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August 1, 2007

Dear Shareholders,

Attached to this letter are MGM Energy Corp.’s fioal statements as at and for the period
ending June 30, 2007.

The second quarter has been an active one for MGMrdy. In my last letter to our
shareholders dated May 14, 2007, | told you thatweee in the process of re-examining our first
two well locations to ensure that we understood Wigy were dry holes. That look-back was
completed in the second quarter. As a result ohtwie learned, we decided to re-process
substantially all of the seismic data which we hawer the areas we plan to drill in the
upcoming winter. While seismic data can never iglate the risk of drilling dry holes, properly
processed and interpreted, it can reduce that risk.

We also completed the acquisition of the Umiak &seaferred to in the previous letter. This is
an important acquisition for MGM Energy. Not ordid it bring us a substantial resource at
what we believe is a reasonable cost, but it esstirat we will be more involved in pipeline
development. It makes us a stronger, more divedsfompany in terms of our Northern asset
base by bringing into our portfolio a significareveélopment opportunity as well as additional
exploration prospects and leads. We are in thegsof fully integrating that asset into our
plans, and taking over operatorship from the previoperator.

Apart from this important work, we have also beegparing for our upcoming drilling season.
We currently plan to drill three wells in the Maokeée Delta this upcoming winter, and
undertake two seismic programs, one in the Deljioreand the other in the Central Mackenzie
Valley in the Colville Lake/Sahtu region. Explaoat activities in Northern Canada have long
lead times, and we began the regulatory processuio2007/08 activities in April of this year.
We have also been active in terms of consultatitth the people and communities in which we
propose to work, and have benefited from the inpeive received. We expect to be able to
finalize our drilling locations in the near futur@nd begin to mobilize equipment by the end of
the third quarter.

Since the end of the second quarter, we filed @ foimospectus on July 26, 2007 allowing us to
raise the funds needed to undertake our 2007/08irapital program. That offering is

currently expected to close on August 3, 2007. aA®sult, upon closing of the offering, our
2007/08 winter capital program and our 2008 opegatixpenses will be funded.

MGM Energy has been fortunate to have received @aigpm Northern stakeholders since its
inception. We are particularly grateful for theoport and assistance we have received from the
Native communities in the Northwest Territories,veal as the Government of the Northwest
Territories. And, of course, last but not least, would like to thank all of our shareholders for
their support of our business strategy and objestiv

Henry W. Sykes
President



Management's Discussion and Analysis

This Management’s Discussion and Analysis (“MD&A&hould be read in conjunction with the unauditetbiim
Financial Statements of MGM Energy Corp. (“MGM Eggr or the “Company”) as at and for the three antk s
months ended June 30, 2007. Information includettiislMD&A and the Financial Statements has beessgnted
in Canadian dollars and in accordance with Canadgenerally accepted accounting principles (“GAAPURless
otherwise stated.

This MD&A contains forward-looking statements. &&a are referred to the advisories concerning sociters
under the heading “Advisories” at the end of thiDEIA.

This MD&A is dated July 31, 2007. Additional infation concerning MGM Energy, including its Annual
Information Form, can be found on the SEDAR weladiteww.sedar.com.

Overview

MGM Energy is an independent Canadian public compptre principal business of which is to acquireyelop,
optimize, exploit and produce oil and natural gadNorthern Canada. The Company was incorporateérutihe
Business Corporations A¢Alberta) (the “ABCA”) on October 31, 2006.

On January 12, 2007, MGM Energy was a party toan mf arrangement under the ABCA which involved
Paramount Resources Ltd. (“Paramount”) and itsedtwders, through which MGM Energy acquired itspipal
assets from Paramount (the “MGM Spinout”). Theseqipal assets are:

rights and obligations under an area-wide farm-gneament (the “Farm-in Agreement”) respecting
Mackenzie Delta, Northwest Territories Exploratidnence #394, Exploration Licence #427 and Inuvik
Concession Blocks 1 and 2 (the “Farm-in Proper}jesid

oil and gas properties in the Colville Lake / Sahtea of the Central Mackenzie Valley, Northwest
Territories (the “Colville Properties”).

In addition to its principal assets, MGM Energy @iced from Paramount under the MGM Spinout, anregein
one well in the Cameron Hills area of the southmortion of the Northwest Territories (the “AncillaAsset”) to
ensure that MGM Energy met the minimum listing iegments of the Toronto Stock Exchange. Parambasthe
option, subject to certain conditions, to reacqtive Ancillary Asset from MGM Energy for $5 milliptthe selling
price of the asset to MGM Energy (the “Repurchapédd”). Because of the nature of the Repurchastod, for
accounting purposes the Ancillary Asset is deemdgktretained by Paramount.

Except for limited periods of testing, none of MG&hergy’s assets have ever been placed into pradfucths a
result, MGM Energy does not have any commercialratpeg results and is considered a developmentestag
enterprise.

Through the MGM Spinout:

MGM Energy issued Paramount a demand promissorg mothe principal amount of $12.0 million,
bearing interest at 10 percent per annum, and t8ldn voting Class A Preferred Shares, which note
was subsequently repaid by MGM Energy and whichreshavere subsequently converted into voting
common shares of MGM Energy (“Common Shares”) shaxe-for-share basis; and

MGM Energy issued Paramount’'s shareholders an ggtgeof approximately 2.8 million Common
Shares and approximately 14.2 million warrant ynitgh each warrant unit consisting of one MGM



Energy short term warrant (each, a “Short Term A&ty and one MGM Energy longer term warrant
(each, a “Longer Term Warrant”).

CAUTIONARY NOTE: This MD&A contains disclosure and discussions concerning: (i) the historic
financial position, results of operations and caslilows relating to the Farm-in Properties and the Cdville
Properties; and (ii) the results of operations andcash flows relating to the Ancillary Asset, on a a&e-out
basis from Paramount as if MGM Energy had operatedas a stand-alone entity subject to Paramount’'s
control prior to January 12, 2007. Commencing Janary 12, 2007, MGM Energy holds these assets, withe
results of operations and cashflows accruing to thikenefit of the Company. As a result, readers areatitioned
that the historical information relating to periods prior to January 12, 2007 may not necessarily bendicative
of the results that would have been obtained if MGMEnergy had operated as a stand-alone entity prioto
January 12, 2007.

For further details concerning the MGM Spinout, readers are referred to MGM Energy’s 2006 Annual
Information Form and unaudited Interim Financial Statements as at and for the three and six months ead
June 30, 2007 (the “Interim Financial Statements”).

Principal Properties and Projects

Mackenzie Delta Farm-in

The Mackenzie Delta lies at the end of the MackeRiver in the Northwest Territories where it eatéére Beaufort
Sea, approximately 2,200 kilometres north of Calgatberta. The Mackenzie Delta has been the fafusatural
gas exploration since the 1960s. Several majoodé&tes have been made in the Mackenzie Delta $hatetime,
with 21 onshore Significant Discovery Licences adeal to date. There is no commercial natural gadymtion in
the Mackenzie Delta, as currently there is no figebr gathering system to transport productiomsoket. As well,
pipelines have not been constructed north of Nordivafis in the Central Mackenzie Valley and will teguired to
move liquid hydrocarbons discovered north of Noriéells to market.

MGM Energy’s operations in the Mackenzie Delta hde=n focused on exploration activities on the Farm
Properties under the Farm-in Agreement. Chevrama@a Limited (“Chevron”) was the prior operatottled Farm-

in Properties, and provided contract operator sesvio MGM Energy through the 2006/07 winter drdliseason.
Effective April 1, 2007 MGM Energy assumed the rofe@perator of the Farm-in Properties from Chevron

Under the Farm-in Agreement:

MGM Energy can earn a staged 50 percent intereidrFarm-in Properties by drilling 11 wells withén
four year period and making certain lease continngbayments, the aggregate of which is expectedueto
$11 million although it may range up to $21 milligef which $11 million is to be paid before the ewid
2007 and the balance, if any, is to be paid betv@8 and 2010). As of the date of this MD&A, MGM
Energy has paid all $11 million of the lease camdition payments due in 2007;

Approximately $50 million of 3D seismic must be shand

If all of the drilling commitments under the Farm-Agreement are satisfied, MGM Energy will alsorear
50 percent interest in three discoveries previonsige in the Mackenzie Delta by the counterpatbethe
Farm-in Agreement; and

Of the 11 wells, MGM Energy must drill at leastditest wells; two of which have been drilled durthg
2006/2007 drilling season, and three wells during 2007/2008 winter driling season. MGM Energy
currently estimates that the cost of drilling thénimum three wells during the 2007/2008 winter ldrg



season will be approximately $60 million. Once five exploratory wells have been drilled, MGM Eggr
may elect to stop further drilling and earn a reglinterest in the Farm-in Properties. In thangvBIGM
Energy would remain responsible for the continuapayments and seismic commitment referenced above.

MGM Energy obtained its rights and obligations unde Farm-in Agreement by assignment from Pararmasn
part of the MGM Spinout. Notwithstanding the assigent, Paramount continues to be jointly and sdlydiable
for the obligations of MGM Energy under the FarmAigreement to the extent such obligations are atisfeed by
MGM Energy. MGM Energy is required to satisfy aflthe Farm-in Agreement obligations of Paramourt t
take whatever steps are necessary to raise suffiftiads to meet such obligations. If MGM Energyunable to
satisfy its Farm-in Agreement obligations and Paramt is thereby required to satisfy such obligatjoMGM
Energy will be obligated to repay to Paramountaatiemand basis, all amounts expended by Parammgatisfy
such obligations. Any amount owing to Paramourit kéar interest at Paramount’s cost of capitahattime of
expenditure, plus one percent, and will be sechyed charge over all of MGM Energy’s assets.

Colville Properties

The Colville Lake area in the Central Mackenzie I®4gl Northwest Territories has been the focus dfirz gas
exploration since the 1970s. Paramount made twodiseoveries (at Nogha and Maunoir) in the arear&hs no
commercial oil or natural gas production in thevilld Lake area or the Mackenzie Valley, as cuisetitere is no
pipeline or gathering system to transport productio

The Colville Properties cover approximately 600,0@etares (approximately 385,000 hectares net)rinfuhe
first six months of 2007, there were no activitiésdertaken by MGM Energy with respect to the Ctavil
Properties, however MGM Energy plans to conduaisnsic program in the first quarter of 2008.

Umiak Assets

On May 30, 2007 MGM Energy closed an acquisitiorpefroleum and natural gas assets located primarillge
Mackenzie Delta and elsewhere in the Northwestifbeies (the “Umiak Assets”) for an aggregate cofs$172.7
million, subject to final adjustments. MGM Energgsigned the entire amount of the purchase prigetmleum
and natural gas properties and recognized a $1lidmmasset retirement obligation related to thassets.

The Umiak Assets consist of a 60 percent workirtgrast in the Umiak discovery in the Mackenzie Be# 60
percent working interest in federal Exploration dnice #434, substantial seismic data, intereststisignificant
discovery licences both onshore and offshore inMaekenzie Delta and other assets consisting atlyi of
material and equipment.

The Umiak discovery is located approximately 1®ikietres to the east of Imperial Oil's Taglu fietthe of the
anchor fields for the Mackenzie Valley pipeline jeci. MGM Energy believes that Umiak itself is sffficient
size to support a stand-alone development.

Proposed Mackenzie Valley Pipeline

The Mackenzie Valley pipeline is a proposed 1,2ifnketre pipeline and gathering system to transpattrral gas
from existing and currently undiscovered natura fields in the Mackenzie Delta through the Mackenzlley to
North American markets.

Imperial Oil Resources Ventures Limited, on beldlfitself and ConocoPhillips Canada (North) Limiteghell
Canada Limited, ExxonMobil Canada Properties ardAhoriginal Pipeline Group, has submitted appi@s to
the National Energy Board for regulatory approvedgjuired for the Mackenzie Valley pipeline as we#
applications to the boards, panels and agencipemsible for assessing and regulating energy dpwadats in the



Northwest Territories. Applications were submitteshinning in October 2004. Approvals in respedhefrequired
applications are required before fieldwork can hemi the Mackenzie Valley pipeline.

Preliminary plans target construction of the pipeliover four years once all necessary permitsndiese and
authorizations have been obtained.

Paramount has publicly stated that it supportscdhestruction of the Mackenzie Valley pipeline arak tbeen
involved in certain of the hearings in respecthaf pipeline. MGM Energy has adopted the statenamdsevidence
of Paramount in this regard. MGM Energy intendsliszuss the transportation of its natural gash@aMackenzie
Valley pipeline and related gathering systemspifraved and constructed, with Imperial Oil Resosrgentures
Limited. MGM Energy will construct a gathering s and ancillary pipelines for certain propertieonnect
with the Mackenzie Valley pipeline if approved asahstructed.

If construction of the Mackenzie Valley pipelinedarelated gathering systems is deferred, delayembapproved,
MGM Energy will examine its available options taarsport its natural gas to market, including thegetl
construction by the Company or the support by tben@any for the construction by others of alterrmmpeline and
gathering systems.

Results of Operations

Statement of Income (Loss) — Selected Items

Three Months Ended Six Months Ended
($ thousands) June 30/07 June 30/08 June 30/07  June 30/08
Interest income 427 - 680 -
Expenses
General and administrative 1,462 48 2,831 129
Stock-based compensation 648 (36) 1,430 110
Pipeline regulatory and access 182 - 260 -
Exploration 384 83 816 145
Dry hole expense - - 36,397 -
Interest and financing charges 76 - 96 -
Accretion and depreciation 72 7 97 14
Future income tax recovery (548) (647) (12,055) (646)
Net Income (loss) (1,849) 545 (29,192) 248

@ Amounts included in the table above for the three six months ended June 30, 2006 have been pedsemta carve-out basis from
Paramount as if MGM Energy had operated as a stlorgk entity subject to Paramount’s control. NymBicant activities took place with
respect to the Colville Properties or Ancillary Asduring the three and six months ended June(®®.2See the cautionary note above under
the heading “Overview”.

Interest Income - MGM Energy earned interest income from shomrténvestments of $0.4 million for the three
months ended June 30, 2007, (six months ended3Wr2007 - $0.7 million). These short-term investits bear
interest at rates between 4.30 percent and 4.3f&peper annum and have original maturities ofehrenths or
less.

General and Administrative Expense- General and administrative expense for the timeaths ended June 30,
2007 totalled $1.5 million (six months ended Jufe 207 - $2.8 million) and included a number oftsarelating

to the establishment of MGM Energy’s operationsaapublic company and its compliance with regulatory
requirements.

Stock-based Compensation Expense Stock-based compensation expense for the thi@hs ended June 30,
2007 totalled $0.6 million, which included expensé$0.2 million accrued by MGM Energy for the petiended




June 30, 2007 (six months ended June 30, 20073-rillion) in respect of stock options previouslsagted by
Paramount to certain employees and officers of MExMrgy.

Pipeline Reqgulatory and Access Expense Pipeline regulatory and access expense forhtee tmonths ended
June 30, 2007 totalled $0.2 million, (six monthsleh June 30, 2007 - $0.3 million) and included £@sisociated
with regulatory hearings and access on the plaiMekenzie Valley pipeline.

Exploration Expense - Exploration expense of $0.4 million for the tarmonths ended June 30, 2007 consists
primarily of geological and geophysical costs, séisand lease rentals expenses for the 2007/206&mdrilling
season (six months ended June 30, 2007 - $0.8n)illiThese costs are expensed as incurred urglsuttessful
efforts method of accounting. Exploration expeas80.4 million during the three months ended MaBdh 2007
related primarily to the purchase of seismic data.

Dry Hole Expense- Dry hole expense of $36.4 million for the six mtlis ended June 30, 2007 related entirely to
costs associated with the 2006/2007 winter drilfinggram at Kumak 1-25 and Unipkat M-45.

Interest and Financing Charges- Interest and financing charges include a one-famefor set-up of the Demand
Facility and charges for letters of credit.

Capital Expenditures

2007
($ thousands) Jan1-1% Jan 12 — Mar 31 April 1 — June 30 Total
Land - - 173,750 173,750
Geological and geophysical - 432 384 816
Drilling and logistics 3,177 28,576 825 32,578
Other - 111 28 139
Total 3,177 29,119 174,987 207,283

@ Capital expenditures for the period January 1, 2@03anuary 11, 2007 have been presented on a-garleasis from Paramount as if
MGM Energy had operated as a stand-alone entityesuto Paramount’s control prior to January 1)20See the cautionary note above
under the heading “Overview".

During the first quarter of 2007, MGM Energy’s wentdrilling program for the Farm-in Properties veasnpleted,
with two wells being drilled on Exploration Licen#894 lands: “Kumak I-25” and “Unipkat M-45". Nber well

appeared to contain commercial quantities of hyaifoans. As a result, Kumak I-25 well was casedsrgppended
without further testing and Unipkat M-45 well wasaadoned.

On May 30, 2007 MGM Energy purchased the Umiak fsst@ an aggregate cost of $172.7 million subjedinal
adjustments.

Drilling and logistics expenditures for the 2007ter drilling program totalled $31.8 million; $3illion of such
costs being incurred between January 1, 2007 andada 11, 2007 when Paramount owned the rights and
obligations under the Farm-in Agreement. The egjiares primarily related to the Farm-in Propertiasd
included the costs of lease preparation and dgilihthe two wells. Approximately $0.8 million dfe drilling and
logistics expenditures relate to the 2007/2008 evidrilling program and include surveying.

Geological and geophysical expenditures incurretthénsecond quarter are in anticipation of the 22008 winter
drilling season and consist primarily of purchasiragle seismic.

Oil and natural gas development activities, inahgdseismic and drilling programs in the Central kawie Valley
and Mackenzie Delta, are restricted to those moothbe year when the ground is frozen. As a testhese



seasonal access restrictions, MGM Energy’s onagitiwities at the Farm-in Properties for 2007 sabsally ceased
as of April 2007 and are expected to recommenciagltine fourth quarter of 2007 after freeze-up oscu

Liquidity and Capital Resources

On May 15, 2007, MGM Energy entered into a $20 ionllsenior secured revolving demand facility with a
Canadian bank (the “Demand Facility”). Borrowingsdar the Demand Facility bear interest at floatiaigs based
on the lender’s prime rate or banker’s acceptaate at the discretion of MGM Energy, plus an aggille margin.
The terms of the Demand Facility require, on a tpibr basis, MGM Energy to repay the Demand Facdit have
funds available in cash or short-term investmenteast equal to drawings under the facility fqueaiod of at least
three consecutive business days. At June 30, 206 was no debt outstanding under the Demanditiaci

At June 30, 2007, MGM Energy had letters of credistanding totalling approximately $13.5 millidthese letters
of credit have not been drawn; however, they redheeamount available to MGM Energy under the Deainan
Facility.

On May 30, 2007, MGM Energy issued 54.7 million Goom Shares for gross proceeds of $178.6 millioaugh
a bought deal financing. A total of approximateR:@ million of the Common Shares issued under theght deal
were issued on a flow-through basis.

Proceeds from the bought deal were used to funott@op of the purchase price of the Umiak acquisitand will
be used to incur Canadian Exploration Expense imection with the shares issued on a flow throuagish

As at June 30, 2007, MGM Energy had a working eaitirplus of $28.9 million, including $34.2 millicheld in
cash or marketable securities.

Management believes that MGM Energy has adequatdirfg for the remainder of 2007, but will requidéional
financing to complete its 2007/2008 winter drillipgogram. On July 27, 2007 MGM Energy announced ithaad
entered into an underwriting agreement to raissgproceeds of $111.5 million by issuing 33 milliGommon
Shares for $2.75 per share and six million Commioar& on a flow-through basis for $3.45 per shaite elosing
expected to occur on or about August 3, 2007. Pawatrhas indicated its intention to purchase $9l0om of the
Common Shares and a Director and Officer of the @y has indicated his intention to purchase $6llom
Common Shares on a flow-through basis.

At July 30, 2007, MGM Energy had 89.9 million Comm8hares issued and outstanding and approximatély 1
million stock options outstanding, none of whicle axercisable. At July 30, 2007 there were appratetg 14.2
million Longer Term Warrants outstanding, all ofielh are exercisable. Each Longer Term Warrant lestihe
holder to acquire, at the holder's option (i) ormthon Share at a price of $6.00, or (ii) one flomotigh Common
Share at a price of $7.50. The Longer Term Warnaiitexpire on September 30, 2007.

Contractual Obligations

MGM Energy has the following contractual obligatoss at June 30, 2007:

Recognized

in financial Less than 1 After 5
($ thousands) statements Year 1-3years 4-5years years Total
Asset retirement obligations Yes- Partially - 25 - 6,400 6,425
Capital spending commitmefit?® No 10,000 110,000 32,000 - 152,000
Total 10,000 110,025 32,000 6,400 158,425

@ Includes MGM Energy drill rig commitment during tfiest quarter of 2008 and minimum work commitmemtsier Exploration Licences.

@ Subsequent to June 30, 2007, MGM funded capitaldipg commitments of $10 million, eliminating themaining commitment less than
one year above.



MGM Energy is obligated under certain Northwest riferies Exploration Licences to fulfill minimum wio
commitments totaling $32 million over the next fiyears. As a condition of the Exploration Licencédse
Company was required to post security of 25 peroémhese work commitments via letters of credithe posted
security is released in proportion to the actualknexpenditures over the life of Exploration Licenc

Related Party Transactions

Paramount Resources Ltd.

At June 30, 2007, Paramount held 18.2 million comrebares of MGM Energy, representing 20.2 percéitte
issued and outstanding common shares of MGM Enargych time. In addition to the common sharesIGiM
Energy held by Paramount, MGM Energy and Parambawe certain common members of management and
directors. The following provides a summary of thelated party transactions between MGM Energy and
Paramount:

MGM Energy acquired the Spinout Assets from Pararhpursuant to the MGM Spinout, as is more fully
described in Note 1 (Structure and Formation ofGoenpany) to the interim unaudited financial stagata.
The transaction was accounted for using the cagryalue of the property transferred, with the eicepof
Ancillary Asset. MGM Energy repaid the $12.0 nafli principal amount demand promissory note and
accrued interest during the first quarter. In #ddj Paramount repaid a $0.2 million principal amb
demand promissory note due to MGM Energy.

Paramount provided certain operational, adminiseatand other services to MGM Energy and funded on
MGM Energy’'s behalf, certain capital expenditurekted to the Farm-in Agreement pursuant to a Gesvi
agreement dated January 12, 2007 (the “Servicesefgent”). Under the Services Agreement, MGM Energy
pays Paramount its reasonable costs incurred viging services to MGM Energy plus 10 percent aftsu
costs. For the six months ended June 30, 200@niamt funded $1.0 million of capital expenditurelated

to the Farm-in Agreement on MGM Energy’s behalf addition, MGM Energy recorded costs billed and
expected to be billed by Paramount of $1.7 miliiomespect of the costs of the MGM Spinout and 0fet-

up costs benefiting MGM Energy. These transactiwase recorded in these Financial Statements &t the
exchange amounts.

For the six month period ended June 30, 2007, odinepunts billed by Paramount under the Services
Agreement totaled $0.7 million, including a 10 marccharge of approximately $0.1 million, ($0.5 limil
for the three month period end June 30, 2007, dictuthe 10 percent charge).

As a result of the MGM Spinout, certain employeesl afficers of MGM Energy hold stock options
previously issued by Paramount. The stock-basedpeasation expense relating to these options fr th
period January 12, 2007 to June 30, 2007 totale8 ddlion ($0.2 million for the three month periesded
June 30, 2007) and has been included in stock-bamagensation expense.

Other

During February 2007, MGM Energy completed a pegvatacement to certain directors of MGM Energy of
160,000 flow-through Common Shares at a price o2%@er share and 210,000 Common Shares at a gfrice
$5.00 per share, each accompanied by one Longer Warrant, for aggregate gross proceeds of $2,080,0

Certain directors and officers of MGM Energy papated in the May 30, 2007 Common Share issuance,
purchasing 5,612,000 Common Shares and 2,364,98B10a Shares issued on a flow-through basis.



Summary of Quarterly Results

($ thousands, except as noted) 2007 | 2006 | 2005

Q2 o1 Q4 Q3 Q2 o1 Q4 Q3
Total Revenu@® 427 253 - - - - - -
Net Income (Lossy (1,849)  (27,343)  (2,915) (109) 545 (297) (15,185)(14,580)
Per share - ($/shar€)® (0.03) (1.57) n/a n/a n/a n/a n/a n/a

@ Total Revenue consists of interest income.

@ The quarterly information prior to January 12, 200 prepared on a carve-out basis from ParamsufitGM Energy had operated as
a stand-alone entity subject to Paramount’s canfReladers are referred to the cautionary noteeabpder the heading “Overview”.

@  Loss per share for all 2005 and 2006 periods ipresented as the results of operation have besemted on a carve-out basis.
@ Basic and diluted.

Recent Accounting Pronouncements
Capital Disclosures

As of October 1, 2007 MGM Energy will be requiredadopt a new accounting standard @apital Disclosues.
The new standard requires companies to disclosedhgectives, policies and procedures for managiapital, as
well as whether externally imposed capital requaata have been complied with.

Advisories
Forward-looking Statements and Estimates

Certain statements included in this document ctustiforward-looking statements under applicableugges
legislation. Forward-looking statements or infotima typically contain or can be identified by staents which

include words such as "anticipate”, "assume", "t#gstbelieve"”, "can", "continue", "depend", "estita3 "expect",

"forecast”, "if", "intend", "may", "plan”, "projett "propose", "result", "upon", "will", "within" orsimilar words
suggesting future outcomes or statements regaatingutlook. Forward-looking statements or inforioratin this

document include but are not limited to estimatbfuture capital expenditures, business strategy @bjectives,
exploration, development and production plans aediming thereof, operating and other costs, aqmeetations as
to how MGM Energy’s working capital requirementslgsianned 2007/2008 capital program will be funded.

Such forward-looking statements or information besed on a number of assumptions which may proveeto
incorrect. Assumptions have been made regardingng other things:
the ability of MGM Energy to obtain required capitafinance its exploration, development and opers;

the ability of MGM Energy to obtain equipment, sees, supplies and personnel in a timely manndraaran
acceptable cost to carry out its activities;

the ability of MGM Energy to market its oil and nedl gas successfully to current and new customers;
the ability of MGM Energy to transport its oil andtural gas successfully to market;

the timing and costs of Mackenzie Valley pipeline dacility construction and expansion and theigbof
MGM Energy to secure adequate product transpontatio

the ability of MGM Energy to obtain drilling sucaesonsistent with expectations;
the timely receipt of required regulatory approyatsd
future oil and gas prices.

Although MGM Energy believes that the expectatioeffected in such forward-looking statements ooinfation
are reasonable, undue reliance should not be placddrward-looking statements because MGM Enegdyy give
no assurance that such expectations will provestodirect. Forward-looking statements or infororatare based



on current expectations, estimates and projectibas involve a number of risks and uncertaintiescticould
cause actual results to differ materially from #hoanticipated by MGM Energy and described in the
forward-looking statements or information. Theis&s and uncertainties include but are not limited

the ability of MGM Energy’s management to exectgebusiness plan;

delays in and/or abandonment of the Mackenzie Ya#ipeline project;

the risks of the oil and gas industry, such asatpmral risks in exploring for, developing and puothg crude
oil and natural gas and market demand;

the ability of MGM Energy to obtain required capi@finance its exploration, development and opers and
the adequacy and costs of such capital;

fluctuations in oil and gas prices, foreign curngpgchange rates and interest rates;

risks and uncertainties involving the geology dfasid gas deposits;

the uncertainty of reserves estimates and reséfeps

the uncertainty of resource estimates and resdifiece

the uncertainty of estimates and projections mdgtid exploration and development costs and exgense

the uncertainty of estimates and projections mgdatio future production and the results of expiorat
development and drilling;

potential delays or changes in plans with respeekploration or development projects or capitgdenditures;
MGM Energy's ability to enter into or renew leases;

health, safety and environmental risks;

MGM Energy's ability to secure adequate productspartation;

the ability of MGM Energy to add production ander&s through development and exploration actiitie
weather conditions;

the possibility that government policies or lawsyntdange or governmental approvals may be delayed o
withheld;

changes in taxation laws and regulations and tieegretation thereof;

changes in environmental and other regulationstla@dhterpretation thereof;

the cost of future abandonment activities andrsiséoration;

the ability to obtain necessary regulatory appreval

risks associated with existing and potential fulare suits and regulatory actions against MGM Ewerg
uncertainty regarding aboriginal land claims aneegisting with local populations;

loss of the services of any of MGM Energy’s exegitfficers or key employees;

the requirement to fulfill obligations under therfain agreement assigned in connection with Parat®u
spinout of MGM Energy;

the impact of market competition;
general economic and business conditions; and

other risks and uncertainties described elsewherhis management’s discussion and analysis or GiVM
Energy's other filings with Canadian securitieshatities.



MGM Energy cautions that the list of assumptiond &sks set forth above is not exhaustive. Somthefrisks,
uncertainties and other factors which negativelgdafthe reliability of forward looking informatioare discussed in
MGM Energy’s public filing, which are available dime SEDAR website at www.sedar.com.

The forward-looking statements or information camed in this document are made as of the date harebMGM
Energy undertakes no obligation to update publistyrevise any forward-looking statements or infotiorg
whether as a result of new information, future ésem otherwise, unless so required by applicatdeisties laws.






MGM Energy Corp.
Interim Financial Statements (Unaudited)
As at and for the three and six months ended JOp2t®7



MGM Energy Corp.
Balance Sheets (Unaudited)

($ thousands)
For periods prior to January 12, 2007, the findnstatements of MGM
Energy Corp., including the results of operationd aash flows, have
been prepared on a carve-out basis from Paramasturces Ltd. as is
described in Note 2. These financial statements mabe indicative of
the results that would have been attained if MGMerigg Corp. had
operated as a stand-alone entity for these periods.
As at As at
June 30 December 31
2007 2006
(Note 2)
ASSETS
Current assets
Cash and cash equivalents $ 34,172 $ -
Accounts receivable 2,004 1,360
36,176 1,360
Property, plant and equipment(Note 4) 243,294 70,268
Future income taxeSNote 9) 656 -
$ 280,126 $ 71,628
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities
Accounts payable and accrued liabilities $ 7,242 $ 6,774
Due to Paramount Resources Litthte 12) 60 -
7,302 6,774
Asset retirement obligations(Note 6) 3,093 439
Future income taxes - 3,895
10,395 11,108
Contingencies and CommitmentgNote 13)
Shareholders' Equity
Share capitaiNote 7) 296,397 -
Contributed surplus 1,176 -
Net investment by Paramount Resources (igle 2) - 60,520
Deficit (27,842) -
269,731 60,520
$ 280,126 $ 71,628

See the accompanying notes to these interim FinaatiStatements.



MGM Energy Corp.

Statements of Income (Loss) (Unaudited)
(% thousands, except as noted)

For periods prior to January 12, 2007, the findratatements of MGM
Energy Corp., including the results of operationd aash flows, have
been prepared on a carve-out basis from ParamastuRces Ltd. as is
described in Note 2. These financial statementg ne& be indicative
of the results that would have been attained if MGMergy Corp. had
operated as a stand-alone entity for these periods.

Three Months Ended June 30 Six Months Ended June 30

2007 2006 2007 2006
(Note 2) (Note 2) (Note 2)

Revenue

Interest income $ 427 - $ 680 $ -
Expenses

General and administratiyote 12) 1,462 48 2,831 129

Stock-based compensatinote 8) 648 (36) 1,430 110

Pipeline regulatory and access 182 - 260 -

Exploration 384 83 816 145

Dry hole - - 36,397 -

Interest and financing charges 76 - 96 -

Accretion of asset retirement obligatiqnste 6) 45 7 70 14

Depreciation 27 - 27 -

2,824 102 41,927 398

Loss before tax (2,397) (102) (41,247) (398)

Future income tax recoveqyote 9) (548) (647) (12,055) (646)
Net income (lossjpnd other comprehensive income (loss) $ (1,849) $ 545 $ (29,192) $ 248
Net loss per Common Share ($/sharejiote 7)

Basic (0.03) (0.81)

Diluted (0.03) (0.81)
Weighted average Common Shares outstanding (thousds) (Note 7)

Basic 53,867 35,929

Diluted 53,867 35,929

Statements of Deficit (Unaudited)
(% thousands)

Six Months Ended June 30

2007 2006
Deficit, beginning of period $ - $ -
Net income (loss) (29,192) 248
Allocation to net investment by Paramount Resouttés 1,350 (248)
Deficit, end of period $ (27,842) $ -

See the accompanying notes to these interim FinaatiStatements.



MGM Energy Corp.
Statements of Cash Flows (Unaudited)
($ thousands)

For periods prior to January 12, 2007, the findratatements of MGM
Energy Corp., including the results of operationd aash flows, have
been prepared on a carve-out basis from Paramastdurces Ltd. as is
described in Note 2. These financial statements mo&be indicative of
the results that would have been attained if MGMerigg Corp. had
operated as a stand-alone entity for these periods.

Three Months Ended June 30  Six Months Ended June 30

2007 2006 2007 2006
(Note 2 (Note 2) (Note 2
Operating activities
Netincome (loss) and other comprehensive inccloss) $ (1,849 $ 545 $ (29,192) $ 248
Add (deduc):
Stocl-based compensati(Note 8) 648 (36) 1,430 1
Exploration 384 83 816 145
Dry hole - - 36,397 -
Accretion of asset retirement obligatic(Note 6) 45 7 70 14
Asset retirement obligation expenditt - - (400) -
Depreciatior 27 - 27 -
Future income tax recove (Note 9) (548) (647) (12,055) (646)
Funds flow from operations (1,293) (48) (2,907) (238)
Change in nc-cash working capité(Note 11) (371) (198) 268 (434)
(1,664) (246) (2,639) (672)
Financing activities
Repayment of no - - (12,000) -
Proceeds on settlement of r - - 163 -
Common shares issued, net of issuance (Note 7) 170,161 - 248,706 -
Netinvestment by Paramount Resources (Note 2) - 1,332 3,195 2,547
170,161 1,332 240,064 2,547
Investing activities
Capital expenditure (Note 4) (174,987) (1,184) (207,283) (857)
Reorganization cos - - (2,000) -
Change in nc-cash working capité(Note 11) (22,419) 98 5,030 (1,018)
(197,406) (1,086) (203,253) (1,875)
Increas (decreast in cash and cash equivale (28,909) - 34,172 -
Cash and cih equivalents, beginning of per 63,081 - - -
Cash and cash equivalents, end of period $ 34172 % - $ 34,172 $ -

Supplemental cash flow information(Note 11)

See the accompanying notes to these interim FinaatiStatements.



NOTES TO FINANCIAL STATEMENTS (UNAUDITED)

($ thousands, except as noted)

1. Structure and Formation of the Company

MGM Energy Corp. (“MGM Energy” or the "Company") & independent Canadian public company, the pp@hci
business of which is to acquire, develop, optimeeloit and produce oil and natural gas in Nomh@anada. The
Company was incorporated under Biesiness Corporations A¢alberta) (the “ABCA”) on October 31, 2006 as
1278517 Alberta Ltd. On December 4, 2006, the Camisaarticles were amended to change its name tGNM
Energy Corporation” and subsequently on Januag00y the articles were further amended to charggeaine to
“MGM Energy Corp.”

MGM Energy is considered to be a development séegerprise, as it has yet to generate revenue ifioplanned
principal operations. Similar to other developmstdage enterprises, the recoverability of amouhtsva for

property, plant and equipment are dependent upamlbiiity of the Company to obtain necessary fifmagdor its

planned exploration and development activities aémddiscover, develop, transport and market econaligic
recoverable quantities of petroleum and natural gas

MGM Spinout

On January 12, 2007, Paramount Resources Ltd. dRaunt”) completed a reorganization pursuant tdaa pf
arrangement under the ABCA involving Paramountsiitareholders and MGM Energy (the “MGM Spinout”).

Through the MGM Spinout:

MGM Energy became the owner of (i) rights and ddtiigns under an area-wide farm-in agreement (the
“Farm-in Agreement”) respecting Mackenzie Delta, riRevest Territories Exploration Licence #394,
Exploration Licence #427 and Inuvik Concession Bt and 2 (the “Farm-in Properties”); (ii) oil agds
properties in the Colville Lake / Sahtu area of entral Mackenzie Valley, Northwest Territorietg(t
“Colville Properties”); and (iii) an interest in erwell in the Cameron Hills area of the southerrtipo of the
Northwest Territories (the “Ancillary Asset”), alif such property formerly being owned by Paramount
(collectively referred to as the “Spinout Assets”);

MGM Energy issued Paramount a demand promissony imothe principal amount of $12.0 million, bearing
interest at 10 percent per annum, and 18.2 milkoting Class A Preferred Shares, which note was
subsequently repaid by MGM Energy and which sharere subsequently converted into voting common
shares of MGM Energy (“Common Shares”) on a sharesfiare basis; and

MGM Energy issued Paramount’s shareholders an ggtgeof approximately 2.8 million Common Shares
and approximately 14.2 million warrant units, wahch warrant unit consisting of one MGM Energy shor
term warrant (each, a “Short Term Warrant”) and &4@®M Energy longer term warrant (each, a “Longer
Term Warrant”).

Each warrant entitled or entitles, as the case meayhe holder to purchase one Common Share oflmmehrough
Common Share as described in Note 7 (Share Capiidrh Longer Term Warrant was not exercisabld, veas
not separable from the corresponding Short Termr&vaincluded in the warrant unit, unless the cgpoading
Short Term Warrant was exercised.

Paramount has the option, subject to certain cimmdit to reacquire the Ancillary Asset from MGM Egye for $5
million, the same price that it sold such asseM@M Energy through the MGM Spinout (the “Repurchase



Option”). Because of the nature of the Repurct@gton, for accounting purposes the Ancillary Assetleemed
to be retained by Paramount.

The transfer of the Spinout Assets from ParamoanMGM Energy did not result in a substantive change
ownership of the Spinout Assets and therefore ithestction was accounted for using the carryingevalf the

property transferred, with the exception of the amaecorded in property, plant and equipment Bpeet of the
Ancillary Asset, which was not recorded. The cagyalues of assets and related liabilities trareftl to MGM

Energy on January 12, 2007 were as follows:

Property, plant and equipment $ 71,859
Asset retirement obligations (439)
Note receivable 163

Accounts payable (1,000)
Future income taxes (13,369)
Net carrying value $ 57,214

The amounts recorded in MGM Energy'’s financialesta¢nts in respect of consideration for the Spifasgets on
January 12, 2007 were as follows:

Note payable $ 12,000
Common Shares 3,508
Class A Preferred Shares 41,706
Total $ 57,214

No amounts were attributed to the Short Term Wasranthe Longer Term Warrants.

MGM Energy shared 50 percent of the costs of theMM&oinout with Paramount. Included in the net viag
value above, is $1.0 million in respect of MGM Emgs share of such costs. The carrying value @fs€IA
Preferred Shares was reduced by an equivalent @amoun

2. Basis of Presentation

These Financial Statements are stated in Canadilersland have been prepared in accordance wittadian
generally accepted accounting principles (“GAARS described in Note 1, MGM Energy acquired itsetssnd
liabilities from Paramount effective January 1202G@t which point the results of operations and dksvs accrue
to the Company. These Financial Statements prékerttistoric financial position, results of opé&as and cash
flows of the Farm-in Properties and the Colvill®perties and results of operations and cash fldwiseoAncillary
Asset on a carve-out basis from Paramount as if MBMrgy had operated as a stand-alone entity dutgec
Paramount’s control prior to January 12, 2007. eBse of the nature of the Repurchase Option, tledllary Asset
is deemed to be retained by Paramount and haseeot fecorded by MGM Energy, but applicable assegtnsent
obligations, operating results and cash flows efAlmcillary Asset are reflected in these FinanBi@tements. The
book value of the excluded Ancillary Asset as at®&aber 31, 2006 was $1.6 million.

Each of Paramount’s core areas has distinct operataff, capital budgets and targets. Paramdsatteas shared
services such as drilling, facilities and constiartct accounting, land administration and corporedenpliance.

Historically, Paramount has maintained accountewprds necessary to support its consolidated finhstatements
and for other internal and tax reporting purpos€egrtain expenses, assets and liabilities appkctbthe Spinout
Assets and Ancillary Asset for periods prior toukay 12, 2007 can be derived directly from the aoting records
of Paramount, and it has been necessary to allgedt@n items in the manner described below.



Accounts receivable, property, plant and equipmaotounts payable and accrued liabilities, andligglity for
asset retirement obligations as at December 316 2@@e been derived directly from the accountingprés of
Paramount.

For periods prior to January 12, 2007 the amoumtperating costs, geological and geophysicals¢abt hole
costs, lease rental costs, accretion of asseemgint obligations and write-down of petroleum amdural gas
properties have been derived directly from the anting records of Paramount. As the Spinout Assat® never
produced, except for limited periods of testingerth has been no revenue, royalties, transportatists, or
depletion and depreciation in respect of such ptagge Similarly, no gains or losses associateth inancial
instruments related to revenue were allocateddadhinout Assets because of their non-producingreat

General and administrative costs incurred by Pauamfor periods prior to January 12, 2007 have hakated
on a pro rata basis using the estimated percerthgime spent by individual employees on the SpinAssets
during the relevant period.

The income tax balances for the costs of acquiesgloring for and developing the Spinout Assets] the costs of
associated tangible equipment, are blended witbetlod Paramount’s other areas. The future incaxdability as
at December 31, 2006 resulted from the utilizatidispecific tax pools for the purpose of satisfymegtain flow-
through share commitments.

For purposes of presentation of the statement sh ddows prior to January 12, 2007, cash receiptd a
disbursements were deemed to be transferred tofrand Paramount’s corporate account concurrent \thih
respective inflow or outflow of cash and are présdrmas “Net investment by Paramount Resources Ltd.”

As a result of the basis of presentation describeabove, these financial statements may not be inditbee of
the results that would have been attained if MGM Eergy had operated as a stand-alone entity prior to
January 12, 2007.

3. Summary of Significant Accounting Policies

€)) Joint Operations

A portion of MGM Energy’s activities are conduct@ihtly with others and accordingly, these Finah&tatements
reflect only the Company’s proportionate shareryf @venues, expenses, assets and liabilities.

(b) Measurement Uncertainty and Use of Estimates

The timely preparation of these Financial States@ntonformity with Canadian GAAP requires thatnagement
make estimates and assumptions and use judgmergiftbets: (i) the reported amounts of assetslahdities and
disclosure of contingent assets and liabilitiethatdate of the financial statements; and (ii)réy@orted amounts of
expenses during the reported periods. Such estinpaimarily relate to unsettled transactions arehts as of the
date of the Financial Statements. Actual resutdctdiffer materially from these estimates.

The amounts recorded for accretion and assetmagimeobligations are based on estimates of futosésand other
relevant assumptions. By their nature, these astisnare subject to measurement uncertainty andribect of
changes in these estimates and assumptions oimémeifil statements of future periods could be risdte



(c) Cash and Cash Equivalents

Cash and cash equivalents consist of cash and-teortinvestments with original maturities of thnemnths or
less. The short-term investments are classifiecheld-to-maturity and measured at amortized cosbgushe
effective interest method.

(d) Property, Plant and Equipment

Property, plant and equipment are recorded at cddGM Energy follows the successful efforts method
accounting for petroleum and natural gas operationsler this method, acquisition costs of oil aad groperties
and costs of drilling and equipping developmentisvate capitalized. Costs of drilling exploratorglis are initially
capitalized. If economically recoverable reservess ot found, such costs are charged to earningdrya$ole
expense. Exploration wells are assessed annuatlymmare frequently as economic conditions dictater;, f
determination of reserves, and as such, succeasts Gf drilling exploratory wells remain capit&d when a well
has found a sufficient quantity of reserves toifjustompletion as a producing well and sufficiembgress is being
made to assess the reserves and the economic anatiog viability of the well. All other exploratnh costs,
including geological and geophysical costs and ahriease rentals are charged to earnings when ragtur
Producing areas and significant unproved propegiesassessed annually, or more frequently as etorevents
dictate, for potential impairment. Any impairméoss is the difference between the carrying valughe asset and
its fair value.

(e) Depletion and Depreciation

Capitalized costs of proved oil and gas propegresdepleted using the unit of production methBdr purposes of
these calculations, natural gas volumes are coetvéotbarrels on an energy equivalent basis.

The costs of successful exploratory wells and agreknt wells are depleted over proved developestves while

acquired resource properties with proved reserxeslepleted over proved reserves. Acquisitionscosprobable
reserves are not depleted or amortized while uadive evaluation for commercial reserves. Costoine subject
to depletion as proved reserves are recognizecherQiroperty plant and equipment are depreciated their

estimated use lives.

Costs associated with significant development jgtsjare not depleted until commercial productiomoences.
() Asset Retirement Obligations

MGM Energy recognizes the fair value of an assgterment obligation in the period in which it iscirred and
when a reasonable estimate of the fair value camade. The fair values of asset retirement ohbgat are

capitalized as part of the cost of the related diwed asset and depreciated on the same basiseasntderlying
asset. The accumulated asset retirement obligadiaudjusted for the passage of time, which is gated as
accretion expense in the statements of loss, andefasions in either the timing or the amount bé toriginal

estimated cash flows associated with the liabilitctual costs incurred upon settlement of the tasstrement
obligation reduce the asset retirement obligatimrthe extent of the liability recorded. Differescleetween the
actual costs incurred upon settlement of the astieément obligation and the liability recordee aecognized in
the period in which the settlement occurs.



(9) Future Income Taxes

MGM Energy follows the liability method of accoumg for income taxes. Under this method, future medaxes
are recognized for the effect of any differenceneein the carrying amount of an asset or liabiktgarted in the
financial statements and its respective tax basisig substantively enacted income tax rates. #ctated future
income tax balances are adjusted to reflect chamgaesibstantively enacted income tax rates, witjusithents
being recognized in the results of operations égériod in which the change occurs.

(h) Flow-Through Shares

MGM Energy has financed a portion of its exploratiactivities through the issue of flow-through g®ar As
permitted under thtncome Tax AcfCanada), the tax attributes of eligible expeneéiuncurred with the proceeds
of flow-through share issuances are renouncedtscsibbers. On the date that MGM Energy files #n@ouncement
documents with the tax authorities, a future incdameliability is recognized and shareholders’ ¢gis reduced,
for the tax effect of expenditures renounced tosstibers.

(@ Stock-Based Compensation

MGM Energy has granted stock options to employewks directors, the details of which are describedNaie 8
(Stock-based Compensation).

MGM Energy uses the fair value method to recogmiampensation expense associated with the MGM Energy
options and non-reciprocal awards of stock optipnsviously made by Paramount to certain MGM Energy
employees and officers. Fair values are determimgidg the Black-Scholes-Merton option-pricing modeid
relevant assumptions on the date options are gtar@@mpensation costs are recognized over thinggseriod of

the stock options.

)] Recent Accounting Pronouncements

Capital Disclosures

As of October 1, 2007 MGM Energy will be requiredadopt a new accounting standard Gapital Disclosues.
The new standard requires companies to disclosedbgectives, policies and procedures for managiapital, as
well as whether externally imposed capital requaata have been complied with.

(k) Comparative Figures

Certain comparative figures have been reclassifiesbnform to the current period’s financial stassmn
presentation.



4. Property, Plant and Equipment

December 31,

June 30,2007 2006
Accumulated
Depletion and Net Book Net Book
Cost Depreciation Value Value
Petroleum and natural gas properties $ 243,182 $ - $ 243,182 $ 70,268
Other 139 27 112 -
$ 243321 $ 27 $ 243294 $ 70,268

Included in property, plant and equipment are astegement costs, net of accumulated depletiondepteciation,
of $2.3 million (2006 —$0.2 million). As the Compais in the development stage, all capitalizedscassociated
with non-producing petroleum and natural gas prigeeare currently not subject to depletion.

On May 30, 2007 MGM Energy closed an acquisitiorpefroleum and natural gas assets located primarillie
Mackenzie Delta and elsewhere in the Northwestitbeies for an aggregate cost of $172.7 milliorhjsat to final
adjustments. MGM Energy assigned the entire amoliite purchase price to petroleum and naturapgagerties
and recognized a $1.4 million asset retiremengatilbn related to those assets.

Continuity of Suspended Exploratory Well Costs

June 30, December 31,
2007 2006
Balance, beginning of period $ 70,268 $ 65,001
Additions pending the determination of proved ressr 1,045 5,267
Well costs charged to dry hole expense (3,989) -
Balance, end of period $ 67,324 $ 70,268
Aging of Capitalized Exploratory Well Costs
June 30, December 31,
2007 2006
Exploratory well costs capitalized for a periocbok year or less $ 2,712 $ 5,267
Exploratory well costs capitalized for a periodyoéater than one year 64,612 65,001
Balance at end of period $ 67,324 $ 70,268
Number of projects that have exploratory well calst&g have been
capitalized for a period greater than one year 10 9

At June 30, 2007, $67.3 million of costs capitalizs petroleum and natural gas properties are ¢setpof capital
costs for suspended wells related to the Colvilikd Properties and the Farm-in Properties. Thexanaiality of

the gas related to such properties is being evaduatconjunction with the planned drilling programd anticipated
timing for construction of the Mackenzie Valley Eiipe.

5. Demand Facility

On May 15, 2007, MGM Energy entered into a $20iomillsenior secured revolving demand facility beguimerest
at the lender’s prime rate or banker’s acceptaat® at the discretion of MGM Energy, plus an aggilie margin.
MGM Energy is required repay the facility or to kaunds available in cash or short-term investmahtsast equal
to the drawings on the facility for a period of@gbrconsecutive business days each quarter. At3yrz007, there
was no debt outstanding on the facility.

At June 30, 2007, MGM Energy had letters of creditstanding of $13.5 million. These letters ofdirdave not
been drawn; however, they reduce the amount avaitatMGM Energy under the facility.



6. Asset Retirement Obligations

Six Months Ended
June 30, 2007

Asset retirement obligations, beginning of period $ 439
Liabilities incurred 926
Liabilities assumed with Umiak properties 1,422
Revisions in estimated cost of abandonment 636
Liabilities settled (400)
Accretion expense 70
Asset retirement obligations, end of period $ 3,093

The total future asset retirement obligation wasyeged by management based on MGM Energy’s neteostrip

in all wells, estimated work to reclaim and abantlmwells, and the estimated timing of the castisd incurred in
future periods. The undiscounted cash flows eséth&o settle the asset retirement obligations catea with

MGM Energy’s oil and gas properties at June 30,728 $6.4 million (December 31, 2006 - $0.6 milioThe

majority of these obligations are not expecteddcséttled for several years, or decades, and hese discounted
using credit-adjusted risk-free rates between p@éf@ent and 10 percent.

7. Share Capital
Authorized

MGM Energy’s authorized capital is comprised of warimited number of Common Shares, 18.2 millioningt
Class A Preferred Shares convertible to CommoneShan a one-for-one basis without any further a®rsition
and an unlimited number of preferred shares, idsuabseries (“Preferred Shares”). All Class Afereed Shares
were converted into Common Shares on a one-fobasis on February 16, 2007.

The Preferred Shares are issuable in one or maesserhe Board of Directors of MGM Energy mayedatine the
designation, rights, privileges, restrictions andditions attached to each series of PreferredeSHzafore the issue
of such series. The Preferred Shares will be ledtito a preference over Common Shares with redpetie
payment of dividends and the distribution of assdtthe Company in the event of the liquidatiorssilution or
winding up of the Company.

Issued and Outstanding

Common Shares Shares Amount

Balance, December 31, 2006 1 $ 0
Issued on MGM Spinout 2,832,673 3,508
Cancelled on MGM Spinout Q) 0
Issued on exercise of Short Term and Longer Ternralits 13,824,161 76,504
Conversion of Class A Preferred Shares 18,200,000 41,706
Issued for cash 55,088,150 180,670
Share issuance costs, net of tax benefit - (5,991)

Balance, June 30, 2007 89,944,984 $ 296,397

In February 2007, MGM Energy completed a privagecpment of 210,000 Common Shares at $5.00 per ahdre
160,000 Common Shares issued on a flow-througts lza<$6.25 per share, with each Common Share acooath
by one Longer Term Warrant. The gross proceedsi®fssue were $2.1 million.



In May 2007, MGM Energy issued 42,726,193 Commoar&hat $3.1@er share and 11,991,957 Common Shares
issued on a flow-through basis$8.85 per share, for gross proceeds of $178.6cmilli

Class A Preferred Shares Shares Amount

Balance, December 31, 2006 - $ -
Issued on MGM Spinout 18,200,000 41,706
Converted to Common Shares (18,200,000) (41,706)

Balance, June 30, 2007 - $ -

On February 16, 2007 all of the issued and outatgn@lass A Preferred Shares were converted int@ @8llion
Common Shares.

Short Term Longer Term
Outstanding Warrants Warrants Warrants
Balance, Jan 1, 2007 - -
Issued on MGM Spinout 14,163,365 14,163,365
Issued on Private Placement - 370,000
Exercised (13,824,141) (20)
Expired (339,224) (339,224)
Balance, June 30, 2007 - 14,194,121

Each Short Term Warrant entitled the holder theteacquire, at the holder’s option, either (i) @@mmon Share
at a price of $5.00; or (ii) one flow-through Comm8hare at a price of $6.25 and was exercisabik Retiruary
16, 2007. A total of 7.9 million Short Term Wartauwere exercised for Common Shares and 5.9 mitlibart
Term Warrants were exercised for flow-through Comr&hares for aggregate gross proceeds to MGM Ergdrgy
$76.5 million.

As a result of the exercise of the Short Term Was;al3.8 million Longer Term Warrants were sepatdtom the
corresponding Short Term Warrants and became aadlei. Each Longer Term Warrant entitles the hdluereof
to acquire, at the holder’s option, either (i) @@mmon Share at a price of $6.00; or (ii) one flimough Common
Share at a price of $7.50. The Longer Term Wasrarpire on September 30, 2007.

Per Share Information

Prior period share information is not presentethagesults of operation have been presented anve-out basis.

8. Stock-Based Compensation
MGM Energy Options

MGM Energy has a stock option plan (the “Plan”)ttlemables the Board of Directors or its Compensatio
Committee to grant to key MGM Energy employees alir@ctors options to acquire Common Shares of the
Company. The exercise price of an option is noelothan the closing market price of the Common &han the
day preceding the date of grant. Upon exerciseptibns under the Plan, optionholders receive eiff)ea share
certificate for the Common Shares; or (ii) a caslyrpent in an amount equal to the positive diffeegnt any,
between the market price and the exercise pricekeohumber of Common Shares in respect of whictogt®n is
exercised (a “Cash Surrender”). MGM Energy, howeean refuse to accept a Cash Surrender and theref
require that the holder exercise their vested optfor cash and acquire Common Shares.



MGM Energy Options

Weighted
Average

Exercise Price Options
($/ share)

Balance, January 1, 2007 $ - -
Granted on MGM Spinout 5.00 1,248,000
Granted 3.76 230,000

Balance, June 30, 2007 $ 4.81 1,478,000

Options exercisable, June 30, 2007 $ - -

Additional information about MGM Energy’s stock apts outstanding at June 30, 2007 is as follows:

Outstanding Exercisable
Weighted
Average
Contractual
Exercise Prices Number Life Number
($/ share) (years)
$2.95 30,000 4.40 -
$3.17 100,000 4.25 -
$4.60 100,000 3.75 -
$5.00 1,248,000 3.75 -
Total 1,478,000 3.80 -

The fair value of each option granted is estimatedhe grant date using the Black-Scholes-Mertaioogpricing
model with weighted average assumptions for grast®llows:

For the six months ended June 30, 2007

Weighted average fair value of options grar#dption)

Risk-free interest rate
Expected livegyears)
Expected volatility

Annual dividend per shaf&/Common Share)

2.15
4.07%
4.3
0.50
0.00

Non-Reciprocal Awards to MGM Energy Employees

MGM Energy recognized compensation expense of 8ll®n for the period January 12, 2007 to JuneZ10)7 in
respect of non-reciprocal awards of stock optiecns1GM Energy employees previously made by Paramotihis
amount was credited to contributed surplus.



9. Income Taxes

The following table reconciles income taxes caltedaat the Canadian statutory rate to MGM Energgtorded
future tax recovery:

Three Months Ended Six Months Ended
June 30, 2007 June 30, 2007

Loss before tax $ (2,397) $ (41,247)
Effective Canadian statutory income tax rate 31.00% 31.00%
Expected tax recovery $ (743) $ (12,787)
Increase (decrease) resulting from:

Statutory and other rate differences 22 324

Effect of tax rate change (31) (31)

Net investment by Paramount Resources Ltd. - 68

Stock based compensation 200 364

Other 4 7
Future tax recovery $ (548) $ (12,055)

Components of Future Income Tax Asset:

June 30, 2007
Property, plant and equipment — carrying valuexicess of tax basis $ (3,858)

Asset retirement obligations

905
Loss carry forwards 1,322
Other 2,287
Future income tax asset $ 656

10. Financial Instruments

Interest rate risk

MGM Energy is exposed to interest rate risk to éxéent that changes in market interest rates impaBM
Energy’s short term deposits that have floatingnest rates and to the extent borrowings are maderuhe debt
facility.

11. Changes in Non-cash Working Capital

Three Months Ended June 30 Six Months Ended June 30
2007 2006 2007 2006

Accounts receivable $ (1,529 $ @ 3 (2,004) $ (289)
Accounts payable and accrued liabilities (20,400) (99) 7,242 (1,163)
Due to related parties (861) - 60 -

$ (22,790) % (1000 % 5298 $ (1,452)
Operating activities $ 371) $ (198) % 268 $ (434)
Investing activities (22,419) 98 5,030 (1,018)

$ (22,790) $ (100) $ 5298 $  (1,452)




Supplemental cash flow information

Three Months Ended June 30 Six Months Ended June 30
2007 2006 2007 2006
Interest paid $ - $ - $ 20 $ -
Taxes paid $ - 3 - $ - $ -

12. Related Party Transactions

Paramount Resources Ltd.

At June 30, 2007, Paramount held 18.2 million comrebares of MGM Energy, representing 20.2 percéiie
issued and outstanding common shares of MGM Enatgych time. In addition to the common sharesiGM
Energy held by Paramount, MGM Energy and Parambawe certain common members of management and
directors. The following provides a summary of thedated party transactions between MGM Energy and
Paramount:

MGM Energy acquired the Spinout Assets from Pararh@ursuant to the MGM Spinout, as is more fully
described in Note 1 (Structure and Formation ofGoenpany). The transaction was accounted for usiag
carrying value of the property transferred, witke #xception of Ancillary Asset. MGM Energy repdick
$12.0 million principal amount demand promissoryenand accrued interest during the first quartbr.
addition, Paramount repaid a $0.2 million principaiount demand promissory note due to MGM Energy.

Paramount provided certain operational, adminisgatand other services to MGM Energy and funded on
MGM Energy’s behalf, certain capital expenditurelated to the Farm-in Agreement pursuant to a cesvi
agreement dated January 12, 2007 (the “Serviceseigent”). Under the Services Agreement, MGM Energy
pays Paramount its reasonable costs incurred wiging services to MGM Energy plus 10 percent aftsu
costs. For the six months ended June 30, 200&nRamt funded $1.0 million of capital expenditurelsited

to the Farm-in Agreement on MGM Energy’s behalf addition, MGM Energy recorded costs billed and
expected to be billed by Paramount of $1.7 milliomespect of the costs of the MGM Spinout and 0ge-

up costs benefiting MGM Energy. These transactivase recorded in these Financial Statements at the
exchange amounts.

For the six month period ended June 30, 2007, odinepunts billed by Paramount under the Services
Agreement totaled $0.7 million, including a 10 marccharge of approximately $0.1 million, ($0.5 lioi
for the three month period end June 30, 2007, dictuthe 10 percent charge).

As a result of the MGM Spinout, certain employeesl afficers of MGM Energy hold stock options
previously issued by Paramount. The stock-basedpeasation expense relating to these options #®r th
period January 12, 2007 to June 30, 2007 totale8 dlion ($0.2 million for the three month periesded
June 30, 2007) and has been included in stock-basagensation expense.

Other

During February 2007, MGM Energy completed a pevatacement to certain directors of MGM Energy of
160,000 flow-through Common Shares at a price @%@er share and 210,000 Common Shares at aqirg®00
per share, each accompanied by one Longer TermaWtafor aggregate gross proceeds of $2,050,000.



Certain directors and officers of MGM Energy papated in the May 30, 2007 Common Share issuance,
purchasing 5,612,000 Common Shares and 2,364,93Bm0Ga Shares issued on a flow-through basis for
aggregate gross proceeds to MGM Energy of $26.fomil

13. Contingencies and Commitments

€)) Commitments

During 2006, Paramount entered into an area wida-fa agreement respecting the Farm-in Proper@esJanuary
12, 2007, Paramount assigned all of its rights ahbligations under the Farm-in Agreement to MGM [yer
through the MGM Spinout.

Under the Farm-in Agreement:

MGM Energy can earn a staged 50 percent interegiarFarm-in Properties by drilling 11 wells withén

four year period and making certain lease continngbayments, the aggregate of which is expecteueto
$11 million although it may range up to $21 milligof which $11 million is to be paid before the eofd

2007 and the balance, if any, is to be paid betv2888 and 2010);

Approximately $50 million of 3D seismic must be sho

If all of the drilling commitments under the FarmAgreement are satisfied, MGM Energy will alsorear
50 percent interest in three discoveries previousdge in the Mackenzie Delta by the counterpattethe
Farm-in Agreement; and

Of the 11 wells, MGM Energy must drill at leastditest wells; two of which have been drilled durthg
2006/2007 drilling season, and three wells during 2007/2008 winter drilling season. MGM Energy
currently estimates that the cost of drilling théimum three wells during the 2007/2008 winter ldrg
season will be approximately $60 million. Once five exploratory wells have been drilled, MGM Eggr
may elect to stop further drilling and earn a restbinterest in the Farm-in Properties. In thangvBIGM
Energy would remain responsible for the continuapayments and seismic commitment referenced above.

MGM Energy obtained its rights and obligations unthe Farm-in Agreement by assignment from Paramasn
part of the MGM Spinout. Notwithstanding the assignt, Paramount continues to be jointly and sédlydiable
for the obligations of MGM Energy under the FarmAigreement to the extent such obligations are atisfied
by MGM Energy. MGM Energy is required to satisfiyaf the Farm-in Agreement obligations of Paramand
to take whatever steps are necessary to raiseisutfifunds to meet such obligations. If MGM Eneig unable
to satisfy its Farm-in Agreement obligations andafaunt is thereby required to satisfy such obidyet, MGM
Energy will be obligated to repay to Paramountaatemand basis, all amounts expended by Paramwmsatisfy
such obligations. Any amount owing to Paramourlk béar interest at Paramount’s cost of capitahattime of
expenditure, plus one percent, and will be sechyed charge over all of MGM Energy’s assets.

At June 30, 2007, MGM Energy has the following catnments:

2007 2008 2009 2010 2011 After 2011
Capital spending commitments $ 10,000 $ 0®BD, $ 50,000 - $ 32,000 -




MGM Energy is obligated under certain Northwest riferies Exploration Licenses to fulfill minimum wo
commitments totaling $32 million over the next fiyears. As a condition of the Exploration Licenstse
Company was required to post security of 25 peroémhese work commitments via letters of credithe posted
security is released in proportion to the actualknexpenditures over the life of Exploration Licens

Contingencies

MGM Energy indemnifies its directors and officeigamst any and all claims or losses reasonablyriadun the
performance of their service to MGM Energy to theeat permitted by law. MGM Energy has acquired an
maintains liability insurance for its directors amificers.

14. Subsequent Events

On July 17, 2007, MGM Energy paid a $10 million deacontinuation payment as required by the Farm-in
Agreement.

On July 27, 2007 MGM Energy announced that it hatered into an underwriting agreement to raise gros
proceeds of $111.5 million by issuing 33 million f@mon Shares for $2.75 per share and six million @om
Shares on a flow-through basis for $3.45 per stRmeamount has indicated its intention to purcl®8se million of
the Common Shares and a Director and Officer of&bmpany has indicated his intention to purchasé féllion
Common Shares on a flow-through basis.
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