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President’s Message To Shareholders

We transformed Forest Gate Resources from mineral exploration into international oil and
gas exploration and production during 2007. This was a substantial undertaking at which we
were highly successful with two oil discoveries. The speed of activity was astounding, as
was the delivery of a new prize to pursue. Our 7.5% interest in the Celtic Sea project
exposes us to enormous upside. As far as oil plays and risk-reward ratios go, this is among
the best.

Our mission at Forest Gate is to expose you to the best in high-impact projects. And on this
front, we have never let you down since the company’s inception in 2003.

The value creation activity has been unrelenting. We converted old, mineral exploration
flow-through funds into oil and gas flow-through expenditures, and proceeded to discover
oil and coalbed methane gas with a series of wells in which we participated in Alberta,
Canada. These wells are beginning to produce income for the company.

The oil exploration and production business is one of the most lucrative. It provides the
opportunity to create cash-flow quickly and exposure to off-the-scale returns. The wealth
that can be created by a small, independent E&P company is simply staggering. Just look
at some of the companies that have participated in discoveries in Nigeria, as an example. In
the early 2000s when oil was around $30 a barrel, The New York Times business writer,
Gretchen Morgenson, published a poll on return on equity among various industries. The oil
and exploration business was at the top of the list with a return of roughly 20%.

The Celtic Sea project holds enormous potential and we are currently working on
financing for it. We will continue to look at other high-impact international plays and we
already have a strong network in place that is helping with this task. We will also continue
to build a portfolio of low-risk Canadian production.

Forest Gate completely changed its board of directors last year. This was done in
anticipation of becoming a TSX-listed company someday. I am happy to report that from a
corporate governance perspective, your company is ready for the big board. We also
benefit handsomely from the leadership, stewardship, breadth of experience and contact
base of Peter Watson, our new non-executive Chairman and fellow new directors, Sir
Nicholas Bonsor and Gordon Ulrich. This board will help take Forest Gate to the next level.
I would like to thank former Forest Gate director’s Jean Girard, John Mavridis and Andre
Audet for the excellent service they gave to the company.

I would also like to thank all of our loyal shareholders and financial supporters for all of their
help in the last year. There were some challenging times but the team prevailed!

Very sincerely,
Michael Judson

President and Chief Executive Officer
April 11, 2008



Forest Gate Resources Inc.
Management’s Discussion and Analysis

For the year ended December 31, 2007

This Management’s Discussion and Analysis (“MD&A”) of financial position and results of
operations, as provided by the management of Forest Gate Resources Inc. (“Forest Gate” or the
“Company”), should be read in conjunction with the audited financial statements and related
notes thereto for the year ended December 31, 2007 and 2006. Forest Gate’s accounting policies
are in accordance with Canadian generally accepted accounting principles (“GAAP”). All dollar
amounts are in Canadian dollars unless otherwise indicated.

This MD&A is dated April 14, 2008. The Company's shares trade under the symbol FGT on the
TSX Venture Exchange. These documents and additional information about Forest Gate are
available on SEDAR at www.sedar.com.

Forward-Looking Statements

Certain information in this MD&A of the Company’s financial position and results of operations
constitutes forward-looking information. These statements and this information represent Forest
Gate’s intentions, plans, expectations and beliefs, and are subject to risks, uncertainties and
other factors, of which many are beyond the control of the Company. All information other than
statements of historical fact may be forward-looking information. In consequence, actual results in
the future may differ materially from any conclusion, forecast or projection in such forward-looking
information.

Examples of statements that constitute forward-looking information may be identified by words
such as “may”, “could”, “should”, “believe”, “expect”, “plan”, “target” and other similar words and
expressions. These statements reflect current expectations of management regarding future

events and operating performance, and speak only as of the date of this report.

This forward-looking information includes, amongst others, information with respect to our
objectives and strategies to achieve those objectives. Readers are cautioned not to place undue
reliance on these forward-looking statements or information. You will find more information about
the risks that could cause our actual results to significantly differ from our current expectations in
the “Risks and Uncertainties” section. We disclaim any intention or obligation to update or revise
any forward-looking statements, whether as a result of new information, future events or
otherwise.

Corporate Overview

Forest Gate is a Canadian-based international oil exploration and production company. It holds
various participating interests in oil and gas exploration and production projects in Ireland and
Canada. The Company is seeking to increase shareholder value through participation and
development of international oil and gas exploration and production projects.

Historically, the Company has worked in mineral exploration and with the identification of new
opportunities decided to change its strategic orientation towards oil and gas exploration. In
February 2007, Forest Gate entered into an agreement to acquire a working interest in two
licenses in an offshore international oil and gas prospect in the Celtic Sea located off the south
coast of Ireland. In November 2007, the Company entered into a joint venture agreement in a
coalbed methane project. Leases have been acquired by the consortium and four coalbed
methane (CBM) test wells were drilled in the Nevis area, located in Central Alberta.

Forest Gate’s strategy is to be a significant international player and investor in the oil and gas
industry. Management’s goal is to maximize shareholder value by seeking and participating in
what management believes are undervalued oil and gas projects.



Forest Gate Resources Inc.
Management’s Discussion and Analysis

For the year ended December 31, 2007

Results of Operations

For the year ended December 31, 2007, Forest Gate incurred a net loss of $2,386,163 ($0.02579
per share) when compared to a net loss of $3,387,503 ($0.04454 per share) for the year ended
December 31, 2006.

2007 2006
$ $

Revenues (45 090) (157 729)
Expenses 2 169 279 1 661 900
Loss from continuing operations 2124 189 1504 171
Unrealized loss on short term investments - 43 655
Write-down of mining properties and deferred exploration costs - 2471 862
Loss before income taxes and discontinued operations 2124 189 4 019 688
Future income taxes recovered (341 829) (632 185)
Net loss from continuing operations 1782 360 3 387 503
Net loss from discontinued operations 603 803 -

Net loss 2 386 163 3 387 503

The loss before write-down, income taxes and discontinued operations for fiscal year 2007 is
$2,124,189 if compared to a loss of $1,504,171 in 2006. The $2,386,163 net loss in 2007
includes a $603,803 (2006 - $0) net loss from discontinued operations for the mining exploration
business. The Company has decided to expand its business into oil and gas exploration and is
currently evaluating strategic options to sell its mining properties.

2007
$

Revenues (3452)
Salaries and levies 60 727
Professional and consulting fees 123 464
General and administration expenses 59 166
Registration and filing fees 158
Corporate marketing and business development 76 937
Loss on short term investments 50 961
Write-down of mining properties and deferred exploration costs 235 842

607 255
Loss from discontinued operations 603 803

An amount for future income taxes recovered of $341,829 (2006 — $632,185) has been recorded
during the year 2007. The Company has recorded a share issue cost to account for the future tax
cost of the exploration expenses it has renounced in March 2007 on the flow-through shares
issued in 2006. This amount has been charged to share capital.
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Expenses

Forest Gate incurred total expenses from continuing operations of $2,169,279 in fiscal year 2007
compared to $1,661,900 in fiscal year 2006. This increase is a reflection of the investment
required to expand into the oil and gas industry.

2007 2006
$ $
First quarter 792 092 435 888
Second quarter 589 210 378 407
Third quarter 595 779 334 584
Fourth quarter 512 650 513 021
Less: discontinued operations expenses (320 452) -
2169 279 1661 900

For the last quarter ended December 31, 2007, the Company incurred total expenses of
$512,650, compared to $513,021 in last quarter 2006. An amount of $320,452 has been recorded
under net loss from discontinued operations in the fourth quarter related to the mining exploration
business discontinued operations.

Expenses consist primarily of salaries, professional and consulting fees, general and
administration fees and expenses relating to the business development of the Company.

Selected Quarterly Information
For the last quarter ended December 31, 2007, the Company incurred a net loss of $609,205

($0.00528 per share) compared to a net loss of $3,344,949 ($0.04243 per share) for the same
period last year.

Net loss Per weighted
Net (earnings) average number of
shares outstanding
$ $
2007 Fourth quarter 609 205 0.00528
Third quarter 572 580 0.00621
Second quarter 632 207 0.00767
First quarter 572171 0.00719
2006
Fourth quarter 3344 949 0.04243
Third quarter 298 494 0.00380
Second quarter 334 526 0.00452
First quarter (590 466) (0.00812)
2005
Fourth quarter 350 992 0.00501
Third quarter 700 307 0.01133
Second quarter 340 051 0.00552

First quarter 299 962 0.01023
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Oil and Gas Participating Interest

Forest Gate owns a number of participating interests in oil and gas exploration in Ireland and
Canada. As of December 31, 2007, total participating interests and deferred exploration costs in
oil and gas exploration were $6,479,339 compared to nil as at December 31, 2006.

Participating Deferred 2007
Interest exploration costs Net
$ $ $
Ireland - Celtic Sea 612 000 5474 346 6 086 346
Canada - Alberta - 392 993 392 993
612 000 5 867 339 6 479 339

Ireland - Celtic Sea

In February 2007, Forest Gate reported that it had entered into an Agreement to acquire a 15%
working interest in an offshore international oil and gas prospect in the Celtic Sea located off the
south coast of Ireland. The 15% working interest was held by a private Calgary based
international energy company called Arriba Capital Corporation Inc. (“Arriba”). The project
operator is Providence Resources P.L.C. (“Providence”) with headquarters in Dublin, Ireland.
Providence is involved in petroleum exploration licenses in Ireland, the United Kingdom, West
Africa and the Gulf of Mexico and is listed on the AIM Exchange (London) and IEX Exchange
(Dublin).

In March 2007, Forest Gate received final TSX Venture Exchange approval for its transaction.
Under the terms of the Agreement and after regulatory approval, the Company paid 3,600,000
common shares of Forest Gate ($0.17 per share) to Arriba principals and entered into consulting
agreements and granted one million options to them. As part of the Agreement, the Company
paid 586,104 Euros ($902,249) to Providence for outstanding cash calls on work already
performed. The Irish Minister for Communications, Marine and Natural Resources had approved
the granting of a new Petroleum Exploration License to Providence and its existing partners
including Forest Gate. Successful conclusions were also reported by the Ocean Bottom Seismic
Survey on potential presence of additional hydrocarbons and gas chimney in the prospect area
tested.

In July 2007, it was announced that Forest Gate had signed, on June 29, 2007, a Joint Operating
Agreement (“JOA”) with its Celtic Sea consortium partners regarding its upcoming oil and gas
drilling program off the coast of Southern Ireland.

In September 2007, the Company reported that it had forfeited 7.5% of its 15% interest in the
JOA.

In October 2007, Forest Gate reported that, in accordance with the JOA dated June 29, 2007, it
had been issued a Notice of Default for inability to pay its September 2007 cash call within a
specific period of time from Operator, Providence. Forest Gate also reported later that month that
in accordance with the JOA it had remedied the Notice of Default and still owned a 7.5% interest
in the JOA.



Forest Gate Resources Inc.
Management’s Discussion and Analysis

For the year ended December 31, 2007

The Company, together with its Celtic Sea partners, reported also in October 2007, that the
appraisal well on its Hook Head field showed a significant oil accumulation and a high quality
reservoir. The well has now been suspended for future re-entry and potential production.

In February 2008, Forest Gate confirmed that it has secured a semi-submersible rig for a drilling
campaign in the Celtic Sea during the summer of 2008. This follows the announcement
confirming the presence of a significant oil accumulation at the Hook Head structure with the
drilling of the appraisal well. The success of Hook Head would justify economic development of
the additional Celtic Sea fields.

Canada - Alberta

In November 2007, Forest Gate reported that it had entered into a joint venture agreement with
Emerald Bay Energy Inc. (‘Emerald Bay”), based in Calgary, to acquire a working interest in an
Alberta property, which potentially hosts natural gas in coal bed methane. Leases have been
acquired by the consortium for the drilling of four coal bed methane test wells in the Nevis area,
located in Central Alberta. All four wells were drilled by the end of the year 2007. The Company’s
commitment to the four well drilling program was fully funded.

The project operator is Emerald Bay with headquarters in Calgary, Alberta, with land holdings and
operations in Alberta and South Texas. Just Freehold Energy Corporation, Calgary, is another
partner in the Consortium.

Partner Before Payout After Payout
Emerald Bay Energy 45% 28%
Just Freehold Energy 45% 22%
Forest Gate Resources 10% 5%

In December 2007, Forest Gate reported the drilling of a single well on a potential oil and gas
target at Ferrybank with partner Emerald Bay. This represented the second joint venture signed in
2007 with Emerald Bay. The participating interest is 37.5% in the Ferrybank property before
payout and an 18.75% interest after payout, subject to gross overriding royalties.

In February 2008, Forest Gate announced that it has discovered crude oil at Ferrybank, Alberta.
The discovery well was tested and produced over 92 barrels of crude oil with no water during 13
hours of swabbing. There are no comparable wells in the area, therefore further completion
operations are required to determine potential initial production rates.

In February 2008, Forest Gate also announced that the four Nevis methane wells had began
producing natural gas at a rate comparable to the average offset well initial daily production rates
of between 125 and 400 thousand cubic feet per day. The four wells are flowing natural gas at an
initial rate of approximately 450 thousand cubic feet of gas per day. The Company expects this
rate to potentially double over the coming months as facilities are optimized. Forest Gate’s
participating interest in this project is 10% before payout.

In March 2008, Forest Gate reports that it had entered into a third joint venture agreement with
Emerald Bay to acquire a 38% working interest in the Kelsey exploration well in Alberta.
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Other Properties

Forest Gate also owns a number of diamond properties in Canada. As of December 31, 2007,
total mining properties and deferred exploration costs were $3,083,220 and are recorded under
“assets of business held for sale” when compared to $3,042,149 as at December 31, 2006.

The Company decided in 2007 to expand its business into oil and gas exploration. It is currently
evaluating selling strategic options for its mining properties. Although management believes that
the carried amount of these assets can be realized by way of total disposal, the Company
formally adopted a plan to divest of its mining operations and focus on oil and gas exploration and
operation

Saskatchewan Properties

The Company holds a 100% interest in the East Side, West Side and South Side diamond
exploration properties located near Prince Albert, Saskatchewan. The Fort a la Corne area,
located 50 km northeast of Prince Albert, is host to the largest diamondiferous kimberlite pipes in
the world. This year approximately $100 million will be spent on exploration in that area and
Forest Gate has key strategic properties located on the eastern and western flanks of this field.

The total investment thus far in Saskatchewan is $4,125,982 of which $3,083,220 are shown as
“assets of business held for sale” ($1,921,519 has been invested on the East Side Property and
$1,161,701 on the West Side Property), and $1,042,762 on the South Side Property. While
management believes that the carried amount of these assets in Saskatchewan can be realized
through disposal in the industry, a complete write-down for the South Side Property investment
has been recorded at the end of fiscal year 2006 ($1,037,410) and the additional expenses of
$5,352 incurred during 2007 were also written off. This is considered to be appropriate given the
strategic orientation to direct current resources to oil and gas exploration.

Quebec property

The Company had an agreement with Majescor Resources Inc. (“Majescor”) towards a joint
venture on Majescor’'s Portage diamond property situated in the Otish Mountain region of
northern Quebec.

On May 7, 2007, the Company announced that it had terminated its joint venture with Majescor,
thereby relinquishing its participation in exploring the Portage property in Quebec. This strategy is
consistent with Forest Gate’s recent expansion to international oil and gas exploration.

As at December 31, 2007, the Company has invested $2,435,650 before tax credits and
government assistance of $770,708 in the Portage property. A write-down for Portage property
investment was recorded in December 2006 ($1,434,452) and the remaining balance was written-
off in 2007.
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Liquidity, Financing and Capital Resources

Cash and cash equivalents as at December 31, 2007 totaled $892,537, when compared to
$3,173,739 at December 31, 2006.

Investments

This periods’ change in cash and cash equivalents include the total payments for oil and gas
exploration projects to Providence for cash calls of $5,474,346 paid during the year for the Celtic
Sea project.

Equivalent

Celtic Sea project UsbD EUROS GBP CND
February 19, 2007 586 104 902 248
April 4, 2007 640 650 997 428
July 26, 2007 473 172 500 001
August 1, 2007 358 866 382 372
August 27, 2007 11 298 16 495
September 11, 2007 150 000 218 400
September 21, 2007 150 000 151 125
September 24, 2007 130 350 215 476 570 578
October 17, 2007 240 188 240 398 718 242
October 19, 2007 396 338 317 718 1017 457
1748 914 1388 052 773 592 5474 346

It also includes $392,993 to Emerald Bay for the Nevis Area project and the Ferrybank project in
Alberta.

November 11, 2007 94 424
December 11, 2007 223 926
December 27, 2007 74 643

392 993
Issue of Equity

Proceeds from issue of Equity are $4,339,896, from the two Non-Brokered Private Placements
completed in 2007.

On August 10, 2007 the Company closed a private placement of 13,544,999 shares at $0.12 per
share. The issue generated total gross proceeds of $1,625,400 and net proceeds credited to
share capital of $689,607 after payment of share issues costs of $109,871, a stock-based
compensation of $766,664 in the form of 13,544,999 warrants to acquire a common share at
$0.15 over a period of two years and a stock-based compensation of $59,258 to the agent paid in
the form of 915,600 broker warrants to acquire a common share at $0.12 over a period of two
years.

On October 18, 2007 the Company closed a private placement of 23,077,414 shares at $0.13 per
share. The issue generated total gross proceeds of $3,000,064 and net proceeds credited to
share capital of $478,945 after payment of share issues costs of $175,697, a stock-based
compensation of $2,202,222 in the form of 23,077,414 warrants to acquire a common share at
$0.17 over a period of two years and a stock-based compensation of $143,200 to the agent paid
in form in the form of 1,351,517 broker warrants to acquire a common share at $0.13 over a
period of two years.
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Other activities

The total interest received in 2007 was $45,089 compared to $274,734 for last year. The variance
comes from cash used in oil and gas investments during fiscal year 2007. There is $7,025 in
capital expenditures (CAPEX) for this year compared to $25,150 in fiscal year 2006.

Forest Gate does not have any long term debt. Accounts payable and accrued liabilities are
related to services or goods rendered at December 31, 2007 from suppliers on basic operating
activities. All of them are current and due 30 days from invoice date except for those with which
we have made a special arrangement. The Company uses all cash discounts when available.

Share Capital

The weighted average number of shares issued and outstanding as at December 31, 2007 is
92,505,887 compared to 76,050,018 as at December 31, 2006. As of December 31, 2007, there
were 119,048,570 shares issued and outstanding compared to 78,826,157 as December 31,
2006. As at April 14, 2008, 121,760,570 shares were issued and outstanding. .

Disclosure Controls, Procedures and Internal Controls

We evaluated our disclosure controls and procedures as defined in the rules under the Canadian
Securities Administrators. The Board of Director’s duties include the assessment of the integrity
of the Company’s internal control and information system. Based on that evaluation, the
President and Chief Executive Officer and the Chief Financial Officer concluded that the design
and operation of these disclosure controls and procedures were effective.

As of December 31, 2007 we believe that our internal control systems at Forest Gate are
sufficient to execute our business plan and to provide meaningful results upon which to manage
our business. No changes were made in our internal control systems during the fiscal year that
have materially affected our financial reporting and controls.

Risks and uncertainties

Exploration and development: all the resource properties and the oil and gas participating
interests of the Company are at an exploration stage only and are without a known body of
commercial ore, minerals or reserves. The business of exploring for developing and producing oil
and gas involves a high degree of risk. Oil and gas reserves may never be found or, if
discovered, may not result in production at reasonable costs or profitability.

Dependence: oil and gas activities are conducted presently through partners and in respect of
which the Company is not the operator. Forest Gate is dependent upon its operating partners for
the financial and technical support which they contribute to the Company’s oil and gas projects. If
those operating partners are unable to fulfill their own contractual obligations, the Company’s
interests could be jeopardized, resulting in project delays, additional costs and loss of the
participating interests.

Environmental: the Company’s oil and gas participating projects are subject to environmental
regulations in the jurisdictions in which they operate. There is no assurance that future changes in
environmental regulation, if any, will not adversely affect the Company’s operations.
Environmental hazards may exist on the projects in which the Company holds interests which are
presently unknown to the Company and which have been caused by previous or existing partners
or operators of the projects or by illegal mining activities.
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Liquidity: substantial expenditures are required for exploration programs and the development of
reserves. In the absence of cash flow from operations, the Company relies on capital markets to
fund its exploration and evaluation activities. Capital market conditions and other unforeseeable
events may impact the Company’s ability to finance and develop its projects. The business of
exploring, developing and producing is also capital intensive and, to the extent that cash flows
from operation activities and external sources become limited or unavailable, the ability of Forest
Gate and of its operating partners to meet their respective financial obligations which are
necessary to maintain their interests in the underlying projects could be impaired.

Foreign exchange: the Company’s operations and financial results are exposed to currency
fluctuations. Forest Gate holds funds in Canadian dollars but a significant amount of its
investments and costs are done in US dollars, Euros and British Pounds. The Company does not
engage in any hedging activities to mitigate its foreign exchange risk. Material declines in the
value of the Canadian dollar vis-a-vis any of the other currencies relevant to the Company’s
business could have a negative impact on its financial statements.

Governmental: government approvals and permits are generally required in connection with the
Company’s operations. To the extent such approvals are required and not obtained, the
Company may be delayed or prohibited from proceeding with planned exploration or development
of projects. Although the governments of the various countries or provinces in which Forest Gate
operates have been stable recently, there is no assurance that political and economic conditions
will remain stable.

Signed: “Michael Judson”
Michael Judson

President and Chief Executive Officer
Forest Gate Resources Inc.

April 14, 2008

Montreal, Quebec
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Forest Gate Resources Inc.
Balance Sheet

At December 31 2007 2006
$ $
Assets
Current assets
Cash 892 537 3173 739
Short term investments, at fair value - 437 850
Accounts receivable 106 136 236 981
Tax credits and government assistance receivable [notes 5 and 16] - 849 708
Prepaid expenses 10 920 116 850
1009 593 4815128
Oil and gas participating interest and deferred exploration costs [note 4] 6 479 339 -
Assets of business held for sale [note 5] 3 083 220 -
Mining properties and deferred exploration costs [note 5] - 3042 149
Property and equipment [note 6] 51 749 64 026
10 623 901 7 921 303
Liabilities
Current liabilities
Accounts payable and accrued liabilities 401 272 363 230
Shareholders’ equity [note 7]
Share capital 14 863 460 13 424 737
Warrants 2 968 885 297 000
Contributed surplus 1219 272 279 161
19 051 617 14 000 898
Deficit (8 828 988) (6 442 825)
10 222 629 7 558 073
10 623 901 7 921 303

Contingent liabilities and subsequent events [notes 15 and 17]

Approved on behalf of the board:

Signed “Michael Judson” Director

Signed “Peter Watson” Director




Forest Gate Resources Inc.
Statements of Operations

Year ended December 31 2007 2006
$ $
Revenues
Interest income [note 9] 45 090 157 729
Expenses
Salaries and levies 586 920 390 766
Value of stock option granted [note 7 (c)] 440 653 271 756
Professional and consulting fees 446 027 336 345
General and administration expenses 239 908 275 801
Registration and filing fees 50 382 33 403
Corporate marketing and business development 316 336 272 749
Investor relations 68 046 52 610
Financial charges [note 9] 1705 8 658
Depreciation of property and equipment [note 6] 19 302 19 812
2169 279 1661 900

Loss before write-down, income taxes and discontinued operations 2124 189 1504 171
Unrealized loss on short term investments - 43 655
Write-down of mining properties and deferred exploration costs [note 5] - 2 471 862
Loss before income taxes and discontinued operations 2124 189 4 019 688
Future income taxes recovered (341 829) (632 185)
Net loss from continuing operations 1782 360 3 387 503
Net loss from discontinued operations 603 803 -
Net loss 2 386 163 3 387 503
Deficit at the beginning of year 6 442 825 3 055 322
Deficit at the end of year 8 828 988 6 442 825
Basic and diluted loss per share [note 10]

continuing operations $0.01927 $0.04454

discontinued operations $0.00653 -
Weighted average number

of shares outstanding 92 505 887 76 050 018




Forest Gate Resources Inc.
Statements of Cash Flows

Year ended December 31 2007 2006
$ $
Cash provided from (used for) continuing operating activities
Net loss from continuing operations (1782 360) (3 387 503)
Non-cash items:
Write-down of mining properties and deferred exploration costs - 2 471 862
Future income taxes recovered [note 14] (341 829) (632 185)
Depreciation of property and equipment 19 302 19 812
Unrealized loss on short term investments - 43 655
Value of stock option granted 440 653 271 756
Net changes in non-cash components of operating working capital [note 9] 1 024 526 (885 177)
(639 708) (2 097 780)
Cash provided from continuing financing activities
Proceeds from the issue of equity [note 7] 4 339 896 1592 388
Loan receivable from former subsidiary company - 877 724
4 339 896 2470112
Cash provided from (used for) continuing investing activities
Acquisition of property and equipment (7 025) (25 150)
Proceeds from sale of short-term investments 386 888 4 122 495
Oil and gas participating interest and deferred exploration costs (5 867 339) -
Mining properties and deferred exploration costs - (1 700 681)
(5487 476) 2 396 664
Net increase in cash and cash equivalents of continuing operations (1 787 288) 2 768 996
Cash and cash equivalents provided by discontinued operations [note 5] (493 914) -
Cash and cash equivalents - beginning of year 3173739 404 743
Cash and cash equivalents - end of year 892 537 3173 739
Represented by:
Cash with financial institutions 892 537 3173 739




Forest Gate Resources Inc.
Notes to the Financial Statements

December 31, 2007

1. NATURE OF BUSINESS

Forest Gate Resources Inc. (“Forest Gate” or the “Company”) is incorporated by the Canada Business
Corporations Act and is publicly traded on the TSX Venture Exchange under the symbol “FGT". Forest Gate is a
Canadian based international oil exploration and production company.

The Company’s operations consist of the exploration and production of oil and gas reserve properties, either
directly, through joint ventures or with working interest partners. Recovery of deferred exploration costs and
reserve properties depend on the existence of economically recoverable reserves, the Company’s ability to
obtain financing for its operations and future profitable commercial production.

The Company is currently evaluating selling options for its actual diamond mining properties in Saskatchewan.
Forest Gate is no longer a mining exploration company but an international oil and gas exploration and
production company. The mining properties and deferred exploration costs are shown and presented as an
asset of business held for sale. Management believes that the carried amount of these assets reflects fair
market value of properties and can be realized by way of total disposal.

2, SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the Company have been prepared by management in accordance with Canadian
generally accepted accounting principles (‘GAAP”). The preparation of financial statements in conformity with
Canadian GAAP requires management to make estimates and assumptions that affect the amounts reported in
the financial statements and accompanying notes. Actual results could differ from those estimates. Significant
areas requiring the use of management estimates include:

e Oil and gas participating interest and deferred exploration costs
e Assets of business held for sale
e Stock based compensation

The financial statements have, in management’s opinion, been properly prepared using careful judgment within
reasonable limits of materiality and within the framework of the accounting policies summarized below in the
next section.

Comparative financial statements: certain comparative figures have been reclassified to conform to the
presentation adopted in the current year.

Revenue recognition: investment transactions are accounted for on the transaction date and resulting
revenues are recognized using the accrual basis. Interest income is accrued based on the number of days the
investment is held during the period.

Cash and cash equivalents: the Company considers currency on hand and demand deposits with financial
institutions to be cash. The Company considers all highly liquid investments with an insignificant risk and
purchased with a maturity of three months or less to be cash equivalents.

Property and equipment: property and equipment are recorded at cost. Depreciation and amortization is
calculated over the estimated useful lives of the related assets at the following rates and methods:

Rates Methods
Furniture and office equipment 20% Diminishing balance
Computer equipment 30% Diminishing balance
Leasehold improvements Over the term of the lease  Straight-line

...continued
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Deferred financing costs: costs directly identifiable with the raising of capital will be charged against the
related capital stock. Costs related to shares not yet issued are recorded as deferred financing costs. These
costs are deferred until the issuance of the shares to which the costs relate, at which time the costs will be
charged against the related share capital or charged to operations if the shares are not issued. The deferred
financing costs consist primarily of corporate finance fees, legal fees and filing fees.

Deferred acquisition costs: costs related to the future acquisition of mining properties and oil and gas
properties are deferred until the acquisition is finalized and expensed if the acquisition does not occur. The
deferred costs consist primarily of legal and due diligence fees.

Flow through common shares: proceeds received upon the issue of common shares that transfer the mineral
exploration expense deductions to investors are credited to the share capital and the related exploration costs
are charged to deferred exploration costs. The estimated tax benefits transferred to shareholders are recorded
as a future income tax liability at the time of filing of the renouncement documents with the tax authorities with a
corresponding reduction in share capital.

Oil and gas participating interest and deferred exploration costs:

Capitalized costs: the Company follows the full cost method of accounting for oil and gas operations in
accordance with Canadian guidelines. Under this method, all costs associated with the acquisition, exploration
and development of oil and gas reserves are capitalized in cost centres on a country-by-country basis. Such
costs can include lease acquisition costs, geological and geophysical costs, carrying charges on non-producing
properties, costs of drilling both productive and non-productive wells, tangible production equipment and
overhead expenses directly related to these activities. Proceeds from the sale of properties are applied against
capital costs, without any gain or loss recognized unless such sale would significantly alter the rate of depletion
and depreciation by 20% or more.

Depletion: upon the commencement of commercial production, depletion of oil and gas properties is provided
using the unit-of-production method based on estimated proven reserves, before royalties, as determined by
independent consultants, on a cost centre basis. The costs of significant unevaluated properties and major
development projects are excluded from costs subject to depletion. Unevaluated properties and major
development projects are assessed for impairment periodically. \When proved reserves are assigned or the
property/major development project is considered to be impaired, the cost of the property or the amount of
impairment is added to the costs subject to depletion. For depletion purposes, relative volumes, before royalties,
of oil and gas production and reserves are converted at the energy equivalent conversion rate of six thousand
cubic feet of natural gas to one barrel of crude oil.

Ceiling tests: in following the full cost method, an impairment loss is recognized when the carrying amount of the
oil and gas properties of a cost centre is not recoverable and exceeds its fair value. The carrying amounts are
assessed to be unrecoverable when the sum of the undiscounted cash flows expected from the production of
proved reserves, the lower of cost and market value of unproved properties and the cost of major development
projects are less than the carrying amount of the cost centre. In determining the amount of impairment, the
carrying amount of oil and gas properties capitalized in a cost centre is compared to the fair value of the
associated proved and probable reserves and the lower of cost and market value of any unproved properties
which are subject to a separate test for impairment.

In determining the fair value of the proved and probable reserves, the Company uses cash flows based upon
the oil and gas prices as quote in the futures market. These cash flows are then discounted using a risk-free
interest rate. If the carrying value of the oil and gas properties is in excess of its fair value, the excess is charged
against earnings. All of the Company’s oil and gas activities are conducted jointly with other participants. The
Company’s accounts reflect only the Company’s proportionate interest in these activities.

...continued
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Mining properties and deferred exploration costs: the mining properties and deferred exploration costs are
recorded at cost, less tax credits and government assistance, which may not reflect present or future values.
Costs of exploration and related property and equipment on existing projects are deferred until production
commences. Mining properties and deferred exploration costs are amortized over the estimated economic life of
the project if successful and written off or down to its estimated net realizable value if a project is unsuccessful
or is economically unfeasible. Option payments received are applied against the related mining properties and
deferred exploration costs. As at December 31, 2007 the mining properties and deferred exploration costs are
presented as “assets of business held for sale”.

Share issuance expenses: share issue expenses are recorded as an increase of the deficit in the year in
which they are incurred.

Stock-based compensation: the Company has a stock option compensation plan which is described in Note 7.
The Company follows the fair value method to record compensation expense with respect to stock options and
warrants granted in exchange for goods and services. This method is applied for all awards made to non-
employees and employees. The fair value of each option or warrant granted is estimated on the date of grant
and a provision for the costs is provided for as contributed surplus over the term of the option agreement.
Compensation expense associated with options issued to employees, consultants, officers and directors of the
Company are expensed while compensation expense related to broker warrants issued are recorded as share
issue costs and deducted from share capital. The consideration received by the Company on the exercise of
share options is recorded as an increase to share capital together with corresponding amounts previously
recognized in contributed surplus. Forfeitures are accounted for as they occur which could result in recoveries of
the compensation.

Loss per share: the basic loss per share is computed by dividing the net loss by weighted average number of
common shares outstanding during the year. The diluted loss per share reflects the potential dilution of common
share equivalents, such as outstanding stock options, in the weighted average number of common shares
outstanding during the year, if dilutive. For this purpose, the treasury stock method is used for the assumed
proceeds upon the exercise of stock options that are used to purchase common shares at the average market
price during the year.

Future income taxes: the Company uses the liability method of tax allocation to account for income taxes.
Future income taxes are recognized for the future income tax consequences attributable to differences between
the financial statement carrying values and their respective income tax basis. Future income tax assets and
liabilities are measured using enacted income tax rates expected to apply to taxable income in the years in
which temporary differences are expected to be recovered or settled. The effect on future income tax assets and
liabilities due to a change in tax rates is included in income in the period in which the change occurs. The
amount of future income tax assets recognized is limited to the amount that is more likely than not to be
realized.

Foreign exchange: revenues and expenses denominated in foreign currencies are recorded at the rate of
exchange prevailing at the transaction date. Monetary assets and liabilities denominated in foreign currencies
are translated at the exchange rates prevailing at the balance sheet dates. All transaction gains and losses are
reflected in net earnings.

...continued
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3. CHANGES IN ACCOUNTING POLICIES

On January 1, 2007, the Company adopted the following CICA (“Canadian Institute of Chartered Accountants”)
(“CICA”) accounting standards which were effective for interim periods beginning on or after October 1, 2006:

Section 1506, “Accounting Changes”: this section revised the standards on changes in accounting policy,
estimates or errors to require a change in accounting policy to be applied retrospectively, unless doing so is
impracticable, changes in estimates to be recorded prospectively and prior period errors to be corrected
retrospectively. VVoluntary changes in accounting policy are allowed only when they result in financial statements
that provide reliable and more relevant information. In addition, these revised standards call for enhanced
disclosure about the effects of changes in accounting policies, estimates and errors on the financial statements.
These revised standards are effective for interim and annual financial statements relating to fiscal periods
ending on or after January 1, 2007. Management has determined that the adoption of this standard will not
require any adjustment of opening retained earnings.

Section 1530, “Comprehensive Income”, and Section 3251, “Equity”: comprehensive income is the change
in shareholder’s equity during a period arising from transactions and other events and circumstances from non-
owner sources. In accordance with this new standard, the Company now reports a statement of comprehensive
loss and a new category, accumulated other comprehensive income, has been added to the shareholder’s
equity section of the balance sheet. The components of this new category will include unrealized gains and
losses on financial assets classified as available-for-sale and the effective portion of cash flow hedges, if any.
Section 3251 establishes standards for the presentation of equity and changes in equity as a result of the new
requirements of Section 1530. Adopting this section on January 1, 2007, did not result in any components to be
recognized in comprehensive income for the financial statements ended December 31, 2007.

Section 3861, “Financial Instruments — Disclosure and Presentation’: this section establishes standards for
presentation of financial instruments and non-financial derivatives, and identifies the information that should be
disclosed about them.

Section 3855, “Financial Instruments, Recognition and Measurement”: this section establishes standards
for recognizing and measuring financial instruments, namely financial assets, financial liabilities and derivatives.
The new standard lays out how financial instruments are to be recognized depending on their classification.
Depending on financial instruments classification, changes in subsequent measurements are recognized in net
income or comprehensive income. The Company has implemented the following classification:

- Cash and cash equivalents are classified as “Financial Assets Held for Trading”. These financial assets
are marked-to-market through net income at each period end.

- Accounts receivable are classified as “Loans and Receivables”. After their initial fair value
measurement, they are measured at amortized cost using the effective interest rate method. For the
Company, the measured amount generally corresponds to cost.

- Accounts payable are classified as “Other Financial Liabilities”. After their initial fair value measurement,
they are measured at amortized cost using the effective interest rate method. For the Company, the
measured amount generally corresponds to cost.

Section 3865, “Hedges”: this section establishes standards for when and how hedge accounting may be
applied. Hedge accounting ensures that all gains, losses, revenues and expenses from the derivative and the
item it hedges are recorded in the statement of earnings in the same period. Adopting this section on January 1,
2007 did not have any effect on the financial statements ended December 31, 2007

...continued
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3. CHANGES IN ACCOUNTING POLICIES (continued)

The Company assessed that the impact of these following CICA (“Canadian Institute of Chartered Accountants”)
accounting standards which were effective for interim periods beginning on or after October 1, 2007 are not
significant as they related to note disclosure:

Section 1535, “Capital Disclosures”: this section establishes standards for disclosing information about an
entity’s capital and how it is managed. It describes the disclosure requirements of the entity’s objectives, policies
and processes for managing capital, the quantitative data relating to what the entity regards entity has complied
with capital requirements, and, if it has not complied, the consequences of such non-compliance.

Section 3862, “Financial Instruments — Disclosures”: this section describes the required disclosure for the
assessment of the significance of financial instruments for an entity’s financial position and performance and of
the nature and extent of risks arising from financial instruments to which the entity is exposed and how the entity
manages those risks. This section and Section 3863, “Financial Instruments — Presentation”, will replace
Section 3861, “Financial Instruments — Disclosure and Presentation”.

Section 3863, “Financial Instruments — Presentation”: this section establishes standards for presentation of
the financial instruments and non-financial derivatives.

Section 1400, “Standards of financial statement presentation”: the Canadian Institute of Chartered
Accountants has amended section 1400, “General Standards of Financial statement Presentation”, which is
effective for interim periods beginning on or after October 1, 2008, to include requirements to assess and
disclose the Company’s ability to continue as a going concern. The adoption of this new section will not have an
impact on the financial statements.

Section 3064, “Goodwill and intangible assets”: in February 2008, the Canadian Institute of Chartered
Accountants issued section 3064, “Goodwill and Intangible Assets”, effective for fiscal year beginning after
October 1, 2008. This section which replace “Goodwill and Other Intangible Assets”, section 3062, and
“‘Research and Development Costs”, section 3450, establishes standards for the recognition, measurement and
disclosure of goodwill and intangible assets. In addition, section 1000, “Financial Statement Concepts” was
amended to clarify the criteria for recognition of an asset. The Company has not yet determined the impact of
adopting this accounting standard.

Convergence with International Financial Reporting Standards: in 2006, Canada’s Accounting Standards
Board ratified a strategic plan that will result in Canadian GAAP, as used by public companies, being evolved
and converged with International Financial Reporting Standards (“IFRS”) over a transitional period to be
complete by 2011. The Company will be required to report using the converged standards effective for interim
and annual financial statements relating to fiscal year beginning on January 1, 2011.

Canadian GAAP will be converged with IFRS through a combination of two methods as current joint-
convergence projects of the United States’ Financial Accounting Standards Board and the International
Accounting Standards Board are agreed upon, they will adopted by Canada’s Accounting Standards Board and
may be introduced in Canada before the complete changeover to IFRS; the standards not subject to a joint-
convergence project will be exposed in an omnibus manner for introduction at the time of the complete
changeover to IFRS.

As the International Accounting Standards Board currently, and expectedly, has projects underway that should
result in new pronouncements that continue to evolve IFRS, and as this Canadian convergence initiative is in an
early stage as of the date of these financial statements, it is premature to currently assess the impact of the
Canadian initiative on the Company.

...continued
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4. OIL & GAS PARTICIPATING INTEREST AND DEFERRED EXPLORATION COSTS
Participating Deferred 2007 2006
Interest exploration costs Net Net
$ $ $ $

Ireland - Celtic Sea 612 000 5474 346 6 086 346 -
Canada - Alberta - 392 993 392 993 -

612 000 5 867 339 6 479 339 -
a) Ireland - Celtic Sea

In February 2007, the Company entered into an Agreement to acquire a 15% working interest in off-shore
international oil & gas prospect in the Celtic Sea located off the south coast of Ireland. The working interest was
held by a private Calgary based company called Arriba Capital Corporation Inc. The operator is Providence
Resources P.L.C. with headquarters in Dublin, Ireland. Providence is involved in petroleum exploration licenses
in Ireland, UK, West Africa and the Gulf of Mexico. In September 2007, the Company reported that it has
forfeited 7.5% of its 15% interest in the Celtic Sea joint venture, due to defaulting on a cash call.

Under the terms of the Agreement and after regulatory approval, the Company paid 3,600,000 common shares
of Forest Gate ($0.17 per share) to Arriba principals and entered into consulting agreements and granted one
million options to them. As part of the Agreement, the Company paid 586,104 Euros ($902,249) for outstanding
cash calls on work already performed.

As of December 31, 2007, the total cost of exploration costs is $5,474,346 including the outstanding cash calls
on work already performed of $902,249. The Company’s accounts reflect only the Company’s proportionate
interest in these activities.

b) Canada - Alberta

In October 2007, the Company entered into a joint venture agreement with Emerald Bay Energy Inc. to acquire
a working interest in an Alberta property, which potentially hosts natural gas in coalbed methane. Leases have
been acquired by the consortium for the drilling of four coalbed methane (CBM) test wells in the Nevis area,
located in Central Alberta. Forest Gate’s commitment to the four well drilling programs is fully funded.

The project operator is Emerald Bay Energy Inc. headquarters in Calgary, Alberta, with land holdings and
operations in Alberta and South Texas. Just Freehold Energy, Calgary, is another partner in the Consortium.

Partner Before Payout After Payout
Emerald Bay Energy 45% 28%
Just Freehold Energy 45% 22%
Forest Gate Resources 10% 5%

In December 2007, Forest Gate reported the drilling of a single well on a potential oil and gas target at
Ferrybank, Alberta, with partner Emerald Bay. This represented the second joint venture signed in 2007 with
Emerald Bay.

As of December 31, 2007, the total cost of exploration costs is $392,993. The Company will cover its
participating interest share of all future commitments. The Company’s accounts reflect only the Company’s
proportionate interest in these activities.

...continued
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5. ASSETS OF BUSINESS HELD FOR SALE
Deferred Tax credits and
Cost of exploration government 2007 2006
Claims costs assistance Net Net
$ $ $ $ $
Saskatchewan
East Side 215 689 1823 608 117 778 1921 519 1 884 455
West Side 1021 444 140 257 - 1161 701 1157 694
1237 133 1963 865 117 778 3 083 220 3042 149

Forest Gate continues to own its Saskatchewan diamond properties, which includes the East Side and West
Side properties at the Fort a la Corne kimberlite field. A total write-down for South Side property has been
recorded on December 31, 2006. The mining properties and deferred exploration costs are shown and
presented as an asset of business held for sale as at December 31, 2007. Management believes that the
carried amount of these assets reflects fair market value of properties and can be realized by way of total
disposal.

The Company has written-down certain of its mining properties and deferred exploration costs for a total amount
of $2,471,862 at December 31, 2006 based on the decision taken to defer further exploration work on these
properties.

The Company formally adopted a plan to divest of its mining operations and focus on oil and gas exploration
and operation. As of December 31, 2007 the mining division was classified as a discontinued operation.

The following table presents summarized financial information related to discontinued mining operations:

2007
$
Net loss from discontinued operations 603 803
Cash and cash equivalents provided by discontinued operations 493 914
Assets of business held for sale 3 083 220
6. PROPERTY AND EQUIPMENT
Accumulated 2007 2006
Cost Depreciation Net Net
$ $ $ $
Furniture and office equipment 36 232 14 942 21 290 22 703
Computer equipment 65176 34 717 30 459 39 202
Leasehold improvements 7 020 7 020 - 2121
108 428 56 679 51749 64 026
...continued
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7. SHARE CAPITAL

Authorized:

The authorized share capital comprises an unlimited number of common shares with no par value.

Broker Warrants Contributed

Share capital Warrants and Options Surplus Total
Number $ Number $ Number $ $ $

Balance - December 31, 2005 (a) (c) 72 223 574 12 372 541 12 938 067 353 855 7 366 739 0 42543 12 768 939
Equity issued 5741112 1 366 959 1 366 959
Warrants exercised 200 000 65 639 (200 000) 65 639
Warrants forfeited (570 000) (56 855) 56 855 0
Broker warrants forfeited (90 000)
Options exercised 100 400 22 389 (100 400) (7 329) 15 060
Broker warrants and broker

unit warrants exercised 561 071 229 394 (561 071) (84 664) 144 730
Broker warrants issued upon exercise

of broker unit warrants 201 368 0
Options issued and Stock-based

compensation charged

to operations 200 000 271 756 271 756
Future income taxes on flow

through expenses renounced (632 185) (632 185)
Balance - December 31, 2006 78 826 157 13 424 737 12 168 067 297 000 7016 636 0 279 161 14 000 898
Equity issued (b) 40 222 413 1780 552 1780 552
Warrants issued (b) 36 622 413 2 968 885 2 968 885
Warrants forfeited (b) (12 168 067) (297 000) 297 000 0
Broker warrants issued (b) 2267 117 202 458 202 458
Broker warrants forfeited (b) (2201 536) 0
Options issued and Stock-based

compensation charged

to operations (b) (c) 5 100 000 440 653 440 653
Options forfeited (b) (1 350 000) 0
Future income taxes on flow

through expenses renounced (b) (341 829) (341 829)
Balance - December 31, 2007 119 048 570 14 863 460 36 622413 2 968 885 10 832 217 0 1219272 19 051 617

...continued
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7.
(a)

(b)

SHARE CAPITAL (continued)
Issues during 2006

A total of 200,000 warrants, 100,400 options issued under the stock option plan and 561,071 options
issued to brokers were exercised for gross proceeds of $238,754 resulting in the issue of 861,471
common shares and 201,368 broker warrants. Pursuant to an agreement with its former subsidiary,
Blue Note, the exercise of 713,296 warrants by the Corporation’s warrant holders has resulted in the
payment to Blue Note in the amount of $13,325 cash. Net proceeds received amount to $225,429.

The Company has recorded an additional share issue cost of $632,185 to account for the future tax cost
of the exploration costs it has renounced in March 2006 on the flow-through shares issued in 2005. The
amount has been charged to share capital.

The Company closed a private placement of 3,407,786 flow-through shares at $0.305 per share. The
issue generated total gross proceeds of $1,039,375 and net proceeds credited to share capital of
$939,216 after payment of share issue costs of $99,321 in the June 2006 quarter and $838 paid in the
September 2006 quarter.

The Company closed a private placement of 1,946,230 flow-through shares at $0.305 per share. The
issue generated total gross proceeds of $593,600 and net proceeds credited to share capital of
$331,388 after payment of share issue costs of $48,470 and other disbursement of $213,742.

The Company closed a private placement of 387,096 flow-through shares at $0.31 per share. The issue
generated total gross proceeds of $120,000 and net proceeds credited to share capital of $96,355 after
payment of share issue costs of $23,645.

Issues during 2007

The Company completed its acquisition of the 15% working interest in off-shore international oil & gas
prospect in the Celtic Sea. As consideration paid on the transaction, the Company issued 3,600,000
common shares for a value of $612,000. The fair value of the common shares was based on the fair
market value prevailing at the negotiation date. Each common share issued with this transaction has a
fair value of $0.17.

The Company has recorded an additional share issue cost of $341,829 to account for the future tax cost
of the exploration costs it has renounced in 2007 on the flow-through shares issued in 2006. The
amount has been charged to share capital.

The Company closed a private placement of 13,544,999 shares at $0.12 per share. The issue
generated total gross proceeds of $1,625,400 and net proceeds credited to share capital of $689,607
after payment of share issues costs of $109,871, a stock-based compensation of $766,664 in the form
of 13,544,999 warrants to acquire a common share at $0.15 over a period of two years and a stock-
based compensation of $59,258 to the agent paid in the form of 915,600 broker warrants to acquire a
common share at $0.12 over a period of two years.

The Company closed a private placement of 23,077,414 shares at $0.13 per share. The issue
generated total gross proceeds of $3,000,064 and net proceeds credited to share capital of $478,945
after payment of share issues costs of $175,697, a stock-based compensation of $2,202,222 in the form
of 23,077,414 warrants to acquire a common share at $0.17 over a period of two years and a stock-
based compensation of $143,200 to the agent paid in the form of 1,351,517 broker warrants to acquire
a common share at $0.13 over a period of two years.

...continued
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7. SHARE CAPITAL (continued)
(c) Stock option plan

The Company has a stock option plan authorizing the Board of Directors to grant options to directors,
officers, employees and consultants to acquire common shares of the Company at a price computed by
reference to the closing market price of the shares of the Company on the business day before the
Company notifies the stock exchanges of the grant of the option. The number of shares which may be
granted to any one person shall not exceed 5% (2% for consultants) over a twelve month period. The
options will vest from the date of the grant to 18 months and expire within 5 years, as determined by the
board, with exceptions to death, employment, etc. The Company is authorized to issue a maximum of
15,298,500 common shares. This is an increase from the previous maximum of 12,321,000 after board
approval was obtained in June 2006.

The option activity, under the share option plan and information concerning outstanding and exercisable options,
is as follows:

2007 2006
Weighted Weighted
Average Average
Granted Exercise Price Granted Exercise Price
$ $
Balance - beginning of year 4815100 0.22 4 715 500 0.22
Options granted under
the stock option plan (*) 5100 000 0.15 200 000 0.16
Options forfeited (1 350 000) 0.22 (100 400) 0.15
Balance - end of year 8 565 100 0.18 4 815 100 0.22

(*) An amount of $440,653 ($271,756 in 2006) was recorded as stock-based compensation and credited to
contributed surplus for options vesting in the current year and issued either in the current or prior year. An
amount of $205,958 ($237,575 in 2006) relates to management compensation and the balance consists of
compensation to consultants.

...continued
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7. SHARE CAPITAL (continued)
(c) Stock option plan (continued)

As at December 31, 2007, the outstanding options, as issued under the stock option plan to directors, officers,
employees and consultants for the purchase of one common share per option, are as follows:

Weighted
Average
Exercise Price
Granted Exercisable $ Expiry date
790 100 790 100 0.15 March 2008
75000 75000 0.15 June 2009
25000 25000 0.17 September 2009
2 375 000 2 375 000 0.25 July 2010
200 000 150 000 0.16 November 2011
500 000 250 000 0.19 January 2012
1 000 000 400 000 0.17 March 2012
2 200 000 1100 000 0.13 June 2012
400 000 100 000 0.15 August 2012
500 000 125 000 0.16 November 2012
500 000 125 000 0.15 December 2012
8 565 100 5515100 0.18

(d) Broker warrants

During the year ended December 31, 2007, the activity and information concerning outstanding and exercisable
broker warrants is as follows:

Weighted
Average
Number Exercise Price
$
Balance - December 31, 2005 2 651 239 0.27
Granted 201 368 0.35
Exercised (561 071) 0.27
Forfeited (90 000) 0.24
Balance - December 31, 2006 2 201 536 0.29
Granted 2 267 117 0.13
Exercised - 0.00
Forfeited (2 201 536) 0.29
Balance - December 31, 2007 2 267 117 0.13
...continued
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7. SHARE CAPITAL (continued)
(d) Broker warrants (continued)

As at December 31, 2007 the Company had the following broker warrants outstanding:

Weighted
Average
Exercise Price
Granted Exercisable $ Expiry date
Warrants to buy units of 1 common share 675 600 675 600 0.12 July 2009
Warrants to buy units of 1 common share 240 000 240 000 0.12 August 2009
Warrants to buy units of 1 common share 338 960 - 0.13 September 2009
Warrants to buy units of 1 common share 1 012 557 - 0.13 October 2009
2 267 117 915 600 0.13

(e) Share purchase warrants

The Company has, as at December 31, 2007, share purchase warrants outstanding entitling the holders to
acquire common shares as follows:

Number of warrants Exercise price Expiry date
$

10 244 999 0.15 July 2009

3 300 000 0.15 August 2009

4 692 000 0.17 September 2009

18 385 414 0.17 October 2009

36 622 413

...continued
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7. SHARE CAPITAL (continued)

(f) Fair value

The fair value of options and warrants issued were estimated at their respective grant dates using the Black-
Scholes pricing model using the following assumptions:

Risk-free interest rate

Expected life (years)

Expected volatility

Expected dividend yield

Weighted average grant date fair value

Risk-free interest rate

Expected life (years)

Expected volatility

Expected dividend yield

Weighted average grant date fair value

Risk-free interest rate

Expected life (years)

Expected volatility

Expected dividend yield

Weighted average grant date fair value

Stock option plan issues during 2007

500 000 1 000 000 2200 000 400 000 500 000 500 000
4.04% 3.89% 4.65% 4.33% 4.09% 3.84%
5 5 5 5 5 5
95% 95% 95% 85% 103% 102%
nil nil nil nil nil nil
0.141% 0.127 % 0.097 $ 0.087 % 0.124 % 0.098 $

Broker warrant issues during 2007

559 067 116 533 240 000 338 960 1012 557

4.59% 4.53% 4.53% 4.19% 4.29%
2 2 2 2 2
87% 87% 86% 88% 88%
nil nil nil nil nil
0.066 $ 0.058 $ 0.065 $ 0.064 $ 0.120 $

Warrant issues during 2007

7 538 333 2 706 666 3 300 000 4 692 000 18 385 414

4.59% 4.53% 4.53% 4.19% 4.29%
2 2 2 2 2
87% 87% 86% 88% 88%
nil nil nil nil nil
0.058 $ 0.051 % 0.058 $ 0.054 $ 0.106 $

...continued
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8. FINANCIAL INSTRUMENTS, CREDIT AND PRICE RISK MANAGEMENT

a) Fair values

The carrying amount of financial instruments including cash, accounts receivable and accounts payable,
approximates fair value because of the short-term maturity of these items and terms are similar to prevailing
market terms.

b) Interest risk

The short-term investments include shares and redeemable short-term deposits with financial institutions,
invested at current market rates and have terms of up to one year.

9. SUPPLEMENTAL DISCLOSURES OF EXPENSES AND CASH FLOW INFORMATION
a) Net change in non-cash components of operating working capital

2007 2006

$ $

Decrease (increase) in:
Accounts receivable 130 845 40 863
Prepaid expenses 105 930 (87 734)
Tax credits and government assistance receivable 749 709 (811 708)

Increase (decrease) in:
Accounts payable and accrued liabilities 38 042 (26 598)

1 024 526 (885 177)

b) Interest paid and received

Interest paid during the year amounts to $0 (2006 - $5,496) and interest received during the year amounts to
$45,090 (2006 - $274,734).

c) Non-monetary transactions

Non-cash transactions have been incurred in relation to stock-based compensation for the issue of stock options
and warrants as partial payment of share issue costs and other services. In addition, common shares have been
issued in the acquisition of the 15% (reduced to 7.5%) working interest in off-shore international oil & gas
prospect in the Celtic Sea. A full description of the transaction can be found in note 7(b).

10. LOSS PER SHARE

Due to an expected loss for the entire current period, no incremental shares are included in calculating the
dilutive loss per share because the effect would be anti-dilutive.

11. COMMITMENTS

The Company has no long term lease for premises.

...continued
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12. RELATED PARTY TRANSACTION

Some of the Company’s officers are also shareholders of the Company. Transactions with these officers were
carried out in the normal course of business and measured at the exchange amount, that is, the amount
established and agreed upon by the parties.

Operations

During the year, the Company incurred $45,000 (2006 - $56,484) of consulting fees and professional services
with officers. Of this amount $0 (2006 - $2,762) is included in mining properties and deferred exploration costs.

13. SEGMENTED INFORMATION

The Company has two reportable segments in three geographic locations; Canada, for mining exploration
(discontinued operations) and Ireland and Canada, for oil & gas exploration. The significant aspects of these
operating segments are presented below. The accounting policies of each segment are the same as those
described in the summary of significant accounting policies in note 2. The following table presents information
on the Company’s operations based on its reportable segments for the twelve months ended December 31,
2007:

For the twelve months ended Oil and gas Mining
December 31, 2007 Exploration Exploration Corporate Consolidated
Revenues - 3452 45 090 48 542
Expenses
Salaries and levies 448 229 60 727 138 691 647 647
Value of stock option granted - - 440 653 440 653
Professional and consulting fees 345 609 123 464 100 418 569 491
General and administration expenses 18 081 59 166 221 827 299 074
Registration and filling fees 4 380 158 46 002 50 540
Corporate marketing and business development 248 352 76 937 67 984 393 273
Investor relations 50 750 - 17 296 68 046
Financial charges - - 1705 1705
Depreciation of property and equipment - - 19 302 19 302
1115401 320 452 1053 878 2489731
Loss before write-down & income taxes 1115 401 317 000 1008 788 2441 189
Loss on short term investments - 50 961 - 50 961
Loss on mining deferred exploration costs - 235 842 - 235 842
Loss before income taxes 1115401 603 803 1008 788 2727 992
Total Assets 6 479 339 3 083 220 1061 342 10 623 901

In 2006 the Company had only one reportable segment which related to mining exploration. All of the operations

in 2006 were in Canada.
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Forest Gate Resources Inc.
Notes to the Financial Statements

December 31, 2007

14. TAXLOSSES AND OTHER EXPENSES TO CARRY FORWARD

a) Provision for income taxes

The provision for income taxes differs from the combined Canadian federal and provincial statutory rates as

follows:

Loss before income taxes
Income tax rate
Tax effect

Value of stock option granted

Share issue costs

Depreciation of capital assets

Write-down of short-term investments, mining properties
and deferred exploration costs

Recapture of mining exploration expenses

Restriction on resource losses

Other

Benefit of losses not previously recognized

Change in valuation allowance, tax estimates
and rate changes

Income taxes

Loss before income taxes
Income tax rate
Tax effect

Value of stock option granted

Share issue costs

Depreciation of property and equipment

Write-down of short-term investments, mining properties
and deferred exploration costs

Recapture of mining exploration expenses

Restriction on resource losses

Other

Benefit of losses not previously recognized

Change in valuation allowance, tax estimates
and rate changes

Income taxes
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2007
Federal Provincial Combined
(2 727 992) (2 727 992) (2 727 992)
19.50% 11.40% 30.90%
(531 958) (310 991) (842 949)
85 927 50 234 136 161
(88 287) (51 614) (139 901)
3764 2 200 5964
55 927 32 696 88 623
731 855 1 586
132 067 276 620 408 687
(341 829) - (341 829)
2006
Federal Provincial Combined
(4 019 688) (4 019 688) (4 019 688)
22.12% 9.90% 32.02%
(889 155) (397 949) (1287 104)
60 112 26 904 87 016
(87 516) (39 168) (126 684)
4 382 1961 6 343
556 433 249 036 805 469
130 153 - 130 153
92 645 118 469 211 114
2 308 2 861 5169
(544 023) - (544 023)
- 80 362 80 362
(674 661) 42 476 (632 185)
...continued
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Notes to the Financial Statements

December 31, 2007

14. TAXLOSSES AND OTHER EXPENSES TO CARRY FORWARD

b) Future income tax assets and liabilities

The Company has exploration costs, operating losses and other costs which are being carried forward and
which can reduce future taxable income. The components of the net future income tax assets (liabilities) as at

December 31 were as follows:

Share issue costs [see nofe i]
Carrying value of mining properties and deferred
exploration costs in excess of tax basis
Tax cost of property and equipment
in excess of carrying value
Non capital losses carried forward [see note i]

Valuation allowance for future tax assets

Share issue costs [see note i]
Carrying value of mining properties and deferred
exploration costs in excess of tax basis
Tax cost of property and equipment
in excess of carrying value
Non capital losses carried forward [see note i]

Valuation allowance for future tax assets
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2007
Federal Provincial Combined
159 566 93 285 252 851
(428 350) 268 308 (160 042)
4785 2797 7 582
1 067 040 594 624 1 661 664
803 041 959 014 1762 055
(803 041) (959 014) (1 762 055)
2006
Federal Provincial Combined
217 988 97 562 315 550
(434 818) 269 868 (164 950)
6 715 3 005 9720
680 854 279 774 960 628
470 739 650 209 1120 948
(470 739) (650 209) (1 120 948)
...continued
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14. TAXLOSSES AND OTHER EXPENSES TO CARRY FORWARD (continued)
b) Future income tax assets and liabilities (continued)

Note i: the Company has the following non capital losses and share issue costs available to reduce future
income taxes.

The losses and costs expire as follows:

2007
Expiry date Federal Provincial
2008 117 000 117 000
2009 84 000 84 000
2010 325000 320 000
2014 641 000 739 000
2015 1284 000 1148 000
2026 591 000 382 000
2027 2430 000 2426 000
5472 000 5216 000
Share issue costs (from 2008 to 2011) 818 290 818 290
Less: losses and share issue costs recognized due to
exploration costs renounced to investors (5 280 225) (50 000)
1010 065 5984 290
c) Exploration costs renunciations

The future income tax liability takes into account the effect of tax deduction renunciations made in favour of
investors, relating to exploration expenses in connection with the flow-through investment. The effect of this
renunciation is to be recognized in the year the renunciation is filed with the tax authorities. The liability is offset
by the losses recognized in the financial statements. There was no flow-through investment in year 2007.

15. CONTINGENT LIABILITIES
a) Environmental

The Company's exploration activities are subject to various federal and provincial and state laws and regulations
governing the protection of the environment. These laws and regulations are continually changing.
Environmental consequences are difficult to identify in terms of results, timetable and impact. The Company
conducts its operations so as to protect the public health and environment and believes its operations are
materially in compliance with all applicable laws and regulations.

b) Flow-through share issues

The Company is partially financed through the issuance of flow-through shares, requiring that the Company
spend the proceeds for qualified exploration expenses. Moreover, tax rules regarding flow-through investments
set deadlines for carrying out the exploration work, subject to penalties if the conditions are not respected.
Although the Company is committed to taking all the necessary measures, refusal of certain expenses by the
tax authorities would have a negative tax impact for investors.

...continued
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15. CONTINGENT LIABILITIES (continued)
b) Flow-through share issues (continued)

In 2006, the Company received $1,752,975 following flow-through share issues. After year-end, but effective
December 31, 2006, the Company has renounced all of its tax deductions relating to flow-through investments
(see note 14). In order to meet its obligation under flow-through share program, the Company must spend
$1,463,000 in Canadian exploration by December 31, 2007 in addition to the exploration expenses it has
incurred to date.

In 2007, the Company received nothing from flow-through share issues. After year-end, but effective December
31, 2007, the Company has renounced all of its tax deductions relating to flow-through investments (see note
14). In order to meet its obligation under flow-through share program, the Company must spend $835,371 in
Canadian exploration by December 31, 2008 in addition to the exploration expenses it has incurred to date.

16. GOVERNMENT GRANTS

During 2007, the Company earned tax credits and government assistance for mineral exploration costs
amounting to $0 ($878,226 in 2006), which were reduced against mining properties and deferred exploration
costs (note 5).

17. SUBSEQUENT EVENTS

In February 2008 the Company announced that it will be undertaking a non-brokered private placement to raise
up to $1,000,000 in units at a price of $0.13 per unit, subject to a four month hold period and pursuant to
applicable prospectus and registration exemptions. Each unit is comprised of one common share and one
common share purchase warrant of the Company. Each share purchase warrant will entitle the holder to
purchase one additional common share of the Company at a price of $0.17 per share for a period of two years
after issuance. The Company will pay, where appropriate, a cash finder’'s fee of 8% in connection with the
placement and issue finder’'s fee warrants equal up to 8% of the total number of units issued under the offering.
Each finder’s fee warrant will entitle the holder to subscribe for units of the Company at an exercise price of
$0.13 for a period of two years after issuance. The Company intends to utilize the proceeds for general working
capital purposes.

On February 29, 2008 the Company announced that it had closed the first tranche if it's non-brokered private
placement. In the first tranche 3,862,000 units for total gross proceeds of $502,600 were issued. The hold
period on these units expires June 29, 2008. A cash finder fee of $37,565 and 288,960 finder's fee warrants
were paid.
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