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AUDITORS’ REPORT

To the shareholders of
Onco Petroleum Inc.

We have audited the balance sheets of Onco Petroleum Inc. as at December 31, 2007 and 2006 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 December 31, 2007 and 2006 and the results of its operations and its cash
flows for the years then ended in accordance with Canadian generally accepted accounting
principles.

Chartered Accountants
Licensed Public Accountants

Toronto, Ontario
April 6, 2009



ONCO PETROLEUM INC.
Balance Sheets
December 31, 2007 and 2006

2007 2006

Assets
Current assets:

Cash
Accounts receivable and prepaids

$

(Restated
Note 4)

Advances to related parties (note 14)
Petroleum and natural gas properties (note 5)
Equipment (note 6)

224,560 402,515

227,011 1,175,197
6,463,598 10,583,659

245,829 118,921

$ 7,160,998    $ 12,280,292

Liabilities and Shareholders’ Equity
Current liabilities:

Accounts payable and accrued liabilities
Advances from related parties (note 14)
Promissory note - related parties (note 14)
Current portion of long-term debt (note 11)

$         660,182 $         435,829
1,035,090 9,183,449
9,447,952 -

33,369 10,510

11,176,593 9,629,788

Long-term debt (note 11) 91,705 29,948
Promissory note - Onco Petroleum USA Inc. (note 14) 2,432,049 2,384,049
Asset retirement obligations (note 10) 416,412 405,821

14,116,759 12,449,606

Shareholders’ equity:
Share capital (note 7) 5,402,359 5,402,359
Contributed surplus (note 8) 408,398 -
Deficit (12,766,518) (5,571,673)

(6,955,761) (169,314)

$ 7,160,998 $ 12,280,292

See accompanying notes to financial statements.

Nature of business and going concern (note 1)
Commitments (notes 15)
Contingencies (note 16)
Subsequent events (note 17)

Approved on behalf of the Board:

Director Director

91,850 $         226,661
132,710 175,854



ONCO PETROLEUM INC.
Statements of Operations and Deficit
Years ended December 31, 2007 and 2006

2007 20O6

Revenues:
Petroleum sales
Royalties (note 14)
Interest and other income

$ 640,005
(48,000)

6,638

(Restated
Note 4)

$ -

47,904

598,643 47,904

Expenses:
Operating
Wages and benefits
Consulting services
Stock-based compensation (note 8)
General and administrative (notes 14 and 18)
Professional fees
Interest expense (note 14)
Foreign exchange (gain) loss
Accretion of asset retirement obligation (note 10)
Depletion
Amortization
Impairment of petroleum and natural 9as properties (note

73,032 17,296
367,791 287,412
102,345 172,130
408,398 -
919,390 747,602
346,990 199,003
416,053 50,155

(2,019) 17,819
28,868 15,000

923,791 -
54,000 36,276

4,154,849 457,765

7,793,488 2,000,458

Net loss for the year (7,194,845) (1,952,554)

Deficit, beginning of year (5,571,673) (3,619,119)

Deficit, end of year $(12,766,518) $(5,571,673)

Net loss per share, basic
and diluted (note 7)

See accompanying notes to financial statements.

$ (0.044) $ (0.013)

2



ONCO PETROLEUM INC.
Statements of Cash Flows
Years ended December 31, 2007 and 2006

2007 2006

Cash flows from (used in) operating activities:
Net loss for the year
Adjustments for:

Depletion, amortization and accretion
Impairment of petroleum and natural gas properties
Stock-based compensation
Accrued interest and royalties on promissory notes

Change in non-cash working capital items:
Decrease in accounts receivable and prepaids
Increase (decrease) in accounts payable and

accrued liabilities

(Restated
Note 4)

$ (7,194,845) $(1,952,554)

1,006,659 51,276
4,154,849 457,765

408,398 -
445,952 44,704

43,144 78,681

34,001 (46,981)

(1,101,842) (1,367,109)

Cash flows from financing activities:
(Repayment) of long-term debt (27,149) (9,120)
Net advances from related parties 1,849,827 2,126,256

1,822,678 2,117,136

Cash flows from (used in) investing activities:
Additions to properties
Additions to equipment
Asset retirement

Change in cash

Cash, beginnin9 of year

(768,227) (527,272)
(69,143) (16,363)
(18,277) -

(855,647) (543,635)

(134,811 ) 206,392

226,661 20,269

Cash, end of year $    91,850 $ 226,661

Supplemental cash flow information:
Cash paid during the year for:

Interest
Non-cash transactions:

Properties required for promissory note
Equipment purchased for long-term debt
Promissory notes issued for related party advances

$         13,174 $          3,029

$        - $ 3,360,000
$ 111,765 $ -
$ 9,050,000 $ -

See accompanying notes to financial statements.



ONCO PETROLEUM INC.
Notes to Financial Statements, Continued
Years ended December 31, 2007 and 2006

Nature of business and going concern:

Onco Petroleum Inc. (the "Company") was incorporated in the province of Ontario on October 31,
2002 and continued as a federal corporation under the laws of Canada on September 29, 2006.
The Company is an oil and natural gas exploration and production company with assets located
in Ontario and Michigan.

The Company is in the exploration stage of development for most of its properties and has not yet
determined whether all properties contain reserves that are economically recoverable. As a
result, losses from exploration activities will continue to accumulate until such time as they can be
offset by production revenue.

Going Concern

These financial statements have been prepared on a going concern basis, which presumes the
Company will be able to realize its assets and discharge its liabilities in the normal course of
business in the foreseeable future.

During 2006, the Company encountered significant problems with respect to matters surrounding
a specific share issuance (see note 4). In addition, in both 2006 and 2007 the Company
experienced significant operating losses and negative cash flows. As a result-of the lack of
adequate financing the Company has been unable to fully develop its Canadian properties and to
remain current on all land lease agreements.

These financial statements do not reflect the adjustments to the carrying values of assets and
liabilities that would be necessary if the Company were unable to continue as a going concern.
Subsequent to the year end, the Company’s Board of Directors appointed new directors and
resigned their own positions. A new management team was put in place at this time. Additional
financing has been raised to fund operational requirements (although property development
remains at a nominal level) and management has taken action to start bringing land lease
agreements up to date.

However, an inability of the current management team to continue to satisfy current creditors,
reposition the debts of the Company (see note 17) and raise additional financing could require
further material write-downs to the carrying values of the petroleum and natural gas properties.

=
Significant accounting policies:

The financial statements are expressed in Canadian dollars and have been prepared in
accordance with Canadian generally accepted accounting principles ("GAAP"). The significant
accounting policies of the Company are summarized as follows:

Petroleum and natural gas properties:

The Company follows the full cost method of accounting for petroleum and natural gas
operations. Under this method, all costs of exploration for and development of petroleum and
natural gas reserves are capitalized by cost centre on a country by country basis. Costs
include lease acquisition costs, geological and geophysical expenses, carrying charges on
non-producing properties, cost of drilling both productive and non-productive wells and
overhead charges directly related to exploration activities. Proceeds from the sale of oil and
gas properties are normally applied as a reduction of capitalized costs without recognition of
a gain or loss, except where such a disposal would alter the depletion and depreciation rates
by 20% or more.



ONCO PETROLEUM INC.
Notes to Financial Statements, Continued
Years ended December 31, 2007 and 2006

2. Significant accounting policies (continued):

Oil and gas properties (continued):

The capitalized costs are depleted and depreciated using the unit-of-production method
based on proven petroleum and natural gas reserves, as determined by independent
reservoir engineers. In determining the depletion base, the Company includes future costs to
be incurred in developing proven reserves and excludes the cost of unproven land. The
recovery of amounts recorded as petroleum and natural gas properties depend on the
discovery of economically recoverable reserves, the Company’s ability to obtain the
necessary financing to complete development and future profitable production or the
proceeds from disposal of such properties. Amounts recorded for petroleum and natural gas
properties do not necessarily represent the present or future value.

Costs of unproven properties are initially excluded from oil and gas properties for purposes of
calculating depletion. When reserves are assigned or the property is considered to be
impaired, the cost of the property or the amount of impairment is added to costs subject to
depletion.

Ceiling test

In applying the full cost method, the Company calculates a ceiling test, on a country by
country basis, whereby the carrying amount of the petroleum and natural gas properties is
compared to the sum of the undiscounted cash flows expected to result from the future
production of proved reserves and the sale of unproved properties. Cash flows are based on
third party quoted forward prices, adjusted for transportation and quality differentials. Should
the ceiling test result in an excess of carrying amount, the Company would then measure the
amount of impairment by comparing the carrying amounts of petroleum and natural gas
properties to an amount equal to the estimated net present value of future cash flows from
proved plus probable reserves and sale of unproved properties. The Company’s risk-free
interest rate is used to arrive at the net present value of the future cash flows. Any excess
carrying amount would be recorded as a permanent impairment.

The relative volumes of oil and natural gas reserves and production are converted to
equivalent barrels of oil based on the relative energy content of each product, using 6 metric
cubic feet to be equivalent to 1 barrel of oil.

Asset retirement obligations:

The Company recognizes the fair value of an asset retirement obligation ("ARO’) in the
period in which it is incurred when a reasonable estimate of the fair value can be made. The
fair value is determined through a review of engineering studies, industry guidelines and
management’s estimate on a site-by-site basis. The fair value of the estimated ARO is
recorded as a liability, with a corresponding increase in the carrying amount of the related
asset. The capitalized amount is depleted on the unit-of-production method based on gross
proved reserves. The liability amount is increased each reporting period to reflect the
passage of time with the corresponding amount charged to earnings as accretion expense.
Actual costs incurred upon the settlement of the ARO are charged against the asset
retirement obligations to the extent of the liability recorded.
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ONCO PETROLEUM INC.
Notes to Financial Statements, Continued
Years ended December 31, 2007 and 2006

2. Significant accounting policies (continued):

Revenue recognition:

Revenue associated with the sale of crude oil, natural gas and natural gas liquids owned by
the Company is recognized when title passes from the Company to its customers and
collection is reasonably ensured.

Equipment:

Equipment is recorded at cost. Amortization is provided on these assets at an annual rate of
20% calculated on a declining balance basis, except for vehicles to which a rate of 30% is
applied.

Income taxes:

The Company follows the asset and liability method of accounting for income taxes. Under
this method, future tax assets and liabilities are recognized for the future tax consequences
attributable to differences between the amounts reported in the financial statements and their
respective tax bases, using substantively enacted income tax rates. The effect of a change
in income tax rates on future income tax liabilities and assets is recognized in income in the
period during which the change occurs. A valuation allowance is recorded against any future
income tax assets if it is more likely than not that the asset will not be realized.

Stock-based compensation:

The Company accounts for stock option grants using the fair value method. Under this
method, the fair value of the stock options, measured at the grant date, is charged to
operations over the vesting period, with a corresponding increase in contributed surplus.
Upon exercise of the stock options, consideration paid by the option holder, together with the
amount recognized in contributed surplus, is credited to share capital.

Net loss per share:

The basic loss per share is computed by dividing the net loss by the weighted average
number of common shares outstanding in the year. The treasury stock method is used to
calculate diluted loss per share, whereby proceeds from the exercise of in-the-money stock
options are assumed to be used to purchase common shares of the Company at the average
market price during the year. No such dilutive instruments are outstanding during 2006 and
2007.

Foreign currency translation:

The Company translates foreign currency denominated transactions whereby assets and
liabilities denominated in foreign currencies are translated into Canadian dollars at exchange
rates in effect at the balance sheet date for monetary items and at exchange rates in effect at
the transaction dates for non-monetary items. Income and expenses are translated at the
average exchange rates in effect during the period. Exchange gains and losses are recorded
in the determination of the net loss.
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ONCO PETROLEUM INC.
Notes to Financial Statements, Continued
Years ended December 31, 2007 and 2006

2. Significant accounting policies (continued):

Measurement uncertainty:

The preparation of financial statements in accordance with Canadian GAAP requires
management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the balance sheet date and
the reported amounts of revenue and expenses during the period. The financial statements
have, in management’s opinion, been properly prepared using careful judgment with
reasonable limits of materiality and within the framework of the significant accounting policies
summarized herein. Actual results could differ from those estimates.

The amounts recorded for depletion and depreciation of petroleum and natural gas properties
and the ceiling test calculation are based on estimates of gross proven reserves, production
rates, commodity prices, future costs and other relevant assumptions.

The value of the asset retirement obligations are based on the Company’s net ownership
interest in all wells and facilities, and depends on estimates of current market interest rates,
inflation rates, and future restoration and reclamation expenditures.

The calculation of future income taxes is based on assumptions which are subject to
uncertainty as to timing as well as the tax rates at which temporary differences are expected
to reverse.

The Black-Scholes option valuation model was use~l in estimating the fair value of options.
This option valuation model requires the input of assumptions including the expected stock
volatility and expected time until exercise.

By their nature, these estimates are subject to measurement uncertainty and the effects on
the financial statement of changes in such estimates in future years could be significant.

3. Changes in accounting policies:

On January 1, 2007, the Company adopted the following Canadian Institute of Chartered
Accountants ("CICA") standards: "Comprehensive Income", "Equity", "Financial Instruments -
Recognition and Measurement", "Financial Instruments - Disclosure and Presentation", and
"Hedges." These standards change the accounting for financial instruments and hedges and
introduce comprehensive income as a separate component of shareholders’ equity.

Comprehensive Income:

The new standards introduce comprehensive income, which is comprised of net earnings or
losses and other comprehensive income ("OCI"). OCI represents the change in equity for a
period that arises from unrealized gains and losses on available-for-sale securities and
changes in the fair market value of derivative instruments designated as cash flow hedges.

For the period, the Company had no OCI and the net loss reported is equal to reportable
comprehensive loss.


























