
A solid asset base can help weather turbulent markets and politicians. It 
provides depth of production base and the ability to drill for either oil or 
natural gas, which enables a company to manage volatility in commodity 
prices. Arcan�s three core operating areas are Deer Mountain, McLeod and 
Hamburg � areas in which Arcan�s management has signi� cant experience 
and developed expertise. We have high working interests and operate the 
majority of our drilling projects in these areas. 

We currently have exploration opportunities and more than two years of 
inventory in each of our three core operating areas. Exploration success 
brings development follow-up. In addition to the high-impact development 
wells planned for Hamburg next winter, we have a �legacy� asset at Deer 
Mountain with numerous development locations. McLeod offers development 
drilling as well as exploration for deeper targets. 

Risk versus reward is an important consideration for an emerging, 
exploration-based company. Arcan has elected to take a focused approach to 
exploration, acquiring acreage that has immediate drilling opportunities. We 
take on exploration drilling risk within our comfort level, and farm-out the 
remaining risk to partners and operate ONLY in areas we are familiar with.  



  December 31, June 30, June 30,
    2006  2006  2005

Financial ($000s, except per share amounts) (6 months) (12 months) (12 months)

Oil and natural gas revenues	  6,304 	 6,699 	 95 

Cash provided by (used in) operating activities	 2,348 	 2,882 	 (335)

Funds �ow from operations (1)	 2,689 	 3,336 	 (351)

Per share � basic (1)	 0.11 	   0.23 	 (0.08)

Net loss	 (318)	 (1,563)	 (612)

Per share � basic and diluted	 (0.01)	  (0.11)	 (0.14)

Total assets	 82,019 	 57,854 	 4,964 

Bank debt and working capital	 (15,745)	 10,328 	 (47)

Shareholders� equity	 48,130 	 43,052 	 3,845 

Capital expenditures	 33,776 	 34,149 	 3,798 

Operating

Production 

Crude oil and NGL (bbls per day)	 373 	 127 	   1 

Natural gas (mcf per day)	 1,377 	 1,209 	 30 

Barrels of oil equivalent (boe per day) (2)	 603 	 329 	   6 

Averaged realized prices

Crude oil and NGL ($ per bbl)	 66.00 	 68.09 	 59.79 

Natural gas ($ per mcf)	 6.99 	   8.02 	 7.65 

Net revenue ($ per boe, 6:1)	 56.85 	 55.83 	 27.95 

Operating netbacks ($ per boe)	 36.76 	 35.46 	 8.72 

Common Shares (000s)

Common shares outstanding at year end	 26,534 	 24,542 	 4,921 

Weighted average � basic	 25,295 	 14,508 	 4,318 

Weighted average � diluted	 25,295 	 14,508 	 4,318 
(1)  The reader is referred to the �Non-GAAP Measurements� section in this supplemental disclosure document.
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This supplemental disclosure document should be read in conjunction with Arcan�s 
annual information form for the year ended December 31, 2006 dated April 27, 2007, 
Arcan�s �nancial statements and management�s discussion and analysis for the six 
month period ended December 31, 2006, and other disclosure documents that have been 
posted by Arcan on SEDAR at www.sedar.com. Arcan�s website is under construction 
and will be live soon at www.arcanres.com.

Certain information with respect to the Company contained herein, including its 
assessment of future plans and operations contain forward-looking statements. These 
forward-looking statements are based on assumptions and are subject to numerous 
risks and uncertainties, certain of which are beyond the Company�s control, including 
the impact of general economic conditions, industry conditions, volatility of commodity 
prices, currency exchange rate �uctuations, imprecision of reserve estimates, 
uncertainty regarding drilling results, environmental risks, competition from other 
explorers, stock market volatility and ability to access suf�cient capital. As a result, the 
Company�s actual results, performance or achievement could differ materially from 
those expressed in, or implied by, these forward-looking statements and, accordingly, no 
assurance can be given that any events anticipated by the forward-looking statements 
will transpire or occur. In addition, the reader is cautioned that historical results are not 
necessarily indicative of future performance.

BOE � In this document wherever amounts are expressed on a barrel of oil equivalent  
(boe) basis, natural gas volumes have been converted to oil equivalence at six 
thousand cubic feet per barrel. The term boe may be misleading, particularly if used 
in isolation. A boe conversion ratio of six thousand cubic feet per barrel is based on an 
energy equivalency conversion method primarily applicable at the burner tip and is not 
intended to represent a value equivalency at the wellhead. 

The estimates of reserves and future net revenue for individual properties may not 
re�ect the same con�dence level as estimates of reserves and future net revenue for 

all properties, due to the effects of aggregation. The aggregate of the exploration and 
development costs incurred in the most recent �nancial year and the change during 
that year in estimated future development costs generally will not re�ect total �nding 
and development costs related to reserve additions for that year.

NON-GAAP MEASUREMENTS � Readers are cautioned that this document contains 
the term �funds �ow from operations� which should not be considered an alternative 
to, or more meaningful than, cash provided by operating activities or net earnings as 
determined in accordance with generally accepted accounting practices (GAAP) as 
an indicator of the Company�s performance. Funds �ow from operations ($2,688,556) 
plus change in non-cash working capital ($-341,046) equals cash provided by operating 
activities ($2,688,556 minus $341,046 = $2,347,510). The Company also presents funds 
�ow from operations per share, whereby funds �ow from operations is divided by the 
basic weighted average number of shares outstanding to determine per share amounts. 
�Operating netbacks� are also presented, which represent the Company�s revenue per 
boe, less per boe royalties, operating expenses and transportation expenses, in order 
to determine the amount of funds generated by each boe produced. These measures 
do not have any standardized meaning prescribed by GAAP and therefore may not 
be comparable to similar measures presented by other companies. Management 
believes that funds �ow from operations and netbacks are useful supplemental 
measures as they provide an indication of the ability of the Company to fund future 
growth through capital investment and/or to repay debt. These measures have been 
described and presented in this document in order to provide shareholders and 
potential investors with additional information regarding the Company�s liquidity and 
its ability to generate funds to �nance its operations. Operating netbacks for the six-
month period ended December 31, 2006 were $40.26 per bbl for oil and NGL and $27.27 
per boe for natural gas. FD&A calculations for prior periods are not comparable but 
Arcan estimates life-to-date FD&A costs on proved reserve additions to be $26.52 per 
boe and on proved plus probable reserve additions to be $19.60 per boe. 

�P+P� means proved plus probable. �FD&A� means �nding, development and acquisition. 
�Recycle ratio� means operating netbacks divided by FD&A costs.



We began building Arcan Resources Ltd. (�Arcan�) three years ago and that 
groundwork is paying off in 2007. Today, we have the critical elements for a 
successful company: people and diversi�ed properties that will keep Arcan 
busy. The last year was �lled with achievement, both at the corporate 
level and at the operations level. We completed a reverse takeover of 
Desco Energy Ltd., listed on the TSX Venture Exchange and added people 
at all levels of the organization. We grew our production from 200 boe per 
day at the start of 2006 to 800 boe per day at the end of 2006, an increase 
of 400 percent. Since June 2006 we increased our proved plus probable 
reserves by 78 percent to 5.1 million boe and exited the year with a reserve 
life of 17.9 years. That�s just the beginning of what we believe is the true 
potential of our three core areas. We exited the �rst quarter of 2007 with 
more than 2,000 boe per day of production capability and an enviable 
depth of inventory in each of our three core operating areas. 
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Arcan�s 2007 capital program will continue to focus on growth through exploration and 
development in its three core operating areas.

Follow-up drilling at Hamburg in the �rst quarter of 2007 continued to de�ne the aerial 
extent of a signi�cant new pool discovery. Several further development wells are 
planned for next winter and a possible water�ood may be implemented that would add 
considerably to the life and value of our asset. Actual production from these wells is 
severely restricted by maximum rate limitations imposed by the Alberta Energy and 
Utilities Board (EUB) and battery constraints. Optimal production rates will be achieved 
when the water�ood is implemented, development drilling is �nalized, and restrictions 
are removed. 

At McLeod, Arcan recently drilled three (1.6 net) additional Gething natural gas wells. 
Current production is approximately 900 boe per day net to Arcan. Additional volumes 
are achievable through additional tie-ins and resolving pipeline constraints. 

At Deer Mountain, Arcan is focused on drilling patterns in the unit and maximizing 
the value of recently-shot proprietary 3D seismic. Arcan has added a new oil battery, 
full water-injection facility and is monitoring the results of a recently launched water 
injection scheme.  

Arcan has formed a Devonian team to target higher impact exploration targets. Arcan�s 
average daily production is expected to increase by a factor of three times from 2006 to 
1,750 boe per day in 2007.
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Arcan grew its production by 
more than 931 percent to an 
average 552 boe per day for the 
year ended December 31, 2006, 
versus 56 boe per day for the year 
ended December 31, 2005. Arcan is 
targeting 1,750 boe per day for 2007.

Arcan�s operations in the last six 
months of 2006 resulted in P+P 
reserves growth of 78 percent, from 
2.9 million boe to 5.1 million boe. 
Based on a fourth quarter 2006 
average production of 775 boe per 
day and P+P reserves of 5.1 million 
boe, Arcan�s reserve life index is 
17.9 years.

Arcan�s growth strategy resulted in 
a P+P FD&A cost of $15.92 per boe, 
based on $33.8 million in capital, 
$1.6 million in change in future 
development capital and 2.2 mboe 
in reserve additions. The proved 
FD&A cost, including $0.8 million 
in change in future development 
capital and 1.6 mboe in reserve 
additions, was $21.86 per boe. 

Arcan�s oil production, which is 40” 
API or lighter, is tied in. Operating 
costs averaged $7.13 per boe in 
the second half of 2006 while the 
average operating netback (revenue 
less royalties and operating costs) 
was $36.76 per boe. Arcan�s recycle 
ratio (operating netback divided 
by FD&A costs) was 2.3 times, 
including future capital.

00.0

Production
(boe/d)

Production
(boe/d)

Production
(boe/d)

Q1
2006

Q3
2005

00.0

Q2
2006

00.0

Q3
2006

00.0

Q4
2006

00.0

Q1
2007E

Proved
Reserves

PV10
(Mboe)

Proved
and Probable

Reserves
PV10 (Mboe)

NPV 10%
Proved

($ Millions BT)

NPV 10%
Proved

and
Probable

($ Millions BT)

December 
31, 2006

Production
(boe per day)

2006
Production

Netback
($ per boe)

2007
Estimated

Annual
Average

Production

000

000

000

000

000

000

0

200

400

600

800

1000

1200

634

1,143

12.7 20.1

171

650

Production
(boe/d)

Proved
Reserves

PV10
(Mboe)

Proved
and Probable

Reserves
PV10 (Mboe)

NPV 10%
Proved

($ Millions BT)

NPV 10%
Proved

and
Probable

($ Millions BT)

December 
31, 2006

Production
(boe per day)

2006
Production

Netback
($ per boe)

2007
Estimated

Annual
Average

Production

0

100

200

300

400

500

600

700

800

498

773

10.0 13.4

247

625

Production
(boe/d)

Proved
Reserves

PV10
(Mboe)

Proved
and Probable

Reserves
PV10 (Mboe)

NPV 10%
Proved

($ Millions BT)

NPV 10%
Proved

and
Probable

($ Millions BT)

December 
31, 2006

Production
(boe per day)

2006
Production

Netback
($ per boe)

2007
Estimated

Annual
Average

Production

0

500

1000

1500

2000

2500

3000

3500

2,471

3,437

33.7 44.3 156

475

0

500

1000

1500

2000

Q4
2005

Q1
2006

Q2
2006

Q3
2006

Q4
2006

Q1e
2007

Q2e
2007

Production
(boe/d)

Dec. 31
2005

193

532
586

775

0

100

200

300

400

500

600

700

800

Mar. 31
2006

June 30
2006

Dec. 31
2006

Cash Flow
($mm)

0.6

1.3
1.4

1.6

Dec. 31
2005

0.0

0.5

1.0

1.5

2.0

Mar. 31
2006

June 30
2006

Dec. 31
2006

Net Asset Value Est.
($/share)

0.99

1.35

1.95

2.20

Dec. 31
2005

0.0

0.5

1.0

1.5

2.0

2.5

Mar. 31
2006

June 30
2006

Dec. 31
2006



Current
Operation

EXPANSION

T60-R18 W5 T60-R15 T60-R12 T60-R09 W5

T56-R09

T52-R09 W5

Arcan�s McLeod core area offers medium-risk, natural 
gas targets largely focused in Mannville and Jurassic-
aged strata. In 2006, The Company drilled six (4.2 net) 
Gething natural gas wells with 100 percent success at 
McLeod. Four (3.0 net) of these wells are on production 
and recent pipeline additions have allowed more 
production to be brought on-stream. The wells are 
producing approximately 900 boe per day net. Arcan is 
monitoring these wells to optimize performance as two 
(1.2 net) wells remain behind-pipe and current wells are 
still restricted by pipeline constraints.

 Arcan has a large inventory of prospects 
developed by its two geologists. These geologists have 
worked the McLeod area for over 15 years each and have 
drilled in excess of 300 wells. Arcan competes in the 
area by farming-in or acquiring lands only after it has 
developed drill-ready prospects. This approach allows 
Arcan to be selective about its land acquisition, to run 
full economics and to include risks for tie-in and land 
expiries. Arcan is also pursuing deeper, higher-impact 
targets in the area. 
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The Hamburg �GG� Slave Point oil pool was discovered 
by Arcan in February 2006 at a depth of approximately 
2,400 metres. Five wells have now been drilled in the 
pool: Arcan owns 50 percent in the � rst four wells 
and 100 percent in the � fth well drilled into the reef 
complex. The wells tested individually at rates from 500 
boe per day to 1,850 boe per day of  40” API or lighter 
sweet oil and natural gas. The wells have been pipeline-
connected to a partner-owned oil battery. Arcan 
believes that these Slave Point oil wells have resulted 
in a signi� cant oil discovery. Hamburg is generally only 
accessible in the winter.

The existing wells are currently subject to maximum 
rate limits (MRL) imposed by the Alberta Energy and 
Utilities Board (EUB). Arcan applied and received 
approval for an enhanced recovery scheme from the 
EUB. Timing of water injection is still under review; 
however, Arcan has sourced injection equipment, drilled 
a water source well and has received approval to build 
an all-weather road to the producing area. 

 Arcan plans to continue to explore for new 
Slave Point reefs in the Hamburg area. Management has 
over 16 years of experience drilling Slave Point targets in 
this area, achieving a 65 percent historical success ratio. 
Arcan plans to drill two to six new Slave Point natural 
gas prospects in the coming winter drilling season. 
These wells will complement the planned development 
drilling in the �GG� pool. Arcan is also reviewing 
possible development of Bluesky natural gas discovered 
in the area.  


