601 provided revised guidance on the preparation of consolidated financial statement and
Section 1602 addresses accounting for non-controlling interests in consolidated financial statements subsequent to a business combination. Theses
standards are effective January 1, 2011, unless they are early adopted at the same time as Section 1582 "Business Combinations". The Company does
not expect the adoption of this section to have a significant effect on its financial statements.

iv) International Financial Reporting Standards (IFRS)

On February 13, 2008 the CICA Accounting Standards Board (AcSB) announced that accounting standards in Canada are to converge with IFRS for
Canadian public companies. The AcSB has indicated that Canadian entities will need to begin reporting under IFRS for fiscal years beginning on or
after January 1, 2011 with appropriate comparative data from the prior year. The transition date of July 1, 2011 will require restatement for
comparative purpose of amounts reported by the Company for the year ended June 30, 2011. Under IFRS, the primary audience is capital markets and
as a result, there is significantly more disclosure required, specifically for quarterly reporting. Further, while IFRS uses a conceptual framework
similar to Canadian GAAP, there are significant differences in accounting policy which must be addressed. While the Company has begun assessing
the adoption of IFRS for 2011, the financial reporting impact of the transition to the IFRS cannot be reasonably estimated at this time.

Going Concern

These financial statements have been prepared on a going concern basis, which assumes the realization of assets and discharge of liabilities in the
normal course of business. The Corporation has sustained substantial losses in the past, and is presently unable to continue as a going concern. On
February 4, 2009, the Corporation filed a Proposal to Creditors under the Bankruptcy and Insolvency Act (Canada), and the Corporation remains
under bankruptcy protection. The Proposal to Creditors addressed all classes of creditors and observed standard practice, regulatory and financial
requirements. The Proposal to Creditors was approved by the Creditors, was approved by the Superior Court of Quebec, and the Trustee has issued a
Certificate of Full Performance of the Proposal since the end of the year ended June 30, 2009. However, the ability of the Corporation to continue as
a going concern thereafter is dependent on its ability to obtain additional new financing in the near-term, to generate future profitable operations and
to begin to generate sufficient cash flows to meet its obligations on a timely basis. The outcome of these matters cannot be predicted at this time.

These financial statements do not give effect to any adjustments that would be necessary should the Corporation be unable to continue as a going
concern and, therefore, be required to realize its assets and discharge its liabilities in other than the normal course of business and at amounts different
from those reflected in these financial statements.



GALE FORCE PETROLEUM INC. (Consolidated)

NOTES TO THE FINANCIAL STATEMENTS
June 30th

NOTE2 (& ACCOUNTING POLICIES (CONTINUED)

Use of estimates

The preparation of financial statements in accordance with Canadian generally accepted accounting principles (GAAP) requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities, disclosures of contingent assets and liabilities and the reported
amounts of revenues and expenses. Actual results could differ from these estimates.

Examples of significant estimates include the key economic assumptions used in determining the allowance for doubtful accounts; the recovery of
research and development tax credits, the recovery of future income tax assets, the useful lives of capital assets, the assumptions used for capital assets
and impairment tests, asset retirement obligations, the assumptions used for the calculation of stock-based compensation costs and the fair value of
financial instruments.

Revenue recognition

The sale of oil is recorded when the title passes from the Corporation to external parties.

Inventories

Inventories are valued at the lower of cost and replacement cost, the cost being determined using the first in, first out method.

Capital assets

Depreciation of non oil & gas capital assets is calculated using the diminishing balance method at a rate of 30% for vehicles and 20% for office
equipment and tools.

Oil and gas assets

i) Capitalized costs

The Corporation follows the full cost method of accounting for its petroleum and natural gas operations as determined by the Canadian Institute of
Chartered Accounts, Accounting Guideline 16 (“AcG-16"). Under this method all costs related to the exploration for and development of petroleum
and natural gas reserves are capitalized. Costs include lease acquisition costs, geological and geophysical expenses, costs of drilling both producing
and non-producing wells, production facilities, asset retirement costs and certain general and administrative expenses directly related to exploration
and development activities.

Proceeds from the sale of properties are applied against capitalized costs, without any gain or loss being realized, unless such sale would significantly
alter the rate of depletion and depreciation.

Expenditures related to renewals or betterments that improve the productive capacity or extend the life of an asset are capitalized. Maintenance and
repairs are expensed as incurred.

ii) Depletion and depreciation

Depletion and depreciation of property and equipment is provided using the unit-of-production method based upon estimated proved petroleum and
natural gas reserves. The costs of undeveloped properties are excluded from costs subject to depletion until it is determined whether or not proved
reserves are attributable to the properties or impairment has occurred. Estimated future costs to be incurred in developing proved reserves are included
in costs subject to depletion. For depletion and depreciation purposes, relative volumes of natural gas production and reserves are converted at the
energy equivalent conversion rate of six thousand cubic feet of natural gas to one barrel of crude oil.

10



GALE FORCE PETROLEUM INC. (Consolidated)

NOTES TO THE FINANCIAL STATEMENTS
June 30th

NOTE 2 (&) ACCOUNTING POLICIES (CONTINUED)

iii) Impairment test

Each year end the Corporation performs an impairment test to determine the recoverability of capitalized costs associated with reserves. An
impairment loss is recognized when the carrying amount of a cost centre exceeds its fair value. The carrying amount of the cost centre is not
recoverable if the carrying amount exceeds the sum of the undiscounted cash flows from proved reserves plus the costs of unproved properties. If the
sum of the cash flows is less than the carrying amount, the impairment loss is limited to the amount by which the carrying amount exceeds the sum of
the fair value of proved and probable reserves and the costs of unproved properties that have been subject to a separate impairment test and contain no
probable reserves.

iv) Asset retirement obligations

The Corporation recognizes the fair value of estimated asset retirement obligations on the balance sheet when a reasonable estimate of fair value can
be made. Asset retirement obligations include those legal obligations where the Corporation will be required to retire tangible long-lived assets such as
well sites, pipelines and facilities. The asset retirement cost, equal to the initially estimated fair value of the asset retirement obligation, is capitalized
as part of the cost of the related long lived asset. Changes in the estimated obligation resulting from revisions to estimated timing or amount of
undiscounted cash flows are recognized as a change in the asset retirement obligation and the related asset retirement cost.

Asset retirement costs are amortized using the unit-of-production method and are included in depletion and depreciation in the statement of operations.
Increases in the asset retirement obligations resulting from the passage of time are recorded as accretion of asset retirement obligations in the
consolidated statement of operations.

Convertible debentures

Convertible Debentures are accounted for based on their estimated components. The debt component, representing the obligation to make interest
payments, is accounted for as long-term debt, and the equity component, representing the option of conversion of the holder, are accounted for as
shareholders equity under the heading "Equity component of convertible debentures".

The value of the debt component of the convertible debentures is determined by updating the future payments of interest and principal at a discount
rate representing the rate of borrowing of the Corporation for similar debentures without the right of conversion. Management estimated that this rate
corresponds to 15 %. The accounting value of the equity component is determined by reducing the accounting value of the debt component from the
value of the amounts received for the convertible debentures.

The interest expense for the equity component is accounted for and results in the difference between this expense and the disbursement, representing
the increase of the value of the debt component due to the passage of time.

Capital stock

The resource expenditure deductions for income tax purposes related to exploration and development activities funded by flow-through share
arrangements are renounced to investors in accordance with tax legislation. Under the liability method of accounting of income taxes, the future
income taxes related to temporary differences arising at the renunciation are recorded at that time together with a corresponding charge to results from
operation.

Research and development tax credits

Research and development tax credits are recognized when the qualifying expenditures are incurred. The amounts recognized are applied to reduce
research and development expenses. Research and development tax credits are subject to the acceptance of the tax authorities.

11



GALE FORCE PETROLEUM INC. (Consolidated)

NOTES TO THE FINANCIAL STATEMENTS
June 30th

NOTE 2 (&) ACCOUNTING POLICIES (CONTINUED)

Income taxes

The Corporation follows the liability method of accounting for income taxes. According to this method, future income taxes are determined using the
difference between the accounting and tax basis of assets and liabilities using the substantively enacted tax rates and fiscal laws expected to apply in
the periods in which those differences are expected to be recovered. Future income tax assets are recognized when it is more likely than not that the
assets will be realized. The Corporation has adopted a policy whereby this determination is made when the Corporation demonstrates profitability.

Earnings per share

Earnings per share are reported on the basis of the treasury stock method. This method recognizes the use of proceeds that could be obtained upon
exercise of options and warrants in computing diluted earnings per share. It assumes that any proceeds would be used to purchase common shares at
the average market price during the period. The exercise of options and warrants that would result an increase in earnings per share amounts or a
decrease in loss per share amounts are excluded from the calculations as they become anti-dilutive.

Stock-based compensation

The Corporation has established a stock-based compensation plan which includes stock options. The Corporation records compensation expense in
the statement of operations for stock options granted to Directors, Officers, employees and consultants using the fair-value method. Compensation
costs are recognized over the vesting period. Fair value is determined using the Black-Scholes option pricing model.

Foreign exchange translation

The accounts of foreign subsidiaries, which are financially or operationally dependent on the parent company, are accounted for using the temporal
method. Under this method the monetary assets and liabilities of the Corporation that are denominated in foreign currencies are translated into
Canadian dollars at the year-end exchanges rates. Non-monetary assets and liabilities denominated in foreign currencies are translated at their
historical exchange rates. Revenue and expenses are translated at rates of exchange prevailing on the transaction dates. All of the exchange gains or
losses resulting from these transactions are included in the statement of operations.

NOTE 3 (6&) RECEIVABLES June 30 June 30
2009 2008

Accounts receivable - Canadian dollars $ - $ 95,543
Accounts receivable - US dollars - -
Other accruals (note 24) 700,000 104,296
Term loan to a particular, bearing interest at an annual rate of 5 % interest - 300,545
rate, and secured by personal collateral

700,000 500,384
Allowance for doubtful accounts - (300,545)

$ 700,000 $ 199,839

12



GALE FORCE PETROLEUM INC. (Consolidated)
NOTES TO THE FINANCIAL STATEMENTS

June 30th
NOTE 4 (&) CAPITAL ASSETS June 30
2009
Accumulated Net book
Cost depreciation value
Oil and gas
Exploration and development costs (i) $ 960,829 ) 960,829
960,829 - $ 960,829
June 30
2008
Accumulated Net book
Cost depreciation value
Oil and gas
Exploration and development costs $ 4,661,559 2,177,502 $ 2,484,057
Equipment and tools 18,000 3,600 14,400
Vehicle 50,441 28,811 21,630
$ 4,730,000 2,209,913 $ 2,520,087

(i) Gale Force Petroleum USA, Derby Resources, WHL Energy joint venture where Gale Force had a 50% interest in the Kentucky gas shale project.

NOTES5 (&) CREDITORS June 30 June 30
2009 2008
Accounts payable - Canadian dollars 1,600,361 $ 1,497,642
Accrued liabilities 271,656 496,820
Taxes Payable (15,256) -
Interest on convertible debentures 16,471 -
Investor Tax Indemnity 679,540 561,682
Interest and Penalty 15,677 27,801
2,568,449 $ 2,583,945

With the exception of $300,000, all creditors were repaid since the end of the year ended June 30, 2009 under the terms of the Proposal to Creditors
filed by the Corporation on February 4, 2009. The Investor Tax Indemnity (was called a Contingent Tax Liability in the last quarterly financial
statements) is indemnity owing to 2007 flow-through investors because the Corporation did not meet its Canadian Exploration Expense and Canadian
Development expense obligations for the calendar year 2008. Therefore, the Corporation was required to withdraw its renunciation of part of the

deduction made toward these investors in flow-through shares of the Corporation and assume the equivalent tax liability of these investors.

13



GALE FORCE PETROLEUM INC. (Consolidated)
NOTES TO THE FINANCIAL STATEMENTS

June 30th
NOTE6 (&) SHORT-TERM DEBT June 30 June 30
2009 2008
Facility A term loan (12% interest until February 2, 2009) $ 2,027,614 $ 2,200,000
Facility B term loan at 15%, reimbursed in 2009 - 800,000
2,027,614 3,000,000
Loan inducement 169,820
$ 2,197,434  $ 3,000,000

The Facility A is a maximum authorized loan of $4 million. The loan is guaranteed by 1) General Security Agreement creating a security interest on
all present and future personal property rights and other assets; 2) a fixed and floating charge demand debenture creating a security on a 25% working
interest before payout in 3 wells in the Radway Area and a 20% working interest before payout in 1 well in the same Area; 3) a UCC financing
statement creating a security interest on an undivided co-ownership interest in the Kentucky Properties, as defined in the Joint Operating Agreement
(JOA) entered into by Gale Force Petroleum USA, WHL Energy and Derby Resources, on July 21, 2008, under which the Corporation is the operator,
and under which the Corporation owns a 50% working interest.

The Facility A term loan agreement was amended simultaneous with the Proposal to Creditors filed by the Corporation on February 2, 2009. The
amendments include an extension of the maturity date to December 31, 2010; the loan will not earn any interest of fees between February 2, 2009 to
December 31, 2009; after December 31, 2009, the loan can be convertible at the election of the lender into common shares of the Corporation, and;
the loan can be repaid at any time by the Corporation without penalty.

In the past, due to the short term nature of the bridge loans, renewal and management fees associated with the loans have increased the cost of the
loans by approximately 8% per year. On September 11, 2008, the Corporation reimbursed $1,000,000 of the loan.

Loan inducement

During the exercise ended on June 30th, 2009, the corporation signed a loan agreement amended for the Facility A simultaneous with the Proposal to
Creditors for a period of 23 months. At the signature, a period of 11 months of vacation of interests, evaluate approximately to $216,990 was granted
by using the hypothesis that the balance of the loan will stay at 2 millions dollars. The amount of the vacation of interests is depreciated according to
the straight line method on the duration of the loan as a decrease of expenses of interests.

NOTE7 (§ LONG-TERM DEBT June 30 June 30
2009 2008

Loan, repayable in monthly instalments of $ 871, including interest calculated at a rate of 6.45%, maturing January 14th,
2011, secured by a movable hypothec on a vehicle. Under the terms of the Proposal to Creditors filed by the Corporation
on February 4, 2009, the creditor repossess the vehicle and the contract was cancelled as of the date of Proposal. The
creditor didn't claim any damage sustained as a result of this cancellation.

$ 27,014
Current portion - 8,977
$ - $ 18,037
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GALE FORCE PETROLEUM INC. (Consolidated)

NOTES TO THE FINANCIAL STATEMENTS
June 30th

NOTE 8 @ CONVERTIBLE DEBENTURES

There were convertible debentures outstanding with a total face value of $270,000. The convertible debentures were repaid at the year ended June
30, 2009 under the terms of the Proposal to Creditors filed by the Corporation on February 4, 2009. The convertible debentures had a 12% coupon
and are convertible at the election of the holder or the corporation, in full or in part, into common shares of the corporation according to the the terms
of conversion as follows:

Conversion terms for the debenture holder: at a conversion price of $1.9290 for a conversion taking place on or before February 16, 2009, and an
additional 10% premium to the amount set out in each subsequent year after February 16, 2009.

Conversion terms for the Corporation: provided that the volume-weighted-average-trading-price of the common shares is at or above $4.80 per
common share for not less than 20 consecutive trading days on the TSX Venture Exchange until February 16, 2008; $6.40 per common share for the
period between February 17, 2008 to February 16, 2009 and $8.00 per common share for the period between February 17, 2008 to February 16, 2012.

NOTE9 (& ASSET RETIREMENT OBLIGATIONS

The following table provides a reconciliation of the carrying amount of the obligation associated with the retirement of oil and gas properties:

June 30 June 30
2009 2008
Asset retirement obligations, beginning of year $ 704,385 $ 592,636
Liabilities incurred, net of liabilities disposed, year to date (703,245) 64,334
Revisions to estimated liabilities 41,295 -
Accretion expense 3,860 47,415
Asset retirement obligations $ 46,295 $ 704,385

The key assumptions on which the carrying amount of the asset retirement obligations are based include an 8.0% discount rate and an annual inflation
rate of 3%. The total undiscounted amount of the estimated cash flows required to settle the obligations was $252,091 ($1,346,830 June 30, 2008).
The expected timing of payment of the cash flows required to settle the obligations ranges from 1 year to 6 years for Canada and 1 year to 15 years for
Kentucky. As for the revision of estimated liabilities, new information led us to re-evaluate our estimations and assumptions.

NOTE10 (® CAPITAL STOCK

The Corporation is authorized to issue an unlimited number of common shares without par value.

June 30 June 30
Common Shares Issued and Outstanding 2009 2008
19,468,355 common shares (17,798,355 common shares after consolidation as at June 30, 2008)  $ 10,789,747  $ 10,131,493

During the year, the Company issued 1 670 000 shares in exchange for gross proceeds of $ 695,000 by paying suppliers for a sum of $695,000. An
amount of $ 36,746 was recorded as issuance costs during the period.
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GALE FORCE PETROLEUM INC. (Consolidated)
NOTES TO THE FINANCIAL STATEMENTS

June 30th

NOTE 10 (6§ CAPITAL STOCK (CONTINUED)

The following tables show the variation in outstanding convertible instruments:

Warrants
Balance at
Exercise  beginning of Balance at
Issue Date Expiry Date Price the year Issued Exercised Cancelled Expired  end of period
February 16, 2007 February 16, 2009 $ 1.754 321,343 - - - 321,343 -
June 6, 2007 June 6, 2009 $ 2.000 235,000 - - - 235,000 -
October 26, 2007 October 26, 2009 $ 0.800 375,000 - - - - 375,000
October 18, 2007 October 18, 2009 $ 0.800 4,600,588 - - - - 4,600,588
December 29, 2007  December 29,2009  $ 0.800 357,143 - - - - 357,143
December 31, 2007  January 1, 2010 $ 0.800 921,886 - - - - 921,886
June 30, 2008 May 27, 2010 $ 0.582 1,417,437 - - - - 1,417,437
June 27, 2008 June 27, 2010 $ 0.700 1,700,000 - - - - 1,700,000
June 27, 2008 June 27, 2010 $ 0.500 285,920 - - - - 285,920
10,214,317 - - - 556,343 9,657,974
Each purchase warrant gives the right to purchase one common share of the Company at its exercise price on or before its expiry date.
Stock options
Balance at
Exercise  beginning of Balance at
Issue Date Expiry Date Price the year Issued Exercised Cancelled Expired  end of period
December 14, 2004 December 14, 2009 $ 4.400 6,250 - - 6,250 - -
May 31, 2007 May 31, 2012 $ 1.200 112,500 - - 112,500 - -
October 23, 2007 October 23, 2012 $ 4.000 554,723 - - 554,723 - -
January 28, 2008 January 28, 2013 $ 4.000 192,087 - - 192,087 - -
July 11, 2008 July 11, 2013 $ 4.000 - 632,565 - 632,565 - -
July 24, 2008 July 24, 2013 $ 4.000 - 100,000 - 100,000 - -
865,560 732,565 - 1,598,125 - -

Each stock option gives the right to purchase one common share of the Company's capital stock at its exercise price on or before its expiry date.

Convertible Debentures

Conversion  Balance at
Price (During beginning of Reached Balance at
Issue Date Expiry Date period) the year Adjusted Converted Redeemed Maturity  end of period
February 16, 2007 February 16, 2012 $ 1929 $ 450,135 $ 84572 $ - $ 290,000 $ - $ 244,707

The convertible debentures have a conversion price of $1.9290 until February 16, 2009 and then increases by 10% for each subsequent
year.

The adjustment includes a better evaluation of the equity component of convertible debentures for the sum of $65,942 and a theoretical
interest of $18,630
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GALE FORCE PETROLEUM INC. (Consolidated)
NOTES TO THE FINANCIAL STATEMENTS
June 30th

NOTE 11 (& STOCK-BASED COMPENSATION

Under the amended 2004 stock option plan, the Corporation may grant options in respect of a maximum of 1,770,000 common shares after the consolidation to
directors, officers and employees of, and consultants to the Corporation.

The Corporation uses the fair-value method to record stock-based compensation expense with respect to stock options granted. The fair value of each option
granted is estimated on the date of grant using the Black-Sholes options pricing model, using the following average assumptions for 2008-2009:

Risk free interest rate (average): 2.63%
Expected life: 1 year
Expected volatility (average): 58.0%
Expected dividend yield: Nil

The Table in Note 10 lists each options issuance that occurred during the year. In total, options shares were issued during the period for a total expense of
$15,823 that was added to Contributed Surplus. Another $44,220 was added to Contributed Surplus to take into account the equivalent value of the Equity
component of convertible debentures for the debentures redeemed during the year.

NOTE 12 (® SUPPLEMENTAL CASH FLOW INFORMATION

Changes in non-cash working capital: 2009 2008
Deposits for exploration and development $ - $ 49,796
R&D tax credit Receivable 460,190 466,320
Accounts Receivable (500,161) 18,640
Inventory 71,116 95,298
Prepaid expenses 91,990 (8,413)
Creditors (15,496) 915,411
Changes in non-cash working capital items $ 107,639 $ 1,537,052

During the year, the Corporation made the following cash outlays for interest expenses:

Interest expense $ 542,535 $ 394,937

NOTE 13 (£) RELATED PARTY TRANSACTION

During the year $361,359 ($719,654 in 2008) was paid in interest expense and fees associated to the loans from Primatlantis Capital, where a former director of
the Corporation was a principal. These transactions were concluded in the normal course of business.

NOTE 14 (©) COMMITMENTS

Due to the flow-through financing that closed during the calendar year that ended December 31, 2008, the Corporation had the obligation to spend $1,899,044
on Canadian Exploration and Development Expenses (CEE and CDE) before December 31st, 2008. An amount of $846,141 was spent on CEE and CDE
during 2008 as at December 31, 2008. As a result of the spending shortfall, the Corporation incurred a tax indemnity liability.

17



GALE FORCE PETROLEUM INC. (Consolidated)
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June 30th

NOTE 15 (&) STATEMENT OF OPERATIONS

The statement of operations includes the following charges : 2009 2008

Depletion, depreciation and amortization

Tangible assets $ 3218 % 12,870
Oil and gas 258,225 756,900
$ 261,443  $ 769,770

Financial expenses

Interest on long term debt $ 41,496 $ 111,270
Interest on short term debt 296,923 394,937
Other interest, financing expenses and bank charges 281,089 584,925

3 619,508 $ 1,091,132

NOTE 16 (© FINANCIAL INSTRUMENTS

Interest Rate Risk

The Corporation manages its cash according to its operational needs and to optimise revenues from interest. The Corporation’s short term debts have a fixed (or
zero) interest rate. The loan agreement provides for full or partial early reimbursement at the Corporation’s discretion without penalty, and it is the intention of
the Corporation to fully reimburse the loan if possible by raising $1 million in equity and finding a cheaper, longer-term replacement for the remaining
$1million.

Fair value

Fair value is estimated on a specific date through the use of the information available about the financial instrument in question. Estimates of fair value are of a
subjective nature and cannot, in many cases, be established with any degree of precision.

The Corporation has determined that the book value of its short-term assets and liabilities is close to their fair value because of their immediate and short-term
expiry.

The fair value of long-term debt is close to its book value because of its short-term maturity.

Liquidity Risk

The Corporation has a working capital deficiency and significant outstanding short-term commitments. The Corporation is reliant on funds raised from
shareholders to cover cash shortfalls from operations, until it becomes cash-flow positive. The Corporation will have to raise funds from equity investors before
to meet its obligations until then.

Credit Risk

Credit risk is the potential exposure of the Corporation to losses that would be recognized if counterparties failed to perform or failed to pay amounts due. The
Corporation has no issues with respect to collection. In Canada, the oil and gas industry has a pre-arranged monthly clearing day for payment of revenues from
all buyers of oil and natural gas, which occurs 25 days following the end of the month of sale. In Kentucky, USA, the Corporation received payment for
delivered production 60 days following the end of the month of sale. As a result, the Corporation’s production revenues are collected in an orderly fashion.
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GALE FORCE PETROLEUM INC. (Consolidated)
NOTES TO THE FINANCIAL STATEMENTS
June 30th

NOTE 16 (&) FINANCIAL INSTRUMENTS (CONTINUED)

Foreign Exchange Risk

The Corporation is subject to risks associated with fluctuations in foreign currencies with regard to the operations in the USA. This includes foreign currency-
denominated receivables, payables, debt, and other balance sheet positions as well as future cash flows resulting from anticipated transactions including
intercompany transactions.

NOTE 17 (&) LOSS PER SHARE

The following table reconciles the numerators and denominators of the basic and diluted earnings per share:

2009 2008
Net loss $ (3,008814) $  (4,462,723)
Weighted average number of shares outstanding - basic 18,621,181 10,853,320
Weighted average number of shares outstanding - diluted (anti-dilutive) 18,621,181 10,853,320
NOTE 18 (& INCOME TAXES AND DEFERRED LOSSES

2009 2008

For income tax purposes, the Corporation can carry forward losses totalling $5,856,584 at the Federal level and Manitoba and $5,907,945 at the Québec level.
The expiration dates for using these losses to reduce income taxes are as follows:

Federal Manitoba Quebec

2009 $ - $ - $ 150,260
2014 220,621 220,621 214,964
2015 1,876,873 1,876,873 1,780,874
2026 911,289 911,289 974,942
2027 811,966 811,966 751,070
2028 2,035,835 2,035,835 2,035,835

$ 5,856,584  $ 5,856,584  $ 5,907,945

NOTE 19 (& DEFERRED CORPORATE TRANSACTIONS COSTS

On July 27, 2008, the Corporation purchased 50% of the Kentucky Shale Gas Property consisting of 22,000 acres with 9 wells at a cost of $1,250,000 for the
Corporation's shares of the property.

NOTE 20 (8 COMPARATIVE FIGURES FOR THE PRIOR YEAR

Certain figures for 2008 have been reclassified to make their presentation identical to that adopted in 2009.
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NOTE 21 (© SALE OF MANITOBA ASSETS

2009 2008
Write-down of exploration and development cost, depreciation and amortization 295892 % -
Other gain on sale of Manitoba properties (297,180) 869,056
Other selling expenses (604) -
(1,892) $ 869,056
NOTE22 (& OTHER (INCOME) AND EXPENSES
2009 2008
Loss (Gain) on settlement of debt 299% % (31,871)
Interest (2,098) (10,305)
Settlement of litigation (recovery) (686,668) 58,194
Recovery cost - 97,497
Allowance for doubtful accounts 1,090 300,811
Contingent Income Tax Liability 117,858 561,682
Exchange rate variation (126,688) 2,403
Management Fees - others 207,471 1,195
Write-off of Fixed Assets - Kentucky gas shale project 1,185,632 -
Loss (gain) on disposal of assets 694,928 71,400
1,394,521 $ 1,051,006
NOTE 23 (© SEGMENT INFORMATION Canada USA
2009 2008 2009 2008
Income 450,124 1,081,538 25,695 -
Operating expenses 1,457,745 2,533,067 14,751 -
Financial Expenses 619,508 1,091,132 - -
Sale of Manitoba Assets (1,892) 869,056 - -
Other expenses 1,418 1,051,006 1,393,103 -
Net loss (1,626,655) (4,462,723) (1,382,159) -

The Corporation has operating segments in Canada and the USA. In the USA, the Corporation owns a 50% working interest in its Kentucky Shale Gas

Property, consisting of 22,000 acres of oil and gas leases, 9 gas wells and 5 miles of gathering lines, including compressors.

Canada USA
2009 2008 2009 2008
Balance Sheet

Assets

Current Assets 721,888 2,228,551 112 -

Capital Assets - 2,520,087 960,827 -

Others 1,839,292 833,542 (1,839,292) -
Total Assets 2,561,180 5,582,180 (878,353) -
Liabilities ~

Current Liabilities 4,513,277 5,592,922 252,606 -

LTD and others 249,707 1,172,557 41,295 -

Total Liabilities 4,762,984 6,765,479 293,901 -

SHLD's Equity (Deficiency) (2,201,804) (1,183,299) (1,172,254) -
Total Liabilities and SHLD'S Equity (Deficiency) 2,561,180 5,582,180 (878,353) -
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NOTE 24 (© SUBSEQUENT EVENTS

Farmout Termination

Subsequent to the end of the year, the Corporation terminated the farm-out agreement, which was signed in January, 2009. The Corporation and its joint
venture partner, WHL Energy Ltd. (WHL), will each retain a 50% working interest in the property. WHL shall become the operator of record of the property,
but this transfer of operatorship had not yet come into effect as of the date hereof.

Proposal to Creditors

Subsequent to the end of the year, the Trustee for the Proposal issued a Certificate of Full Performance of the Proposal to Creditors, initially filed by the
Corporation. on February 4, 2009 under the Bankruptcy and Insolvency Act (Canada). The Proposal addressed all classes of creditors and observed standard
practice, regulatory and financial requirements. Under the terms of the Proposal, all unsecured creditors of the Corporation who submitted claims were paid by
the issuance of common shares of the Corporation. Category | unsecured creditors were issued twenty (20) common shares of the Corporation per each dollar of
debt. Category Il unsecured creditors were issued fifteen (15) common shares of the Corporation per each dollar of debt. A total of 43,208,876 shares were
issued to settled debts under the Proposal to Creditors.

Litigation Settled

Subsequent to the end of the year, an agreement to settle a litigation brought by the Corporation has been reached by the Corporation and the defendant on
November 16, 2009, and the Corporation was paid gross $700,000 or $525,000 net of trial costs on December 16, 2009, under the terms of the agreement;

New Revised Conditional Amendment to Loan Agreement with Secured Creditor

Subsequent to the end of the year, the Corporation reached a new conditional agreement with its secured lender to write down or reimburse the full amount of
its $2,027,614 secured loan: the Corporation reimbursed CA$200,000 of the loan in cash, and the Lender will write-down $1,177,614 of the loan, convert
$400,000 into shares of the Corporation at a price of one-half cents ($0.005) per share consolidation), and convert the balance of $450,000 into preferred shares
of the Corporation, subject to the Corporation concluding a consolidation of its shares on a basis of one (1) new share for fifty (50) old shares, subject to the
Corporation creating a news class of Preferred Shares, and subject to the Corporation concluding an equity private placement of a minimum CA$1 million
concomittant with the purchase of new property assets.

Property and Asset Acquisitions plus Financing Plans

Subsequent to the end of the year, agreements have been signed to purchase oil and gas properties in Texas, Oklahoma and Tennessee, and; the Corporation has
obtained sufficient potential subscriptions in an equity private placement financing to acquire and develop its current and the properties it proposed to purchase.
As at the publication of these financial statements, the Corporation has completed its due diligence on these transactions. The transactions are subject to the
Corporation obtaining shareholder and regulatory approval of the consolidation of its shares on a basis of one (1) new share for fifty (50) old shares and the
approval to create a news class of Preferred Shares. The transactions are also subject to the approval of the TSX Venture Exchange prior to closing the
transactions.

NOTE 25 (&) CAPITAL DISCLOSURE

The Company manages the capital structure and makes adjustments to it in the light of changes in economic conditions and the risk characteristics of the
underlying assets. In order to maintain or adjust its capital structure, the Company may issue new shares, sell assets to settle liabilities or return capital to its
shareholders. The Company is not exposed to externally imposed capital requirements. The Company considers the items included in shareholders' equity as
capital.

The Board of Directors does not establish quantitative return on capital criteria for management, but rather relies on the expertise of the Company's management
to sustain future development of the business.

21



Guillaume Dumas?®

Partner, Primatlantis Capital Inc.

Mazen Haddad?*

Consultant, Township Capital Inc.

Antoinette Lizzi

Vice-President of Finance and CFO, Gale Force
Petroleum Inc.

Michael McLellan*??

Chairman & CEO, Gale Force Petroleum Inc.

Michael McLellan*??

Chairman & CEO, Gale Force Petroleum Inc.

Antoinette Lizzi

Vice-President of Finance and CFO, Gale Force
Petroleum Inc.

1. Chairman

2. Member of Audit Committee
3. Member of the Reserves Committee

Computershare Investor Services Inc.
Suite 700 - 1500 University
Montréal, Québec

Canada, H3A 3S8

National Bank of Canada
600, de la Gauchetiére West
Montréal, Québec

H3B 4L2

Bélanger Dalcourt CA
Suite 1600 - 2000 McGill College

Montreal, Quebec

H3A 3H3

Trimble Engineering Associates Ltd.
2200, 801-6th Ave. S.W.

Calgary, Alberta
T2P 3W2

TSX Venture Exchange
Ticker Symbol "GFP"

bbls

mbbls
bbls/d
CICA

Imperial
1 acre
2.5 acres

1 bbl
6.29 bbls
1 foot

3.281 feet

1 mcf

1 mile

0.62 miles

barrels
thousand barrels

barrels per day

Canadian Institute of Chartered
Accountants

Metric

0.4 hectares
1 hectare

0.159 cubic metre
1 cubic metre

0.3048 metres

1 metre

28.2 cubic metres
1.61 kilometres

1 kilometre

1200 McGill College Avenue

11th Floor
Montréal, Québec

H3B 4G7

Phone. : 514.333.9292

Fax: 514.333.9273
www.galeforcepetroleum.com




