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CORPORATE PROFILE  

CYGAM Energy Inc. is a publicly traded exploration company with producing oil and gas 

properties in Canada and Tunisia and extensive international exploration permits. The main focus 

of the Corporation is the creation of shareholder value through the acquisition, exploration and 

development of international permits, primarily in Italy, Tunisia and the Mediterranean area. 

CYGAM currently holds various interests in seven exploratory permits in Italy and three 

exploratory permits in Tunisia encompassing over approximately 3.0 million gross acres).  

 

ANNUAL MEETING   

The Annual and Special Meeting of Shareholders of CYGAM Energy Inc. is to be held at 2:00 

p.m. on Wednesday, June 29, 2011, in the Nakiska Room, The Westin, 320 - 4
th
 Avenue S.W., 

Calgary, Alberta. 
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FORWARD-LOOKING INFORMATION 

Certain statements contained in this annual report constitute forward-looking information. These 

statements relate to future events or the Corporation’s future performance. The use of any of the 

words "could", "expect", "believe", "will", "projected", "estimated" and similar expressions and 

statements relating to matters that are not historical facts are intended to identify forward-looking 

information and are based on current beliefs or assumptions as to the outcome and timing of 

future events. Actual future results may differ materially. In particular, statements with respect to 

exploration and development activities and the timing thereof, governmental approvals, seismic 

and drilling programs, reserve and resource evaluations, financing activities and farm-out 

arrangements contain forward looking information. The Corporation's Annual Information Form 

and other documents filed with securities regulatory authorities (accessible through the SEDAR 

website at www.sedar.com) describe the risks, material assumptions and other factors that could 

influence actual results and which are incorporated herein by reference. The Corporation 

disclaims any intention or obligation to publicly update or revise any forward-looking 

information, whether as a result of new information, future events or otherwise, except as may be 

expressly required by applicable securities laws. 
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LETTER TO SHAREHOLDERS 

Dear Shareholders, 

On behalf of the Board of Directors, I am pleased to present the 2010 Annual Report for 
CYGAM Energy Inc. and review our Company's key activities over the past year.  

2010 commenced as a year full of expectations as the Company obtained the funding to 
advance several key operational and financial activities. A successful public share 
offering in March 2010 of approximately 12 million shares of common stock raised gross 
proceeds of 7.25 million Canadian dollars for planned exploration and development 
activities in Tunisia. 

In January 2010, the Company had completed acquisition of approximately 300 km of 
2D seismic data across recognized structures on the Bazma Permit in Tunisia. Processing 
of this new data and reprocessing older seismic data was completed in September 2010 
and the resulting interpretation identified prospective, drillable structures.  The 
Company obtained full ownership of this seismic data at no cost pursuant to the terms 
of an agreement with a large U.S. independent oil and gas company that funded the 
program.  When this company announced in October 2010 that, due to other 
commitments, it would not exercise its option to drill a well on the permit, we 
commenced our own interpretation of the seismic data in the latter part of the year. 

In November 2010, drilling commenced on the first of several appraisal wells in follow 
up to the TT2 discovery well on the Sud Remada Permit.  This well fulfilled all of the 
exploration requirements on the permit. Data from this well was included in the Plan of 
Development for a Production Concession to facilitate production and maintain the 
lands associated with the current field discovery. 

In March 2010 Petroceltic International plc. had assumed operatorship of the 
Company`s B.R268.RG Permit located in the Adriatic Sea, offshore Italy and preparations 
for the drilling of the Elsa 2 well in September 2010 had begun. In August 2010, the 
Italian governmenǘ ǇŀǎǎŜŘ [ŜƎƛǎƭŀǘƛǾŜ 5ŜŎǊŜŜ όά5[мнуέύ ǘƻ ǇǊƻƘƛōƛǘ ŀŎǘƛǾƛǘƛŜǎ ǊŜƭŀǘŜŘ ǘƻ 
the exploration and production of oil and gas within five miles of the coastline and 
within twelve miles of protected marine parks. The Elsa 2 well location was within the 
newly prohibited area and Petroceltic applied for permission to suspend its drilling 
obligations until industry concerns regarding DL128 were resolved. The Company 
ǎǳōƳƛǘǘŜŘ ŀƴ ŀǇǇƭƛŎŀǘƛƻƴ ǘƻ ǘƘŜ aƛƴƛǎǘǊȅ ƻŦ 9ŎƻƴƻƳƛŎ 5ŜǾŜƭƻǇƳŜƴǘ ǘƻ άŦǊŜŜȊŜέ ǘƘŜ 
permit and therefore exǘŜƴŘ ƛǘǎ ŘǊƛƭƭƛƴƎ ŘŜŀŘƭƛƴŜΦ  /¸D!aΩǎ /ΦwмпуΦ±D tŜǊƳƛǘΣ ƻŦŦǎƘƻǊŜ 
Sicily, was also impacted by DL128 as a portion of the permit is within twelve miles of an 
environmentally protected area. The Company made an application in November, 2010 
calling for the extension of this Permit until August 26, 2011. 

2010 also saw the beginning of an executive leadership transition at the Company which 
we believe strengthens both the Board of Directors and the Management Team. 
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On June 22, 2010, Mrs. Neli Rigo Da Silva resigned as Chairman of the Board of Directors 
and Mr. Dario Sodero resigned as Chief Executive Officer while continuing in his role as 
President.  Concurrently Mr. Giuseppe Rigo was appointed Executive Chairman of the 
Board of Directors and Chief Executive Officer reflecting his increased involvement in 
the Company`s operations. 
 
Mr. Alec Silenzi has joined the Company as a Director following Mrs. Neli Da Silva Rigo 
retirement from her role as a Director on March 23, 2011.  On April 29, 2011, Mr. Gary 
Hyde was appointed as the new Chief Executive Officer and a Director replacing Mr. 
Giuseppe Rigo who would remain as Chairman of the Board and Director. On this same 
day, Mr. Brad Goldie was appointed President replacing Mr. Dario Sodero who would 
remain as a Director, while Mr. Derrick Armstrong and Mr. Andrew Burgess resigned as 
Directors. The Board of Directors now consists of Giuseppe Rigo (Executive Chairman), 
Gary Hyde (Chief Executive Officer and Chief Operating Officer), Dario Sodero, Peter 
Haverson and Alec Silenzi. On May 13, 2011 Mr. Ali Rawji resigned his position of Chief 
Financial Officer and was replaced by Mr. Alastair Robertson.  
 
We welcome the new members of our team and sincerely thank all of those individuals 
who have resigned, retired or transitioned to new roles for their many contributions to 
the Company.  It is expected that the new Board of Directors and Management Team 
ǿƛƭƭ ŜȄǇŀƴŘ /¸D!aΩǎ ŦƻŎǳǎ ǿƛǘƘƛƴ ǘƘŜ aƛŘŘƭŜ 9ŀǎǘΣ bƻǊǘƘ !ŦǊƛŎŀ ŀƴŘ aŜŘƛǘŜǊǊŀƴŜŀƴ 
Basins accessing significant funding, assets and resources plays.  
 
In closing, I would like to thank our shareholders for their continuing support and 
patience over the last several months.  Despite several setbacks, 2010 was a productive 
period for the Company with significant progress being made in Tunisia towards 
establishing production for the year ahead.  The Board remains committed to advancing 
the Company`s exploration prospects in both Tunisia and Italy as we believe the 
Company has excellent opportunities for success. 
 
 

On behalf of the Board of Directors, 

Giuseppe Rigo  

                                                               

Executive Chairman  

April 30, 2011                                                              
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OPERATIONS REVIEW 

CYGAM currently has an interest in five exploratory permits plus two recently awarded 

concessions in Italy and three exploratory permits in Tunisia totalling approximately 3.0 million 

gross acres. The Corporation continues to evaluate additional exploration permits in proven, 

producing, circum-Mediterranean sedimentary basins on an ongoing basis. 

The Corporation is conducting international exploration activities in Italy through its wholly 

owned subsidiary, Vega Oil S.p.A., and in Tunisia through its other wholly owned subsidiary, 

Rigo Oil Company Limited. In the following description of international opportunities only the 

names of “CYGAM” or the “Corporation” will be used.  

Italian Operations 

Italy is the fourth largest producer of crude oil and natural gas in Europe, after the United 

Kingdom, Norway and Denmark. In 2010, Italy produced approximately 218,000 barrels of oil 

equivalent per day (boepd), comprised of 88,000 barrels of oil per day (bopd) and 780 million 

cubic feet per day (MMcfpd) of natural gas. The giant Monte Alpi and Tempa Rossa fields, 

onshore southern Italy, are the largest oil fields in continental Europe, with combined reserves in 

place of approximately 6 billion barrels. The Monte Alpi field contributed approximately 60,000 

boe to Italy’s total daily production in 2010. The Tempa Rossa field is not yet on production. 

The level of exploratory and development drilling in Italy is still very low when compared to the 

number of wells drilled in Alberta. Approximately 7,170 wells were drilled in Italy from 1941 to 

the end of 2010, of which about 1,580 were drilled offshore. Italy is approximately half the size 

of Alberta and only 31 wells were drilled in the country in 2010.  As a point of reference, in 2009, 

a year of drastically reduced exploration activity in Alberta, over 10,000 wells were still drilled in 

the province. From an exploration point of view this indicates that in Italy and in its offshore 

territory there are still vast areas with potential for undiscovered reserves. 

Italy’s royalty structure is one of the best in the world. For offshore permits, the state royalty on 

oil production is only 4%, with a provision that no royalties are paid on the first 300,000 barrels 

of oil production per year, per field. This represents a royalty free production on the first 822 

barrels of oil per day, per field. Offshore gas production is subject to a 7% royalty, but the first 

1,750 MMcf per year, per field (or approximately 4.8 MMcf per day), are also royalty free. For 

onshore permits, the state royalty on production of both oil and gas has recently been increased to 

10%, with a provision that no royalties are paid on yearly production less than 125,000 barrels of 

oil and 700 MMcf of gas, per field (or approximately 340 bopd and 1.9MMcf/d per field). The 

corporate tax is a maximum of 33% and there are no restrictions on repatriation of profits.  

In the following pages a geological assessment and an update on activities is provided for all the 

permits. It is recommended that shareholders go to CYGAM’s website at www.cygamenergy.com 

for additional information, maps and selected seismic data on all permits. 

The Corporation currently holds 403,904 gross acres onshore and offshore Italy (305,500 net 

acres). 

B.R268.RG Permit 

This permit is located offshore in the central Adriatic Sea and covers an area of 126.68 square 

kilometres (31,302 acres). The history of the B.R268 Permit is quite complex and interesting. In 

http://www.cygamenergy.com/
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1992, a year when the price of oil was as low as $12 per barrel, ENI, the Italian national 

company, drilled the Elsa-1 well to a total depth of 4,841 meters. The well encountered a thick 

and dolomitized formation (named Maiolica Equivalent) which was previously unknown to exist 

or contain hydrocarbons.  A DST was conducted over a very long interval, inclusive of the under-

laying Massiccio formation where lost circulation had occurred, and recovered oil contaminated 

by mud, mud filtrate, lost circulation material and water. The oil had gravity readings ranging 

from 12° API at the beginning of testing and increasing to 15° API by the end of the test.  Bright 

yellow fluorescence and staining of drill cuttings indicate, however, that the oil gravity could 

range between 25° and 35° API. 

 
Two onshore wells (Miglianico-1 and Miglianico-2) were drilled by ENI in 2001 and 2003. The 

wells are located on a seismic defined structure located approximately 9.5 Km south-west of the 

Elsa prospect. Miglianico-1 tested 2,500 barrels of oil per day (34° API) and 3.5 million cubic 

feet of natural gas per day from a dolomitized Maiolica Equivalent section. Miglianico-2 tested 

1,750 barrels of oil per day (37° API) and 1 million cubic feet of natural gas per day from the 

same dolomitized reservoir, thus indicating that the Maiolica Equivalent formation can be an 

excellent reservoir containing light gravity oil. The reservoir is comprised of dolomitized 

calcirudites and breccias which originated from the Apulian Platform carbonates through a 

process of gravity slides. These coarser sediments were deposited within a basinal sequence 

sealed by a sequence of tight deep water micrites. 

 

CYGAM initially applied for the permit on a 100% basis in 2001 and received the official award 

on March 25, 2005. After a number of agreements made over the last 5 years with Petroceltic 

International plc, a London AIM listed company, CYGAM announced in late 2009 that a new 

farmout agreement had been signed with Petroceltic. Prior to the signing of the latest agreement, 

CYGAM held a sixty percent working interest (60%) in the permit, inclusive of a twenty percent 

(20%) free carried interest in the drilling of the first exploratory well on the permit. Under the 

terms of the new agreement, Petroceltic agreed to pay 100% of exploration costs related to the 

permit and 100% of the proposed Elsa-2 well, including coring and logging, prior to the potential 

setting of a final production casing plus the costs of any potential drill stem test and all 

abandonment costs if final production casing would not be set. CYGAM agreed to transfer to 

Petroceltic a thirty per cent (30%) participating interest in the permit upon completion of certain 

milestones:  the assignment of a ten per cent (10%) participating interest in the permit to become 

effective once all long-lead items required to drill the well have been ordered; and the assignment 

of the remaining twenty per cent (20%) participating interest in the permit upon spudding of the 

well on or before October 31, 2010, subject to any extensions granted by Italian Government 

authorities. It was also agreed that CYGAM would pay its 30% share of costs associated with 

production testing the well, all completion and post-completion costs and all future development 

cost for the permit. 

 

This well, expected to cost approximately US$40 million, was scheduled to be drilled to a total 

depth of 4,700 metres using a jack-up rig, at a location approximately 7 km from the coast line in 

water depth of approximately 33 metres, commencing in October 2010.  

 

In August 2010, Legislative Decree (“DL128”) was passed into law, amending the Italian 

Environmental Code by prohibiting within five miles of the coastline and within twelve miles of 

the perimeter of protected marine parks activities related to the exploration, research or 

production of liquid hydrocarbons and gases. The proposed Elsa 2 well location was within the 

newly prohibited area as it is approximately 3.8 miles from the coastline. Petroceltic applied for 

permission to suspend its timing obligations under the permit in order to extend the well spud 

date deadline until interpretation issues regarding DL128 are resolved. Several companies were 
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working through Assominerara (the Italian Association of Oil and Gas Companies) to clarify and, 

if necessary, amend DL128. Later in 2010, CYGAM requested clarification from the Italian 

authorities regarding the interpretation and validity of the Decree in relation to the Elsa project 

and submitted an application to the Ministry of Economic Development to “freeze” the permit 

and therefore extend its drilling deadline. 

Significant potential recoverable resources were assigned to the Elsa structure by DeGolyer and 

MacNaughton Canada Limited, a worldwide petroleum and engineering consulting firm.  The 

results of this assessment are summarized in the Management’s Discussion and Analysis section 

and in the Corporation’s Annual Information Form. While existing seismic data on the permit 

clearly shows several large structures, with closure, D&M was asked to evaluate only the Elsa 

structure.  The Corporation believes that additional potential also exists in the other structures and 

may ask D&M to evaluate them at a future time. Structural maps of the B.R268.RG Permit may 

be viewed on the CYGAM website. 

 

C.R148.VG Permit 

The C.R148.VG Permit is located in the Mediterranean Sea, offshore south-eastern Sicily, and 

encompasses an area of 336.98 square kilometres (83,267 acres). Water depth ranges from 20 to 

130 metres. Official ministerial approval for exploration on the permit was received on November 

27, 2006, for an initial period of six years. CYGAM currently holds a 100% working interest in 

this permit and has received expressions of interest from other companies active in the 

Mediterranean Basin.  

In June 2009, the Corporation  acquired  233 km of 2D marine seismic data across and around the 

permit. Petroleum Geo-Services (PGS), a Norwegian geophysical company completed a non-

exclusive state-of the-art 900 kilometres survey using new dual sensor “GeoStreamer” technology 

on behalf of CYGAM and other industry partners. CYGAM acquired the new data in order to 

better evaluate a large structure, named Aretusa, which has already been mapped with existing 

older–vintage seismic data. Interpretation of this new data also demonstrates the existence of a 70 

km
2  

structure and a potential correlation with the Mila field, located some 45 kilometres to the 

north-west where the discovery well production tested the upper Triassic Mila member of the 

Noto formation at 3,000 barrels of 35° API oil per day. Several large oil fields have been 

discovered in Triassic and Jurassic carbonates onshore and offshore Sicily since 1954. The Noto 

and Gela formations (formerly known as Taormina formation), in particular, are excellent 

reservoirs and have produced in excess of 160 million barrels of oil in each of two fields onshore 

Sicily.  

 

The Aretusa # 1 well was drilled on this permit in 1985 but did not reach porous dolomites of the 

Noto/Gela formation which we expect to be the main reservoir and hydrocarbon target in the 

structure. Aretusa # 1 flowed 1,400 bopd of 36° API oil and 11.5 MMcf/d on a six hour test from 

fractured tight limestones of the Jurassic Villagonia formation, several hundred metres above the 

Noto/Gela formation. The test of oil and gas is an indication that hydrocarbons were generated in 

the Jurassic and Triassic systems within or in close proximity to the Aretusa block.  

The Corporation completed a comprehensive geological/geophysical study  of the petroleum 

potential onshore and offshore Sicily in 2010 and intends to acquire a 3D seismic survey of 

approximately 100 square kilometers to further investigate the Aretusa structure and establish the 

exact drilling location for an exploratory well. Management believes that the large Aretusa 

structure could hold significant hydrocarbon reserves and is looking forward to advance 
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discussions with potential partners to have a well drilled on the permit. All the Aretusa structure 

is outside the 5 mile boundary from the Italian coastline  but its northern extension is within 12 

miles from the boundary of protected areas. The permit was also impacted by DL128 as a portion 

of the permit is within a twelve-mile perimeter of an environmentally protected area. The 

Company made an application on November 15, 2010, calling for the extension of the 

C.R148.VG Permit from August 26, 2010 until August 26, 2011. 

Civitaquana Permit 

The Civitaquana Permit, located onshore central Italy, west of the B.R268.RG block, covers an 

area of 615.45 square kilometres (152,076 acres) and received final ministerial approval in July, 

2007, for an initial period of six years. As part of the initial commitment, CYGAM intends to 

purchase approximately 100 kilometres of seismic data. 

Three primary targets are believed to exist on the Civitaquana block: a Miocene calcarenite at a 

depth of approximately 1,500 metres, the Cretaceous Maiolica Formation and the Jurassic 

carbonates of the Massiccio Formation at a depth of 4,000-4,500 metres.  An additional objective 

is represented by the Cretaceous Scaglia Formation, which can be encountered at drilling depths 

of approximately 2,500 to 3,000 metres.  Existing seismic lines suggest the possibility of large 

structures and stratigraphically controlled prospects. Geological studies on shallow Miocene 

sandstones and deeper Cretaceous-Jurassic targets continued on the permit in 2010 and shallow 

target on a seismically defined structure named “Ambrosio” was selected for potential drilling. 

However, due to the intense earthquake which struck the Abruzzi region in April 2009, regional 

authorities have temporarily banned all seismic and drilling operations in the region. CYGAM 

has submitted an application to the Ministry of Economic Development to “freeze” the permit and 

therefore extend the permit. 

CYGAM has a 60% working interest plus a 5% free carried interest in all exploration costs in the 

Civitaquana Permit. A Joint Venture Agreement has been signed with Petroceltic International 

whereby Petroceltic will pay 40% of seismic acquisition and well costs to earn a 35% working 

interest.  

Posta Nuova Permit 

CYGAM has a 100% working interest in the Posta Nuova Permit located onshore, in the Puglia 

region of southern Italy, along a trend where some major onshore gas fields (Candela-Palino, 

Monte Stillo, San Salvo-Cupello, etc.) were discovered.  The parcel is 154.41 square kilometres 

in size (38,154 acres) and is criss-crossed by several gas transmission pipelines.  

In 2010, CYGAM assessed the exploration potential of Pliocene sandstones in the central and 

western portions of the permit. Additional seismic data is expected to be acquired for this 

purpose. The initial six year term on the permit continues to October 3, 2012, and can be 

extended until October 3, 2015 by electing to drill a second well.  

CYGAM is planning to request a consolidation of the 38,155 acre Posta Nuova Permit with the 

adjoining 38,266 acre Masseria Montarozzo Permit which received preliminary approval in 

August, 2008 and is still waiting for the final approval by the Puglia region.  Both permits are 

owned 100% by the Corporation and the consolidation will allow geological and geophysical 

work of a wider regional scope.  
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Montalbano Permit 

CYGAM has a 42.86% working interest in the Montalbano Permit together with one other 

partner, Mediterranean Oil and Gas (newly appointed operator with 57.14% working interest). 

The permit is 165.04 km
2
 in size (40,781 acres) and is located in the Basilicata region of southern 

Italy. The block was officially awarded on September 8, 2005, for a six-year initial term. 

Requirements to hold this permit consist of purchasing and reprocessing of approximately 80 km 

of existing seismic data, acquisition of an additional 40 km of seismic lines and election to drill a 

well to a total vertical depth of 1,600 metres. 

Masseria Montarozzo Application 

Preliminary approval for an additional exploration permit called Masseria Montarozzo was 

received in August, 2008. This 154.86 square kilometres (38,265 acres) permit is located 

immediately east of the Posta Nuova Permit and available seismic data indicates the presence of 

an Oligocene-Miocene structure. Final award for this 100% working interest permit is now 

expected in 2010 after ministerial and provincial review of all the necessary environmental 

reports. Commitment on the permit include reprocessing and interpretation of 50 km of existing 

seismic data which may be followed by an election to drill a 1,400 m exploratory well. Gas 

transmission infrastructure is in place in close proximity to the permit. As mentioned in the Posta 

Nuova Permit description, CYGAM is planning to request a consolidation of the Masseria 

Montarozzo Permit with the adjoining Posta Nuova acreage. 

Colle della Guardia Application 

In May 2011, the Corporation received preliminary approval for an exploration permit called 

Colle della Guardia. This 81.18 km
2
 (20,060 acres) permit is located south-east of the Civitaquana 

Permit, in the Molise region, adjacent to the coastline. Final award for this 50% working interest 

permit is expected in late 2011 after ministerial and provincial review of all the necessary 

environmental reports. Commitments on the permit include re-processing and interpretation of 50 

km of existing seismic data which may be followed by an election to drill a 1,500 meter 

exploratory well. Gas transmission infrastructure is in place in close proximity to the permit. 

 

 

Tunisian Operations 

Exploration in Tunisia can be considered to be at a very early stage as only approximately 1,100 

wells (500 exploratory) were drilled from 1932 to 2010. Large permits of over 1 million acres 

may have just a few wells drilled to test potential reservoirs. For this reason, CYGAM is 

confident that the potential to discover significant fields exists in the country and that its existing 

exploratory permits in Tunisia have excellent potential for the future growth of the Corporation. 

The country produces approximately 140,000 boepd, comprised of 95,000 barrels of oil per day 

and 212 million cubic feet of natural gas per day. Proven remaining recoverable reserves amount 

to approximately 840 million boe, of which 51% (or 425 million barrels) is represented by crude 

oil and 49% is represented by natural gas. Tunisia offers a politically stable environment and an 



9 

 

attractive investment climate for petroleum exploration.  Exploration permits are obtained 

through an application process which usually involves a multi year program of seismic and 

drilling commitments, but does not require payment of signature bonuses or competitive bidding 

processes. It is worth noting that in the last three years several new exploration permits have been 

issued and that the remaining open acreage is minimal. This provides an advantage for CYGAM 

in attracting joint venture partners given the large inventory of land currently controlled by the 

Corporation. 

Royalties and taxes in Tunisia are also more attractive than in neighbouring countries. Royalties 

range from 2% to 15% based on profitability. In case of commercial discoveries, the Tunisian 

National Oil Company (ETAP) has the right to participate in the development of oil and gas fields 

by paying its share of exploratory and development costs and then receiving a negotiated share of 

production. ETAP typically negotiates a 50% to 55% production share in most agreements.   

The Corporation, after the relinquishment of the Jorf Permit, currently holds 2,654,806 gross 

acres and  1,442,934 net acres in Tunisia. 

In mid January, a short period of civil disobedience of increasing intensity led to the resignation 

of the President of Tunisia in favour of an interim government that intends to lead the country 

until elections can be held on July 24, 2011.  The security situation improved quickly to near 

normal with an end to the overnight curfew and with schools and businesses being open, 

including CYGAM's Tunis office. Minor localized demonstrations caused short term disruptions 

but drilling and production operations at Sud Remada location did not suffered any interruption 

despite the fact that the TT structure is in very close proximity to the Libyan frontier and the 

Dehibat border crossing that has been the subject of military activity in Libya over the past 

several weeks.  Trucking of production from Sud Remada and sales from the La Skira terminal 

have not been interrupted and are expected to continue once new wells are brought onto 

production.  The interim government of Tunisia stated its intent to honour all lawful contracts in 

place prior to the change in government and has been largely successful, with the support of the 

major labour groups, in having people return to work to help restart the economy. 

Sud Remada Permit 

The Sud Remada Permit, operated by Storm Ventures International Inc. (“Storm”), is located in 

southern Tunisia, near the Libyan border and encompasses an area of  4,748 square kilometres 

(1,173,215 acres). CYGAM has a 14% working interest in the entire permit (or 164,250 net 

acres). 

 

Following the geophysical evaluation of two large Ordovician structures in the northern half of 

the permit, the TT2 exploratory well was drilled in March-April, 2008, to a depth of 1500 metres 

on one of the structures which covers an area of 67 square kilometres. The well tested both light 

oil and natural gas from a gross hydrocarbon column of approximately 57 meters in the 

Ordovician and also had strong indications of hydrocarbons while drilling through the overlaying 

Silurian Tannezuft section. After obtaining the necessary production authorizations, facilities 

were set up in late March, 2009,  and the well commenced production on natural flow, without 

artificial stimulation or pumping equipment. The TT2 well now produced in excess of 110,000 

barrels of very light oil (43° to 44° API) from the Ordovician Bir Ben Tartar formation at a depth 

of 1,422 meters. Due to the absence of nearby pipelines, the oil has been trucked to the La Skhira 

oil terminal on the coast of Tunisia.  
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A 3D seismic survey was acquired on the TT structure in late 2009 in order to select the location 

of additional exploratory wells. In December 2010, a second exploratory well (TT3) was cased to 

total depth (1,555 meters) and suspended awaiting completion and fracture stimulation in early 

2011. TT3 was drilled approximately 2.8 km to the northeast of the TT2 discovery well. Several 

cores were cut in the Ordovician Bir Ben Tartar formation as well as in the Silurian Tannezuft 

“hot shales” which will be assessed for their unconventional reservoir qualities. Drilling of the 

TT3 well fulfilled all the exploration requirements on the permit. Data from this well was 

included in the Plan of Development for the TT production concession submitted to the Tunisian 

authorities in early 2011. Approval for the 352 km
2
 production concession around the TT 

structure was received in April, 2011. 

In January 2011, the operator of the Sud Remada Permit, Storm Tunisia submitted a Plan of 

Development for the TT structure to the Tunisian authorities and became actively engaged with 

ETAP to obtain the granting of a Production Concession by the Direction Générale de l’Energie 

(“DGE”). Approval for the 352 km
2
 Production Concession around the TT structure was received 

in April 2011. 

 

Drilling of the TT4 appraisal well on the Sud Remada Permit commenced in January 2011 and 

was completed by mid February. Production casing was set to total depth of 1,745 metres. The 

TT4 well, located approximately 6 km south-east of the TT2 discovery well and approximately 

7.6 km south-east of the recently cased TT3 well, evaluated the main Bin Ben Tartar Ordovician 

Formation, the Triassic Tagi, the Silurian Acacus and Tannezuft Formations, the Ordovician 

Jaffara and a new deeper prospective target in the Cambrian which was not reached by the TT2 or 

the TT3 wells. An extensive logging and wireline testing program undertaken over the 

Ordovician section confirmed that two zones interpreted as hydrocarbon-bearing in the TT2 

discovery well extend over a significant portion of the large TT structure. Drilling at the TT4 

location commenced shortly after civil disobedience of increasing intensity around the middle of 

January led to the resignation of the President of Tunisia in favour of an interim government that 

intends to lead the country until elections can be held later this year. Drilling of the TT4 well and 

production operations at the TT2 location did not incur any interruption during this period. The 

security situation improved quickly to “near normal” with an end to an overnight curfew and with 

schools and businesses being open, including CYGAM’s Tunis office. Minor localized 

demonstrations caused only short term disruptions. The interim government of Tunisia stated its 

intent to honour all lawful contracts in place prior to the change in government and was largely 

successful, with the support of the major labour groups, in having people return to work to help 

re-start the economy. 

 

In April, upon arrival of equipment and specialized crews, multiple fracture stimulations 

commenced in the TT4, TT3 and TT2 wells with the main targets being the Bir Ben Tartar and 

Jeffara Ordovician Formations. Fracture stimulation of the Silurian Tannezuft Formation (an 

unconventional shale reservoir) was also planned. A program to drill five additional development 

wells was also finalized. In addition to the 67 km
2
 TT structure, six other structures, including the 

74 km
2
 El Bell anomaly located approximately 17 km north-east of the TT2 discovery well, and 

several leads were identified on the 1.2 million acre Sud Remada block. CYGAM will participate 

for its 14% direct working interest in all the appraisal, development and exploratory operations on 

the Sud Remada Permit. 

 

In May 2011, CYGAM announced the following completion results on three Sud Remada wells: 

 

TT2 well:  The producing Upper Bir Ben Tartar zone, which has produced over 110,000 bbls to 

date from the discovery well under natural flow, was re-completed in a single stimulation within 
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the Lower Jeffara with a fracture stimulation (100,000 lbs). After a 228-hour flow period, during 

which a water volume close to 90% of the load water used was recovered, the final 24-hour rate 

was 266 bbls of fluid per day with a 19% water cut. The gas rate averaged 273 Mcf/d for a total 

hydrocarbon production of 265 boe/d. 

 

TT3 well:  Four separate fracture stimulations were successfully performed on the Lower Bir Ben 

Tartar (60,000 lbs), Lower Jeffara (108,000 lbs), Upper Jeffara (68,000 lbs) and the Tannezuft 

shale (114,000 lbs). The Lower Bir Ben Tartar was completed below the pool oil water contact 

and confirmed wet. After a 70-hour flow period, during which a water volume equal to 

approximately 25% of the load water used was recovered, the final 10-hour rate was 1,452 bbls of 

fluid per day with a 41% water cut. The gas rate averaged 1,030 Mcf/d for total hydrocarbon 

production of 1,020 boe/d. 

 

TT4 well:  A single fracture treatment (125,000 lbs) was performed on perforations in the Upper 

Bir Ben Tartar and Lower Jeffara intervals combined. The Upper Jeffara is not developed at this 

location. After a 191-hour flow period, during which a water volume equal to approximately 75% 

of the load water used was recovered, the final 24-hour rate was 95 bbls of fluid per day with a 

40% water cut. The gas rate averaged 1,373 Mcf/d for total hydrocarbon production of 285 boe/d. 
 

A program to drill three additional development wells is currently being finalized. In addition to 

the 67 km
2
 TT structure, six other structures, including the 74 km

2
 El Bell anomaly located 

approximately 17 km north-east of the TT2 discovery well, and several leads have been identified 

on the 1.2 million acre Sud Remada Permit. CYGAM will participate for its 14% direct working 

interest in all the appraisal, development and exploratory operations on the Sud Remada Permit. 

The southern half of the Sud Remada Permit is also believed to have potential in the Silurian 

Acacus formation. Preliminary seismic interpretation indicates the presence of structures of 

similar shape and size as producing Silurian fields in southern Tunisia (Oued Zar, Hammamouda, 

Hammamouda Nord, Larich and Adam) and neighbouring Libya. 

 

CYGAM engaged DeGolyer and MacNaughton Canada Limited  to prepare an independent 

assessment of reserves and an independent assessment of contingent oil and gas resources for the 

“TT” structure. The results of this assessment are summarized in the Management’s Discussion 

and Analysis section and in the corporation’s Annual Information Form.  

 

Bazma Permit 

 

The Bazma Permit, located onshore south-central Tunisia, is the western extension of the Jorf 

Permit and encompasses an area of 1,616 square kilometres (399,308 acres). The permit was 

officially granted on July 28, 2006, for an initial four year period. CYGAM currently has a 100% 

interest which will be reduced to a 79% working interest (inclusive of 12.7% free carried interest) 

once existing joint venture partners earn an interest in the permit by fulfilling a drilling 

obligation. 

  

In January 2010, CYGAM completed the acquisition of approximately 300 km of new 2D detail 

seismic data across previously recognized deep Ordovician and Triassic structures on the Bazma 

Permit in Tunisia. The seismic program was shot on behalf of and paid by the U.S. Company. 

Processing of this new seismic data and reprocessing of a very large quantity of older seismic 

data commenced in early March and was completed in September 2010. Unfortunately the U.S. 

Company announced in late October that, due to other commitments in the Unites States, it would 

not exercise its option to drill an Ordovician well on the Bazma Permit. On a positive note, 

CYGAM was given full ownership of all the seismic programs paid by the U.S. Company and 
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recently completed its own interpretation of the data. Several interesting Ordovician structures 

were identified on the permit and the larger one has been selected as the primary drilling target.  

After consultation with Tunisian authorities in late 2010 and early 2011, CYGAM received the 

approval from Tunisian authorities to extend the Bazma Permit for one year (to July 27, 2012) by 

committing to drill one deep Ordovician well at Bazma in late 2011. The Corporation is actively 

looking for additional partners at the present time. 

Sud Tozeur Permit 

The Sud Tozeur Permit was officially granted on July 5, 2007. The permit, located near the 

Algerian border and adjacent to the Sabria and El Franig fields, covers an area of 4,380 square 

kilometres (1,082,283 acres) and carries a drilling commitment over a period of four years. 

CYGAM currently holds a 100% interest in the permit which will be reduced to a 89% working 

interest (inclusive of 7.7% free carried interest) once an existing joint venture partner earns an 

interest in the permit by fulfilling a drilling obligation. The Corporation is also in advanced 

discussions with several other companies which have expressed an interest in Sud Tozeur. 

 

Over the years, geological and geophysical mapping identified several un-drilled structures on 

trend with Algerian fields and near the El Franig and Sabria production concessions. CYGAM 

has recently completed a regional study to define trapping mechanisms for prospective 

conventional and unconventional reservoirs in this very large permit  where only one exploratory 

well has been drilled to date. A very interesting structure was identified immediately north of the 

El Franig field and, on the strength of this data, the Corporation requested and obtained a two 

year extension (to May 12, 2013) for the Sud Tozeur Permit by committing to acquire a 200 km
2
 

3D seismic survey in Q3, 2011, and by committing to drill a 4,500 meter Ordovician exploratory 

test on the permit. The 3D seismic survey will be conducted immediately north of the El Franig 

producing field where one Ordovician well increased its productivity to over 5,000 boepd after 

successful artificial fracturing operations. It is expected that the 3D seismic survey will enhance 

the interpretation of a 27 km
2
 structure already identified by CYGAM north-east of the El Franig 

field on the basis of proprietary 2D seismic data. 

 

Jorf Permit (surrendered) 

After a significant amount of work was done on this permit since it was placed into CYGAM in 

late 2005 and, after a comprehensive source rock and reservoir study was completed in 2010, the 

exploratory potential of Jorf was deemed to be too risky. Therefore, several discussions were 

initiated with the Tunisian authorities in late 2010 and in early 2011 to reach a positive agreement 

that would rescind the pending obligation to drill one well on the permit prior to August 5, 2011.  

 

On February 18, 2011, CYGAM received the approval from Tunisian authorities to drop the 

drilling obligation and abandon the permit in exchange for a commitment to acquire a 200 km
2
 

3D seismic survey in Q3, 2011 in the Sud Tozeur Permit. Management felt that the possibility of 

making a discovery at Sud Tozeur is much higher than at Bazma. The Jorf Permit has now been 

surrendered.  
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Canadian Operations 

CYGAM’s net average daily production from Canadian operations, expressed in barrels of oil 

equivalent per day (boe/d), remained virtually the same in 2010 at 34.6 boe/d and consisted of 

77% natural gas and 23% oil and natural gas liquids. The daily production, expressed in boe/d, is 

based on the industry standard conversion factor of 6 mcf equalling one barrel of oil.  

An evaluation of the remaining recoverable reserves and the net present value attributable to five  

unitized properties and to the properties operated by Signalta Resources Limited was completed 

by DeGolyer and MacNaughton Canada Limited (“D&M”) at December 31, 2010. The results of 

the evaluation are reported in the Corporation’s National Instrument 51-101 Form. 
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MANAGEMENT’S DISCUSSION AND ANALYSIS  

YEAR ENDED DECEMBER 31, 2010 
 

This Management’s Discussion and Analysis (MD&A) is a review of operations, current financial 

position and outlook for CYGAM Energy Inc. (CYGAM or the Company) and should be read in 

conjunction with the audited annual consolidated financial statements for the year ended December 

31, 2010. This MD&A is dated as of April 26, 2011. 

 

The audited consolidated financial statements have been prepared by management and approved by 

CYGAM’s Board of Directors on the recommendation of the Audit Committee. These statements are 

based on certain estimates and assumptions and involve risks and uncertainties. Actual results may 

differ materially. The consolidated financial statements have been prepared in accordance with 

Canadian Generally Accepted Accounting Principles (“GAAP”) and on the basis of accounting 

principles applicable to a going concern, which assumes that the Company will be able to continue to 

finance its operations for the foreseeable future and will be able to realize its assets and discharge its 

liabilities in the normal course of business. Refer to the Critical Accounting Estimates section and to 

the Business Risks section of this MD&A for additional information related to identified risks, 

estimates and uncertainties. 

 

All financial information is reported in Canadian dollars and is in accordance with Canadian generally 

accepted accounting principles (GAAP) unless otherwise noted. Natural gas has been converted into 

barrels of oil equivalent (boe) at 6:1. The abbreviation boe, boe per day and mboe disclosed in this 

MD&A may be misleading, particularly if used in isolation. A boe conversion ratio of 6 mcf: 1 boe is 

based on an energy equivalency conversion method primarily applicable at the burner tip and does not 

represent a value equivalency at the wellhead. 

 

 

Cautionary Statement regarding Forward-Looking Information 
 

Certain statements contained in this MD&A including statements which contain words such as 

“anticipate”, “could”, “should”, “expect”, “seek”, “may”, “intend”, “likely”, “will”, “believe” and 

similar expressions, statements relating to matters that are not historical facts, and statements of our 

beliefs, intentions and expectations about development, results and events which will or may occur in 

the future, constitute “forward-looking information” within the meaning of applicable Canadian 

securities legislation and are based on certain assumptions and analysis made by us derived from our 

experience and perceptions. Forward-looking information in this MD&A includes, but is not limited 

to: statements relating to “reserves” and “resources” as they involve the implied assessment, based on 

certain estimates and assumptions that the resources and reserves described can be profitably produced 

in the future; expected cash provided by continuing operations; future capital expenditures, including 

the amount and nature thereof; oil and natural gas prices and demand; expansion and other 

development trends of the oil and natural gas industry; business strategy and outlook; expansion and 

growth of our business and operations; the maintenance of existing government, supplier and partner 

relationships; supply channels; accounting policies; balance sheet financial instruments; credit risks; 

and other such matters. 

 

All such forward-looking information is based on certain assumptions and analyses made by us in 

light of our experience and perception of historical trends, current conditions and expected future 

developments, as well as other factors we believe are appropriate in the circumstances. The risks, 

uncertainties, and assumptions are difficult to predict and may affect operations, including, without 

limitation: the risks associated with foreign operations; foreign exchange fluctuations; commodity 

prices; equipment and labour shortages and inflationary costs; general economic conditions; industry 
conditions; changes in applicable environmental, taxation and other laws and regulations as well as 

how such laws and regulations are interpreted and enforced; the ability of oil and natural gas 
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companies to raise capital; the effect of weather conditions on operations and facilities; the existence 

of operating risks; volatility of oil and natural gas prices; oil and natural gas product supply and 

demand; risks inherent in the ability to generate sufficient cash flow from operations to meet current 

and future obligations; increased competition; stock market volatility; opportunities available to or 

pursued by us and other factors, many of which are beyond our control. The foregoing factors are not 

exhaustive and are further discussed herein under the heading “Business Risks and Uncertainties”. 

 

Actual results, performance or achievements could differ materially from those expressed in, or 

implied by, this forward-looking information and, accordingly, no assurance can be given that any of 

the events anticipated by the forward-looking information will transpire or occur, or if any of them do 

so, what benefits will be derived therefrom. Except as required by law, CYGAM Energy Inc. 

disclaims any intention or obligation to update or revise any forward-looking information, whether as 

a result of new information, future events or otherwise. 

 

The forward-looking information contained herein is expressly qualified by this cautionary statement. 

 

 

EXPLORATION ACTIVITIES 

 

The Company conducted the following exploration activities during the year ended December 31, 

2010 in Canada, Italy and Tunisia as described below:  

 

Expenditures on PP&E - 2010      Canada         Italy     Tunisia     Total  

Acquisition and development 4,578 - - 4,578 

Seismic and evaluation - 247,092 - 247,092 

Exploration drilling - - 1,151,462 1,151,462 

Other - 100,687 16,760 117,447 

Total 4,578 347,779 1,168,222 1,520,579 

 

Expenditures on PP&E - 2009      Canada         Italy     Tunisia     Total  

Acquisition and development 45,184 - - 45,184 

Seismic and evaluation - 353,191 193,933 547,124 

Exploration drilling - - 959,283 959,283 

Other - 1,537 1,689 3,226 

Total 45,184 354,728 1,154,905 1,554,817 

 

Activities in Italy 

 

As previously reported, in late 2009, CYGAM’s wholly owned subsidiary, Vega Oil S.p.A. (“Vega”), 

had signed a Farmout Agreement with Petroceltic International plc. (“Petroceltic”) for the B.R268.RG 

permit. Under the terms of the Agreement, Petroceltic had agreed to pay one hundred percent (100%) 

of well costs for the proposed Elsa-2 well to earn a seventy percent (70%) participating interest in the 

permit upon spudding of the well on or before October 31, 2010.  

 

The well was scheduled to be drilled to a total depth of 4700 metres using a jack-up rig, at a location 

approximately 7 km from the coast line in water depth of approximately 33 metres.  The well was 

expected to cost approximately US$40 million and Petroceltic had already taken all the necessary 

steps to look for equipment and supplies. However, after the April 2010 Macondo well blow-out in the 

Gulf of Mexico, on June 30, 2010, the Italian Minister of Environment, Stefania Prestigiacomo, 

announced at a conference in Rome that a proposed decree to amend the Italian Environmental Code 

had been adopted by the Council of Ministers. The Legislative Decree of June 29, 2010 no. 128 
(ratified by the Cabinet on June 24, 2010), became effective on August 11, 2010. The decree, in its 

present format, would prohibit any research, exploration and production of liquid hydrocarbons in 
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Italian seas within 5 nautical miles from the base lines of the territorial waters along the entire national 

coast and would prohibit any research, exploration and production of oil and gas within 12 nautical 

miles around the perimeter of protected Marine Parks and marine protected areas. On July 15, 2010, 

Petroceltic and Vega, in order to protect their interest in the permit, lodged an application with the 

Ministry of Economic Development to suspend the timing of the delivery of the Company’s drilling 

commitments on the B.R268.RG Permit. The decree was ratified by Government in late summer but 

has subsequently been challenged by all the companies operating offshore, by Assomineraria (the 

Italian association of petroleum producers) and others.  

 

Given the continued legislative uncertainty in Italy, despite the fact that the European Community has 

now lifted the offshore drilling bans, Petroceltic and Vega have requested and received approval from 

the Ministry of Economic Development to “freeze “ the B.R268.RG Permit.  

 

DeGolier and MacNaughton Canada Limited (“D&M”), a worldwide petroleum and engineering 

consulting firm, had determined that a best estimate of the gross pool contingent recoverable oil and 

gas resource attributable to the 13.65 km
2 

Elsa structure is 104.23 million barrels of oil (mmbo) and 

31.49 Bcf of gas (40.29 mmbo plus 4.26 Bcf for the low case and 166.66 mmbo plus 89.42 Bcf for the 

high case). The Petroleum Initial in Place (PIIP), expressed as oil, on the Elsa structure was estimated 

by D&M at 521 mmbo for the best case scenario (403 mmbo for the low case and 556 mmbo for the 

high case). The D&M resource estimates were prepared in accordance with the requirements of the 

Canadian National Instrument 51-101 Standards of Disclosure for Oil and Gas Activities (“NI 51-

101”). Additional large structures, with closure, defined by seismic data on the permit were not 

evaluated by D&M.  Estimates of current CYGAM’s working interest (60%) contingent recoverable 

oil and gas resources quantities had been assessed by D&M at 62.5 million barrels of oil and 18.9 Bcf 

of gas for the best case scenario (24.2 million barrels of oil and 2.6 Bcf of gas for the low case and 100 

million barrels of oil and 53.6 Bcf of gas for the high case). Upon drilling of the Elsa 2 well at no cost 

to CYGAM, the Corporation’s share of contingent recoverable resources would be reduced by 50%. 

 

The current interpretation of the decree to prohibit drilling in Italian waters indicates that the Aretusa 

structure and other targets identified on the C.R148.VG Permit offshore Sicily lie beyond the 5 

nautical miles limits mentioned in the decree but that a portion of the structure lie within 12 nautical 

miles from the perimeter of some protected areas. The Corporation’s comprehensive regional 

geological/geophysical assessment of the entire southern Sicily onshore/offshore area is nearing 

completion. On the basis of this study, CYGAM will then commission an independent resource report 

on the C.R148.VG permit in compliance with the requirements of the Canadian National Instrument 

51-101 Standards of Disclosure for Oil and Gas Activities.  

 

Geological studies on Miocene to Triassic targets continued on the Civitaquana Permit. A shallow 

target on a seismically defined structure was selected for potential drilling. However, due to an intense 

earthquake which struck the Abruzzi region in April 2009, regional authorities have temporarily 

banned all seismic and drilling operations in the region. CYGAM has taken steps to freeze the permit 

until drilling bans are resolved. 

 

At Montalbano, Vega increased its working interest to 42.85% and confirmed the presence of a 

drillable gas prospect. Mediterranean Oil and Gas, the new operator on the permit, indicated that it 

would propose a well pending receipt of necessary government approvals. 

 

CYGAM’s new 38,266 acre exploration permit, Masseria Montarozzo, located immediately east of the 

Posta Nuova Permit, which had received preliminary approval in August, 2008, is still waiting for the 

final ministerial approval and therefore no additional work was conducted on it.  
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Activities in Tunisia 
 

In March 2010, DeGolier and MacNaughton Canada Limited (“D&M”) delivered an independent 

assessment of reserves and an independent assessment of contingent oil and gas resources for the 

“TT” structure on the Sud Remada Permit which is located onshore Tunisia and encompasses an area 

of 1,173,215 acres (4,748 km
2
).  

 

The D&M report, dated as of December 31, 2009, determined that the total gross Petroleum Initial in 

Place (PIIP), expressed as oil, attributable to the central portion of the “TT’ structure around the TT2 

discovery well (approximately 24 drilling spacing units) is 105.7 million barrels of oil. Total 

recoverable proved plus probable plus possible reserves before production attributed to the same 

central portion of the “TT” structure were assessed at 15.80 million barrels. CYGAM’s 14% working 

interest in proved plus probable plus possible reserves attributable to the central portion of the “TT’ 

structure around the TT2 discovery well were evaluated at 2.08 million barrels of oil and 1.1 Bcf of 

natural gas, having a net present value before royalties and production sharing amounts discounted at 

10% of $74.6 million and $25.9 million after royalties and production sharing amounts.  

 

In addition, D&M also provided a separate report for the gross contingent resources of crude oil and 

natural gas in place from the balance of the 67 km
2
 “TT” structure. The Petroleum Initial in Place 

(PIIP), expressed as oil, for the balance of the “TT” structure was estimated at approximately 216 

mmbo for the best case scenario (150 mmbo for the low case and 341 mmbo for the high case). D&M 

also estimated the Original gas cap Gas in Place (OGIP) plus the Total Solution Gas at 465,114 MMcf 

for the best case scenario (280,919 MMcf for the low case and 713,928 MMcf for the high case). 

Estimates of CYGAM’s working interest (14%) recoverable contingent oil and gas resources 

quantities are 3.8 mmbo of oil and 18.40 Bcf of gas for the best case scenario (2.1 mmbo of oil and 

9.15 Bcf of gas for the low case and 7.16 mmbo of oil and 38.20 Bcf of gas for the high case).  

 

A recent D&M report, dated as of December 31, 2010 and based on the drilling of the TT3 well, in 

which production casing was set in December 2010, has increased CYGAM’s 14% working interest in 

proved plus probable plus possible reserves attributable to the central portion of the “TT’ structure 

around the TT2 and TT3 wells to 3.13 million barrels of oil, having a net present value before 

royalties and production sharing amounts discounted at 10% of $81.5 million. 

 

Drilling of the second well at Sud Remada (TT3 appraisal well) commenced on November 18, 2010. 

The well was cased to total depth (1,555 meters) and temporarily suspended in December with the 

expectation that completion would occur in 2011. The primary targets (Ordovician Jeffara and Bir Ben 

Tartar reservoirs) that were originally encountered and proven productive in the TT2 discovery well 

located approximately 2.8 km to the northeast were also encountered at the TT3 location. Several 

cores were cut in the Ordovician Bir Ben Tartar formation as well as in the Silurian Tannezuft “hot 

shales” which will be assessed for their unconventional reservoir qualities. An extensive logging and 

wireline testing program using a modular dynamic tester (MDT) tool was undertaken over both the 

Ordovician and Silurian formations. A recent study of the Silurian unconventional potential in 

southern Tunisia concluded that the Tannezuft “hot shales” exhibit good to very good petroleum 

potential with type II kerogen and that the area around the TT structure is in the oil window. 

Completion operations, inclusive of fracture stimulation of the Bir Ben Tartar formation commenced 

in April 2011 after mobilisation of a specialized crew from Algeria.   

 

The drilling of the TT3 well fulfilled all the exploration requirements on the permit. Data from this 

well was included in the Plan of Development to accompany the request for the TT production 

concession submitted to the Tunisian authorities in early January 2011.   
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An additional six structures, including the 74 km
2
 El Bell structure located approximately 17 km 

north-east of the TT2 discovery well, and several leads have been identified on the 1.2 million acre 

Sud Remada block.  

 

At Bazma, in late 2009, CYGAM had signed an Option and Farm-in Agreement with a large U.S. 

independent oil and natural gas company (“U.S. Company”). Under the terms of the Agreement, the 

U.S. Company had agreed to reimburse CYGAM for a portion of past costs, reprocess a large amount 

of existing 2D seismic data and acquire a substantial amount of new 2D seismic data on the Permit at 

no cost to CYGAM. Acquisition and processing of approximately 300 km of new 2D seismic data was 

carried out by CYGAM, on behalf of the U.S. Company, in early 2010. All the seismic data was 

acquired, processed, interpreted and delivered to CYGAM by the U.S. Company in late 2010. 

CYGAM and the Tunisian State Company (“ETAP”) were notified in October that the U.S. Company 

had decided not to exercise its option to drill a well to test conventional and unconventional targets.  

CYGAM further assessed these structures in view of planned drilling operations and has applied for a 

permit extension in order to fulfill its obligations. 

 

At Jorf, CYGAM and its partners completed a geochemical analysis on selected samples from existing 

wells to determine hydrocarbon maturation and migration. The geochemical analysis was incorporated 

into the geological and geophysical interpretation utilizing new data and new techniques. This study 

indicated that the probability of hydrocarbon generation, migration and entrapment in the Permian 

reefs is unfortunately lower than previously assessed and therefore drilling of a deep test would be 

quite risky. CYGAM presented this interpretation to ETAP during a technical workshop held on 

October 26 and requested that the drilling obligation at Jorf be exchanged for a 3D seismic survey at 

Sud Tozeur where a large drillable structure has been identified, immediately to the north of the 

producing El Franig field. Following the abandonment of the Jorf permit, the Company recognised an 

impairment charge of $6,315,804 at December 31, 2010 as the amount by which the carrying value 

exceeded the estimated fair value.  

 

At Sud Tozeur, further detailing of 2D seismic data in the eastern portion of the permit confirmed the 

presence of one structure with conventional and unconventional Silurian and Ordovician potential 

immediately north of the El Franig field plus several other leads. CYGAM submitted an application to 

ETAP to transform the drilling obligation on the Jorf permit into a 3D seismic commitment at Sud 

Tozeur. This application proposes a new 3D seismic survey which would cover an area of 

approximately 200 km
2
,
 
located northeast of the El Franig oil field, and would commence in 2011. The 

Corporation believes that this new seismic survey is essential to define the exact location to drill a 

potential deep well which would test Triassic, Silurian and Ordovician targets. The Sud Tozeur 

permit, located in west-central Tunisia near the Algerian border, covers an area of 4,380 square 

kilometres (1,082,283 acres). CYGAM currently holds a 100% interest in the permit which will be 

reduced to a 89% working interest (inclusive of 7.7% free carried interest) once an existing joint 

venture partner earns an interest in the permit by fulfilling a drilling obligation.  

 

 

Canadian activities and production 

 
Routine work-over operations were conducted on selected wells, especially in the Harmattan area and 

Cynthia was shut for most of 2010. Production from Canadian wells was slightly lower than 2009, at 

an average of 34.6 barrels of oil equivalent per day (“boed”) compared to 35.6 boed in 2009. 
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FINANCIAL PERFORMANCE 

Selected Financial Information 

Twelve months ended December 31 

 2010  2009  2008

          $   $  

 

Oil and gas revenue, net of royalties 682,413  574,497  707,757 

Other revenue         104,928          231,843     415,820 

Total net revenue 787,341  806,340   1,123,577 

 

Operating costs 359,063  377,375  235,550  

Depletion, amortization and accretion 351,425  419,747       245,331 

Impairment on assets 6,315,804  225,000  5,458,346 

General & administration 1,360,140  1,394,816  1,618,316 

Interest 3,817  10,113  6,729 

Stock-based compensation expense 451,063        68,932  585,227 

Loss (gain) on foreign exchange        (33,084)          (33,211)            (362) 

     8,808,228       2,462,772       8,149,137 

Loss before items noted below 8,020,887  1,656,432  7,025,560 

Realized loss on sale of marketable securities 569,386  1,477,223  348,972 

Unrealized loss (gain) on marketable sec.   (824,037)      (2,006,394)          893,133              

Net loss 7,766,236  1,127,261  8,267,665 

Income tax expense (recovery)                   -                     -   - 

Net loss after tax    7,766,236      1,127,261      8,267,665

    

 

Oil and Gas Revenue 

Oil and gas revenues net of royalty and production sharing amounts for the year ended December 31, 

2010 of $ 682,413 (2009 -$574,497) represents revenue from the Canadian and Tunisian operations: 

 

2010 2009 

 Canada Tunisia Total Canada Tunisia Total 

Gross revenue (note 1) $ 414,931  $ 485,607 $ 900,538 $ 384,077 $ 565,183 $ 949,260 

Royalties and production 

sharing amounts 

36,627 181,498 218,125 163,531 211,232 347,763 

Net revenue 378,304 304,109 682,413 220,546 353,951 574,497 

       

Operating costs 159,503 199,560 359,063 228,851 148,524 377,375 

DD&A 201,421 98,922 300,343 242,264 112,513 354,777 

       

Production (boed) 34.6 15.6 50.2 35.60 27.70 63.30 

       

Per BOE:       

Gross revenue $ 32.86 $ 85.28 $ 49.14 $ 29.55 71.50 $ 48.61 

Operating costs $ 12.63 $ 35.05 $ 19.59 $ 17.61 18.79 $ 18.14 

       
Note 1 – gross revenue for Tunisia is not an amount reported by the Operator but is calculated by the Company from 

the net revenue and the amount of total oil allocated for royalties and production sharing amounts as reported by the 

Operator. 

 

In Canada, the production for the year was 34.6 boed (2009 – 35.6), comprising approximately 75% 

natural gas and 25% oil and NGLs, at an average price of $32.86 per boe (2009 - $29.56). The 

increase in revenue was largely due to slightly higher average price of oil received by the Company. 

The average price of natural gas for the year remained unchanged. For example, the price of natural 
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gas for the production from CYGAM’s interest at Signalta dropped to $3.98 per mcf in 2010 from 

$3.99 in 2009. Crude oil prices increased to an average of $71.28 per bbl from $57.09 per bbl. for the 

Canadian production. Average production also decreased slightly due to shut-in of some production at 

Cynthia and natural decline in production from Signalta and South Edson.  

 

Crown and production royalties (net of ARTC) of $ 36,627 (2009 - $163,531) were significantly lower 

than the previous year due to an amendment filed in 2009 by the operator of the South Edson property 

correcting an error in their calculation of volumes for royalty purposes resulting in a payment by 

CYGAM of $103,726 in the second quarter of 2009. Operating expenses were lower at $12.63 (2008 – 

17.61) per boe.  

 

In Tunisia, the TT2 well at Sud Remada commenced production on March 22, 2009. A total of 40,655 

(2009 - 56,469) barrels of oil (“bbls”) were produced during the year. CYGAM has a 14% interest in 

the permit and our net share was 3,564 bbls (2009 – 4951) after the Tunisian state authority’s 

(“ETAP”) allocation or approximately 15.6 bopd gross (2009 – 27.7) and 9.8 bopd net (2009 – 17.4) 

after ETAP’s share. ETAP’s share of production is based on the Production Sharing Agreement 

between ETAP and the operator and includes all royalties and production sharing amounts. Average 

production per day was lower due to natural decline from the un-stimulated well. The oil was sold at 

an average price of $85.28 per bbl (2009 - $71.50) and produced at an average cost of $35.05 per bbl 

(2009 - $18.79). Royalties and production sharing amounts paid to ETAP amounted to $31.87 per bbl 

(2009 - $27.62). Operating expenses are expected to reduce over time as additional wells are drilled 

and put into production.  

 

Other Revenue 

Other revenue for the year ended December 31, 2010 includes distributions of $88,215 (2009 - 

$229,056) received from investments in marketable securities, and interest income of $16,713 (2009 - 

$2,786) on cash balances invested in short-term fixed income securities. Distributions from 

marketable securities fell as part of the investment was sold during the course of the year to fund the 

Company’s activities. 

 

Unrealized Loss on Marketable Securities 

CYGAM’s reverse takeover in October 2005 included the acquisition of units of a public entity. At the 

time of the acquisition, management had designated these units as held for trading with the intent to 

dispose of these units when funds were required for exploration activities. During the year the 

Company sold some units for net proceeds of $482,750 and realized a loss of $569,386.  

 

As at December 31, 2010 the units and the investment in the common shares and warrants of a Joint 

Venture partner are stated in the financial statements at fair value of $1,591,893 (2009 - $1,819,992) 

resulting in an unrealized gain of $824,037 (2009 – $2,006,394) during the year.  

 

Net Income 
The net loss before tax for the period was $7,766,236 (2009 – $1,127,261). The 2010 loss includes an 

allowance of $6,315,804 for the impairment of assets. In 2010, the Company recognized a valuation 

allowance following the abandonment of the Jorf permit in Tunisia (see “Activities in Tunisia” 

above). The Company performed impairment tests on the unproved properties excluded from the costs 

subject to depletion and amortization to ascertain whether impairment has occurred. The test is 

performed on a property by property basis in each country in which the Company operates by taking 

into consideration all available information including the remaining term of the property permit, the 

available geological and geophysical data, and the future exploration and drilling plans for the 

property.  

 
The impairment charge of $6,315,804 was recognized as the amount by which the carrying value 

exceeded the estimated fair value and is recorded as impairment on assets.  
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General and Administrative Expenses 
During the year, the Company generated sufficient revenue from the Canadian and Tunisian oil and 

gas assets, from the distributions from investment in marketable securities and from short term fixed 

income securities to pay for approximately 58% (2009 – 58%) of the Company’s general and 

administration expenses of $1,360,140 (2009- $1,394,816). The slight decrease in G&A expenses 

resulted largely due to the higher Canadian dollar effect on the translation of G&A expenses incurred 

in Italy and Tunisia. 

  

G&A includes $365,622 (2009 - $320,350) in consulting fees paid to directors and officers of 

CYGAM, or to companies whose shareholders are directors and officers of CYGAM. For the year 

ended December 31, 2010, the Company capitalized $356,930 (2009 - $306,348) of general and 

administrative expenses that were directly related to the acquisition and exploration of oil & gas 

properties in Tunisia and Italy. 

 

Stock-based Compensation 

Stock-based compensation represents a non-cash charge resulting from applying fair value method on 

stock options issued by the Company. Under this method, compensation costs related to this program 

are recorded in the statement of operations or capitalized over their respective vesting periods.  

 

Stock-based compensation for the year was $451,063 (2009 - $68,932) relating to stock options 

vesting during the year and the Company also capitalized $89,849 (2009 – nil) of stock based 

compensation. In July 2010, the Board of Directors granted 2,900,000 stock options to employees, 

directors, officers and consultants at an exercise price of $0.40 per share expiring on July 8, 2015.  

 

Depletion, Amortization and Accretion 

Depletion, Amortization and Accretion (“DD&A”) amounted to $351,425 (2009 - $419,747). The 

decrease is largely due to a decrease in the depletion rate in Canada as a result of an increase in the 

estimate of proved reserves, and a decrease in the provision for depletion and depreciation relating to 

the Sud Remada production in Tunisia. DD&A includes depletion and accretion expense of $300,343 

(2009 - $354,777) or $16.39 per boe (2009- $16.71) for the year related to oil and gas production from 

Canadian and Tunisian properties. The cost of unproved properties of $5,053,040 (2009 - 

$13,190,871) is excluded from the DD&A calculation and is assessed periodically to ascertain 

whether impairment has occurred. 
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SUMMARY OF QUARTERLY INFORMATION 

 

The following is a summary of selected financial information for the Company for the past eight 

quarters. 
 
2010   Q4 Q3  Q2 Q1 

Oil & gas revenue (net of royalties)  $  253,744 102,014   226,535  100,120 

Other revenue   29,429 27,526  23,876 24,097 

  283,173 129,540 250,411 124,217 

Expenses     862,113 608,964      595,086   459,344 

 

Earnings (loss) before items below   (578,940) (479,424)    (344,675) (335,127) 

Impairment on assets   (6,315,804) -  - - 

Realized gain (loss) on sale of marketable securities   - -  - (569,387) 

Unrealized gain (loss) on marketable securities   175,802 57,806  63,170 527,259 

Foreign exchange gain (loss)            (10,542) 43,626        -   - 

  

Net earnings (loss) before income taxes    (6,729,484) (377,992)     (281,505) (377,255) 

Current and future income tax recovery       - -            -           - 

Net earnings (loss) after tax        (6,729,484) (377,992)    (281,505)   (377,255) 

Net income (loss) per share          (0.07) (0.00)          (0.00)       (0.00) 

 

Production (boe/d) 62.70 42.9 47.56 55.04 

 
2009   Q4 Q3  Q2 Q1 

Oil & gas revenue (net of royalties)  $  210,182 305,159   (10,630)  69,786 

Other revenue   43,060 56,914  63,611 68,258 

  253,242 362,073 52,981 138,044 

Expenses     699,050 662,811      497,622   411,500 

 

Earnings (loss) before items below   (445,808) (300,738)    (444,641) (273,456) 

Impairment on assets   (225,000) -  - - 

Realized gain (loss) on sale of marketable securities   (974,995) (311,013)  (191,215) - 

Unrealized gain (loss) on marketable securities   1,384,189 507,829  482,769 (368,393) 

Foreign exchange gain (loss)            33,211 -        -   - 

  

Net earnings (loss) before income taxes    (222,937) (103,922)     (153,087) (641,849) 

Current and future income tax recovery       - -            -           - 

Net earnings (loss) after tax        (228,403) (103,922)    (153,087)   (641,849) 

Net income (loss) per share          (0.00) (0.00)          (0.00)       (0.01) 

 

Production (boe/d) 62.70 63.54 34.71 37.61 

 

Revenue from oil and gas sales (net of royalties) fluctuates from quarter to quarter largely due to 

fluctuations in the price of oil and natural gas received by the Company (see earlier comments on 

Revenue). In 2010, revenues also fluctuated depending on the timing of the sale of oil produced at Sud 

Remada where the oil is stored at a terminal and lifted once every four to six months upon collection 

of sufficient volumes. 

 

The production (boe per day) increase in the third quarter of 2009 was due to commencement of 

production in Tunisia at Sud Remada. Canadian production each quarter has not changed by a 

significant amount except in the second and third quarter of 2009 when some facilities were shut-in 

for maintenance. The oil and gas revenue (net of royalties) for the second quarter of 2009 is negative 

due to a payment in that quarter of $103,726 for prior year royalties following an amendment by the 

South Edson operator correcting a significant error in their calculation of volumes for royalty 

purposes. 
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LIQUIDITY AND CAPITAL RESOURCES 

 

The Company had a net working capital balance of $5,226,164, including a cash balance of 

$4,682,945 as at December 31, 2010. During the year, cash balances in excess of planned 

requirements were invested in short-term fixed income securities generating $16,713 in interest 

income for the year. Interest income in 2009 was insignificant as the Company had limited free cash 

balances and sold part of the investment in marketable securities to fund activities. The Company 

continues to receive a monthly distribution from its investment in marketable securities (currently 

$7,151 per month until January 2011). The investment in trust units was sold in April 2011 for net 

proceeds of $1,186,820. 

 

On March 17, 2010 the Company completed an initial closing of a short form prospectus offering to 

raise gross proceeds of $5,000,000 and completed a subsequent closing on March 30, 2010 to raise 

gross proceeds of $2,252,040. The equity financing and additional funds from the liquidation of the 

marketable securities are expected to be sufficient to finance the Company’s general and 

administrative expenses and the planned exploration and development program in 2011. The 

Company’s share of this program is expected to cost $5,000,000 and will be expanded in the event 

that additional financings are completed during 2011.  

 

The Company is able to negotiate and fund a significant portion of the exploration plan through joint 

ventures. The Company, through its subsidiaries in Italy and Tunisia, has either entered into 

agreements or has received expressions of interest from third parties to participate in the exploration 

program on several of the permits on the basis of “pay 60% to earn 40% interest” or similar. The 

Company will examine each interest on a permit by permit basis to determine the level and amount of 

participation offered to third parties. The Company also plans to raise additional capital from equity 

financings either in 2011 if capital market conditions enable financings of junior international oil & 

gas companies.   

 

SHARE CAPITAL 

 

The Company is authorized to issue an unlimited number of common shares as well as first preferred 

non-voting shares. To date, no preferred shares have been issued. The Company’s share capital as at 

December 31, 2010 is outlined below: 

  Shares  Amount ($) 

 

Outstanding shares at December 31, 2009  85,614,204  $ 26,231,495 

Share issued  12,086,733   7,252,040 

Fair Value of warrants and agents’ option     (359,701) 

Share issue costs    (699,072) 

 

Outstanding shares at December 31, 2010  97,700,937  $ 32,424,762 

 

Outstanding shares at April 26, 2011  97,700,937   $ 

32,424,762 

 

The prospectus offering in March 2010 resulted in the issuance of 12,086,733 common shares and 

6,043,367 warrants to purchase a common share at an exercise price of 0.80 per share expiring on 

September 30, 2011 (the “Warrant”). The Company also issued 604,337 agent’s options to purchase 

604,337 units exercisable at a price of $0.60 per unit for a period of 18 months. Each unit comprises 

one common share and one-half share purchase Warrant. 

 
On July 8, 2010, the Board approved the granting of 2,900,000 stock options to employees, 

consultants, officers and directors. No stock options were exercised during the year ended December 
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31, 2010 and 3,350,000 stock options expired unexercised in October and November 2010.  The total 

number of stock options outstanding as at December 31, 2010 was 6,250,000 and as at the date of this 

MD&A was 6,250,000. The Company plans to issue an additional 2,650,000 options on or about  

April 29, 2011.  

 

BUSINESS RISKS AND UNCERTAINTIES 

 

CYGAM is in the business of exploring for, developing and producing oil and natural gas. The 

Company has production operations in Canada and Tunisia, and exploration activities in Italy and 

Tunisia. Along with the competitive nature of the oil and gas industry, risk exposures, some of which 

are beyond the control of the Company, can be categorized as operational, political, regulatory, 

environmental and financial. The long-term commercial success of CYGAM depends on its ability to 

find, acquire, develop and commercially produce oil and natural gas reserves. Oil and natural gas 

exploration involves a high degree of risk and there is no assurance that expenditures made on future 

exploration by the Company will result in new discoveries of oil or natural gas in commercial 

quantities. It is difficult to project the costs of implementing an exploratory drilling program due to the 

inherent uncertainties of drilling in unknown formations, the costs associated with encountering 

various drilling conditions and changes in drilling plans and locations as a result of prior exploratory 

wells or additional seismic data and interpretations thereof. 

 

The process of evaluating prospects and estimating oil and natural gas reserves is complex and subject 

to uncertainty. Actual operating results, including production performance, may vary from those 

estimated, possibly materially. CYGAM manages these risks by having operational control, where 

possible, and working interests commensurate with the assessed risk in each project and by hiring 

qualified professionals, including independent reserves engineers, with appropriate industry 

experience. 

 

The Company focuses the majority of its activities on exploration in Tunisia and Italy. Some of the 

Company’s operations and related assets are located in countries which carry a higher degree of 

political and economic risk. CYGAM’s management has considerable expertise operating 

internationally and has developed solid, long-term relationships within each of the jurisdictions in 

which it operates. The Company adheres to all governmental and environmental regulations as they 

apply in each operating jurisdiction. Regulation changes could increase costs of the Company’s 

operations. 

 

CYGAM’s current production base in Canada is heavily weighted to natural gas which is subject to 

price fluctuations based on North American natural gas supply and demand conditions. Oil and natural 

gas are commodities whose prices have fluctuated widely in recent years and are determined based on 

world demand, supply and other factors, all of which are beyond the control of the Company. 

 

CYGAM maintains an insurance program which is consistent with industry practice to provide 

adequate coverage of drilling, operations, safety and the environment. 

 

RELATED PARTY TRANSACTIONS 
 

Transactions between the Company and related parties occurred during the year, as disclosed in the 

notes to the consolidated financial statements. During the year, the Company paid $365,622 (2009- 

$320,350) as consulting fees to related parties, which is included in the G&A expenses, and a further 

$130,225 (2009 - $141,573) was capitalized by Vega S.p.A. All such transactions were in respect of 

technical and specialized services rendered in the normal course of business operations and represent 

consideration established and agreed to by the related parties.  
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CONTRACTUAL OBLIGATIONS AND COMMITMENTS 

 

In the ordinary course of business, the Company and its subsidiaries may enter into contracts which 

contain indemnification provisions, such as service agreements, leasing agreements, asset purchase 

and sale agreements, joint venture agreements, operating agreements, land use agreements, etc. In 

such contracts, the Company may indemnify counterparties to the contracts if certain events occur. 

These indemnification provisions vary on an agreement by agreement basis. In some cases, there are 

no pre-determined amounts or limits included in the indemnification provisions and the occurrence of 

contingent events that will trigger payment under them is difficult to predict. Therefore, the maximum 

potential future amount that the Company could be required to pay cannot be estimated.  

 

The Company rents premises in Rome, Italy, and in Tunis, Tunisia, under operating leases that require 

payments of $40,340 per annum in 2010 and 2011 in Rome and $30,364 per annum in 2010 in Tunis. 

 

CRITICAL ACCOUNTING ESTIMATES 
 

CYGAM’s significant accounting policies are disclosed in Note 3 to the audited consolidated financial 

statements for the year ended December 31, 2010. Certain accounting policies require that 

management make appropriate decisions with respect to the formulation of estimates and assumptions 

that affect the reported amounts of assets, liabilities, revenues and expenses. The following discusses 

such accounting policies and is included in the MD&A to assist the reader in assessing our critical 

accounting policies and practices and the likelihood of materially different results being reported. As 

management, we review estimates regularly. 

 

The emergence of new information and changed circumstances, including accounting standards, may 

result in actual results or changes to estimated amounts that differ materially from current estimates.  

 

Going Concern 
The consolidated financial statements have been prepared in accordance with Canadian Generally 

Accepted Accounting Principles (“GAAP”) and on the basis of accounting principles applicable to a 

going concern, which assumes that the Company will be able to continue to in operation for the 

foreseeable future and will be able to realize its assets and discharge its liabilities in the normal course 

of business. There are conditions and events that create material uncertainty regarding the validity of 

this assumption. The Company is engaged principally in the acquisition, exploration and early stage 

development of oil and gas properties and is currently unable to self-finance its operations. The 

recovery of the Company’s investment in its resource properties and attainment of profitable 

operations, and its ability to continue as a going concern is dependent upon the discovery, 

development and sale of oil and gas reserves, the ability to attract joint venture partners and the ability 

to raise sufficient capital to finance its operations. Management plans to seek additional financing, 

through equity financings, through joint venture agreements or through other means to further the 

exploration and development of the Company’s properties and to provide sufficient working capital. 

However, there can be no certainty that the plans will be successful. If the going concern assumption 

were not appropriate for these financial statements, then adjustments would be necessary to the 

carrying values of assets and liabilities, the reported revenue and expenses and the balance sheet 

classifications used. The adjustments could be material. 

 

Reserves Determination 

The petroleum and natural gas reserves used in determining our depletion rates and the ceiling test are 

based upon management’s best estimates, and are subject to uncertainty. Through the use of 

geological, geophysical and engineering data, the reservoirs and deposits of petroleum and natural gas 

are examined to determine quantities available for future production, given existing operating and 
economic conditions and technology. The evaluation of recoverable reserves is an ongoing process 

impacted by current production, continuing development activities and changing economic conditions 
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as reflected in crude oil and natural gas prices and costs. Consequently, the reserves are estimates 

which are subject to variability. During 2010, the Company engaged the services of DeGolier and 

MacNaughton Canada Limited as the independent oil and gas reservoir engineers to assist with the 

reserve evaluation process for both the Canadian and the Tunisian producing properties. 

 

Full Cost Accounting for Oil and Gas Activities 

CYGAM uses the full cost method of accounting for exploration and development activities. In 

accordance with this method of accounting, all costs associated with exploration and development, are 

capitalized whether successful or not. The aggregate of net capitalized costs and estimated future 

development costs is amortized using the unit-of-production method based on estimated proved oil 

and gas reserves before royalties, as determined by qualified independent petroleum evaluation 

engineers. Accordingly, changes in estimated proved oil and gas reserves and estimated future 

development costs would result in changes to the depletion rate. Certain costs related to unproved 

properties and major development projects may be excluded from costs subject to depletion until 

proved reserves have been determined or their value is impaired. These properties are assessed 

periodically and any impairment is transferred to the costs subject to depletion. 

 

Asset Impairment 

Under full cost accounting, a ceiling test is performed to ensure that unamortized capitalized costs in 

each cost centre (country) do not exceed their fair value. For the Canadian and Tunisian producing 

properties, impairment is recognized when the carrying value is greater than the undiscounted future 

cash flows from proven reserves. In the event of impairment, the amount by which the carrying value 

exceeds the estimated net present value of the long-lived asset is charged to earnings. The net present 

value is determined using expected future product prices and costs, and the estimated future cash 

flows from proved plus probable reserves are discounted using a risk-free interest rate.  

 

Unproved properties excluded from the costs subject to depletion and amortization are periodically 

assessed for impairment after considering all available information including the remaining term of 

the property permit, drilling results, evaluation of the available geological and geophysical data, future 

exploration and drilling plans and any other information for the property. A loss is recognized at the 

time of impairment by providing an impairment allowance. 

 

Asset Retirement Obligations 
The fair value of the future retirement obligation is discounted to present value and is recorded as an 

increase to the related property and equipment with the corresponding balance recorded as a future 

asset retirement obligation. The increased asset value is amortized according to our policies for 

property and equipment and the future liability is accreted to expense until the future retirement 

obligation is expected to be settled. 

 

Stock-Based Compensation 

The Company uses the fair value method for valuing stock option grants. Under this method, 

compensation cost attributable to all stock options granted is measured at fair value at the grant date, 

using the Black-Scholes valuation model, and expensed or capitalized over the vesting period with a 

corresponding increase to contributed surplus. Upon exercise of options, consideration received 

together with the amount previously recognized in contributed surplus is recorded as an increase to 

share capital. 

 

Accounting for Derivative Instruments and Hedging Activities 

CYGAM has not entered into any hedging arrangements. 

 

Income Tax Accounting 
The determination of the Company’s income and other tax liabilities requires interpretation of 

complex laws and regulations often involving multiple jurisdictions. All tax filings are subject to audit 
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and potential reassessment after the lapse of considerable time. Accordingly, the actual income tax 

liability may differ significantly from that estimated and recorded by management. 

 

Legal, Environmental Remediation and Other Contingent Matters 
CYGAM is required to both determine whether a loss is probable, based on judgment and 

interpretation of laws and regulations, and determine that the loss reasonably be estimated and 

included in the Company’s financial statements. Management continually monitors known and 

potential contingent matters and makes appropriate provisions by charges to earnings when warranted 

by circumstances. 

 

Disclosure Controls and Procedures  

Reasonable internal controls over financial reporting (“ICFR”) and disclosure controls and procedures 

(“DC&P”) have been designed to ensure that information required to be disclosed by the Company is 

accumulated and communicated to the Company’s management as appropriate to allow timely 

decisions regarding required disclosures. As a venture issuer, the Company is not required to certify 

the design and evaluation of the Company’s DC&P and ICFR and has not completed such an 

evaluation. Inherent limitations on the ability of the certifying officers to design and implement on a 

cost effective basis DC&P and ICFR may result in additional risks to the quality, reliability, 

transparency and timeliness of interim and annual filings and other reports provided under securities 

legislation. Management has identified certain weaknesses in internal controls over financial reporting 

which are typical of a company of our size. For example, there is a limited number of staff and it is not 

feasible to achieve complete segregation of duties of its employees, and the Company has limited 

financial personnel with all the technical knowledge and experience to address all complex and non-

routine accounting transactions that may arise. Management and the board of directors work to 

mitigate the risk of a material misstatement in financial reporting, however, there can be no assurance 

that this risk can be reduced to less than a remote likelihood of a material misstatement.  

 

The Board of Directors has established an Audit Committee, a Compensation Committee and a 

Reserves Committee with each committee comprising three Board members. 

 

NEW ACCOUNTING STANDARDS 

 

Effective January 1, 2010, the Company adopted the following Canadian Institute of Chartered 

Accountants (“CICA”) sections: 

 

¶ CICA Section 1582, “Business Combinationsò, which will replace CICA Section 1581 of the 

same name. Section 1582 establishes principles and requirements of the acquisition method for 

business combinations and related disclosures. This statement applies prospectively to business 

combinations for which the acquisition date is on or after the beginning of the first annual 

reporting period beginning on or after January 2011, with earlier application permitted. 

¶ CICA Sections 1601, Consolidated Financial Statements, and 1602, Non-Controlling Interests, 

which replaces existing Section 1600. Section 1601 establishes standards for the preparation of 

consolidated financial statements. Section 1602 provides guidance on accounting for a non-

controlling interest in a subsidiary in consolidated financial statements subsequent to a business 

combination. These standards are effective on or after the beginning of the first annual reporting 

period beginning on or after January 2011, with earlier application permitted. These standards do 

not impact the Company as it has full controlling interest of all of its subsidiaries. 

 

International Financial Reporting Standards 

 

On January 1, 2011 International Financial Reporting Standards (“IFRS”) will become the generally 

accepted accounting principles in Canada. The adoption date of January 1, 2011 will require the 

restatement, for comparative purposes, of amounts reported by CYGAM for the year ended December 
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31, 2010 and the opening balance sheet as at January 1, 2010. The Company has determined that the 

most significant impact of IFRS conversion is to property, plant and equipment. IFRS 1 First Time 

Adoption of International Reporting Standards applies to oil and gas assets. IFRS 1 allows an entity 

that used full cost accounting under its previous GAAP to elect, at its time of adoption, to measure 

exploration and evaluation assets at the amount determined under the entity’s previous GAAP and to 

measure oil and gas assets in the development and production phases by allocating the amount 

determined under the entity’s previous GAAP for those assets to the underlying assets pro rata using 

reserve volumes or reserve values as of that date.  

 

The Company is analyzing the various accounting policy choices available and will implement those 

determined to be most appropriate for a junior oil and gas exploration entity. The transition from 

Canadian GAAP to IFRS is significant and may materially affect the financial statements and the 

current status of the following items: 

 

¶ Exploration and evaluation (“E&E”) expenditures. On transition to IFRS the Company will 

re-classify all E&E expenditures that are currently included in the PP&E balance on the 

consolidated balance sheet. This will consist of the book value of the undeveloped land that 

relates to the exploration permits in Italy and Tunisia. E&E assets will not be depleted and 

must be assessed for impairment on a regular basis. The Company does not anticipate any 

significant adjustment to the book value due to impairment. 

 

¶ Property, plant and equipment. The Company currently capitalizes costs of development and 

production assets that meet the definition of an asset under Canadian GAAP and depletes 

these costs by cost centre, which is a country, based on total proved reserves.  These assets 

include the small interests in six Canadian producing properties and the Sud Remada permit 

in Tunisia. Under IFRS, the Company is anticipating calculating the depletion rate at the 

permit level in the case of Sud Remada and by property in the case of the small interests in 

the various Canadian producing properties. The Company anticipates calculating depletion 

based on proved plus probable reserves.  

 

¶ Impairment of PP&E assets. Under IFRS, impairment tests of PP&E must be performed on 

specific portions of PP&E (“cash generating unit”) as opposed to the entire PP&E balance 

which is currently required under Canadian GAAP through the full cost ceiling test. The 

Company is currently determining its cash generating units for the purpose of impairment 

testing and anticipates using proved plus probable reserve values for impairment tests. The 

Company does not anticipate any significant adjustment to the book value due to impairment. 

 

¶ Asset Retirement Obligations (“ARO”). IFRS requires an entity to evaluate its assumptions 

for the measurement of provisions including abandonment and site restoration costs during 

each reporting period. The Company anticipates an increase in the ARO liability due to a 

change in the discount rate used to value the obligation liability. 

 

¶ Share based payments. The Company has determined the major differences from current 

Canadian GAAP including treating graded vesting awards as multiple separate awards with 

different lives and estimating forfeiture rates in advance as opposed to recognizing the impact 

when the forfeiture occurs. The Company will determine the impact of this change on share-

based payment expense calculation. 

 

The Company has considered whether additional internal controls over financial reporting and IT 

systems is required under IFRS and has determined that the changes are not considered to be 

significant given the current size of the Company, the resources allocated to and complexity of 

accounting systems.  The Company continues to monitor the development and application of IFRS 

and the above list of areas impacted by IFRS should not be regarded as a comprehensive list of 
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changes.  The Company is continuing to determine its accounting policies and choices and calculating 

the impact of these choices, and is currently unable to quantify the full impact on the financial 

statements of adopting IFRS. 

 

OUTLOOK 

 

Programs for 2011 and beyond 

2011 is expected to be the most significant year for the Corporation in regard to drilling and 

seismic operations in Tunisia and Italy. At Sud Remada, the 3D seismic acquired in late 2009 has 

provided a better understanding of the large TT structure and six appraisal/development locations 

have been selected. After the successful drilling of the TT3 appraisal well in 

November/December 2010, drilling of the TT4 appraisal well at Sud Remada commenced on 

January 21, 2011, ahead of schedule and shortly after civil disobedience of increasing intensity 

led to the resignation of the President of Tunisia in favour of an interim government.  Drilling of 

the TT4 well and production operations at the TT2 location did not suffer any interruption during 

this period.  The security situation has improved to near normal with an end to the overnight 

curfew and with schools and businesses being open, including CYGAM's Tunis office. However, 

there are still some periodic localized demonstrations that may cause short term disruptions. The 

interim government of Tunisia has stated that it intends to lead the country until elections can be 

held later this year and that it will honour all lawful contracts in place prior to the change in 

government.   

 

The TT4 well is located approximately 6 km south-east of the TT2 discovery well and 

approximately 7.6 km south-east of the recently cased TT3 well. The TT4 well was drilled to a 

total vertical depth of approximately 1,745 meters to evaluate an additional deeper prospective 

horizon which was not reached by the TT2 or the TT3 wells. The main target is Bir Ben Tartar 

Ordovician reservoir which has already produced in excess 110,000 barrels of sweet 44°API 

crude at TT2 on natural flow, without artificial stimulation, and has been assessed as a potential 

producing horizon from log evaluation at the TT3 location.  

 

Additional targets to be evaluated in the new well included the Triassic Tagi, the Silurian Acacus 

and Tannezuft formations, the Ordovician Jaffara and a new deeper target in the Cambrian. 

Drilling and logging operations were completed at the TT4 exploratory well in February 

and.production casing was set to total depth of 1,745 metres with the well now awaiting 

completion. An extensive logging and wireline testing program undertaken over the Ordovician 

section confirmed that two zones interpreted as hydrocarbon bearing in the TT2 discovery well 

extend over a significant portion of the large TT structure. Upon arrival of equipment and 

specialized crews, completion operations commenced in mid April and will involve multiple 

fracture stimulations of the Bir Ben Tartar, Jeffara and Tannezuft formations in the TT4, TT3 and 

TT2 wells.   

 

Storm Tunisia (a subsidiary of Chinook Energy Inc.) and CYGAM’s wholly owned subsidiary, 

Rigo Oil, submitted a Plan of Development for the TT structure to the Tunisian authorities on 

January 20, 2011 and were actively engaged with Entreprise Tunisienne D’Activités Pétrolières 

(ETAP) in requesting the granting of a production concession by the Direction Générale de 

l’Energie (DGE).  A production concession encompassing 354 acres was approved in April by 

ETAP and DGE. Chinook and Rigo are planning to drill the TT5 development well in Q2, 2011 

and five additional development wells prior to year end 2011. Success at these locations will 

validate a larger portion of the 67 km
2 

structure and will allow CYGAM to transfer assigned 

resources to the reserve category.  
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An exploratory well may also be drilled in late 2011 or in early 2012 on a separate untested 74 

km
2
 structure (El Bell), located approximately 17 km north-east of the TT2 discovery well, which 

could hold the same exploration potential as the TT structure. 

 

In April 2011, CYGAM also received the approval from Tunisian authorities to extend the Bazma 

permit for one year (to July 27, 2012) upon its commitment to drill one deep Ordovician well on 

that permit in late 2011. The selected location, named KEB, will also evaluate the Silurian 

Tannezuft unconventional shale reservoir and the Triassic TAGI formation.  

 

The Corporation has also received a two year extension (to May 12, 2013) for the Sud Tozeur 

permit by committing to acquire a 200 km
2
 3D seismic survey in Q3, 2011, and by committing to 

drill a 4,500 meter Ordovician exploratory test on the permit. The 3D seismic survey will be 

conducted immediately north of the El Franig producing field where one Ordovician well 

increased its productivity to over 5,000 boepd after successful artificial fracturing operations. It is 

expected that the 3D seismic survey will enhance the interpretation of a 27 km
2
 structure already 

identified by CYGAM north-east of the El Franig field on the basis of proprietary 2D seismic 

data. 

 

The Corporation is currently engaged in discussions with several international companies to 

examine potential seismic and drilling participation at Bazma and Sud Tozeur on a promoted joint 

venture basis.  

 

In Italy, the terms of the Farmout Agreement with Petroceltic International plc, signed in 

December 2009, remain in place. Operations to appraise the 15 km
2
 Elsa structure by drilling and 

testing an Elsa-2 well adjacent to the existing well, Elsa-1, in which a 65m oil column was logged 

in 1992, would resume if and when the drilling moratorium is lifted or at least favourably 

modified.   

 

On the C.R148.VG (Aretusa) permit offshore Sicily, 233 km of 2D marine seismic acquired in 

June 2009 were recently processed and interpreted. This new seismic data was incorporated with 

older–vintage seismic data to evaluate the large Aretusa structure located in the central part of the 

permit. A potential correlation with the Mila field, located some 45 kilometres to the north-west 

which had production tested the Triassic Taormina formation at 3,000 barrels of oil per day was 

established. The Corporation also engaged the services of two professors from the University of 

Pisa, who are experts on Sicilian geology, in order to prepare a comprehensive 

geological/geophysical report on the potential of the Taormina and Siracusa formations offshore 

Sicily. Delivery of this comprehensive report is expected in Q2 and, at that time, CYGAM plans 

to engage D&M to prepare a resource report in accordance with the requirements of the Canadian 

National Instrument 51-101 Standards of Disclosure for Oil and Gas Activities. Upon clarification 

of the drilling moratorium situation, CYGAM would still plan to conduct a 3D marine seismic 

program on the Aretusa structure which will be funded by the Corporation itself or by a potential 

partner on a seismic option basis.  

 

Geological and geophysical assessment of Miocene to Triassic targets will continue on the 

Civitaquana permit in order to select potential drilling locations. It is however entirely possible 

that, due to the intense earthquake which struck the Abruzzi region in April 2009, regional 

authorities will continue to temporarily ban all seismic and drilling operations in the region. The 

Corporation will request a temporary “freezing” of the permit so that operations can be resumed 

at a later date. Freezing of the permit will result in the continuation of the permit by the Ministry 

of Industry and Economic Development from a contractual point of view 
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At Montalbano, where in 2009 Vega increased its working interest to 42.85% and confirmed the 

presence of a drillable gas prospect, Mediterranean Oil and Gas has become the new operator. 

Mediterranean Oil and Gas intended to drill a well pending receipt of necessary government 

approvals. However, the Basilicata region, where the permit is located has been extremely slow in 

assessing the proposal and may also temporarily ban drilling activities. In such a case, it is 

expected that the operator will request a temporary “freezing” of the permit so that operations can 

be resumed at a later date. 

 

CYGAM is planning to request a consolidation of the 38,155 acre Posta Nuova permit with the 

adjoining 38,266 acre Masseria Montarozzo exploration permit which had received preliminary 

approval in August, 2008.  Both permits are owned 100% by the Corporation and the 

consolidation will allow geological and geophysical work of a wider regional scope.  

 

CYGAM continues to look for other participation opportunities in the Mediterranean region.  
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MANAGEMENT’S REPORT 
 

To the Shareholders of CYGAM Energy Inc.  

 

The accompanying financial statements of CYGAM Energy Inc. are the responsibility of 

management.  Management is responsible for and has prepared and presented the financial 

statements in accordance with Canadian generally accepted accounting principles (GAAP) and 

has made significant accounting judgments and estimates as required.  Management has ensured 

that financial information contained elsewhere in this report is consistent with the financial 

statements. 

 

Management is also responsible for maintaining a system of internal controls designed to provide 

reasonable assurance that assets are safeguarded and that the accounting system provides timely, 

accurate and reliable financial information. 

 

The Audit Committee is appointed by the Board and has full and free access to the external 

auditors.  The Committee meets periodically with management, as well as the external auditors, to 

discuss internal controls over the financial reporting process, auditing matters and financial 

reporting issues; to satisfy itself that each party is properly discharging its responsibilities; and, to 

review the annual report, the financial statements and the external auditors’ report. The 

Committee reports its findings to the Board for consideration when approving the financial 

statements for issuance to the shareholders. The Committee also considers, for review by the 

Board and approval by the shareholders, the engagement or re-appointment of the external 

auditors. 

 

PricewaterhouseCoopers LLP, an independent firm of Chartered Accountants, was appointed by 

the shareholders at the Company’s last annual meeting to express an opinion as to whether the 

financial statements present fairly the Company’s financial position, results of operations and 

cash flows in accordance with GAAP for the year ended December 31, 2010.  The Board of 

Directors has approved the financial statements of the Company on the recommendation of the 

Audit Committee. 

 

 

 

Signed ñGiuseppe Rigoò Signed   ñS.S. (Ali) Rawji 

 

Giuseppe Rigo S. S. (Ali) Rawji 

Chief Executive Officer Chief Financial Officer 

 

April 26, 2011 
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INDEPENDENT AUDITOR’S REPORT  
 

To the Shareholders of CYGAM Energy Inc. 
 

We have audited the accompanying consolidated financial statements of CYGAM Energy Inc. and its 

subsidiaries, which comprise the consolidated balance sheets as at December 31, 2010 and 2009 and 

the consolidated statements of operations and deficit, comprehensive loss, and cumulative other 

comprehensive loss and of cash flows for the years then ended, and the related notes including a 

summary of significant accounting policies.   

 

Management’s responsibility for the consolidated financial statements 
Management is responsible for the preparation and fair presentation of these consolidated financial 

statements in accordance with Canadian generally accepted accounting principles, and for such 

internal control as management determines is necessary to enable the preparation of consolidated 

financial statements that are free from material misstatement, whether due to fraud or error. 

 

Auditor’s responsibility 

Our responsibility is to express an opinion on these consolidated financial statements based on our 

audits. We conducted our audits in accordance with Canadian generally accepted auditing standards. 

Those standards require that we comply with ethical requirements and plan and perform the audit to 

obtain reasonable assurance about whether the consolidated financial statements are free of material 

misstatement.   

 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures 

in the consolidated financial statements. The procedures selected depend on the auditor’s judgment, 

including the assessment of the risks of material misstatement of the consolidated financial statements, 

whether due to error or fraud. In making those risk assessments, the auditor considers internal controls 

relevant to the entity’s preparation and fair presentation of the consolidated financial statements in 

order to design the audit procedures that are appropriate in the circumstances, but not for the purpose 

of expressing an opinion on the effectiveness of the entity’s internal control. An audit also includes 

evaluating the appropriateness of accounting policies used and the reasonableness of accounting 

estimates made by management, as well as evaluating the overall presentation of the consolidated 

financial statements. 

 

We believe that the audit evidence we have obtained in our audits is sufficient and appropriate to 

provide a basis for our audit opinion. 

 

Opinion  

In our opinion, the consolidated financial statements present fairly, in all material respects, the 

financial position of CYGAM Energy Inc. as at December 31, 2010 and 2009 and the results of its 

operations and its cash flows for the years then ended in accordance with Canadian generally accepted 

accounting principles. 

 

Emphasis of Matter 

Without qualifying our opinion, we draw attention to note 2 in the consolidated financial statements 

which describes matters and conditions that indicate the existence of material uncertainty that may 

cast significant doubt about the corporation’s ability to continue as a going concern. 

 

 

PRICEWATERHOUSECOOPERS LLP 
Chartered Accountants 

Calgary, Canada 
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April 29, 2010 
CYGAM ENERGY INC. 
 
CONSOLIDATED BALANCE SHEETS 
 

As at December 31 December 31 
 2010 2009 

   

  ($)  ($) 
Assets   
Current assets   
 Cash  4,682,945  275,778 
 Marketable securities (note 5)  1,591,893  1,819,992 
 Accounts receivable  99,266  861,243 

Tax receivable (note 6)  70,314  58,561 
Inventory  5,670  - 

 Prepaids and deposits  76,264  81,240 

  6,526,352  3,096,814 
   
Property, plant and equipment (note 7)  10,234,256  17,106,764 

 

   16,760,608  20,203,578 

   
Liabilities and Shareholdersô Equity   
Current liabilities   
 Accounts payable and accrued liabilities  939,076  1,951,034 
   
Long-term accrual (note 8)  29,255  87,759 
Asset retirement obligation (note 9)  331,857  342,512 
      

       1,300,188      2,381,305 

   
Shareholdersô equity   
 Common Shares (note 10 )  32,424,762  26,231,495 

Warrants (note 10 )  359,701  - 
 Contributed surplus (note 11)  2,603,695  2,062,783 
 Accumulated other comprehensive loss    (2,754,848)  (1,065,351) 
 Deficit  (17,172,890)  (9,406,654) 
    

  15,460,420  17,822,273 

Going Concern (note 2), Commitments (note 17 )   

  16,760,608  20,203,578 
See accompanying notes to the consolidated financial statements 

 
 
On behalf of the Board of Directors, 
 
 
Signed  ñGiuseppe Rigoò  Signed  ñDario E. Soderoò 
 
Director  Director 
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CYGAM ENERGY INC. 
 
CONSOLIDATED STATEMENTS OF OPERATIONS AND DEFICIT 
 
                                                                                                                                                                                                                                                                                                                                     

   
Years Ended December 31 December 31 
 2010 2009 

        

  ($)  ($) 
   
Revenue   
 Petroleum and natural gas sales, net of royalties  682,413  574,497 
 Other revenue  104,928  231,843 

  787,341  806,340 
Expenses   
 Production  359,063  377,375 
 General and administrative  1,360,140  1,394,816      
 Interest  3,817  10,113 
 Stock-based compensation   451,063  68,932 
 Depletion, amortization and accretion  351,425  419,747 
 Impairment on assets (note 7)  6,315,804  225,000 
  Gain on foreign exchange  (33,084)         (33,211) 

  8,808,228  2,462,772 
Other income and expenses   
  Realized loss on marketable securities  569,386  1,477,223 
  Unrealized gain on marketable securities  (824,037)  (2,006,394) 

   
Loss before income taxes  (7,766,236)  (1,127,261) 
      
   
Net loss for the year  (7,766,236)  (1,127,261) 
   
Deficit, beginning of year  (9,406,654)  (8,279,393) 
Deficit, end of year  (17,172,890)  (9,406,654) 

Loss per share   
 Basic (Note12)  (0.08)            (0.01) 
 Diluted (Note12)  (0.08)            (0.01) 
See accompanying notes to the consolidated financial statements. 
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CYGAM ENERGY INC. 
 
CONSOLIDATED STATEMENT OF COMPREHENSIVE LOSS  
                                                                                                                                                                                                                                                                                                                                     

 December 31 December 31 
Years Ended 2010 2009 

  ($)  ($) 
   
    Net loss for the year (7,766,236)  (1,127,261)          
 
 Unrealized exchange loss on translation of self-

sustaining foreign operations 

 
(1,689,497) 

 
(3,188,217)       

   

    
Comprehensive loss for the year 

 
(9,455,733) 

 
 (4,315,478) 

 
See accompanying notes to the financial statements 
 

 
CONSOLIDATED STATEMENT OF ACCUMULATED OTHER COMPREHENSIVE INCOME 
(LOSS)  
                                                                                                                                                                                                                                                                                                          

 
Years Ended 

December 31, 
2010 

December 31, 
2009 

  ($)  ($) 
 Accumulated Other Comprehensive Income (Loss),  

   beginning of year 
 

(1,065,351) 
  

2,122,866 
 Unrealized exchange loss on translation of self-

sustaining foreign operations 
 

(1,689,497) 
 

(3,188,217)       
     

 Accumulated Other Comprehensive Loss, end of 
year 

 
(2,754,848) 

 
(1,065,351)       

 

See accompanying notes to the financial statements 
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CYGAM ENERGY INC. 
 
CONSOLIDATED STATEMENTS OF CASH FLOWS 
 
                                                                                                                                                                                                                                                                                                                                     

   
Years Ended December 31 December 31 
 2010 2009 

   

  ($)  ($) 

   
Cash provided by (used in):   
Operations   
Net loss for the year  (7,766,236)  (1,127,261) 
Add items not affecting cash:    
 Stock based compensation expense  451,063  68,932 
 Depletion, amortization and accretion  351,425  419,747 
 Impairment on assets  6,315,804  225,000 
 Unrealized gain on marketable securities  (824,037)  (2,006,394) 
Abandonment expenditures  (6,299)           (2,273) 

  (1,478,280)  (2,422,249) 
   
Change in non-cash operating working capital  355,967        1,996,743  
     
  (1,122,313)  (425,506) 
Investing    
 Expenditures on property, plant and equipment  (1,520,579)  (1,554,817) 
 Change in non-cash working capital  (134,249)  (218,963) 
 Received from joint venture partners  -  190,000 
 Proceeds from sale of marketable securities  482,750  927,658 

  (1,172,078)  (656,122) 
Financing    
 Issue of capital stock for cash (note 10 (b))  7,252,040   - 

Share issue costs (note 10 (b))  (699,072)   - 
 Repayment of bank loan  -   (5,083) 

  6,552,968  (5,083) 

Foreign exchange gain on cash and    
    cash equivalents  148,590             26,851 
 
Increase (decrease) in cash 

  
     4,407,167 

 
 (1,059,860) 

Cash, beginning of year  275,778  1,335,638 

Cash, end of year  4,682,945  275,778 

 
The Company paid interest of $3,817 (2009 - $10,113) and paid income taxes of $ nil (2009 - 
$5,466). 
 
See accompanying notes to the consolidated financial statements. 
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NOTES TO THE CONSOLIDATES FINANCIAL STATEMENTS 
 

 

1. NATURE OF OPERATIONS 

 

CYGAM Energy Inc. (“CYGAM” or the “Company”) is a public company engaged in the 

exploration, development and production of crude oil and natural gas in Canada, Tunisia, and 

Italy.  CYGAM was formed through the reverse takeover of Sheer Energy Inc. by Rigo Oil 

Company Limited (“ROCL”) on October 11, 2005, and the acquisition of all the outstanding 

shares of Vega Oil S.p.A. (“Vega”). ROCL and Vega were private companies (related by 

common control) engaged in the business of oil and gas exploration in Tunisia and Italy 

respectively. CYGAM’s common shares trade on the TSX Venture Exchange under the 

symbol CYG. 

 

 

2. GOING CONCERN 
 

While these consolidated financial statements have been prepared in accordance with 

Canadian Generally Accepted Accounting Principles (“GAAP”) and on the basis of 

accounting principles applicable to a going concern, which assumes that the Company will be 

able to continue in operation for the foreseeable future and will be able to realize its assets 

and discharge its liabilities in the normal course of business, there are conditions and events 

that create material uncertainty regarding the validity of this assumption. 

 

The Company is engaged principally in the acquisition, exploration and early stage 

development of oil and gas properties and is currently unable to self-finance its operations. 

The recovery of the Company’s investment in its resource properties and attainment of 

profitable operations, and its ability to continue as a going concern is dependent upon the 

discovery, development and sale of oil and gas reserves, the ability to attract joint venture 

partners and the ability to raise sufficient capital to finance its operations.  

 

During the year ended December 31, 2010, the Company had a net loss of $7,766,236 and a 

deficit of $17,172,890 at year-end. As at December 31, 2010, the Company’s cash on hand 

and marketable securities totalled $6.27 million and working capital was $5.23 million, and 

the Company has joint venture partners on several properties. While these funds are sufficient 

to continue operations into 2011, the Company will need to consider some form of additional 

financing to continue to explore and develop its properties and to continue operations into 

late 2011 and 2012 to continue as a going concern. There can be no certainty that the plans 

will be successful. If the going concern assumption were not appropriate for these financial 

statements, then adjustments would be necessary to the carrying values of assets and 

liabilities, the reported revenue and expenses and the balance sheet classifications used. The 

adjustments could be material. 
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3. SIGNIFICANT ACCOUNTING POLICIES 
 

These financial statements have been prepared by management in accordance with 

accounting principles generally accepted in Canada within the framework of the accounting 

policies summarized below: 

 

a) Use of Accounting Estimates 

The preparation of the financial statements requires management to make estimates and 

assumptions that affect the reported amounts of assets, liabilities, revenues and expenses.  

Such estimates primarily relate to unsettled transactions and events at the balance sheet date.   

Actual results could differ from those estimated.  Specifically, the amounts recorded for 

future tax valuation allowances, for depletion, depreciation, accretion and asset retirement  

 

obligations and amounts used for ceiling test and impairment calculations are based on 

estimates of proven reserves, future oil and natural gas prices, future costs and other relevant 

assumptions. The amount of stock-based compensation expense accrued is based on 

management’s estimate of assumptions underlying the calculation of the fair value of stock 

options granted. By their nature, these estimates are subject to measurement uncertainty and 

the effect on the consolidated financial statements of changes in such estimates in future 

periods could be significant.  

 

b) Principles of Consolidation 
The consolidated financial statements include the accounts of the Company and its wholly-

owned subsidiaries, Rigo Oil Company Limited, Rigo Oil Company Tunisia Ltd., and Vega 

Oil S.p.A. 

 

c) Foreign Currency Translation 
The Company’s Italian and Tunisian operations are considered self-sustaining and are 

translated into Canadian dollars using the current rate method.  Under this method, assets and 

liabilities are translated at period-end exchange rates and items included in the statements of 

operations and deficit and cash flows are translated at the average rates in effect during the 

period. The gain or loss on translation is charged to accumulated other comprehensive 

income in shareholders’ equity.   

 

Any amounts payable and receivable in foreign currencies are revalued at the balance sheet 

date and any gains or losses arising on the revaluation are reflected in earnings for the period. 

 

d) Revenue Recognition 
Revenues from sales of petroleum and natural gas is recognized when products are shipped 

and the customer takes ownership and assumes the risk of loss, collection of the relevant 

receivable is reasonably assured, persuasive evidence of an arrangement exists and the sales 

price is fixed or determinable. 

 

Revenue is recorded net of relevant royalties in Canada and net of royalties and production 

sharing amounts in Tunisia. The Company recognizes Tunisian royalty and production 

sharing amounts pursuant to the concession agreement at the time the related oil production 

occurs and is sold.  

 

e) Interest in Joint Ventures 
Significantly all of the Company’s petroleum and natural gas exploration and development 

activities are conducted jointly with others, and accordingly, the financial statements reflect 

only the Company’s proportionate interest in such activities. 
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3. SIGNIFICANT ACCOUNTING POLICIES (continued) 

 

f) Marketable Securities 
Marketable securities represent investments in common shares of a public company and in 

common shares and warrants in a joint venture partner. On acquisition these investments 

were designated as held for trading and are stated at fair value, without any deduction for 

transaction costs that may be incurred on sale or disposal. Any unrealized loss is recognized  

       in net income in the period in which it arises. Distributions received in connection with the 

      common shares are accounted for as revenue. 

 

g) Cash and Cash Equivalents 
The Company considers deposits in banks, certificates of deposit and short-term investments 

with original maturities of three months or less as cash and cash equivalents. 

 

h) Per Share Amounts 
Basic per share amounts are calculated using the weighted average number of common shares 

outstanding during the year.  Diluted per share amounts are calculated based on the treasury-

stock method, which assumes that any proceeds obtained on exercise of options and warrants 

would be used to purchase common shares at the average market price during the period. No 

adjustment to diluted earnings per share is made if the result of this calculation is anti-

dilutive. 

 

i) Asset Retirement Obligations 
The Company recognizes the estimated liability associated with an asset retirement obligation 

(ARO) in the financial statements at the time when a liability is incurred and a reasonable 

estimate of the fair value can be made.  The estimated fair value of the ARO liability is 

recorded as a long term liability, with a corresponding increase in the carrying amount of the 

related asset.  The capitalized amount is depleted based on a unit-of-production method and 

the amount of accretion is charged to earnings in the period.  The ARO can also increase or 

decrease due to changes in the estimates of timing of cash flows or changes in the original 

estimated undiscounted cost.  Actual costs incurred upon settlement of the ARO are charged 

against the ARO recorded. 

 

j) Property, Plant & Equipment 
Capitalized Costs 
The Company follows the full cost method of accounting for exploration and development 

expenditures whereby all costs relating to the acquisition of, exploration for and development 

of petroleum and natural gas reserves, whether productive or unproductive are capitalized.  

Such costs include land and lease acquisition costs, geological and geophysical costs, lease 

rentals on undeveloped properties, drilling both productive and non-productive wells, 

production equipment and general and administrative expenses directly related to acquisition, 

exploration and development activities.  Capitalized costs are accumulated on a country-by-

country basis. 

 

Proceeds received from disposals of petroleum and natural gas properties and production 

equipment are credited against capitalized costs unless the disposal would alter the rate of 

depletion and depreciation by more than 20%, in which case a gain or loss on disposal is 

recorded. 

 

Depletion, amortization and accretion 
All costs of acquisition, exploration and development of oil and gas revenues, associated 

tangible plant and equipment costs (net of salvage value) and estimated costs of future  
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3. SIGNIFICANT ACCOUNTING POLICIES (continued) 
 

development of proven reserves are depleted and depreciated by the unit-of-production 

method based on estimated gross proved reserves before royalties as determined by 

independent engineers on a country-by-country basis.  Oil and gas reserves are converted to 

      equivalent units using their estimated relative energy content of six thousand cubic feet of  

gas to one barrel of oil.  The cost of unproved properties is excluded from the depletion 

calculation and is assessed periodically to ascertain whether impairment has occurred.  When 

       proved reserves are assigned or the property is considered impaired, the cost of the property 

       or the amount of the impairment is added to all other capitalized costs subject to depreciation 

      and depletion.  

 

Depreciation of furniture, fixtures and office equipment is provided using the diminishing 

balance method at rates between 20% and 50%. 

 

Ceiling test 
The Company applies a ceiling test to capitalized costs to ensure that the net carrying value of 

petroleum and natural gas proven properties does not exceed the estimated value of 

undiscounted future net cash flows (based on estimates of future prices and costs projected by 

the company from independent engineers’ reports) from the production of proven reserves, 

less estimated future development costs. Any impairment in value is charged to operations.  

 

Upon recognition of impairment in the net carrying value of petroleum and natural gas 

proven properties, the Company would then measure the amount of impairment by comparing 

the carrying amounts of the Property, Plant and Equipment (“PP&E”) to the fair value of 

PP&E which is the estimated net present value of future cash flows from proved plus 

probable reserves. A risk-free interest rate is used to arrive at the net present value of future 

cash flows. Any excess carrying value above the net present value of the future cash flows 

would be recorded as a permanent impairment. 

 

Impairment test 
Unproved properties excluded from the costs subject to depletion and amortization are 

periodically assessed for impairment after considering all available information including the 

remaining term of the property permit, drilling results, evaluation of the available geological 

and geophysical data, future exploration and drilling plans and any other information for the 

property. Any impairment amount is transferred to the costs subject to depletion. If the 

impaired asset is in a cost centre with no proved or probable reserves, an impairment charge 

is recognized in the consolidated statement of operations. 

 

k) Income Taxes 
The Company follows the asset and liability method of accounting for income taxes.  Under 

this method, the Company records future income taxes for the effect of any differences 

between the accounting and the income tax basis of an asset or liability using income tax 

rates substantively enacted on the balance sheet date.  The effect of a change in income tax 

rates on the future income tax assets and liabilities is recognized in income in the period of 

the change.  Future income tax assets are limited to the amount that is more likely than not to 

be realized. 

 

l) Stock-Based Compensation 
Compensation costs attributed to all stock options granted to employees, officers, directors 

and consultants are measured at fair value at the date of grant using the Black Scholes option  

pricing model and expensed or capitalized over the vesting period with a corresponding 

increase to contributed surplus.  Upon exercise of the option, consideration received together  
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3. SIGNIFICANT ACCOUNTING POLICIES (continued) 
 

with the amount previously recognized in contributed surplus is recorded as an increase to 

share capital. 

 

m) Comprehensive Income 
The Consolidated Statement of Comprehensive Income reflects changes in accumulated other 

comprehensive income and comprises changes in foreign currency translation amounts 

arising in respect of self-sustaining foreign operations together with the impact of any related 

hedges.  Amounts included in Accumulated Other Comprehensive Income are reclassified to 

the Consolidated Statement of Operations when realized.  

                     

n) Financial Instruments 
Financial assets and liabilities are measured at fair value in the Consolidated Balance Sheet 

with the exception of loans and receivables, investments that are intended to be held to 

maturity and non-trading financial liabilities which may be carried at cost or amortized cost.  

 

Realized and unrealized gains and losses on financial assets and liabilities carried at fair value 

are recognized in the Consolidated Statement of Operations in the periods such gains and 

losses arise. Transaction costs related to these financial assets and liabilities are included in 

the Consolidated Statement of Operations when incurred. Gains and losses on financial assets 

and liabilities carried at cost or amortized cost are recognized in the Consolidated Statement 

of Operations when these assets or liabilities settle. 

 

The Company holds financial instruments, including marketable securities, that were carried 

at fair value prior to the adoption of Section 3855. The Company uses the market value of 

publicly traded companies where applicable subject to an agreement to sell at a specific price 

to determine the fair value of these financial instruments.  Financial instruments the Company 

carries at cost or amortized cost include accounts receivable, accounts payable, and long-term 

debt. 

 

o)   Comparative Amounts 
Certain comparative amounts have been reclassified to conform with the presentation format 

adopted in the current year. 

 

 

4. CHANGES IN ACCOUNTING POLICIES 

 

On January 1, 2010, the Company adopted the following Canadian Institute of Chartered 

Accountants (“CICA”) Handbook sections: 

 

Section 1582, “Business Combinationsò, which will replace CICA Section 1581 of the same 

name. Section 1582 establishes principles and requirements of the acquisition method for 

business combinations and related disclosures.  

 

Sections 1601, Consolidated Financial Statements, and 1602, Non-Controlling Interests, 

which replaces existing Section 1600. Section 1601 establishes standards for the preparation 

of consolidated financial statements. Section 1602 provides guidance on accounting for a 

non-controlling interest in a subsidiary in consolidated financial statements subsequent to a 

business combination.  
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5. MARKETABLE SECURITIES 

 

 The following table sets out the changes in the marketable securities:   

 

 2010 2009 

Balance, beginning of year $ 1,819,992      $    2,218,480 

Disposed during the year (1,052,136) (2,404,882) 

Unrealized gain during the year 824,037 2,006,394 

Balance, end of year $ 1,591,893 $ 1,819,992 

 

During the year the Company sold marketable securities for net proceeds of $482,750 and 

realized a loss of $569,386.  

 

 

6. TAX RECEIVABLE   

 
Tax receivable represents the Value Added Tax (VAT) paid in Italy on purchases made by 

the Company’s subsidiary in that country. The amount is recoverable by offsetting VAT 

collected on revenues, or against certain other taxes payable, or upon application for a refund 

from the government.  

 

 

7. PROPERTY, PLANT AND EQUIPMENT 
 

 

As at December 31, 2010 

 

Cost 

Accumulated 

depletion & 

amortization 

 

Net book 

value 

Petroleum and natural gas properties $ 23,162,990 $ 13,098,377 $10,064,613 

Building  196,538 63,026 133,512 

Furniture, fittings and office equipment 157,304 121,173 36,131 

Total $ 23,516,832 $13,282,576 $10,234,256 

  

 

As at December 31, 2009 

 

Cost 

Accumulated 

depletion & 

amortization 

 

Net book 

value 

Petroleum and natural gas properties $ 24,132,682 $ 7,222,228 $16,910,454 

Building  196,538 57,463 139,075 

Furniture, fittings and office equipment 162,518 105,283 57,235 

Total $ 24,491,738 $ 7,384,974 $17,106,764 

 

 
The Company capitalized $356,930 (2009 - $306,348) of general and administrative expenses 

directly related to exploration activity in Italy and Tunisia. The Company did not capitalize 

any general and administrative expenditures in Canada. 

 

Permit, seismic and drilling costs associated with unproved properties that were excluded 

from depletion and amortization were $5,053,040 (2009 - $13,040,877). Future 

development costs of $906,000 (2009 - $906,000) are included in the calculation of the 

depletion and amortization expense. 
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7. PROPERTY, PLANT AND EQUIPMENT (continued) 
 

 

The Company performed impairment tests on the unproved properties excluded from the 

costs subject to depletion and amortization to ascertain whether impairment has occurred. The 

test is performed on a property by property basis in each country in which the Company 

operates by taking into consideration all available information including the remaining term 

of the property permit, the available geological and geophysical data, and the future 

exploration and drilling plans for the property. An impairment amount of $6,315,804 (2009 - 

$225,000) was recognized as the excess of the carrying value of the Jorf permit over the 

estimated fair value of the asset. This amount is recorded as an expense in the consolidated 

statement of operations as the applicable cost centres have no proved or probable reserves. 

The Jorf permit was abandoned at the end of 2010 and certain commitments on the permit 

transferred to the Sud Tozeur permit in Tunisia. The prior year impairment relates to the 

additional cost of abandoning the Posta Piana well in Italy. 

  

The Company calculated a ceiling test for the Canadian properties at December 31, 2010 to 

assess the recoverable value of the petroleum and natural gas properties and production 

equipment.  The future prices used by the Company in estimating cash flows were based on 

forecasts by the independent reserves evaluators, adjusted for the Company’s quality and 

transportation differentials.  

 

The following table summarizes the benchmark price and exchange assumptions used in the 

calculation for the Canadian and Tunisian properties: 

 

 

Brent 

Crude Oil 

($US/bbl) 

Edmonton 

Light 

Crude Oil 

($Cdn/bbl) 

 

Heavy Oil 

25 API 

($Cdn/bbl) 

Propane 

($ Cdn/bbl) 

AECO-C 

Gas 
($Cdn/Mm

btu) 

Foreign 

Exchange 

($US/Cdn) 

2011 93.00  89.30  78.59  53.58  3.93  0.98 

2012 91.78  92.13  79.23  55.28  4.64  0.98 

2013 92.64  95.04  80.78  57.02  5.33  0.98 

2014 94.57  98.02  91.36  58.81  5.97  0.98 

2015 97.58 101.08 83.90      60.65 6.26  0.98 

2016 99.58 103.11 85.58      61.86 6.44  0.98 

2017-

2022 

2.0% 

escalated 

2.0% 

escalated 

2.0% 

escalated 

2.0%  

escalated 

2.0% 

escalated 

 0.98 
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8.  LONG-TERM ACCRUAL 
 

 2010 2009 

Severance Pay accrual      $  29,255      $   87,759 

 

Estimated principal repayments are as follows: 

  

    Non-current portion      $  29,255      $   87,759 

 

The Severance Pay accrual is payable to employees in Italy when the employee leaves 

employment and is based on the length of service with the Company. The amount is accrued 

annually in accordance with payroll legislation. 

 

Under a credit facility dated March 19, 2004, the Company has the following credit facilities 

available: 

 

(a) Office condominium mortgage, 

(b) Operating loan up to $150,000 available by way of account overdraft. The loan is due 

on demand by the bank with interest paid at the bank’s prime rate plus 1% per 

annum. No amounts have been drawn on this loan. 

 

The operating loans are secured by a debenture and general security agreement with a fixed 

and floating charge over all assets and an assignment of all risk insurance proceeds, and an 

environmental indemnity. 

 

 

9.  ASSET RETIREMENT OBLIGATION 
 

At December 31, 2010, the estimated total undiscounted amount of cash flows required to 

settle the ARO was approximately $387,493 (2009 - $398,277), which will be incurred 

between 2011 and 2024.  The Company’s asset retirement obligation results from its 

responsibility to abandon and reclaim its net share of all working interest properties.  The 

amount has been discounted using a credit adjusted risk free interest rate of 8% and an 

inflation rate of 2.0%.  A reconciliation of the ARO is provided below: 

 

 2010 2009 

Balance, beginning of year $ 342,512 $ 268,270 

Expenditures during the year  (6,299)   (2,273) 

Increase (decrease) in obligation during the year  (14,469)  67,054 

Accretion expense  10,113  9,461 

   

Balance, end of year $ 331,857 $ 342,512 
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10.  SHARE CAPITAL 
 

a) Authorized 
 

 Unlimited number of common shares without par value. 

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

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

 

b) Issued and Outstanding 
 

 Shares Amount 

 (#) ($) 

Common Shares   

Balance, December 31, 2009 85,614,204  $26,231,495 

 

Shares issued pursuant to short form prospectus 

offering 

Fair value of warrants and agents’ options issued 

pursuant to the prospectus offering 

Share issue costs 

 

 

12,086,733 

 

7,252,040 

 

 

(359,701) 

(699,072) 

Balance, December 31, 2010 97,700,937  $32,424,762 

 

Warrants Warrants Amount ($) 

Balance, December 31, 2009 - - 

Warrants and agents’ options issued pursuant to short 

form prospectus offering 

 

6,949,872 359,701 

Balance, December 31, 2010 6,949,872 359,701 

 

The fair value of warrants and agents’ options was calculated using the Black-Scholes option 

pricing model using a risk free rate of 1%, expected volatility of 35% and an expected life of 

18 months for the warrants and 2 years for the agents’ option.   

 

c) Warrants  

 

The following table summarizes the warrants and agents’ options outstanding as at  

December 31, 2010: 

 

Number Exercise Price Expiry Date 

Warrants 6,043,367 $ 0.80 September 30, 2011 

Agents’ options 604,337 $ 0.60 September 30, 2011 

Agents’ option warrants 302,168 $ 0.80 September 30, 2011 

Total 6,949,872   

 

d) Stock Options 
 

The Company has a stock option plan (the “Plan”) for directors, officers, employees and key 

consultants of the Company.  Options granted pursuant to the Plan do not exceed a term of 

five years, and are granted at an option price and on other terms that the directors determine 

are necessary to achieve the goal of the Plan and in accordance with regulatory policies.  

Options vest one-half immediately and one-half one year later for directors and officers, and  
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10.  SHARE CAPITAL (continued) 
 

one-third immediately, one-third one year later, and one-third one year after that for 

consultants and employees.  As at December 31, 2010, there were 6,250,000 stock options 

outstanding with a weighted average exercise price of $0.55, of which 4,825,002 were 

exercisable at a weighted average exercise price of $0.58.  

 

The following table summarizes the Plan activity to December 31, 2010: 

 

 

Options  

Outstanding 

Weighted Average 

Exercise Price 

 (#) ($) 

Balance, December 31, 2008  7,300,000  0.66 

Expired (600,000) 0.60 

Balance, December 31, 2009  6,700,000  0.66 

Issued, July 8, 2010 2,900,000 0.40 

Expired   (3,350,000)  0.65 

Balance, December 31, 2010  6,250,000  0.55 

Exercise Price Options 

Outstanding 

Weighted Average 

Contractual Life (years) 

$0.40  2,900,000 4.52 

$0.60  2,650,000  2.00 

$0.83  100,000  0.09 

$0.90  250,000  0.09 

$1.00  350,000  1.50 

  6,250,000  3.03 

 

e) Stock-Based Compensation 
 

The Company has calculated its stock-based compensation using the Black-Scholes option 

pricing model to estimate the fair value of stock options issued at the date of the grant.  No 

stock options were granted in 2009. The weighted average fair market value per option 

granted in July 2010 and the assumptions used in their determination are as follows: 

 

 2010 2009 

Weighted average fair value per option $0.24 - 

Risk free interest rate (%) 4.5 - 

Volatility (%) 70 - 

Expected life (years) 5 - 

 

 

11.  CONTRIBUTED SURPLUS 
 

The following table sets out the changes in Contributed Surplus related to the stock based 

compensation expense, warrants and broker/agent options: 

 

 2010 2009 

Balance, beginning of year $ 2,062,783 $ 1,993,851 

Stock based compensation expense  451,063  68,932 

Stock based compensation capitalized  89,849  - 

Balance, end of year $ 2,603,695 $ 2,062,783 
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12. PER SHARE AMOUNTS 

 

Basic earnings per share is calculated using the weighted average number of shares 

outstanding during the year. Diluted earnings per share is calculated to reflect the dilutive 

effect of stock options and warrants outstanding.   

 

Earnings per share is calculated as follows: 

 2010 

 Net loss      Shares Loss per share  

Basic  $ (7,766,236)   95,050,565    $   (0.08) 

Effect of assumed exercise of options and 

warrants  

  -   

Diluted  $ (7,766,236)   95,050,565    $   (0.08) 

  

 2009 

 Net loss   Shares Loss per share 

Basic $ (1,127,261)    85,614,204 $  (0.01) 

Effect of assumed exercise of options and       

warrants 

 

 

 

               - 

 

Diluted  $       (1,127,261)     85,614,204 $   (0.01) 

  

 

 

13. INCOME TAXES 
 

a) Future income tax recovery 
 

The provision for income taxes differs from the result that would be obtained by applying the 

combined Canadian federal and provincial statutory tax rates to income before taxes.  The 

difference results from the following: 

 

 2010 2009 

Earnings before tax $ (7,766,236) $ (1,127,261) 

Income tax rate 28.0% 29.0% 

Computed income taxes at the Canadian 

income tax rate 

 

(2,174,546) 

 

 (326,906) 

Increase (decrease) in taxes resulting from:   

Non deductible capital loss 72,779  200,063 

Stock-based compensation 126,298  19,990 

Statutory rate differences, effect of rate 

changes and other 

 

1,500,004 

 

 (416,344) 

Change in valuation allowance 475,465 523,197 

   

Income tax expense $                  - $                - 

 

 
In Canada, the Company has loss carry forwards of $2,073,708 which expire beginning 2026. In 

Italy, the Company has loss carry forwards of $8,652,129 which expire beginning 2011. The 

Tunisian operations incur tax on a concession-by-concession basis. As at December 31, 2010, the  

13. INCOME TAXES (continued) 
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13. INCOME TAXES (continued) 
 

Tunisian operations had undepreciated capital costs of $13,208,900.  The tax benefits of these 

loss carry forwards and undepreciated capital costs have not been recognized in these 

consolidated financial statements. 

 

b) The components of the net future income tax asset are as follows: 

 

 2010 2009 

    

Non-capital losses  $                 525,738    $              406,075   

Asset retirement obligation  82,268    87,102 

Share issue costs  176,522    73,561 
Subsidiary non-capital losses  2,509,117    2,326,780 

Property, plant and equipment  101,350    26,012 

Valuation allowance  (3,394,995)   (2,919,530) 

Net Future Tax Asset   $                          -    $                         -   

 

 

14.   CAPITAL DISCLOSURES 

 

The Company’s capital structure consists of shareholders’ equity excluding accumulated 

other comprehensive income. The Company’s primary objective for managing its capital 

structure is to safeguard the Company’s ability to continue as a going concern, so that it can 

continue to provide returns for shareholders and benefits for other stakeholders, by ensuring 

financial capacity, liquidity and flexibility to fund exploration projects while maintaining a 

strong capital base to sustain ongoing development. The Company relies on equity financings 

and joint venture partner participation to fund exploration activities. The Company has the 

ability to adjust its capital structure by issuing new equity and adjusting its capital 

expenditure program to the extent the capital expenditures are not committed and to conduct 

capital projects through joint ventures. As at December 31, 2010, the Company had $5.23 

million in working capital and $0.03 million in long-term debt. The working capital is 

anticipated to be used for the Company’s exploration projects in Italy and Tunisia and for 

general corporate purposes.    

 

 

15. FINANCIAL INSTRUMENTS AND FINANCIAL RISK FACTORS 
 

The Company’s financial instruments recognized in the balance sheet consist of cash, 

marketable securities, accounts receivable, accounts payable, accrued liabilities and long term 

debt. The carrying value of these balance sheet items approximates their fair market value. 

The marketable securities are valued using unadjusted quoted prices in active markets for 

identical assets. 

 

The Company is exposed to a number of different financial risks arising from normal course 

business exposure, as well as the Company’s use of financial instruments. These risk factors 

include market risk related to the fair value of marketable securities and to commodity prices, 

foreign currency risk and interest rate risk as well as liquidity risk and credit risk. 

 

 (a) Market Risk 

Market risk is the risk or uncertainty arising from possible market price movements and their 

impact on the future performance of the business. The market price movements that could 

adversely affect the value of the company’s financial assets, liabilities and expected future  
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15. FINANCIAL INSTRUMENTS AND FINANCIAL RISK FACTORS (continued) 
 

cash flows include change in the market price of marketable securities, foreign currency 

exchange risk and interest rate risk. 

 

(i) Commodity Price Risk 

Commodity price risk is the risk that cash flows will fluctuate as a result of changes in 

commodity prices. The Company’s financial performance is linked to crude oil and 

natural gas prices. The Company does not hedge its exposure to commodity prices. An 

increase or decrease of $1 in the average price of a barrel of oil equivalent would result in 

an increase or decrease of approximately $15,000 in annual gross revenue based on the 

average daily production during the year.  

 

(ii) Foreign Currency Exchange Risk 

A significant portion of the Company’s activities are conducted in Euro in Italy and in 

US dollars and Tunisian Dinars in Tunisia where the Company is exposed to changes in 

foreign exchange rates as operating expenses, capital expenditures, and accounts 

receivable and payable fluctuate due to changes in exchange rates. A $0.01 change in the 

Euro/Canadian $ and the TND/Canadian $ exchange rates would change the net loss by 

approximately $4,604 and $514 respectively for the year ended December 31, 2010. The 

Company does not use derivative instruments to hedge its exposure to foreign exchange 

risks. 

 

(iii) Interest rate risk 

The Company is exposed to interest rate risk as changes in interest rates may affect future 

cash flows and the fair values of its financial instruments. The primary exposure is 

related to short term Bankers Acceptance notes. 

 

(b) Liquidity Risk 

Liquidity risk is the risk that the entity will encounter difficulty in meeting its financial 

liability obligations. The Company has access to capital through internally generated 

cashflows and external sources including capital markets and joint venture partner funding of 

projects. The Company manages liquidity risk by commencing exploration projects once  

sufficient funds are available to completely fund the project, and by generally endeavoring to 

raise funds ahead of planned capital expenditures subject to the capital markets environment. 

See Note 2 and Note 14. 

 

Surplus cash is invested into short-term banker’s acceptance notes and the Company seeks to 

ensure security and liquidity of those investments. 

 

(c) Credit Risk 

Credit risk is the risk that a customer, joint venture partner or counterparty will fail to 

perform an obligation or default resulting in the Company incurring a financial loss. The 

Company monitors the exposure to any single customer or joint venture partner. A substantial 

portion of the Company’s accounts receivables are with customers in the oil and gas industry  

and are subject to normal industry credit risks. One joint venture partner owed the Company 

$32,911 or 33% of the total receivables at December 31, 2010. There are no significant 

receivables past due or provided for as doubtful receivables.   
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16. SEGMENT INFORMATION 
 

The Company operates in the oil and gas industry. Its reportable segments are 

identified on a geographic basis. 

 

   Geographic Segments: 

December 31, 2010  Canada Italy Tunisia Total 

Revenue  481,773     1,399  304,169 787,341  

Loss before taxes  800,217 628,751 6,337,268 7,766,236 

Total assets (net of  

   Inter-company balances) 8,460,584 1,439,455 6,860,569 16,760,608 

Property and equipment 1,562,606 1,778,554 6,893,096 10,234,256 

Capital Expenditures  4,578 347,779    1,168,222 1,520,579 

 

December 31, 2009  Canada Italy Tunisia Total 

Revenue  449,609     2,099  354,632 806,340  

Loss before taxes  197,082 918,218 11,961 1,127,261 

Total assets (net of  

   Inter-company balances) 4,535,739 1,100,359 14,567,480 20,203,578 

Property and equipment 1,778,464 1,562,802 13,765,498 17,106,764 

Capital Expenditures  45,184 354,728    1,154,905 1,554,817 

 

 

17. COMMITMENTS 

 
(a) The Company rents premises in Rome, Italy, under operating leases that require payments of 

$40,340 in 2011 and $40,340 in 2012, and the leases are subsequently renewable annually. 

The Company rents premises in Tunis, Tunisia, under operating leases that require payment 

of $30,364 in 2011, and the lease is renewable annually. 

 

(b) In the ordinary course of business, the Company and its subsidiaries may enter into contracts 

which contain indemnification provisions, such as service agreements, leasing agreements, 

asset purchase and sale agreements, joint venture agreements, operating agreements, etc. In 

such contracts, the Company may indemnify counterparties to the contracts if certain events 

occur. These indemnification provisions vary on an agreement-by-agreement basis. In some 

cases, there are no pre-determined amounts or limits included in the indemnification 

provisions and the occurrence of contingent events that will trigger payment under them is 

difficult to predict. Therefore, the maximum potential future amount that the Company could 

be required to pay cannot be estimated.  
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18. RELATED PARTY TRANSACTIONS 

 
(a) Included in the general and administrative expenses are consulting fees of $365,622 (2009 -

$320,350) paid to officers of CYGAM or companies whose shareholders are directors and 

officers of CYGAM. The Company also capitalized $130,225 (2009 -$141,573) paid during 

the year to a director and officer of the Company.  

 

(b) Included in marketable securities is an investment of $490,000 in a joint venture partner that 

is a related party. The Company has 5% ownership interest and the Company’s President is a 

director of the joint venture partner. The accounts payable at December 31, 2010 includes a 

drilling deposit of $490,000 paid by the joint venture partner.  

 

  

19. SUBSEQUENT EVENTS 

 
In March 2011, part of the marketable securities held at December 31, 2010 at a fair value of 

$1,101,893 were sold for net proceeds of $1,186,820.  
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