
Loon continued to make progress on a number of projects during the third 
quarter with the highlight of the period being the signing of the Production 
Sharing Agreement for Brunei Block L on August 28th. 

BRUNEI
Production Sharing Agreement Signed – During the quarter negotiations on 
the terms of the Production Sharing Agreement (“PSA”) governing oil and gas 
production and development on Block L in Brunei Darussalam were finalized 
and, on August 28th, the formal signing ceremony was held in Bandar Seri 
Begawan. Under the terms of the PSA, entered into between Brunei National 
Petroleum Company Sdn Bhd (“PetroleumBRUNEI”) and Loon along with its 
Brunei partner QAF Brunei Sdn Bhd, a minimum of US$ 20.5 million will be 
spent on exploration activities on Block L during the next three years (“Phase 1”). 
The work will include the re-processing of available seismic data; the acquisition 
of 750 km of 2D seismic data, and 500 km of offshore 2D seismic data, the acqui-
sition of 150 km of offshore 3D seismic data and the drilling of two exploration 
wells to a depth of 2,000 metres.

Block L Prospects – Block L, located mostly onshore in the northeastern 
part of Brunei, covers 556,728 acres (2,253 square kilometres) of lands rep-
resenting approximately 40% of the surface area of the country. The Block 
contains numerous oil seeps and Loon has identified a number of potential 
prospects based on both geology and existing 2D seismic. Meetings between 
PetroleumBRUNEI and Loon to finalize a budget and a work program for 
Phase 1 activity will be held in late November.

Brunei Primer – Negara Brunei Darussalam is located in south-east Asia on the 
northwest coast of the island of Borneo. It has 161 kilometres of coastline on the 
South China Sea and shares a 381 kilometre border with Malaysia. The capital is 
Bandar Seri Begawan. Brunei benefits from extensive oil and gas fields and has 
one of the highest per capita GDPs in the world at approximately US$24,000 per 
annum. Crude oil and natural gas production account for nearly half of GDP 
and more than 90% of government revenues. Approximately 95% of current 
estimated oil production of 200,000 bopd is exported. Eighty-five  
percent of natural gas production of 1.1 Bcfd is exported. Substantial income 
from overseas investments supplements income from domestic production. 
Brunei is a sultanate and the family of the current Sultan of Brunei has ruled the 
country for more than six centuries. Brunei covers a total land area of  
5,770 square kilometres and has a population of approximately 380,000. 

JURA ENERGY CORPORATION
Loon Acquires Jura Shares – Loon received 7,479,419 common shares of Jura 
Energy Corporation, representing slightly less than 10% of the then issued and 
outstanding common shares of that company, on June 2, 2006. The shares were is-
sued as compensation for the sale of Loon’s interest in a private Bermuda company 
which was party to a series of farm-in agreements covering acreage in Pakistan.

A Significant Asset for Loon – The shareholding in Jura represents a signifi-
cant asset for Loon. As at the date of this report the value of this investment, 
based upon the closing price for Jura common shares ($0.95) on November 19, 
2006, was $7,105,448.

COLOMBIA
Abanico Association Contract – Loon has now drilled three wells on the 
Abanico block since September, 2005 resulting in one gas well that is await-
ing tie-in. In 2005, Loon committed to expend US$6 million on exploration and 
development expenditures to earn 49% of the interest of Kappa Resources 
Colombia Ltd. (“Kappa”) in the area covered by the Abanico Association 
Contract. The contract area covers more than 200,000 acres (>800 square  
kilometres) of the Upper Magdalena Valley, a hydrocarbon-prone area of  
central Colombia. Kappa is the operator of the project. 

Future Activity – Loon was not active in Colombia during the quarter. It is  
anticipated that an additional 30 km of 2D seismic will be acquired prior 
to April 2007 to be followed by an exploration well. We expect that the 
Ventilador-2 gas well, drilled in the fall of 2005, will be tied-in sometime  
during the first quarter of the 2007 calendar year. 

Colombia Primer – Colombia is located in the northwest corner of South 
America and is bordered by Panama, the Caribbean Sea, Venezuela, Brasil, Peru, 
Ecuador and the Pacific Ocean. Colombia is about the same size as the Canadian 
province of Ontario and about twice the size of Texas or France. The capital city 
of Bogota is located in the central highlands. Colombia has a long and stable 
business history regarding the oil and gas sector and currently produces more 
than 500,000 bopd, about half of which is exported to the United States. Natural 
gas production of about 570 MMcfd is consumed domestically. Political insur-
gents and criminal gangs are a problem in certain parts of the country but their 
impact is less significant in areas, such as Abanico Association Contract area 
where Loon is working, which are closer to the capital city of Bogota.

MESSAGE TO SHAREHOLDERS
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Syria
New Opportunity in the Middle East – On June 1st, Loon announced that 
the Ministry of Petroleum and Mineral Resources of the Syrian Arab Republic 
has awarded Loon the right to negotiate a production sharing contract with 
respect to the 2.52 million acre (10,197 km² or 3,900 miles²) Block 9. The initial 
discussions with respect to the production sharing contract took place in 
Damascus in late June. Commercial terms were agreed on September 27th and 
final language for the production sharing contract is expected to be substan-
tially completed early in 2007.

Block 9 Potential – Block 9 is located in northwest Syria on the northern edge 
of the hydrocarbon-rich Homs sub-basin. The Homs sub-basin is a geologic 
feature that contains some of Syria’s significant light oil and gas fields includ-
ing the Cherrife Da, Ash Shaer Da, Palmyra and Al Rasem field complexes.  
The block is under-explored and contains only six wells with the most recent 
having been drilled more than ten years ago.

Syria Primer – The Syrian Arab Republic (Al Jumhuriyah al Arabiyah as 
Suriyah) is located in the Middle East bordering the Mediterranean Sea, 
Turkey, Iraq, Jordan, Israel (Palistine) and Lebanon. The capital of Syria is 
Damascus is located in the southern part of the country near to the Lebanese 
border. The total area of a little over 185,000 square kilometres covers an area 
slightly larger than the US state of North Dakota. Population is approximately 
19 million with a median age of about 21 years. Per capital GDP is estimated at 
approximately US$4,000 per annum. Economic reforms in the past few years 
included a lowering of interest rates and the opening of private banks to help 
stimulate economic growth. The award of Block 9 and other exploration and 
development blocks in intended to lead to additional oil and gas production to 
counter declines in oil production and export. Natural gas production, estimat-
ed in 2003, was approximately 7 Bcfd all of which was consumed domestically. 
Oil production, estimated for 2005, was more than 400,000 bopd, substantially 
more than the 240,000 bopd consumed domestically. Syria has a long history 
of treating foreign investors in its oil and gas sector in a business-like manner 
and most major western nations, including the United States, maintain diplo-
matic relations with Syria at this time.

Peru
New Opportunity in South America – In late April, Loon was awarded 
“Classification” in Peru, the effect of which is to grant Loon the exclusive 
right to negotiate an exploration license contract for a large block of explora-
tion land, since re-named by the Peruvian authorities as Block B127, in north 
central Peru. Loon’s “Classification” was re-confirmed by Petroperu in August 
and the first round of negotiation took place in September. Negotiations are 
expected to be substantially completed during the first quarter of 2007.

Marañon Basin Exploration Block – Block B-127 is a 2.39 million acre (9,666 
km² or 3,750 miles²) exploration license. The Marañon Basin is a proven oil 
basin which holds discoveries that have already produced over 800 million  
barrels of oil reserves. There are several nearby oilfields on trend and existing 
data indicates the development of similar structures on Block B-127.

Peru Primer – The Republic of Peru is located in South America and is 
bordered by the Pacific Ocean on the west, Chile to the south, Ecuador to 
the north and Colombia, Brasil and Bolivia to the east. The total land area of 
1,285,220 square kilometres is slightly less than the US state of Alaska. The 
population of Peru, at approximately 28 million is a little over 80% of that of 
Canada. The capital of Peru is Lima, located on the Pacific Coast. GDP per 
capita was estimated at US$5,900 in 2005. Peru’s economy reflects its varied 
geography with an arid coastal region, the Andes mountains further inland 
and the tropical lands of the Amazon Basin in the northeast. Peru has abun-
dant mineral resources and a viable fishing industry. Natural gas production, 
estimated in 2003, was 560 MMcfd, approximately 60% of domestic consump-
tion. Oil production for the same period was about 120,000 bopd with domestic 
consumption of about 160,000 bopd. 
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Russia
Tatarstan Oil Recovery Project – In September, Loon entered into a loan 
agreement with CTI Petroleum Canada Inc. (“CTI”) under which it provided 
CTI with a loan for US$ 1,000,000 to facilitate the participation of CTI in certain 
oil sludge recovery projects in Tatarstan, Russia. In consideration for the loan, 
Loon is to be paid a US$ 300,000 arrangement fee and will have the opportu-
nity to participate in the oil recovery projects and any other projects jointly 
developed in the region under terms to be defined. As security for the loan, a 
principal of CTI has provided Loon with a personal guarantee, and, as  
additional security, common shares in a private Canadian oil and gas  
company. Loon personnel met with CTI and certain Russian partners of CTI in 
October and reviewed projects in both oil sludge recovery and conventional 
oil and gas exploration and development in Tatarstan and in neighboring 
Bashkortostan. In the event that terms satisfactory to Loon are not agreed 
to the principal amount of the loan plus an arrangement fee of US$ 300,000, 
together with interest, will become due and payable to Loon.

Outlook
Loon’s level of activity continues at a substantial pace. New country opportuni-
ties (Brunei, Syria, Peru and Pakistan) were all developed in the past 18 months 
and potential business deals in a number of other countries (Russia, Libya, 
Morocco, Thailand and Tunisia) are under review. 

 As of the end of the third quarter Loon had approximately $6.7 million in cash 
and $7.1 million in negotiable securities (Jura) for a total of $13.8 million. Loon 
has demonstrated the ability to source exploration and development opportu-
nities effectively and efficiently and intends to continue to do so in the coming 
months and years.

On behalf of the board of directors

(Signed) (Signed)

“Norman W. Holton” “Timothy M. Elliott” 
Chairman President & Chief Executive Officer
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The following analysis and discussion is provided by the management of 
Loon Energy Inc. (“Loon” or the “Company”) and should be read in conjunc-
tion with the unaudited interim financial statements for the quarter ended 
September 30, 2006.

Basis of Presentation – The financial data presented below has been prepared 
in accordance with Canadian generally accepted accounting principles. The 
reporting and measurement currency is the Canadian dollar.

Non-GAAP Measurements – The Management’s Discussion and Analysis 
contains the term funds from operations, which should not be considered an 
alternative to, or more meaningful than cash flow from operating activities 
as determined in accordance with Canadian generally accepted accounting 
principles as an indicator of the Company’s performance. The Company’s  
determination of funds from operations may not be comparable to that 
reported by other companies. The reconciliation between net earnings and 
funds from operations can be found in the consolidated statements of cash 
flows in the unaudited interim consolidated financial statements and the 
audited consolidated financial statements. The Company also presents cash 
flow from operations per unit whereby per unit amounts are calculated using 
weighted average shares outstanding consistent with the calculation of  
earnings per share.

BOE Presentation – Barrels of oil equivalent may be misleading, particularly 
if used in isolation. The BOE conversion ratio used in this report is based on 
an energy equivalency conversion method primarily applicable at the burner 
tip and does not represent a value equivalency at the wellhead. All BOE  
conversions in this report are derived by converting gas to oil in the ratio of 
six thousand cubic feet of gas to one barrel of oil (6 Mcf = 1 boe).

Results per BOE
 2006 2005

Nine Months Ended September 30, Canada Slovenia Total Total (1)

 $ $ $ $

Production 7,818 – 7,818 12,675

Daily Production 29 – 29 46

Gross Revenue ($/boe) 46.96 – 46.96 40.75

Royalties ($/boe) 3.31 – 3.31 5.06

Net Revenue ($/boe) 43.65 – 43.65 35.69

Operating Expense ($/boe) 19.59 – 19.59 16.78

Net Operating Revenue ($/boe) 24.06 – 24.06 18.92

General & Administrative ($/boe) – – 138.77 51.94

Interest & Foreign Exchange ($/boe) – – 12.47 2.12

Funds From Operations ($/boe) – – (100.13) (30.90)

 2006 2005

Three Months Ended September 30, Canada Slovenia Total Total (1) 

Production 2,983 – 2,983 2,991

Daily Production 32 – 32 33

Gross Revenue ($/boe) 53.14 – 53.14 39.88

Royalties ($/boe) 3.96 – 3.96 3.89

Net Revenue ($/boe) 49.18 – 49.18 35.99

Operating Expense ($/boe) 17.47 – 17.47 35.14

Net Operating Revenue ($/boe) 31.71 – 31.71 23.57

General & Administrative ($/boe) – – 104.50 19.13

Interest & Foreign Exchange ($/boe) – – 13.02 –

Funds From Operations ($/boe) – – (56.48) (77.82)

(1) All Canadian Production

MANAGEMENT’S DISCUSSION & ANALYSIS
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Oil and Gas Revenues
Oil and gas revenue, before royalties, for the period ended September 30, 2006 
was $367,132 compared to $516,530 for the period ended September 30, 2005, 
a 29% decrease. This was due to a loss of gas production from the Slovenia 
property and a decline of 796 boe as a result of workovers on the Canadian 
Silverdale properties. For the three months ended September 30, 2006 oil & gas 
revenues were $158,525 compared to $206,198 for the same period in 2005. 

 9 Months  3 Months 9 Months  3 Months  
 Ended Ended Ended Ended 
 Sept. 30,  Sept. 30,  Sept. 30, Sept. 30, 
 2006 2006  2005  2005 

Oil and Gas Revenues,  
 Before Royalties $ 367,132  $ 158,525 $ 516,530 $ 206,198 

Oil and NGL Production (bbls)  6,387   2,586   7,812  2,938 

Oil and NGL Price ($/bbl) $  50.15  $ 56.92 $  43.63 $ 55.54 

Gas Production (Mcf)  8,586   2,383  29,180  14,299 

Gas Price ($/Mcf) $ 5.44  $ 4.75 $ 5.98 $ 14.24 

BOE Production   7,818   2,983  12,675  5,321 

BOE per Day  29  32 46 58

Production by Field
 9 Months Ended 9 Months Ended 
 September 30, 2006  September 30, 2005

   Oil Gas NGL BOE Oil Gas NGL BOE 
   (Bbls) (Mcf) (Bbls)  (Bbls) (Mcf) (Bbls)

CANADA

Alberta 

 Berry – 8,586 – 1,431 21 7,848 – 1,329

 Grand Forks 3,902 – – 3,902 4,510 – – 4,510

Saskatchewan

 Silverdale 2,485  –  – 2,485 3,281  –  –  3,281

 Total Canada 6,387 8,586 – 7,818 7,812 7,848 – 9,120

INTERNATIONAL

 Slovenia  –  –  –  –  –  21,332  –  3,555

TOTAL  6,387 8,586  – 7,818 7,812 29,180  – 12,675

 3 Months Ended 3 Months Ended 
 September 30, 2006  September 30, 2005

   Oil Gas NGL BOE Oil Gas NGL BOE 
   (Bbls) (Mcf) (Bbls)  (Bbls) (Mcf) (Bbls)

CANADA

Alberta 

 Berry – 2,383 – 397 6 3,259 – 549

 Grand Forks 1,268 – – 1,268 1,499 – – 1,499

Saskatchewan

 Silverdale  1,318  –  – 1,318  1,433  –  –  1,433

 Total Canada 2,586 2,383 – 2,983 2,938 3,259 – 3,481

INTERNATIONAL

 Slovenia  –  –  –  –  –  11,040  –  1,840

TOTAL  2,586 2,383  – 2,983 2,938  14,299  – 5,321

Royalties and Taxes
Total royalties net of ARTC, were $25,859 ($3.31 per BOE) for the period ended 
September 30, 2006 compared to $27,489 ($3.01 per BOE) for the period ended 
September 30, 2005. Net royalties represented 7% of gross revenues in 2006 
compared to 12% in 2005. The decreased percentage is due to the taxes paid in 
2005 on Slovenia production, which for the purposes of these interim financial 
statements, were treated as royalties. Alberta Royalty Tax Credit was $1,635 
for the period ended September 30, 2006 and $2,317 at September 30, 2005. 
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 Sept. 30, 2006 Sept. 30, 2005 

 9 Months 3 Months 9 Months 3 Months 

  $  $ $ $  

CANADA

 Crown Royalties 22,750  11,373 25,362  12,116

 Freehold Royalties 2,667  598 2,003  1,458

 Gross Overriding Royalties  2,077  801  2,441  850

  27,494 12,772 29,806 14,424

 Alberta Royalty Tax Credit (1,635)  (955)  (2,317)  (677)

 Net Royalties  25,859  11,817 27,489  13,747

 Net Royalties per BOE (6:1) 3.31 3.96 3.01 3.95

INTERNATIONAL

Slovenia    

 Taxes – –  36,632 5,368

TOTAL 25,859 11,817 64,121 19,115

Operating Expenses
Operating expenses for the nine months ended September 30, 2006 were 
$153,129 ($19.59 per BOE) compared to $212,638 ($16.78 per BOE) in the same 
period in 2005. Operating expenses for the three months ended September 30, 
2006 were $52,130 compared to $83,864 in 2005. 

Depletion, Depreciation and Accretion (DD&A)
Depletion and depreciation was $80,210 for the nine months ended September 
30, 2006, which represents a provision of $10.25 per BOE of production. For 
the nine months ended September 30, 2005, Loon recorded a DD&A provision 
of $1,773,198 ($139.90 per BOE). For the three months ended September 30, 
2006 DD&A was $27,708 compared to $863,502 in 2005. The provision for the 
period ending September 30, 2005 includes $1,600,000 for Slovenia.

General and Administrative
Gross general and administrative costs have increased from $658,320 in Q3 
2005 to $1,084,931 at September 30, 2006, as a consequence of an international 
office in Dubai and expanding international activities including new business 
deals in a number of countries. 

 Sept. 30, 2006  Sept. 30, 2005 

  9 Months 3 Months 9 Months 3 Months 

 $ $ $ $ 

Gross General and Administrative 1,084,932  311,725 658,320 38,404 

Overhead Recoveries   – – – – 

Net General and Administrative  1,084,932  311,725 658,320  38,404 

Per BOE   138.77  104.50 51.94  7.21 

Provision for Income Taxes
There was no income tax provision in 2005 and none is expected in 2006.

Investments
On April 18, 2006 Jura Energy Corporation (formerly Proprietary Industries 
Inc.), a public company traded on the Toronto Stock Exchange (“Jura”) 
and Loon Energy Inc. (“Loon”) announced that Jura had acquired all of the 
issued and outstanding shares of Frontier Holdings Limited (“Frontier”) from 
Loon and from Nemmoco Petroleum Limited a third party private Bermuda 
Company. Prior to the acquisition of such shares, each of Loon and Nemmoco 
owned 50% of Frontier. Frontier, a private Bermuda company, is a party to 
a series of farm-in agreements which involve the acquisition by Frontier of a 
37.5% interest in a development and production lease covering a gas field and a 
47.5% to 50% interest in five exploration blocks in Pakistan.

As consideration for the shares of Frontier, Jura has issued an aggregate of 
14,958,838 common shares of Jura (the “Jura Shares”) 7,479,419 to each of 
Loon and Nemmoco. In addition, Jura has agreed to issue an aggregate of 
an additional 500,000 Jura Shares (250,000 to each of Loon and Nemmoco) 
for each 100 bcf of reserves of gas proven during the next 5 years up to a 
maximum of an aggregate of an additional 7,681,918 Jura Shares. In certain 
circumstances, Jura may be required to pay cash to the Vendors in lieu of 
issuing such additional Shares. Quoted market value of the investment at 
September 30, 2006 was approximately $6.7 million.

In connection with the acquisition of Frontier, Jura has granted options to 
acquire an aggregate of 4.3 million Jura Shares to certain directors, officers and 
employees of Frontier, including two directors of Loon and one officer of Loon, 
who will have continuing advisory roles in the project.
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Capital Expenditures
Capital additions for the nine months ended September 30, 2006 were $3,343,646 
compared to $3,712,772 for the nine months ended September 30, 2005.

 Sept. 30, 2006  Sept. 30, 2005

  9 Months 3 Months 9 Months 3 Months

 $ $ $ $

Canada 16,305  3,501 52,455  528 

International  3,327,340 2,406,672 3,660,317 3,243,537

Total  3,343,645  2,410,173 3,712,772 3,244,065 

Shareholders’ Equity
A total of 80,000 common shares were issued for proceeds of 8,000 on exercise 
of stock options during the third quarter of 2006. In 2005, during the same 
period, 21,403,636 shares were issued. A total of 2,258,000 common shares were 
issued on exercise of stock options during the first nine months of 2006.

Related Party Transactions
TUSK Energy Corporation supplies certain personnel and general, accounting 
and administrative service to the Company for a monthly fee of $6,000.

At September 30, 2006, the Company owed $82 to True Energy Trust. The 
Company is owed $9,230 by True Energy Trust (2005-$5,971).

As of September 30, 2006 TUSK Energy Corporation holds 12,658,275 com-
mon shares of the Company.

One individual, who is an officer and a director of the Company, is also an 
officer and director of TUSK Energy Corporation and a director of True 
Energy Trust and one director of the Company is an officer of TUSK Energy 
Corporation. 

Nemmoco Petroleum Corporation, a private British Virgin Islands com-
pany 25 percent owned by an officer and director of the Company, provides 
certain personnel and general, accounting and administrative services on a 
cost sharing basis, in the amount of $53,939 for the nine month period ended 
September 30, 2006.

At September 30, 2006 the Company is owed US$ 1.3 million by CTI Petroleum 
Canada Inc., the President and Chief Executive Officer of which is a director of 
TUSK Energy Corporation.

Liquidity and Capital Resources
Loon had working capital of $8,259,110 at September 30, 2006.

On an ongoing basis Loon will typically utilize four sources of funding to 
finance its capital expenditure program: (i) internally generated cash flow from 
operations; (ii) debt where deemed appropriate; (iii) new equity issues if avail-
able on favourable terms and (iv) the partial sale of an interest in its oil and gas 
properties. 

Given the current low level of production and the minimal reserves attribut-
able to the Company, access to capital through the issue of new equity will 
be of critical importance in the event that the capital requirements of the 
Company surpass its available cash resources. When financing corporate 
acquisitions, Loon may also assume certain future liabilities. If Loon’s capital 
expenditure program does not result in sufficient additional reserves and/or 
production if would likely have a negative impact on Loon’s liquidity.

Loon may adjust its capital expenditure program depending on the ability 
of the Company to raise additional investment capital. Loon believes that its 
available working capital should be sufficient to finance current operations 
and currently planned capital spending in the next year. 

Business Risks
The marketability and price of products owned or that may be acquired or 
discovered by Loon, whether in Canada or in another country, will be affected 
by numerous factors beyond the Company’s control. Loon must compete in 
all aspects of its operations with a number of other corporations that have 
equal or greater technical or financial resources. The ability of the Company to 
market any hydrocarbons produced may depend on its ability to acquire space 
in pipelines that deliver product to commercial markets, or on its ability to 
otherwise access alternative transportation for its production. The Company 
is also subject to market fluctuations in the prices of products, exchange rates, 
uncertainties related to the proximity of its reserves to pipelines and process-
ing facilities and extensive government regulation.
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Quarterly Data
The following tables set forth selected quarterly financial information for the 
last eight financial quarters:

 Third Second First Fourth 
 Quarter Quarter Quarter Quarter 
 2006 2006 2006 2005

Production per Day

 Oil and NGLs (bbls) 28 16 26 30

 Natural Gas (Mcf) 26 40 29 49

 BOEs 32 23 31 38

Netback per boe ($) 31.71 31.16 10.67 6.62

Petroleum and natural gas sales, net ($) 146,708 103,648 90,916 162,159

Funds from operations ($) 170,439 (262,433) (351,891) (571,842)

Net income (loss) (79,240) (179,383) (1,280,572) (8,597,821)

 Per Common Share (basic) ($) (0.01) (0.00) (0.02) (0.14)

 Per Common Share (fully diluted) ($) (0.01) (0.00) (0.02) (0.14)

  Third Second First Fourth 
  Quarter Quarter Quarter Quarter 
  2005 2005 2005 2004

Production per Day  

 Oil and NGLs (bbls) 32 29 25 30

 Natural Gas (Mcf) 77 64 101 38

 BOEs 45 40 41 37

Netback per boe ($) 24.79 15.35 21.70 52.50

Petroleum and natural gas sales, net ($) 186,060 136,795 128,531 110,843

Funds from operations ($) 102,637 (438,523) (618) 177,675

Net income (loss) (902,999) (1,884,284) (153,211) 29,302

 Per Common Share (basic) ($) (0.02) (0.03) 0.00 (0.00)

 Per Common Share (fully diluted) ($) (0.02) (0.03) 0.00 (0.00)

Application of Critical Accounting Estimates

CRITICAL ACCOUNTING ESTIMATES

The reader is advised that the critical accounting estimates, policies and 
practices as described in the Management Discussion and Analysis in the 
Company’s December 31, 2005 Financial Report continue to be critical in 
determining Loon’s unaudited financial results as at September 30, 2006.

LEGAL, ENVIRONMENTAL REMEDIATION AND OTHER CONTINGENT MATTERS

The Company is required to both determine whether a loss is probable based 
on judgment and interpretation of laws and regulations and determine that the 
loss can reasonably be estimated. When the loss is determined it is charged to 
earnings. The Company’s management must continually monitor known and 
potential contingent matters and make appropriate provisions by charges to 
earnings when warranted by circumstance.

ADDITIONAL INFORMATION

Additional information regarding the Company and its business and ope-
rations is available on the Company’s company profile at www.sedar.com. 
Copies of the information can also be obtained by contacting the Company 
at Loon Energy Inc. 1950, 700 – 4th Avenue S.W., Calgary, Alberta T2P 3J4 
(Phone: 403-264-8877) or by e-mail at mwiltshire@loon-energy.com. This infor-
mation is also accessible on the Company’s website at www.loon-energy.com.

Forward Looking Statements
Certain information regarding Loon set forth in the document, including 
management’s assessment of Loon’s future plans and operations, contain 
forward looking statements that involve substantial known and unknown risks 
and uncertainties. These forward looking statements are subject to numerous 
risks and uncertainties, certain of which are beyond Loon’s control, including 
the impact of general imprecision of reserve estimates, environmental risks, 
taxation policies, competition from other producers, the lack of availability of 
qualified personnel or management, stock market volatility and the ability to 
access sufficient capital from internal or external sources. Loon’s actual results, 
performance or achievement could differ materially from those expressed in, 
or implied by, these forward looking statements and, accordingly, no assu-
rance can be given that any of the events anticipated by the forward looking 
statements will transpire or occur, or if any of them do so, what benefits that 
Loon will derive therefrom.
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FINANCIAL INFORMATION 

FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2006
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   September 30   December 31 
As At   2006   2005

   $  $

   (Unaudited)  (Audited) 

ASSETS

Current

 Cash and Cash Equivalents (Note 2)  6,723,910   11,816,162

 Accounts Receivable  303,828   337,561 

 Other Assets – CTI Petroleum Receivable (Note 3)  1,454,540  –

 Prepaids and Deposits    60,963    109,604 

   8,543,241   12,263,327

Investment (Note 4)  323,677  –

Property, Plant and Equipment (Note 5)  4,938,245  1,669,643 

   13,805,163    13,932,970 

LIABILITIES

Current

 Accounts Payable  284,131  245,310 

 Asset Retirement Obligation Liability (Note 6)   209,439    164,273 

SHAREHOLDER’S EQUITY

Capital Stock (Note 7)  24,820,376   24,376,736 

Contributed Surplus (Note 7)  2,312,546  1,428,785

Deficit   (13,821,329)  (12,282,134) 

   13,311,593    13,523,387 

   13,805,163   13,932,970 

See Accompanying Notes

CONSOLIDATED BALANCE SHEETS
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  September 30, 2006  September 30, 2005 

For the Nine Months Ended (Unaudited) 9 Months 3 Months  9 Months 3 Months

  $  $  $ $

Revenue

 Oil and Gas Revenues 367,132  158,525 516,530  206,198

 Royalties (25,859) (11,817) (64,121) (19,115)

 Other Income 552,469  426,441 55,193  8,858

  893,742 573,149 507,602 195,941

Expenses

 Operating  153,129 52,130  212,638 83,864 

 General and Administrative 1,084,932 311,725  658,320 38,404

 Interest Expense 2,009   –  14,252 14,252 

 Stock-Based Compensation (Note 4)  1,015,101 221,971 830,792 142,134

 Loss on Foreign Exchange 97,556 38,855 (41,104) (43,216)

 Depletion, Depreciation and Accretion (Note 2)  80,210 27,708  1,773,198  863,502 

  2,432,937  652,389  3,448,096  1,098,940 

Loss Before the Following (1,539,195) (79,240) (2,940,494)  (902,999)

Provision for Income Taxes   – – – –

Net Loss for the Period (1,539,195) (79,240) (2,940,494) (902,999) 

Deficit; Beginning of Period  (12,282,134) (13,742,089) (743,819) (2,781,314)

Deficit; End of Period (13,821,329)  (13,821,329) (3,684,313) (3,684,313) 

Loss Per Share; Basic and Diluted (0.02) (0.01) (0.05) (0.02) 

See Accompanying Notes

CONSOLIDATED STATEMENTS OF OPERATIONS AND DEFICIT 
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  September 30, 2006  September 30, 2005 

For the Nine Months Ended (Unaudited) 9 Months 3 Months 9 Months 3 Months 

  $  $ $ $

Net Inflow (outflow) of Cash Related to the Following Activities:

Operating

 Net Loss (1,539,195)  (79,240) (2,940,494) (902,999) 

 Items not Affecting Cash 

  Depletion, Depreciation and Accretion 80,210  27,708  1,773,198  863,502 

  Stock-Based Compensation 1,015,101  221,971 830,792 142,134

  (443,884)  170,439 (336,504) 102,637

Changes in Non-Cash Operating Working Capital Items  (1,333,346) (1,220,566) (2,455,535) (358,774)

  (1,777,230) (1,050,127) (2,792,040) (256,137)

Financing

 Issue of Share Capital  – – 20,000,004  – 

 Share Issue Expense – – (1,488,195)  –

 Stock Options Exercised 312,300 8,000 52,650 –

 Issue of Warrants – – 189,885 –

  312,300  8,000  18,754,344 –

Investing

 Investments – Proprietary (323,677) (1,706) – –

 Short Term Investments 7,934,720 7,970,800 – –

 Additions to Property, Plant and Equipment (3,303,645) (2,370,173) (3,712,772) (3,244,065)

  4,307,398 5,598,921 (3,712,772) (3,244,065)

Net Cash Inflow  2,842,468  4,556,794 12,249,532 (3,500,202) 

Cash Position; Beginning of Period  3,881,442  2,167,116   127,016  15,876,750

Cash Position; End of Period 6,723,910  6,723,910  12,376,548 12,376,548 

See Accompanying Notes

CONSOLIDATED STATEMENTS OF CHANGES IN CASH FLOWS
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FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2006

(Unaudited)

1. SIGNIFICANT ACCOUNTING POLICIES
The interim consolidated financial statements of Loon Energy Inc. (“the Company”) 
have been prepared following the same accounting policies and methods of compu-
tation as the consolidated financial statements of the Company as at December 31, 
2005 except as disclosed below. The disclosures included below are incremental to 
those included with the annual consolidated financial statements. The interim consoli-
dated financial statements should be read in conjunction with the Company’s consoli-
dated financial statements and notes thereto for the year ended December 31, 2005.

2. CASH AND CASH EQUIVALENTS
Cash and cash equivalents consist of the following:

a) Cash in the amount of $499,388.

b) Banker’s Acceptance maturing October 2, 2006 in the amount of $6,224,522.

3. OTHER ASSETS
During the period ended September 30, 2006 Loon advanced to CTI Petroleum 
Canada Inc. (“CTI”) a loan of $1,000,000 U.S. The loan is guaranteed by the President 
of CTI and secured with a pledge of 1,000,000 common shares of a private oil and 
gas company. Term of the loan is 180 days, with interest at a rate of 12% per annum, 
payable and compounded monthly. An arrangement fee of US$ 300,000, payable by 
CTI to Loon, is added to the principal amount of the loan effective as of the date of 
the first advance. The agreement allows for negotiations with CTI with respect to the 
participation of Loon in certain international projects that CTI is involved in.

4. INVESTMENT
On April 18, 2006 Jura Energy Corporation (formerly Proprietary Industries Inc.), a 
public company traded on the Toronto Stock Exchange (“Jura”) and Loon Energy 
Inc. (“Loon”) announced that Jura had acquired all of the issued and outstanding 
shares of Frontier Holdings Limited (“Frontier”) from Loon and from Nemmoco 
Petroleum Limited a third party private Bermuda Company.  Prior to the acquisition of 
such shares, each of Loon and Nemmoco owned 50% of Frontier. Frontier, a private 
Bermuda company, is a party to a series of farm-in agreements which involve the 
acquisition by Frontier of a 37.5% interest in a development and production lease 
covering a gas field and a 47.5% to 50% interest in five exploration blocks in Pakistan.

As consideration for the shares of Frontier, Jura has issued an aggregate of 
14,958,838 common shares of Jura (the “Jura Shares”) 7,479,419 to each of Loon 
and Nemmoco. In addition, Jura has agreed to issue an aggregate of an additional 
500,000 Jura Shares (250,000 to each of Loon and Nemmoco) for each 100 bcf of 
reserves of gas proven during the next 5 years up to a maximum of an aggregate of 
an additional 7,681,918 Jura Shares. In certain circumstances, Jura may be required 
to pay cash to the Vendors in lieu of issuing such additional Shares. Quoted market 
value of the investment at September 30, 2006 was approximately $6.7 million

In connection with the acquisition of Frontier, Jura has granted options to acquire 
an aggregate of 4.3 million Jura Shares to certain directors, officers and employees 
of Frontier, including two directors of Loon and one officer of Loon, who will have 
continuing advisory roles in the project.

5. PROPERTY, PLANT AND EQUIPMENT
 September 30, 2006

  Accumulated  
  Depletion &  Net Book 
 Cost  Depreciation Value 

Oil and Gas Properties – Canada $ 2,689,920 $ 2,413,140 $ 276,780

Oil and Gas Properties – Slovenia  4,690,080  4,492,214  197,866

Oil and Gas Properties – Colombia  7,104,804  4,852,500  2,252,304

Oil and Gas Properties – Brunei  1,978,810  –  1,978,810

Oil and Gas Properties – Other  193,203  –  193,203

Office Equipment  57,316  18,034   39,282

 $ 16,714,133 $ 11,775,888 $ 4,938,245

The international cost centres are in the pre-production stage and therefore the  
recovery of the costs outlined above is dependent on the Company achieving  
commercial production or sale and/or obtaining additional financing.

6. ASSET RETIREMENT OBLIGATIONS
The Company’s asset retirement obligations result from net ownership interests 
in petroleum and natural gas assets including well sites, gathering systems and 
processing facilities. The Company estimates the total undiscounted amount of cash 
flows required to settle its asset retirement obligations is approximately $252,471 
which will be incurred between 2007 and 2029. The majority of the costs will be 
incurred between 2008 and 2020. A credit-adjusted risk-free rate of 9.0 percent 
and an inflation rate of 2.0 percent were used to calculate the fair value of the asset 
retirement obligation.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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A reconciliation of the asset retirement obligations is provided below:

   9 Months Ended 9 Months Ended 
Asset retirement obligations   Sept. 30, 2006 Sept. 30, 2005

Balance, beginning of period    164,273  64,775

Liabilities incurred in period    40,000  –

Liabilities settled in period    –  –

Accretion expense    5,166  7,850

Balance, end of period    209,439  72,625

7. SHARE CAPITAL
a) Authorized share capital:

 Unlimited number of common shares
 Unlimited number of preferred shares

b) Issued:

 Common shares were issued as follows:

 Sept. 30, 2006  Sept. 30, 2005 

  Number   Amount  Number  Amount 

  $  $ 

Common Shares:

Balance Beginning of Period 68,733,344  24,186,736  45,729,708 5,348,392

Issued for Cash – – 21,052,636 20,000,004

Issued on Exercise of Stock Options 2,258,000 443,640 351,000 52,650

Issued on Conversion of Long-Term Debt – – – –

Warrants Expired During Period – 210,984 – –

Share Issue Costs –  (20,984) –  (1,488,194)

Balance End of Period 70,991,344  24,820,376  67,133,344  23,912,852 

Share Purchase Warrants:

Balance Beginning of Period 500,000  190,000  1,600,000 114,000

Adjustment   – 20,984 – –

Issued During the Period  –  –  500,000  189,885

Warrants Expired During Period (500,000) (210,984) – –

Balance End of Period – – 2,100,000  303,885

Total  24,820,376  24,216,737

c) Per Share Amounts
 Per share amounts have been calculated on the weighted average number of 

shares outstanding. The weighted average shares outstanding for the period 
ended September 30, 2006 was 69,802,263 (2005 – 60,169,772).

d) Stock Options
 Stock options, entitling the holder to purchase shares from the Company, have 

been granted to directors, officers  and certain employees of the Company. Certain 
of the stock options are subject to vesting conditions with one-third exercisable on 
the date of grant, one-third vesting on each of the first and second anniversary of 
the date of grant.

 A summary of the status of the Company’s stock option plan as of September 30, 
2006 and 2005, and changes during the periods ending on those dates are  
presented below:

  September 30, 2006  September 30, 2005 

    Weighted  Weighted 
    Average   Average 
     Exercise   Exercise  
 Options  Price ($)  Options  Price ($) 

Outstanding at Beginning of Period 6,558,000   0.46 4,209,000 0.16

Granted 2,460,000   0.95   2,700,000  0.89

Exercised  (2,258,000)  0.13   (351,000) 0.15

Outstanding and Exercisable 
   at End of Period 6,760,000  0.75 6,558,000 0.26

 Stock-Based Compensation

 The fair values of all common share options granted are estimated on the date 
of grant using the Black-Scholes option-pricing model. The weighted average fair 
market value of options granted during the period ended September 30, 2006 and 
the assumptions used in their determination are as noted below:

 9 Months Ended 9 Months Ended 
 Sept. 30, 2006 Sept. 30, 2005

Weighted average fair market value per option ($)   0.39 0.7523

Risk-free interest rate (percent)   4.02 2.68

Volatility (percent)   99 109

Expected life (years)   5 5
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 Contributed Surplus
 The following table reconciles the Company’s contributed surplus:

 9 Months Ended 9 Months Ended 
 Sept. 30, 2006 Sept. 30, 2005

   $ $

Balance, Beginning of Period   1,428,785 319,000

Stock-Based Compensation Expense    1,015,101 830,792

Options Exercised   (131,340)   –

Balance, End of Period    2,312,546  1,149,792

8. RELATED PARTY TRANSACTIONS
TUSK Energy Corporation supplies certain personnel and general, accounting and 
administrative service to the Company for a monthly fee of $6,000.

At September 30, 2006 the Company owed $82 to True Energy Trust. The Company is 
owed $9,230 by True Energy Trust (2005 – $5,971).

As at September 30, 2006 TUSK Energy Corporation holds 12,658,275 common 
shares of the Company. 

One individual, who is an officer and a director of the Company, is also an officer and 
director of TUSK Energy Corporation and a director of True Energy Trust. One director 
of the Company is an officer of TUSK Energy Corporation.

Nemmoco Petroleum Corporation, a private British Virgin Islands company, 25 per-
cent owned by an officer and director of the Company, provides certain personnel 
and general, accounting and administrative services on a cost sharing basis, in the 
amount of $200,665 for the nine month period ended September 30, 2006.

At September 30, 2006 the Company is owed US$ 1.3 million by CTI Petroleum 
Canada Inc., the President and Chief Executive Officer of which is a director of TUSK 
Energy Corporation.

9. SEGMENTED INFORMATION
The following represents selected segmented information:

 Canada International 
  September 30  September 30

 2006 2005 2006 2005

 $ $ $ $

Operations

 Oil and Gas Revenue 367,132 405,766 – 109,741

 Royalties and Taxes (25,859) (27,489) – (36,632)

 Operating Expenses (153,129) (157,829)  –  (54,809)

 Net Operating Income 188,144 220,448  – 18,300

Capital Expenditures  16,305 51,927 1,260,184  3,660,319
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