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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q
QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF

THE SECURITIES EXCHANGE ACT OF 1934
For the Quarterly Period Ended October 31, 2007

Commission File No. 001-32695

BPI Energy Holdings, Inc.
(Exact Name of Registrant as Specified in Its Charter)

British Columbia, Canada
(State or Other Jurisdiction of
Incorporation or Organization)

75-3183021
(I.R.S. Employer Identification No.)

30775 Bainbridge Road, Suite 280, Solon, Ohio
(Address of Principal Executive Offices)

44139
(Zip Code)

Registrant�s telephone number, including area code: (440) 248-4200
     Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes þ     No o
     Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated
filer. See definition of �accelerated filer� and �large accelerated filer� in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer o     Accelerated filer o     Non-accelerated filer þ
     Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act).Yes o     No þ
     Indicate the number of shares outstanding of each of the issuer�s classes of common stock, as of the latest
practicable date: Common Shares, without par value, as of December 10, 2007: 73,618,764.
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PART I. FINANCIAL INFORMATION
Item 1. Financial Statements.

BPI ENERGY HOLDINGS, INC.
Consolidated Balance Sheets

(Dollars in thousands)

October 31, July 31,
2007 2007

(Unaudited)
ASSETS

Current Assets
Cash and cash equivalents $ 4,864 $ 11,292
Accounts receivable 157 94
Other current assets 1,133 1,348

Total current assets 6,154 12,734
Property and equipment, at cost:
Gas properties, full cost method of accounting:
Proved, net of accumulated depreciation, depletion, amortization and impairment
of $999 and $12,621 19,866 16,631
Unproved, excluded from amortization 9,375 8,533
Support equipment, net of accumulated depreciation and amortization of $789 and
$741 504 552

Net gas properties 29,745 25,716
Other property and equipment, net of accumulated depreciation and amortization
of $183 and $152 448 473

Net property and equipment 30,193 26,189
Restricted cash 100 100
Other non-current assets 161 220

Total assets $ 36,608 $ 39,243

LIABILITIES AND SHAREHOLDERS� EQUITY
Current Liabilities
Accounts payable $ 710 $ 1,371
Current maturities of long-term debt and notes payable 26 8,488
Accrued liabilities and other 726 1,503

Total current liabilities 1,462 11,362
Long-term debt and notes payable, less current maturities 8,827 48
Asset retirement obligation 127 114
Other long-term liabilities 60 �

Total liabilities 10,476 11,524
Shareholders� Equity
Common shares, no par value, authorized 200,000,000 shares, 73,618,764 and
72,524,493 issued and outstanding 67,946 67,946
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Additional paid-in capital 7,957 7,608
Accumulated deficit (49,771) (47,835)

Total shareholders� equity 26,132 27,719

Total liabilities and shareholders� equity $ 36,608 $ 39,243

See notes to unaudited consolidated financial statements
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BPI ENERGY HOLDINGS, INC.
Consolidated Statements of Operations

(Dollars in thousands, except per share data)
(Unaudited)

Three Months Ended October
31,

2007 2006
Revenue
Gas sales $ 318 $ 294

Operating expenses
Lease operating expense 259 336
General and administrative expenses 1,884 2,735
Depreciation, depletion and amortization 180 184

Total operating expenses 2,323 3,255

Operating loss (2,005) (2,961)
Other income (expense):
Interest income 97 219
Interest expense (2) (3)
Other income (expense) (26) �

69 216

Net loss $ (1,936) $ (2,745)

Basic and diluted net loss per share $ (0.03) $ (0.04)

Weighted average common shares outstanding 70,133,653 68,796,522

See notes to unaudited consolidated financial statements
3
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BPI ENERGY HOLDINGS, INC.
Consolidated Statements of Shareholders� Equity

(Dollars in thousands)
(Unaudited)

Additional Total
Common Shares Paid-in Accumulated Shareholders�

Shares Amount Capital Deficit Equity
Balance, July 31, 2007 72,524,493 $ 67,946 $ 7,608 $ (47,835) $ 27,719
Share-based compensation �
common shares (number of shares
include non-vested portion of
restricted stock) 1,537,270 � 363 � 363
Shares forfeited (259,000) � � � �
Surrender of shares to pay taxes (183,999) � (14) � (14)
Net loss � � � (1,936) (1,936)

Balance, October 31, 2007 73,618,764 $ 67,946 $ 7,957 $ (49,771) $ 26,132

See notes to unaudited consolidated financial statements
4
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BPI ENERGY HOLDINGS, INC.
Consolidated Statements of Cash Flows

(Dollars in thousands)
(Unaudited)

Three Months Ended October
31,

2007 2006
Cash Provided by (Used in):

Operating Activities
Net loss $ (1,936) $ (2,745)
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation, depletion, and amortization 180 184
Share-based compensation expense 363 873
Loss on commodity derivative contract 60 �
Accretion of asset retirement obligation 1 1
Changes in assets and liabilities:
Accounts receivable (63) 53
Other current assets 136 (240)
Accounts payable (242) 283
Accrued liabilities and other (777) 431
Other assets and liabilities 59 (158)

Net cash used in operating activities (2,219) (1,318)

Investing Activities
Additions to property and equipment (4,181) (3,193)

Net cash used in investing activities (4,181) (3,193)

Financing Activities
Payments on long-term debt and notes payable (8) (70)
Payment of deferred financing costs (6) �
Payments for surrender of shares (14) �

Net cash used in financing activities (28) (70)

Net decrease in cash and cash equivalents (6,428) (4,581)
Cash and cash equivalents at the beginning of the year 11,292 19,279

Cash and cash equivalents at the end of the year $ 4,864 $ 14,698

Supplementary disclosure of cash flow information:

Interest paid (net of interest capitalized) $ 2 $ 3
Non-cash financing activity � interest costs incurred and added to debt
principal $ 264 $ �
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BPI ENERGY HOLDINGS, INC.
Notes to Consolidated Financial Statements

Unaudited
(Dollars in thousands)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
 Basis of Presentation and Going Concern
These unaudited consolidated interim financial statements include the accounts of BPI Energy Holdings, Inc. and its
wholly owned U.S. subsidiary, BPI Energy, Inc. (collectively, the �Company�). All inter-company transactions and
balances have been eliminated upon consolidation.
BPI Energy Holdings, Inc. is incorporated in British Columbia, Canada and, through its wholly owned U.S.
subsidiary, BPI Energy, Inc. (�BPI Energy�), is involved in the exploration, production and commercial sale of coalbed
methane (�CBM�) located in the Illinois Basin. The Company conducts its operations in one reportable segment, which
is gas exploration and production. The Company�s common shares trade on the American Stock Exchange under the
symbol �BPG.� Dollar amounts shown are in thousands of U.S. Dollars, except for per share and per unit amounts and
unless otherwise indicated.
The accompanying unaudited consolidated financial statements have been prepared in accordance with generally
accepted accounting principles for interim financial information and with the instructions to Form 10-Q and Article 10
of Regulation S-X. Accordingly, they do not include all of the information and footnotes required by generally
accepted accounting principles for complete financial statements. In the opinion of management, all adjustments
(consisting of normal recurring accruals) considered necessary for a fair presentation have been included. Operating
results for the three months ended October 31, 2007 are not necessarily indicative of the results that may be expected
for the full fiscal year. For further information, refer to the consolidated financial statements and notes thereto
included in the Company�s Annual Report on Form 10-K for the fiscal year ended July 31, 2007. Certain prior period
amounts have been reclassified to conform to the current period�s presentation.
These unaudited consolidated financial statements have been prepared on the basis of accounting principles applicable
to a going concern, which contemplates the Company�s ability to realize its assets and discharge its liabilities in the
normal course of business. The Company has experienced significant losses in recent periods and has an accumulated
deficit of $49,771 at October 31, 2007. In order to continue as a going concern, the Company must be able to finance
both its current operations and future exploration and development costs, and be able to resolve any environmental,
regulatory or other constraints, which may hinder the successful development of its properties.
The Company has historically financed its activities primarily from the proceeds of private placements of its common
shares and most recently from an advance on its Advancing Term Credit Agreement (the �Credit Agreement�) with
GasRock Capital LLC (�GasRock�) that closed on July 27, 2007, as amended and discussed in Notes 6 and 14. The
Company plans to finance future operations through sources that may include additional advances under its Credit
Agreement, which are at the discretion of GasRock, issuance of new debt and/or equity securities and/or joint
ventures. Although the Company is currently evaluating its options to raise the necessary funds, it can provide no
assurance that it will be successful in doing so.
 Use of Estimates
The preparation of these unaudited consolidated financial statements requires the use of certain estimates by
management in determining the Company�s assets, liabilities, revenues and expenses. Actual results could differ from
such estimates. Depreciation, depletion and amortization of gas properties and the impairment of gas properties are
determined using estimates of gas reserves. There are numerous uncertainties in estimating the quantity of reserves
and in projecting the future rates of production and timing of development expenditures, including the timing and
costs associated with the Company�s asset retirement obligations. Gas reserve engineering must be recognized as a
subjective process of estimating underground accumulations of gas that cannot be measured in an exact way. Proved
reserves of gas are estimated quantities that geological and engineering data demonstrate with reasonable certainty to
be recoverable in the future from known reservoirs under existing conditions.

6
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 Accounts Receivable
Accounts receivable at October 31, 2007 represent amounts due from GasRock in accordance with the terms of the
Credit Agreement under which GasRock receives directly all proceeds from the Company�s gas sales and then
reimburses the Company for eligible operating expenses, as defined under the Credit Agreement. Accounts receivable
at July 31, 2007 represent amounts due from Atmos Energy Marketing, LLC for gas sales. Management regularly
reviews accounts receivable to determine whether amounts are collectible and records a valuation allowance to reflect
management�s best estimate of any amount that may not be collectible. At October 31, 2007 and July 31, 2007, the
Company has determined that no allowance for uncollectible receivables was necessary.
 Deferred Financing Costs
The Company capitalizes costs incurred in connection with borrowings or establishment of credit facilities. These
costs are amortized as an adjustment to interest expense over the life of the borrowing or life of the credit facility
using the interest method. In the case of early debt principal repayments, the Company adjusts the value of the
corresponding deferred financing costs with a charge to other expense, and similarly adjusts the future amortization
expense. The Company recorded approximately $85 of non-cash amortization expense related to deferred financing
costs during the three months ended October 31, 2007. This amount was included as interest expense that was
capitalized as unproved gas properties during the three months ended October 31, 2007.
 Commodity Derivatives
The Company accounts for derivative instruments or hedging activities under the provisions of Statement of Financial
Accounting Standards (�SFAS�) No. 133, �Accounting for Derivative Instruments and Hedging Activities.� SFAS
No. 133 requires the Company to record derivative instruments at their fair value.
Under the terms of the Company�s Credit Agreement with GasRock, the Company is required to enter into derivative
contracts covering approximately 75% of its proved developed producing reserves scheduled to be produced during a
two-year period at a guaranteed price of not less than $7.00 per MMBtu. The objective is to reduce the Company�s
exposure to commodity price risk associated with expected gas production.
The Company�s risk management strategy is to enter into commodity derivatives that set �price floors� and �price ceilings�
for its natural gas production. On July 31, 2007, the Company entered into a �costless collar� contract with BP
Corporation North America Inc. (�BP�) for the notional amount of 20,000 MMBtu per month beginning September 1,
2007 through July 31, 2009 (460,000 MMBtu in total). Under the terms of the contract, BP is required to cover any
shortfall below the floor of $7.00 per MMBtu and the Company must pay to BP any amounts above the ceiling of
$11.00 per MMBtu as to the notional amount, with the price being based on the second to last close of the NYMEX
(New York Mercantile Exchange) forward price for each month. The Company expects that it will enter into
additional derivative contracts during the next two years to cover the entire 75% of its proved developed producing
reserves scheduled to be produced during that period.
The Company has elected not to designate its commodity derivative as a hedge, and accordingly, such contract is
recorded at fair value on its consolidated balance sheets and changes in such fair value are recognized in current
earnings as other income or expense as they occur. As of October 31, 2007, the fair value of the contract with BP was
estimated to be approximately $60, in a net liability position and such amount has been recorded as a non-current
liability in the October 31, 2007 unaudited consolidated balance sheet. In addition, the change in fair value during the
current period of $(60) has been recorded as other expense in the unaudited consolidated statement of operations for
the three months ended October 31, 2007.
The Company does not hold or issue commodity derivatives for speculative or trading purposes. The Company is
exposed to credit losses in the event of nonperformance by the counterparty to its commodity derivative. It is
anticipated, however, that its counterparty, BP, will be able to fully satisfy its obligations under the commodity
derivative contract. The Company does not obtain collateral or other security to support its commodity derivative
contract subject to credit risk but does monitor the credit standing of the counterparty.
Realized gains or losses from the settlement of gas derivative contracts are reported as other income or expense on the
consolidated statements of operations. On July 31, 2007, the Company entered into the first commodity derivative
contract with the first settlement month designated as September 2007. The Company recorded net realized gains on
settlement of its derivative contract during the current period of approximately $41 as other income in the unaudited
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   Capitalized Interest
The Company capitalizes interest costs to gas properties on expenditures made in connection with unproved properties
that are not subject to current depletion. Interest is capitalized only for the period during which activities are in
progress to bring these properties to their intended use. Total interest expense incurred during the three months ended
October 31, 2007, including the amortization of deferred financing costs and debt discount, was approximately $502.
Of this amount, interest costs capitalized to unproved gas properties during the three months ended October 31, 2007
was approximately $500. No interest costs were capitalized in prior periods.
 Gas Properties
The Company follows the full cost method of accounting for gas properties. Under this method, all costs associated
with the acquisition of, exploration for and development of gas reserves are capitalized in cost centers on a
country-by-country basis (currently the Company has one cost center, the United States). Such costs include lease
acquisition costs, geological and geophysical studies, carrying charges on non-producing properties, costs of drilling
both productive and non-productive wells, and overhead expenses directly related to these activities. Internal costs
associated with gas activities that are directly attributable to acquisition, exploration or development activities are
capitalized as properties and equipment on the balance sheet. During the quarters ended October 31, 2007 and 2006,
the Company capitalized $124 and $138, respectively, of internal labor and benefit costs determined to be directly
attributable to acquisition, exploration or development activities. Costs associated with production and general
corporate activities are expensed in the period incurred.
A ceiling test is applied to each cost center by comparing the net capitalized costs, less related deferred income taxes,
to the estimated future net revenues from production of proved reserves, discounted at 10%, plus the costs of
unproved properties net of impairment. Any excess capitalized costs are written-off in the current year. The
calculation of future net revenues is based upon prices, costs and regulations in effect at each period-end. At
October 31, 2007, the carrying amount of net gas properties was less than the full cost ceiling limitation based on an
October 31, 2007 Henry Hub gas price of $7.26 per Mcf, and, therefore, no ceiling cost write-down was recognized.
Capitalized costs of proved gas properties, including estimated future costs to develop the reserves and estimated
abandonment cost, net of salvage, are amortized on the units-of-production method using estimates of proved
reserves. Support equipment represents vehicles and other mobile equipment used in gas operations and is depreciated
using the straight-line method over the estimated useful lives of the assets, ranging from three to five years.
Unproved gas properties and major development projects are excluded from amortization until a determination of
whether proved reserves can be assigned to the properties or impairment occurs. Unproved properties are assessed at
least annually to ascertain whether an impairment has occurred. Sales or dispositions of properties are credited to their
respective cost centers and a gain or loss is recognized when all the properties in a cost center have been disposed of,
unless such sale or disposition significantly alters the relationship between capitalized costs and proved reserves
attributable to the cost center.
In general, the Company determines if an unproved property is impaired if one or more of the following conditions
exist:
i) there are no firm plans for further drilling on the unproved property;

ii) negative results were obtained from studies of the unproved property;

iii) negative results were obtained from studies conducted in the vicinity of the unproved property; or

iv) the remaining term of the unproved property does not allow sufficient time for further studies or drilling.
No impairment of unproved properties existed as of October 31, 2007 or July 31, 2007.
 Other Property and Equipment
Other property and equipment is stated at cost, net of depreciation and amortization, and includes fixed assets such as
office equipment, computer hardware and software, and furniture and fixtures and is depreciated using the
straight-line method over the estimated useful lives of the assets, ranging from three to five years.

8
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 Income Taxes
Income taxes are accounted for under the asset and liability method that requires deferred income taxes to reflect the
future tax consequences attributable to differences between the tax and financial reporting bases of assets and
liabilities. Deferred tax assets and liabilities recognized are based on the tax rates in effect in the year in which
differences are expected to reverse. Deferred tax assets are reduced by a valuation allowance when, in the opinion of
management based on available evidence, it is more likely than not that some or all of any net deferred tax assets will
not be realized.
The Company adopted the provisions of Financial Accounting Standards Board (�FASB�) Interpretation No. 48,
�Accounting for Uncertainty in Income Taxes � An interpretation of FASB Statement No. 109� (�FIN 48�) on August 1,
2007. The adoption of FIN 48 had no effect on the Company�s unaudited interim financial statements as of and for the
three months ended October 31, 2007.
The Company�s policy is to recognize interest accrued related to unrecognized tax benefits as interest expense and
penalties as operating expenses. The Company was not subject to any such interest or penalties during the three
months ended October 31, 2007 and 2006, respectively.
 Loss Per Share
Basic loss per share is calculated using the weighted average number of common shares outstanding during the period.
Diluted loss per share reflects the potential dilution that could occur if securities or other contracts to issue common
shares were exercised or converted into common shares. Restricted common shares granted are included in the
computation only after the shares become fully vested. Diluted loss per share is not disclosed as it is anti-dilutive. The
following items were excluded from the computation of diluted loss per share at October 31, 2007 and 2006,
respectively, as the effect of their assumed exercises or vesting would be anti-dilutive:

October 31, October 31,
2007 2006

Outstanding warrants 5,311,600 5,311,600
Outstanding stock options 1,579,931 1,823,265
Nonvested portion of restricted shares issued 2,882,838 3,057,338

9,774,369 10,192,203

 Recently Issued Accounting Standards
In June 2006, the FASB issued FIN 48. This Interpretation clarifies the accounting for uncertainty in income taxes
recognized in an enterprise�s financial statements in accordance with FASB Statement No. 109, �Accounting for Income
Taxes.� This Interpretation is effective for fiscal years beginning after December 15, 2006. As discussed above, the
Company adopted FIN 48 on August 1, 2007. The adoption of FIN 48 by the Company had no effect on its
consolidated financial statements.
In September 2006, the FASB issued SFAS No. 157, �Fair Value Measurements.� The standard provides guidance for
using fair value to measure assets and liabilities. Under the standard, fair value refers to the price that would be
received to sell an asset or paid to transfer a liability in an orderly transaction between market participants in the
market in which the reporting entity transacts. The standard clarifies the principle that fair value should be based on
the assumptions market participants would use when pricing the asset or liability. In support of this principle, the
standard establishes a fair value hierarchy that prioritizes the information used to develop those assumptions. The
statement is effective for financial statements issued for fiscal years beginning after November 15, 2007 and interim
periods within those fiscal years. Therefore, the Company will need to comply with SFAS No. 157 beginning in the
fiscal year ending July 31, 2009. The Company is currently evaluating the statement to determine what impact, if any,
it will have on its consolidated financial statements.
During February 2007, the FASB issued SFAS No. 159, �The Fair Value Option for Financial Assets and Financial
Liabilities � Including an amendment of FASB Statement No. 115.� The standard permits an entity to make an
irrevocable election to measure most financial assets and financial liabilities at fair value. The fair value option may
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be elected on an instrument-by-instrument basis, with a few exceptions, as long as it is applied to the instrument in its
entirety. Changes in fair value would be recorded in income. SFAS No. 159 establishes presentation and disclosure
requirements intended to help financial statement users understand the effect of the entity�s election on earnings. SFAS
No. 159 is effective as of the beginning of the first fiscal year beginning after November 15, 2007. Therefore, the
Company will need to comply with SFAS No. 159 beginning in the fiscal year ending July 31, 2009. Early adoption is
permitted. The Company is currently evaluating the statement to determine what impact, if any, it will have on its
consolidated financial statements.
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2. SHARE-BASED COMPENSATION
 SFAS No. 123(R)
The Company follows the provisions of SFAS No. 123(R), �Share-Based Payment.� SFAS No. 123(R) focuses
primarily on the accounting for transactions in which an entity obtains employee services in share-based payment
transactions. The key provision of SFAS No. 123(R) requires companies to record share-based payment transactions
as expense at fair market value based on the grant-date fair value of those awards. The company�s share-based
compensation expense represents the cost related to share-based awards granted to employees and directors. The
Company measures share-based compensation expense at grant date, based on the estimated fair value of the award,
and recognizes the cost as expense on a straight-line basis (net of estimated forfeitures) over the requisite service
period. The Company uses the Black-Scholes valuation model to estimate the fair value of stock options granted.
 Incentive Stock Option Plan
Prior to December 13, 2005, the Company administered a share-based compensation plan (the �Incentive Stock Option
Plan�) under which stock options were issued to directors, officers, employees and consultants as determined by the
Board of Directors and subject to the provisions of the Incentive Stock Option Plan. The Incentive Stock Option Plan
permitted options to be issued with exercise prices at a discount to the market price of the Company�s common shares
on the day prior to the date of grant. However, the majority of all stock options issued under the Incentive Stock
Option Plan were issued with exercise prices equal to the quoted market price of the stock on the date of grant.
Options granted under the Incentive Stock Option Plan vested immediately and were exercisable over a period not
exceeding five years.
 Omnibus Stock Plan
On December 18, 2006, the Company�s shareholders approved the Amended and Restated 2005 Omnibus Stock Plan
(the �Omnibus Stock Plan�), which the Company�s shareholders had originally approved on December 13, 2005. The
Omnibus Stock Plan replaces the Incentive Stock Option Plan under which stock options were previously granted. The
Omnibus Stock Plan is administered by the Compensation Committee of the Board of Directors (the �Committee�) and
will remain in effect until December 13, 2010. All employees and directors of the Company and its subsidiaries, and
all consultants or agents of the Company designated by the Committee, are eligible to participate in the Omnibus
Stock Plan. The Committee has authority to: grant awards; select the participants who will receive awards; determine
the terms, conditions, vesting periods and restrictions applicable to the awards; determine how the exercise price is to
be paid; modify or replace outstanding awards within the limits of the Omnibus Stock Plan; accelerate the date on
which awards become exercisable; waive the restrictions and conditions applicable to awards; and establish rules
governing the Omnibus Stock Plan.
The Omnibus Stock Plan provides that in any fiscal year of the plan the Company may grant awards up to 5% of the
number of common shares outstanding as of the first day of that fiscal year plus the number of common shares that
were available for the grant of awards, but not granted, in prior years under the plan. In no event, however, may the
number of common shares available for the grant of awards in any fiscal year exceed 6% of the common shares
outstanding as of the first day of that fiscal year. In addition, the aggregate number of common shares that could be
issued under the Omnibus Stock Plan is capped at 7,000,000. As of October 31, 2007, the Company has issued 50,000
stock options, 3,586,839 restricted common shares and 901,161 fully vested common shares under the Omnibus Stock
Plan, and there are 2,462,000 awards available for future issuance under the Plan. Stock options granted under the
Omnibus Stock Plan were granted with exercise prices denominated in U.S. Dollars equal to the quoted market price
of the Company�s common shares on the date of grant and were fully vested on the date of grant.

10
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The following table summarizes information about the options outstanding at October 31, 2007:

Exercise Number Remaining
Price Outstanding Life (Years) Expiry Date

$0.49 345,000 1.0 November 3, 2008
0.70 10,000 1.9 September 22, 2009
0.83 50,000 4.6 June 7, 2012
1.26 695,666 2.1 November 29, 2009
1.75 10,000 2.9 September 23, 2010
1.80 136,000 2.4 March 27, 2010
1.95 333,265 2.2 January 20, 2010

$1.27 1,579,931 2.0

All outstanding options are fully vested at October 31, 2007. The intrinsic value of outstanding options is $0 at
October 31, 2007.
A summary of the status of the Company�s nonvested restricted shares as of October 31, 2007 and changes during the
current period is as follows:

Weighted Average

Nonvested Shares Shares
Grant-Date Fair

Value
Nonvested at July 31, 2007 2,437,338 $ 0.71
Granted 1,024,770 0.55
Vested (350,000) 0.93
Forefeited (259,000) 0.50

Nonvested at October 31, 2007 2,853,108 $ 0.64

During the three months ended October 31, 2007, the Committee granted share awards under the Omnibus Stock Plan
in the form of restricted and unrestricted shares to employees and directors as follows:

Restricted
Shares

Fully Vested
Shares

Total
Shares

Employee bonuses 754,500 512,500 1,267,000
Directors� fees 270,270 � 270,270

Total number of shares granted 1,024,770 512,500 1,537,270

 Employee Bonuses
On August 2, 2007, the Company granted 754,500 restricted shares and 512,500 fully vested common shares to
employees for performance bonuses related to the fiscal year ended July 31, 2007. The restrictions on the restricted
shares will lapse based on service two years from the date of grant and the related expense will be recognized on a
straight-line basis over the requisite service period of the employees. The expense related to the fully vested shares
was recognized during the fiscal year ended July 31, 2007.
 Directors� Fees
On October 31, 2007, the Company granted 270,270 restricted shares to a new director. The restrictions on these
shares will lapse evenly over a three-year period from the date of grant subject to the director standing for re-election
in the year the shares are scheduled to vest. The related expense will be recognized on a straight-line basis over the
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requisite service period of the director.
The Omnibus Stock Plan allows participants to surrender common shares to satisfy the Company�s tax withholding
obligations related to the vesting of shares. During the three months ended October 31, 2007, employees surrendered
183,999 shares to satisfy tax withholding obligations totaling $108, of which $94 was paid during the fiscal year
ended July 31, 2007. The amount paid by the Company for withholding taxes related to shares surrendered is recorded
as a decrease to additional paid-in capital in the period such taxes are paid.
All restricted share awards are subject to continuous employment. However, in the event employment is terminated
before the restrictions lapse by reason of death, total disability or retirement, the restrictions will lapse on the date of
termination as to a pro rata portion of the number of restricted shares scheduled to vest on the next vesting date, based
on the number of days continuously employed during the applicable vesting period. The Company includes all
restricted shares in common shares outstanding when issued, but only includes the vested portion of such shares in the
computation of basic earnings per share.

11
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The Company�s policy is to issue new shares to satisfy stock option exercises and restricted share grants upon
receiving approval from the American Stock Exchange, when required, for the issuance of such shares.
As of October 31, 2007, there was $1,348 of unrecognized compensation cost related to restricted shares. The cost is
expected to be amortized over a weighted average period of 1.1 years. The amount charged to expense related to the
pro rata vesting of restricted shares was $266 and $274 during the three months ended October 31, 2007 and 2006,
respectively.
3. OTHER CURRENT ASSETS
Other current assets consisted of the following at October 31, 2007 and July 31, 2007, respectively:

October 31, July 31,
2007 2007

Deferred financing costs $ 756 $ 836
Separation agreement costs 307 322
Prepaid expenses and other 70 190

$ 1,133 $ 1,348

Deferred financing costs consist of investment banking fees, legal fees and other fees and expenses incurred directly in
connection with the establishment of the Company�s Credit Agreement with GasRock. These costs are being amortized
as an adjustment to interest expense over the life of the Credit Agreement using the interest method. The Company
incurred approximately $5 additional deferred financing costs and recorded approximately $85 of amortization
expense related to deferred financing costs during the three months ended October 31, 2007.
Separation agreement costs represent unamortized costs associated with a Separation Agreement and Waiver and
Release (�Separation Agreement�) with a former officer and director of the Company entered into on October 12, 2006.
Under the terms of the Separation Agreement, the Company agreed to provide consideration to the former officer and
director upon his resignation for severance, consulting services and his agreement not to compete or solicit the
Company�s employees. The Company capitalized the value of the expected future benefit to be received from both the
consulting services and the non-compete/non-solicitation agreement and is amortizing the related expense ratably over
the future periods in which it expects to receive the related benefits. As of October 31, 2007, $307 of unamortized
value related to the consulting services and the non-compete/non-solicitation agreement are recorded as an other
current asset on the balance sheet, representing the amount to be amortized over the next year. The Company
expensed $90 and $269 in connection with the Separation Agreement during the three months ended October 31, 2007
and 2006, respectively.
4. OTHER NON-CURRENT ASSETS
Other non-current assets consisted of the following at October 31, 2007 and July 31, 2007, respectively:

October
31, July 31,
2007 2007

Separation Agreement $ � $ 59
Advance royalties 161 161

$ 161 $ 220

5. ACCRUED LIABILITIES
Accrued liabilities consisted of the following at October 31, 2007 and July 31, 2007, respectively:

October
31, July 31,

Edgar Filing: BPI Energy Holdings, Inc. - Form 10-Q

Table of Contents 20



2007 2007
Professional fees $ 309 $ 133
Employee compensation 278 1,112
Separation agreement 100 100
Directors� fees 27 57
Other 12 101

$ 726 $ 1,503
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6. LONG-TERM DEBT AND NOTES PAYABLE
See Note 14, which describes the amendment to the Advancing Term Credit Agreement with GasRock that was
finalized in November 2007.
On July 27, 2007, the Company entered into an Advancing Term Credit Agreement with GasRock. The Credit
Agreement provides for an initial commitment to the Company of $10,200 and the possibility of future advances to
the Company of up to an additional $64,800. All future advances under the Credit Agreement beyond the initial
commitment will be made in GasRock�s discretion. The Company may request advances under the Credit Agreement
at any time before July 25, 2008, which GasRock may in its discretion extend until July 27, 2010. All amounts then
outstanding under the Credit Agreement are due and payable on July 25, 2008 (the �Loan Termination Date�), which
GasRock may in its discretion extend until July 29, 2011.
On July 27, 2007, the Company received an initial advance of $9,060 under the Credit Agreement, which resulted in
net cash proceeds to the Company of $8,224 after the deduction of GasRock�s facility fee, investment banking fees,
legal fees and other fees and expenses incurred by the Company in connection with the transaction totaling $836. The
Company has capitalized such fees and expenses incurred in connection with this transaction as a deferred charge
(asset) that is being amortized over the initial term of the Credit Agreement using the interest method.
For the first year of the term of the Credit Agreement, all amounts outstanding under the Credit Agreement will bear
interest at a rate equal to the greater of (i) 15% per annum and (ii) the LIBOR rate plus 9% per annum. If GasRock
extends the Loan Termination Date, amounts outstanding under the Credit Agreement will thereafter bear interest at a
rate equal to the greater of (i) 12% per annum and (ii) the LIBOR rate plus 6% per annum. The Company is required
to make monthly interest payments on the amounts outstanding under the Credit Agreement based on available funds
existing after deducting all monthly operating expenses of the Company�s wells from monthly revenue, as defined by
the Credit Agreement. Any accrued but unpaid interest due each month during the first year of the term of the Credit
Agreement is included in the principal amount of the loan. Approximately $264 of interest incurred during the three
months ended October 31, 2007 was included to the principal amount of the loan and is reflected as a non-cash
financing activity in the supplementary disclosure information in the unaudited consolidated statement of cash flows
for the current period. The Company is not required to make any principal payments until the Loan Termination Date.
The Company may prepay the amounts outstanding under the Credit Agreement at any time without penalty.
The Company is required to pay GasRock a facility fee upon the receipt of any advances under the Credit Agreement
in an amount equal to 2% of the amount advanced. The Company is also required to reimburse GasRock for all of the
expenses incurred by GasRock in connection with entering into and administering the Credit Agreement. The facility
fee related to the initial advance and GasRock�s expenses in connection with entering into the Credit Agreement were
included in the principal amount of the initial advance.
The Company�s obligations under the Credit Agreement are secured by a first priority security interest in substantially
all of the Company�s properties and assets, including all of the Company�s CBM rights under its leases, farm-out
agreements and fee interests, all of the Company�s wells at its Southern Illinois Basin Project, all of the Company�s
equipment, and all of the common stock of BPI Energy. A guaranty of all of BPI Energy�s obligations under the Credit
Agreement was provided by BPI Energy Holdings, Inc.
In connection with the execution of the Credit Agreement, the Company granted GasRock a 1% royalty in all CBM
produced and saved from the Company�s existing leased and owned CBM properties and an additional 4% royalty
interest in all CBM produced and saved from the Company�s existing wells at its Southern Illinois Basin Project. As
long as any of the Company�s obligations remain outstanding under the Credit Agreement, the Company will be
required to grant the same 1% royalty interest to GasRock on new mineral interests acquired by the Company after
July 25, 2008 and the same 4% royalty interest on new wells drilled by the Company that are funded by draws under
the Credit Agreement. The Company estimates that the fair value of the royalty interests granted to GasRock is
approximately $600 and has recorded this amount as a debt discount. The debt discount is being amortized as an
adjustment to interest expense over the life of the loan using the interest method. The Company recorded
approximately $61 of non-cash amortization expense related to the debt discount during the three months ended
October 31, 2007. This amount was included as interest expense that was capitalized as unproved gas properties
during the three months ended October 31, 2007. The unamortized amount of the debt discount of $600 and $539 at
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October 31, 2007 and July 31, 2007, respectively, is deducted directly from long-term debt reflected in the unaudited
consolidated balance sheets as of each period-end.
BPI Energy is subject to various restrictive covenants under the Credit Agreement, including limitations on its ability
to sell properties and assets, make distributions, extend credit, amend its material contracts, incur indebtedness,
provide guarantees, effect mergers or acquisitions, cancel claims, create liens, create subsidiaries, amend its formation
documents, make investments, enter into transactions with its affiliates, and enter into swap agreements. BPI Energy
must maintain (i) a current ratio of at least 1.0 (excluding from the calculation of current liabilities any advances
outstanding under the Credit Agreement) and (ii) a loan-to-value ratio greater than 1.0 to
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1.0 for the period commencing on September 30, 2008 and ending on March 31, 2010 and 0.7 to 1.0 thereafter. The
Company is in compliance with its debt covenants as October 31, 2007.
The Credit Agreement contains customary events of default. In addition, GasRock may declare an event of default if,
at any time after July 25, 2008, the Company�s most recent reserve report indicates that (i) the Company�s projected net
revenue attributable to its proved reserves is insufficient to fully amortize the amounts outstanding under the Credit
Agreement within a 48-month period and (ii) the Company is unable to demonstrate to GasRock�s reasonable
satisfaction that the Company would be able to satisfy such outstanding amounts through a sale of the Company�s
assets or equity. Upon the occurrence of an event of default under the Credit Agreement, GasRock may accelerate the
Company�s obligations under the Credit Agreement. Upon certain events of bankruptcy, the Company�s obligations
under the Credit Agreement would automatically accelerate. In addition, at any time that an event of default exists
under the Credit Agreement, the Company will be required to pay interest on all amounts outstanding under the Credit
Agreement at a default rate, which is equal to the then-prevailing interest rate under the Credit Agreement plus 4% per
annum.
In addition to the loans outstanding under the GasRock credit facility, the Company has outstanding term notes
payable related to vehicles and equipment. The term notes are collateralized by the related vehicles and equipment.
Following is a summary of all long-term debt and notes payable outstanding at October 31, 2007 and July 31, 2007:

October 31, July 31,
2007 2007

Advances under GasRock Credit Agreement (1) $ 9,324 $ 9,060
GMAC term note due in fiscal year 2009, 6.50% 12 14
GMAC term notes due in fiscal year 2010, 6.1% to 6.50% 56 62

9,392 9,136
Less unamortized debt discount (539) (600)
Less current maturities (1) (26) (8,488)

Long-term debt and notes payable $ 8,827 $ 48

(1) On
November 29,
2007, the
Company and
GasRock
entered into a
First
Amendment to
Advancing
Term Credit
Agreement,
which extended
the initial Loan
Termination
Date from
July 25, 2008 to
January 30,
2009. Therefore,
the advances
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under the
GasRock Credit
Agreement have
been reclassified
from current to
long-term as of
October 31,
2007. See Note
14 for a more
detailed
description of
this amendment.

The annual principal maturities of advances under the GasRock Credit Agreement and the long-term notes payable for
periods subsequent to October 31, 2007 are as follows:

Remaining Fiscal Year 2008 $ 20
Fiscal Year 2009 9,354
Fiscal Year 2010 18

$ 9,392

7. ASSET RETIREMENT OBLIGATIONS
The Company follows SFAS No. 143, �Accounting for Asset Retirement Obligations.� SFAS No. 143 requires the
Company to record the fair value of an asset retirement obligation as a liability in the period in which it is incurred if a
reasonable estimate of fair value can be made. The present value of the estimated asset retirement costs is capitalized
as part of the carrying amount of the associated long-lived asset. Amortization of the capitalized asset retirement cost
is computed on a units-of-production method. Accretion of the asset retirement obligation is recognized over time
until the obligation is settled. The Company�s asset retirement obligations relate to the plugging of wells upon
exhaustion of gas reserves.
The following table summarizes the activity for the Company�s asset retirement obligations for the three months ended
October 31, 2007 and 2006, respectively:

Three Months Ended October
31,

2007 2006
Beginning asset retirement obligation $ 114 $ 71
Additional liability incurred 12 3
Accretion expense 1 1
Asset retirement costs incurred � (27)
Loss on settlement of liability � 14

$ 127 $ 62
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8. CONCENTRATIONS
Financial instruments that potentially subject the Company to concentrations of credit risk consist of cash and cash
equivalents, which are held at one large high quality financial institution. The Company periodically evaluates the
credit worthiness of the financial institution. The Company has not incurred any credit risk losses related to its cash
and cash equivalents.
The Company utilizes a limited number of drilling contractors to perform all of the drilling on its projects. The
Company maintains a limited number of supervisory and field personnel to oversee drilling and production operations.
The Company�s plans to drill additional wells are determined in large part by the anticipated availability of acceptable
drilling equipment and crews. The Company does not currently have any contractual commitments ensuring that it
will have adequate drilling equipment or crews to achieve its drilling plans. The Company believes that it can secure
the necessary commitments from drilling companies as required. However, it can provide no assurance that its
expectations regarding the availability of drilling equipment and crews from these companies will be met. A
significant delay in securing the necessary drilling equipment and crews could cause a delay in production and sales,
which would affect operating results adversely.
9. INCOME TAXES
The Company files income tax returns in the U.S. federal jurisdiction, in Canada and in the State of Illinois. Primarily
as a result of the net operating losses that the Company has generated, the Company has substantial net operating loss
carryforwards (�NOL Carryforwards�) in all tax jurisdictions in which it files, none of which have been recognized for
financial statement purposes. These NOL Carryforwards and other deferred tax benefits generated by the Company
are available for tax purposes to offset net income in future periods. Although the Company has never been audited by
any taxing authority, when and if the Company uses its NOL Carryforwards, they will be subject to audit and potential
adjustment by the respective taxing authority. FASB Statement No. 109, �Accounting for Income Taxes,� requires that
the Company record a valuation allowance when it is more likely than not that some portion or all of the deferred tax
assets will not be realized. The ultimate realization of deferred tax assets is dependent upon the generation of
sufficient future taxable income before the expiration of the NOL Carryforwards. Because of the Company�s limited
operating history, limited financial performance and cumulative tax loss from inception, it is management�s judgment
that SFAS No. 109 requires the recording of a full valuation allowance for net deferred tax assets in both Canada and
the United States as of October 31, 2007.
10. SHAREHOLDERS� EQUITY
Common shares � The Company has authorized 200,000,000 shares without par value, of which 73,618,764 and
72,524,493 were issued and outstanding as of October 31, 2007 and July 31, 2007, respectively. Shares issued and
outstanding at October 31, 2007 and July 31, 2007 include 2,853,108 and 2,437,338 restricted shares, respectively,
expected to vest in future periods.
Additional paid-in capital � Amounts recorded of $7,957 and $7,608 at October 31, 2007 and July 31, 2007,
respectively, represent the cumulative amounts of share-based compensation as of the end of each period.
Share purchase warrants � During fiscal year 2005, the Company issued 10,372,000 shares at $1.25 per share with
5,186,000 share purchase warrants exercisable at $1.50 for a period of two years (�Investor Warrants�). The Company�s
agent received a commission of 5% and 1,037,200 broker warrants exercisable at $1.25 for a period of two years
(�Agent Warrants�). The shares and warrants, when issued, were restricted under the Securities Act of 1933, as
amended, and the Company was required to register the resale of the shares and the shares underlying the warrants
with the Securities and Exchange Commission. Upon registration of the shares underlying the warrants and the
delisting of such shares from the TSX Venture Exchange, the Investor Warrants were extended to be exercisable for
two years after such listing and the Agent Warrants were extended to be exercisable for five years after the closing of
the share placement.
Share purchase warrants outstanding at October 31, 2007 are as follows:

Number Exercise
Outstanding Price Expiry Date
4,274,400 $ 1.50 December 13, 2007
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643,200 $ 1.25 December 31, 2009
394,000 $ 1.25 January 12, 2010

5,311,600
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11. RELATED PARTY TRANSACTIONS
The Company enters into various transactions with related parties in the normal course of business operations.
Randy Oestreich, the Company�s Vice President of Field Operations, owns and operates A-Strike Consulting, a
consulting company that provides, among other things, laboratory testing related to CBM. The Company owns and
maintains a lab testing facility and allows A-Strike Consulting to operate the facility. The Company pays all expenses
related to the facility and, in return, receives 80% of the revenue generated from the operations of the facility as
reimbursement of the Company�s expenses. The Company did not receive any expense reimbursement related to this
arrangement during the three months ended October 31, 2007 or 2006.
David Preng, a director of the Company, is an owner of Preng & Associates, an executive search firm specializing in
the energy and natural resources industries. The Company paid Preng & Associates $0 and approximately $10 for
executive placement services during the three months ended October 31, 2007 and 2006, respectively.
12. LEGAL PROCEEDINGS
 Drummond Coal Co. Litigation
Approximately 115,000 acres of CBM rights of BPI Energy, Inc. (�BPI�) that are located at the Northern Illinois Basin
Project are currently subject to litigation. To date, BPI has drilled one well on this acreage, a test well that was drilled
in September 2006.
In 2004, BPI and affiliates of the Drummond Coal Co. (�Drummond�), including IEC (Montgomery), LLC (�IEC�),
entered into a letter of intent to obtain coal and CBM gas rights for one another in the Illinois Basin and to work
together in a relationship in which BPI would produce CBM from coal beds prior to the Drummond affiliates� mining
of coal from those beds. Pursuant to and in reliance upon this letter of intent and its relationship with Drummond, BPI
arranged for the transfer of 163,109 acres of coal rights to the Drummond affiliates for a total purchase price of
$5,896, which BPI believes reflects a significant discount to current market prices. In light of its obligations to
Drummond, BPI charged no profit on its transfer of the coal rights to the Drummond affiliates.
Rather, in consideration for obtaining those coal rights, the Drummond affiliates were to lease approximately 115,000
acres of CBM rights to BPI for a primary lease term of 20 years and with favorable royalty rates. Although the
Drummond affiliates entered into two CBM leases with BPI on April 26, 2006, they have since sought in various ways
to void or terminate the leases.
Drummond affiliates IEC and Christian Coal Holdings, LLC (�Christian�) filed suit against BPI on February 9, 2007 in
the United States District Court for the Northern District of Alabama, claiming that BPI has breached the CBM leases
in various ways. On May 14, 2007, the Court granted BPI�s motion to dismiss the case in its entirety on the ground of
improper venue. IEC and Christian did not appeal that decision.
On March 13, 2007, BPI filed suit against IEC, Christian and additional Drummond affiliates Shelby Coal Holdings,
LLC, Clinton Coal Holdings, LLC and Marion Coal Holdings, LLC in the United States District Court for the
Southern District of Illinois. At the court�s direction, BPI filed an amended complaint, and subsequently filed a second
amended complaint that named BPI Energy Holdings, Inc. as an additional plaintiff, named Drummond Company Inc.
and Drummond affiliate Vandalia Energy, LLC as additional defendants, and asserted additional claims. In its lawsuit,
BPI seeks to rescind its transfers of coal rights to the Drummond affiliates for failure of consideration due to the
Drummond affiliates� efforts to avoid the CBM leases, has asserted claims for money damages for breach of the
various agreements between the parties (including the CBM leases), breach of fiduciary duty, unjust enrichment,
promissory estoppel, and tortious interference with contracts, and seeks to pierce the corporate veil to recover from
Drummond and IEC for the actions of the other Drummond affiliates. The defendants filed a motion to dismiss the
second amended complaint, which has been fully briefed and awaits a decision by the Court. The parties are currently
engaged in written discovery. The Company anticipates that if the Court denies all or part of the motion to dismiss,
Drummond and its affiliates will file counterclaims against BPI for breach of the CBM leases, citing the same bases
set forth in the Alabama lawsuit.
The Company believes that Drummond and its affiliates, after having received favorable coal rights in exchange for
favorable CBM rights, now wish to obtain a significant windfall by seeking to renege on the CBM rights that they
were obligated to grant to BPI.
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If the Drummond affiliates reinstitute their claims against BPI, the Company believes that it will be successful in
defending against their claims of breach. However, there can be no assurance that the Company will be successful in
maintaining these acreage rights.
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The loss of these acreage rights would not have a material impact on the Company�s financial position, its results of
operations or its cash flows.
 ICG Litigation
In November 2004, BPI entered into a farm-out agreement under which it acquired the right to develop certain CBM
in Macoupin and Perry Counties in Illinois. The farm-out agreement covers 41,253 acres of CBM rights in Macoupin
County and 22,997 acres of CBM rights in Perry County. The farmor was Addington Exploration, LLC, which leased
the CBM rights from Meadowlark Farms, Inc. and Ayrshire Land Company. Meadowlark and Ayrshire went into
bankruptcy, and ICG Natural Resources, LLC purchased their assets, including the CBM rights underlying the
Addington leases. On April 9, 2007, ICG filed suit against BPI in Perry County, Illinois, in an effort to avoid the
Addington leases, claiming that there was a lack of consideration at the time they were originally entered into. BPI is
defending on the grounds of estoppel by deed: that ICG acquired the CBM rights subject to those leases, as set forth in
the deed from Ayrshire and Meadowlark to ICG, the purchase agreement between those parties, and numerous
bankruptcy court filings and orders associated with the approval of the sale. Addington was subsequently acquired by
Nytis Exploration Company, LLC, which has intervened in the action. Both BPI and Addington will file a motion for
summary judgment based upon estoppel by deed. BPI has recently learned that, subsequent to filing suit, ICG may
have transferred its Perry County coal and CBM rights to Arch Minerals, which is not currently a party to the lawsuit.
It is unknown whether Arch will challenge the farm-out agreement. To date, BPI has drilled 10 pilot wells, one water
disposal well and three test wells on the acreage covered by the farm-out agreement.
The Company believes that it will be successful in defending against ICG�s claims; however, there can be no assurance
that the Company will be successful in retaining the acreage under this farm-out agreement. The loss of these acreage
rights would not have a material impact on the Company�s financial position, its results of operations or its cash flows.
13. OTHER INCOME (EXPENSE)
Other income (expense) consisted of the following for the three months ended October 31, 2007 and 2006,
respectively:

Three Months October
31,

2007 2006
Gain on settlements of derivative contract $ 41 $ �
Change in fair value of derivative contract (60) �
Other (7) �

$ (26) $ �

14. SUBSEQUENT EVENT
On November 29, 2007, the Company entered into an amendment to its Advancing Term Credit Agreement, originally
entered into as of July 27, 2007, with GasRock.
The amendment extends the date until which the Company may request advances under the Credit Agreement, and the
date upon which all amounts outstanding under the Credit Agreement will be due and payable, from July 25, 2008 to
January 30, 2009. The date to which GasRock may, at its option, extend the Credit Agreement has been extended from
July 29, 2011 to January 30, 2013.
The amendment also increases the initial commitment under the Credit Agreement from $10.2 million to
$10.7 million. The Company drew $9.1 million from this initial commitment on July 27, 2007.
Item 2. Management�s Discussion and Analysis of Financial Condition and Results of Operations
The discussion and analysis that follows should be read together with the accompanying unaudited consolidated
financial statements and notes related thereto that are included under Item 1.
Overview and Outlook
We are an independent energy company incorporated under the laws of British Columbia, Canada and primarily
engaged, through our wholly owned U.S. subsidiary, BPI Energy, Inc., in the exploration, production and commercial
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�Basin�), which encompasses a total area of
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approximately 60,000 square miles covering the southern two-thirds of Illinois, southwestern Indiana and
northwestern Kentucky. Our Canadian activities are limited to administrative reporting obligations to the province of
British Columbia and regulatory reporting to the British Columbia and Alberta Securities Commissions.
As of October 31, 2007, we owned or controlled CBM rights, through mineral leases, a farm-out agreement and
ownership of a CBM estate, covering approximately 529,000 total acres in the Basin (approximately 98% of this
acreage is undeveloped as of October 31, 2007). This total reflects an increase of approximately 17,000 acres in the
first quarter of fiscal year 2008. Portions of our CBM rights are currently subject to litigation, as discussed in Item 1
of Part II below. We are focused on 12 Pennsylvanian coal seams that we regard as having commercial CBM
potential. The seams in the acreage covered by our CBM rights have an aggregate thickness of 11-27 feet with a
19-foot median. We plan to complete several individual seams per well that range from two to nine feet thick each.
Gas desorption tests of these coals have yielded 13-113 scf/ton with a 63 scf/ton median. Extensive permeability
testing of individual seams (before stimulation) indicates a range of 0.2-75 millidarcies and median of four
millidarcies.
The State of Illinois (which includes most of the Basin) is estimated to be the number two state in the United States in
terms of coal reserves; however, coal in the Basin is high in sulfur, discouraging coal mining operations. Recent
advances in technology that can utilize higher sulfur coal and higher coal prices are combining to make coals in the
Basin potentially attractive to mining operations. Although coal mining activities take priority over CBM operations
in most of our acreage, we attempt to coordinate and plan our drilling and production activities in conjunction with the
owners of the coal in order to minimize any potential disruptions. In addition, because of the long lead times involved
in coal mining projects, our substantial acreage position, and our ability to be flexible with the timing and siting of our
wells, we believe we can plan our work around coal mining operations in the vicinity of our projects.
We have been involved in the first two projects in the Basin that have commercially produced and sold CBM. We are
the only company currently commercially producing and selling CBM in the State of Illinois. We believe our position
as a first mover has enabled us to secure a substantial and favorable acreage position at costs that we believe compare
very favorably to other CBM basins that are more mature in terms of production history.
We are an early stage CBM exploration and production company. We commenced CBM sales from our first
producing wells during fiscal year 2005 (January 2005) and net gas sales volume for that fiscal year was 17,885 Mcf.
Since then, net sales volume has steadily grown to 135,118 Mcf in fiscal year 2006 and 185,305 Mcf in fiscal year
2007. During the current quarter, net gas sales volume increased more than 10% from the first quarter of fiscal year
2007 and 19% versus the last quarter of fiscal year 2007.
From early 2002 until 2005, our strategic focus was on building our acreage footprint in the Basin. We were built
around the primary strategic objective of acquiring CBM rights in the Basin. As we began accumulating CBM rights,
we began testing our acreage to determine its CBM potential. Having accumulated CBM rights to approximately
500,000 acres in the Basin and conducting extensive testing at our Southern Illinois Basin Project, we embarked (in
late 2004) on a pilot production program at our Southern Illinois Basin Project. Encouraged by the results, we
expanded our drilling and production activities and began installing the infrastructure necessary to enable us to begin
sales of CBM at our Southern Illinois Basin Project.
As our drilling and production operations have grown, we have not abandoned our goal of adding additional acreage
and mineral rights. In the last quarter of fiscal year 2007 and the first quarter of fiscal year 2008 we have increased our
acreage by approximately 29,000 acres, a 5.8% increase in total acreage. However, we have committed ourselves to
transitioning from a company focused primarily on the acquisition of mineral rights to a company focused on
expanding our drilling and production operations and growing our reserves. To accomplish this transition, we
recognized that we needed to obtain additional capital, resources and technical expertise. We believe that we have
made substantial progress in achieving these goals.
In July 2007, we entered into a $75 million Advancing Term Credit Agreement with GasRock. The initial
commitment under this agreement was $10.2 million, of which we drew $9.1 million at closing. In the first quarter of
fiscal year 2008, GasRock increased the initial commitment to $10.7 million and extended the initial term of the
Credit Agreement to January 30, 2009. GasRock will monitor operations, production and reserve growth for
additional advances that we may request for additional development drilling. All future advances under the Credit
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Agreement beyond the initial commitment will be in the discretion of GasRock.
In April 2006, we hired James E. Craddock, our Chief Operating Officer. Prior to joining us, Mr. Craddock was with
Burlington Resources for over 20 years, last serving as Chief Engineer. Mr. Craddock has built a strong in-house
technical team, all with extensive experience in successful CBM projects in basins located in the United States and
Canada. Our new technical team has over 130 years of experience in CBM exploration and development that they
bring to us.
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In April 2006, we initiated our second development front when we began drilling 10 pilot development wells in
Shelby County at our Northern Illinois Basin Project. In May 2007, we announced our decision to continue production
activities at our Shelby Pilot, while deferring additional development pending further production and pressure
information. We use pilot projects to cost-effectively high-grade our extensive acreage position before committing
development capital in a particular area. In the case of the Shelby Pilot, the pressure and production results to date do
not provide a sufficient likelihood of commercial success to move into development at this early stage. Production
history, as well as our ongoing work to reduce development costs and improve well performance, may make
development at the Shelby Pilot area viable in the future. The Shelby Pilot represents only 400 acres of our
529,000-acre leasehold position.
In April 2007, we initiated our third pilot project in Macoupin County. This 12-well pilot program was completed at
the end of the fourth quarter of fiscal year 2007 and consists of 10 pilot wells, one pressure observation well and one
water disposal well. All 12 wells were drilled, completed and started pumping by July 2007. To date, we have not
seen encouraging results from this pilot project.
In the first quarter of fiscal year 2008, we drilled 15 new wells at our Southern Illinois Basin Project and completed
and tied in 30 new wells, including wells drilled in the previous fiscal year. The project currently has a total of 121
CBM wells producing approximately 900 Mcf per day. Six additional wells that have been drilled and are currently
awaiting completion should be completed and tied in by January 2008. During this same quarter, we drilled two
additional test wells with two more test wells scheduled to be drilled by the end of our second fiscal quarter. These
test wells provide us with more data and further our understanding of the geology at their respective sites and deepen
our knowledge of intra-basin variances.
We are not currently generating net income or positive cash flow from operations. Although we capitalize exploration
and development costs, we have historically experienced significant losses. The primary costs that generated these
losses were compensation-related expenses and general and administrative expenses. Even if we achieve increased
revenues and positive cash flow from operations in the future, we anticipate increased exploration, development and
other capital expenditures as we continue to explore and develop our mineral rights.
Management�s focus for the remainder of fiscal year 2008 will be to:
� continue development at our Southern Illinois Basin Project;

� continue to obtain test data and initiate pilot projects to determine the commercial potential of CBM at our
various acreage blocks and projects in the Basin;

� continue to reduce well drilling and completion costs;

� continue acreage acquisitions;

� increase total company reserves; and

� grow total production.
Gathering test data and siting pilot projects based on this data should lead to proving project viability in multiple areas
in the Basin. These pilot projects may have the potential to grow into development projects that will increase our total
reserves and production. As we drill new wells, our production should continue to increase, as the new wells come
online and our existing wells continue to dewater. As our production increases in the future, we should be positioned
to generate positive cash flow from our operations.
A thorough technical evaluation of the assets that we control should lead to more cost effective drilling and
completion techniques that can be implemented to improve capital efficiency, increase resource recovery and total
reserves and improve internal rates of return from development projects.
We currently control approximately 529,000 acres of CBM rights and, therefore, we expect that our drilling activities
will be taking place over many years. The type of test data we are interested in developing across all of our projects
includes measurements of permeability, gas content and net pay (i.e., thickness of coal seams from which we believe
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CBM can be commercially produced). Our focus is to increase our technical and operational knowledge of the Basin
and our acreage rights to assist us in (i) establishing the value of our CBM assets and (ii) optimizing the production we
can obtain from our wells after we bring them online. The technical team we have assembled has extensive experience
and expertise in all of these areas as well as in implementation of large scale development of CBM projects.
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Several factors, over which we have little or no control, could impact our future economic success. These factors
include natural gas prices, limitations imposed by the terms and conditions of our lease agreements, possible court
rulings concerning our property interests in CBM, availability of drilling rigs, operating costs, and environmental and
other regulatory matters. In our planning process, we have attempted to address these issues by:
� negotiating to obtain leases that grant us the broadest possible rights to CBM for any given tract of land;

� conducting ongoing title reviews of existing mineral interests;

� where possible, negotiating with and utilizing multiple service companies in order to increase competition and
minimize the risk of disruptions caused by the loss of any one service provider; and

� attempting to create a low cost structure in order to reduce our vulnerability to many of these factors.
Results of Operations
Three Months Ended October 31, 2007 Compared to Three Months Ended October 31, 2006
The following table presents our unaudited financial data for the first quarter of fiscal year 2008 compared to the first
quarter of fiscal year 2007:

Three Months Ended October
31,

Dollar %
2007 2006 Variance Change

Revenues:
Gas sales $ 318,186 $ 294,002 $ 24,184 8%
Expenses:
Lease operating expense 259,062 335,974 (76,912) (23%)
General and administrative expense 1,884,028 2,734,710 (850,682) (31%)
Depreciation, depletion and amortization 179,869 183,998 (4,129) (2%)

Total operating expenses 2,322,959 3,254,682 (931,723) (29%)

Operating loss (2,004,773) (2,960,680) 955,907 32%

Other income (expense):
Interest income 96,516 218,906 (122,390) (56%)
Interest expense (1,925) (3,153) 1,228 39%
Other income (expense) (25,823) � (25,823) 100%

Total other income (expense) 68,768 215,753 (146,985) (68%)

Net loss $ (1,936,005) $ (2,744,927) $ 808,922 29%

Revenue � During the first quarter of fiscal year 2008, net gas sales increased $24,184 over the first quarter of fiscal
year 2007. Net sales of gas (net of royalties) were 56,833 Mcf for the first quarter of fiscal year 2008, or 8% higher
compared to 51,490 Mcf for the first quarter of fiscal year 2007. Our average realized selling price per Mcf was $5.60
for the first quarter of fiscal year 2008, compared to $5.71 for the first quarter of fiscal year 2007.
Lease operating expense � During the first quarter of fiscal year 2008, lease operating expense decreased $76,912
over the first quarter of fiscal year 2007. Lease operating expense represents production expenses, consisting primarily
of repairs and maintenance, fuel and electricity, equipment rental, workovers and labor and overhead expenses related
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to producing wells. The decrease is primarily due to non-recurring repairs and maintenance that occurred in the first
quarter of fiscal year 2007. In addition, we are starting to realize benefits from our efforts to reduce ongoing lease
operating expenses.
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General and administrative expense � General and administrative expense consisted of the following for the first
quarter of fiscal years 2008 and 2007, respectively:

Three Months Ended October
31,

Dollar %
2007 2006 Variance Change

Salaries and benefits $ 658,439 $ 1,092,147 $ (433,708) (40%)
Share-based payments 363,189 644,851 (281,662) (44%)
Professional and regulatory 637,598 706,391 (68,793) (10%)
Other 224,802 291,321 (66,519) (23%)

Total general and administrative expense $ 1,884,028 $ 2,734,710 $ (850,682) (31%)

During the first quarter of fiscal year 2008, salaries and benefits decreased $433,708 from the first quarter of fiscal
year 2007. The net decrease primarily resulted from the inclusion of $350,000 of cash signing bonuses paid to newly
hired members of our technical team hired during the first fiscal quarter of 2007, and $250,000 of severance paid to
our former Chief Financial Officer. This decrease is partially offset by the increase to current base salaries and
accrued bonuses by approximately $170,000, reflecting a full quarter�s salaries and benefits for the members of our
technical team during the current quarter as compared to a partial quarter�s salaries and benefits in the prior fiscal year
quarter when these new members were hired mid-quarter.
During the first quarter of fiscal year 2008, non-cash expense associated with share-based payments decreased
$281,662 from the first quarter of fiscal year 2007. Share-based payments for the first quarter of fiscal year 2008
represent approximately $266,000 of expense recognized on a pro rata basis for the anticipated vesting of restricted
shares outstanding and approximately $97,000 of expense recognized for directors� fees. Share-based payments for the
first quarter of fiscal year 2007 represent approximately $175,000 of expense recognized on a pro rata basis for the
anticipated vesting of restricted shares outstanding and approximately $470,000 of expense related to the grant of
598,661 fully vested shares as inducement grants to newly hired members of our technical team, bonuses to officers
and other employees, and fees to our directors. We intend to continue to rely on the granting of equity-based awards,
primarily restricted shares, in order to attract and retain qualified individuals and to conserve cash so that it may be
utilized in executing our drilling program.
During the first quarter of fiscal year 2008, professional and regulatory expenses decreased $68,793 from the first
quarter of fiscal year 2007. The net decrease is primarily due to decreased legal fees and recruiting and relocation
expenses, partially offset by higher insurance premiums, American Stock Exchange listing fees, and information
technology consulting costs.
During the first quarter of fiscal year 2008, other general and administrative expenses decreased $66,519 from the first
quarter of fiscal year 2007, primarily due to lower cash-based directors� fees, partially offset by higher amortization of
separation agreement costs related to the resignation of our former Chief Financial Officer.
Depreciation, depletion and amortization expense � During the first quarter of fiscal year 2008, depreciation,
depletion and amortization (�DD&A�) decreased $4,129 from the first quarter of fiscal year 2007. We compute DD&A
on capitalized acquisition and development costs using the units-of-production method based on estimates of proved
reserves, and on other property and equipment using the straight-line method based on estimated useful lives ranging
from three to five years. The decrease primarily resulted from the decrease in capitalized development costs due to a
ceiling write-down of $11,722,153 at July 31, 2007, partially offset by an increase in amortization due to increased
production over the first quarter of fiscal year 2007.
Interest income � During the first quarter of fiscal year 2008, interest income decreased $122,390 from the first quarter
of fiscal year 2007 due to lower average cash balances during the first quarter of fiscal year 2008.
Interest expense � During the first quarter of fiscal year 2008, interest expense decreased $1,228 from the first quarter
of fiscal year 2007. Interest incurred on debt during the current quarter, including amortization of deferred financing
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costs and debt discount, was $501,925 compared to $3,153 in the prior fiscal year quarter. However, we capitalized
$500,000 of the current quarter�s interest expense to unproved gas properties in accordance with SFAS No. 34,
�Capitalization of Interest Costs.�
Other income (expense) � During the first quarter of fiscal year 2008, other expense increased $25,823 from the first
quarter of fiscal year 2007 primarily due to adjustments related to our commodity derivative contract. We recognized
a $40,940 gain on settlements and a $60,000 loss on the change in fair value related to the derivative contract during
the current quarter.
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Critical Accounting Policies and Estimates
Our unaudited consolidated financial statements and accompanying notes have been prepared in accordance with
accounting principles generally accepted in the United States. The preparation of these financial statements requires
our management to make estimates, judgments and assumptions that affect reported amounts of assets, liabilities,
revenues and expenses. On an ongoing basis, we evaluate the accounting policies and estimates that we use to prepare
financial statements. We base our estimates on historical experience and assumptions believed to be reasonable under
current facts and circumstances. Actual amounts and results could differ from these estimates used by management.
Certain accounting policies that require significant management estimates and are deemed critical to our results of
operations or financial position are discussed in Item 7 of our Annual Report on Form 10-K for the fiscal year ended
July 31, 2007. There were no material changes in these policies during the current quarter other than the following:
Capitalized Interest
We follow SFAS No. 34, �Capitalization of Interest Costs.� In accordance with SFAS 34, we capitalize interest costs to
gas properties on expenditures made in connection with unproved properties that are not subject to current depletion.
Interest is capitalized only for the period that activities are in progress to bring these properties to their intended use.
Total interest expense incurred during the three months ended October 31, 2007, including the amortization of
deferred financing costs and debt discount, was $501,925. Of this amount, interest costs capitalized to unproved gas
properties during the three months ended October 31, 2007 was approximately $500,000. No interest costs were
capitalized in prior periods.
Financial Condition
Historically, our primary source of liquidity has come from the sale of our common shares in private placements and
the proceeds from the exercise of warrants and options to acquire our common shares. On July 27, 2007, we closed the
Advancing Term Credit Agreement with GasRock, as amended on November 29, 2007. The Credit Agreement
provides for an initial commitment to us of $10.7 million and the possibility of future advances to us of up to an
additional $64.3 million. All future advances under the Credit Agreement beyond the initial commitment will be made
in GasRock�s discretion. Proceeds are expected to be used for continued development-well drilling at the Southern
Illinois Basin Project, drilling of new test wells, pilot projects, lease acquisitions and general and administrative
expenses. We may request advances under the Credit Agreement at any time before January 30, 2009, which GasRock
may in its discretion extend until January 30, 2011. All amounts then outstanding under the Credit Agreement are due
and payable on January 30, 2009, which GasRock may in its discretion extend until January 30, 2013. On July 27,
2007, we received an initial advance of $9,059,566 under the Credit Agreement, which resulted in net proceeds to us
of $8,223,912 after the deduction of GasRock�s facility fee, investment banking fees, legal fees and other fees and
expenses incurred by us in connection with the transaction totaling $835,654.
We did not begin to generate revenues from CBM sales until fiscal year 2005 (January 2005) and net gas sales volume
for that fiscal year was only 17,885 Mcf. Since then, net sales volume has steadily grown to 135,118 Mcf in fiscal year
2006 and 185,305 Mcf in fiscal year 2007. Net gas sales volume increased more than 10% from last year�s fiscal first
quarter and 19% versus the most recent three-month period. We received an average price of $5.60 per thousand cubic
feet (Mcf) for gas sales of 56.8 million cubic feet (MMcf) during the first three months of the new fiscal year, versus
an average of $5.71 per Mcf on sales of 51.5 MMcf during the same prior-year period. Fiscal first quarter 2008
revenues from gas sales increased to $318,186 from the $294,002 generated in the same period a year ago. This
increase reflects higher sales volume partially offset by lower sales prices. Subject to the various risks described in
this report, we expect revenue from the sale of our CBM to increase due to (i) increased production from existing
wells as they continue to dewater and (ii) additional production generated as a result of drilling and production from
additional wells. However, in view of our limited historical experience of dewatering and gas production in the Basin,
we can provide no assurance that we will achieve a trend of increased production and revenue in the future.
In addition, CBM wells typically must go through a lengthy dewatering phase before making a meaningful
contribution to gas production. We estimate that a typical vertical well will require about 24 months to reach peak
production. The impact on our cash position is that there will be a delay of up to 24 months between the time we
initially invest in drilling and completing a well and the time when a typical well will begin to make a meaningful
contribution to our cash from operations. Additionally, net cash generated (used) by operating activities is dependent
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� the price of, and demand for, natural gas;

� availability of drilling equipment;

� lease terms;

� availability of sufficient capital resources; and

� the accuracy of production estimates for current and future wells.
We had a cash balance of $4,863,520 as of October 31, 2007, compared to $11,291,575 at July 31, 2007. The net
decrease in our cash balance is primarily due to the net cash used in operating activities of $2,219,359, consisting
primarily of payments for salaries and benefits, professional fees and lease operating expenses, adjusted for changes in
working capital, and net cash used in investing activities of $4,180,732, consisting of capital expenditures related
primarily to development costs. We also made repayments of long-term notes in the amount of $7,732 during the
current fiscal quarter.
We have no contractual commitments for capital expenditures. During the 12-month period ending July 31, 2008, we
plan to drill between 30 and 70 new wells. This plan contemplates capital expenditures of approximately $10 million
to $23 million. The number of wells that we drill during the 12-month period ending July 31, 2008 will be dependent
on (i) additional financing we are able to secure, including additional advances we are able to make under the Credit
Agreement; (ii) data obtained from test wells; (iii) data obtained from our pilot wells; and (iv) the risk factors
described in this report. In addition to our drilling program, we expect to pursue the acquisition of additional CBM
rights during the fiscal year 2008. We expect that this capital expenditure program and our other cash requirements
will be funded by our cash balance and cash raised through additional financing sources that may include additional
advances under the Credit Agreement, issuance of new debt and/or equity securities and/or joint ventures. Although
we are currently evaluating the best options to raise the necessary funds, we can provide no assurance that we will be
able to raise the necessary funds.
Cautionary Statement Concerning Forward-Looking Statements
Some of the statements contained in this report that are not historical facts, including statements containing the words
�believes,� �anticipates,� �expects,� �intends,� �plans,� �should,� �may,� �might,� �continue� and �estimate� and similar words, constitute
forward-looking statements under the federal securities laws. These forward-looking statements involve known and
unknown risks, uncertainties and other factors that may cause our actual results, performance or achievements, or the
conditions in our industry, on our properties or in the Basin, to be materially different from any future results,
performance, achievements or conditions expressed or implied by such forward-looking statements. Some of the
factors that could cause actual results or conditions to differ materially from our expectations, include, but are not
limited to: (a) our inability to generate sufficient income or obtain sufficient financing to fund our operations or
drilling plan through July 31, 2008 or thereafter; (b) our inability to retain our acreage rights at our projects, at the
expiration of our lease agreements, due to insufficient CBM production or for other reasons; (c) our failure to
accurately forecast CBM production; (d) displacement of our CBM operations by coal mining operations, which have
superior rights in most of our acreage; (e) our failure to accurately forecast the number of wells that we can drill; (f) a
decline in the prices that we receive for our CBM production; (g) our failure to accurately forecast operating and
capital expenditures and capital needs due to rising costs or different drilling or production conditions in the field;
(h) our inability to attract or retain qualified personnel with the requisite CBM or other experience; (i) unexpected
economic and market conditions, in the general economy or the market for natural gas; (j) limitations imposed on us
by our Credit Agreement with GasRock; (k) our ability to repay or refinance the amounts advanced to us by Gas Rock
when such amounts become due; and (l) potential exposure to losses caused by our derivative contract. We caution
readers not to place undue reliance on these forward-looking statements.
Item 3. Quantitative and Qualitative Disclosures About Market Risk
Commodity Risk
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Our major risk exposure is the commodity pricing applicable to our CBM production. Realized commodity prices
received for our production are primarily driven by the spot prices attributable to natural gas. The effects of price
volatility are expected to continue.
Under the terms of our Credit Agreement with GasRock, we are required to enter into derivative contracts covering
approximately 75% of our proved developed producing reserves scheduled to be produced during a two-year period at
a guaranteed price of not less than $7.00 per MMBtu. The objective is to reduce our exposure to commodity price risk
associated with expected gas production. By
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achieving this objective, we may protect the outstanding debt amounts and maximize the funds available under our
existing Credit Agreement, which helps us to support our annual capital budgeting and expenditure plans.
Our risk management strategy is to enter into commodity derivatives that set �price floors� and �price ceilings� for our
natural gas production. On July 31, 2007, we entered into a �costless collar� contract with BP for the notional amount of
20,000 MMBtu per month beginning September 1, 2007 through July 31, 2009. Under the terms of the contract, BP is
required to cover any shortfall below the floor of $7.00 per MMBtu and we must pay to BP any amounts above the
ceiling of $11.00 per MMBtu as to the notional amount, with the price being based on the second to last close of the
NYMEX forward price for each month. We expect that we will enter into additional derivative contracts during the
next two years to cover the entire 75% of our proved developed producing reserves scheduled to be produced during
that period.
We have elected not to designate the commodity derivative as a hedge, and accordingly, such contract is recorded at
fair value on our consolidated balance sheets and changes in such fair value are recognized in current earnings as they
occur. We do not hold or issue commodity derivatives for speculative or trading purposes. We are exposed to credit
losses in the event of nonperformance by the counterparty to our commodity derivative. It is anticipated, however, that
our counterparty, BP, will be able to fully satisfy its obligations under the commodity derivative contract. We do not
obtain collateral or other security to support our commodity derivative contract subject to credit risk but we do
monitor the credit standing of the counterparty.
Realized gains or losses from the settlement of gas derivative contracts are reported as natural gas revenue on the
unaudited consolidated statements of operations. We entered into our first commodity derivative contract on July 31,
2007, with the first settlement month designated as September 2007. We recorded net realized gains on settlement of
our derivative contract during the first fiscal quarter of 2008 of $41,040 as other income in the unaudited consolidated
statement of operations for the three months ended October 31, 2007.
Interest Rate Risk
Our exposure to changes in interest rates results from the Credit Agreement with GasRock. For the first year of the
term of the Credit Agreement, all amounts outstanding under the Credit Agreement will bear interest at a rate equal to
the greater of (i) 15% per annum and (ii) the LIBOR rate plus 9% per annum. If GasRock extends the Loan
Termination Date, amounts outstanding under the Credit Agreement will thereafter bear interest at a rate equal to the
greater of (i) 12% per annum and (ii) the LIBOR rate plus 6% per annum. The principal amount due under the credit
facility at October 31, 2007 was $9,323,506. A 1% change in interest rates would affect pre-tax net loss by
approximately $93,000 per year.
Financial Instruments
Our financial instruments consist of cash and cash equivalents, accounts receivable and long-term notes payable. The
carrying amount of cash equivalents, accounts receivable and accounts payable approximate fair market value due to
the highly liquid nature of these short-term instruments.
Inflation and Changes in Prices
The general level of inflation affects our costs. Salaries and other general and administrative expenses are impacted by
inflationary trends and the supply and demand of qualified professionals and professional services. Inflation and price
fluctuations affect the costs associated with exploring for and producing CBM, which has a material impact on our
financial performance.
Item 4. Controls and Procedures
Our management is responsible for establishing and maintaining effective disclosure controls and procedures, as
defined under Rules 13a-15(e) and 15d-15(e) of the Securities Exchange Act of 1934 (the �Exchange Act�). As of the
end of the period covered by this report, we conducted an evaluation, under the supervision and with the participation
of our Chief Executive Officer and Acting Chief Financial Officer, of the effectiveness of our disclosure controls and
procedures (as defined in Rule 13a-15(e)) as of October 31, 2007. Based on this evaluation, our Chief Executive
Officer and Acting Chief Financial Officer concluded that our disclosure controls and procedures were effective as of
October 31, 2007 in alerting them on a timely basis to material information relating to us (including our consolidated
subsidiaries) required to be included in our periodic filings under the Exchange Act.
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There were no significant changes in our internal control over financial reporting or in other factors that occurred
during our last fiscal quarter that materially affected, or are reasonably likely to materially affect, our internal control
over financial reporting.
PART II. OTHER INFORMATION
Item 1. Legal Proceedings
Drummond Coal Co. Litigation

Approximately 115,000 acres of CBM rights of BPI Energy, Inc. (�BPI�) that are located at the Northern Illinois Basin
Project are currently subject to litigation. To date, BPI has drilled one well on this acreage, a test well that was drilled
in September 2006.
In 2004, BPI and affiliates of the Drummond Coal Co. (�Drummond�), including IEC (Montgomery), LLC (�IEC�),
entered into a letter of intent to obtain coal and CBM gas rights for one another in the Illinois Basin and to work
together in a relationship in which BPI would produce CBM from coal beds prior to the Drummond affiliates� mining
of coal from those beds. Pursuant to and in reliance upon this letter of intent and its relationship with Drummond, BPI
arranged for the transfer of 163,109 acres of coal rights to the Drummond affiliates for a total purchase price of
$5,845,500, which BPI believes reflects a significant discount to current market prices. In light of its obligations to
Drummond, BPI charged no profit on its transfer of the coal rights to the Drummond affiliates.
Rather, in consideration for obtaining those coal rights, the Drummond affiliates were to lease approximately 115,000
acres of CBM rights to BPI for a primary lease term of 20 years and with favorable royalty rates. Although the
Drummond affiliates entered into two CBM leases with BPI on April 26, 2006, they have since sought in various ways
to void or terminate the leases.
Drummond affiliates IEC and Christian Coal Holdings, LLC (�Christian�) filed suit against BPI on February 9, 2007 in
the United States District Court for the Northern District of Alabama, claiming that BPI has breached the CBM leases
in various ways. On May 14, 2007, the Court granted BPI�s motion to dismiss the case in its entirety on the ground of
improper venue. IEC and Christian did not appeal that decision.
On March 13, 2007, BPI filed suit against IEC, Christian and additional Drummond affiliates Shelby Coal Holdings,
LLC, Clinton Coal Holdings, LLC and Marion Coal Holdings, LLC in the United States District Court for the
Southern District of Illinois. At the court�s direction, BPI filed an amended complaint, and subsequently filed a second
amended complaint that named BPI Energy Holdings, Inc. as an additional plaintiff, named Drummond Company Inc.
and Drummond affiliate Vandalia Energy, LLC as additional defendants, and asserted additional claims. In its lawsuit,
BPI seeks to rescind its transfers of coal rights to the Drummond affiliates for failure of consideration due to the
Drummond affiliates� efforts to avoid the CBM leases, has asserted claims for money damages for breach of the
various agreements between the parties (including the CBM leases), breach of fiduciary duty, unjust enrichment,
promissory estoppel, and tortious interference with contracts, and seeks to pierce the corporate veil to recover from
Drummond and IEC for the actions of the other Drummond affiliates. The defendants filed a motion to dismiss the
second amended complaint, which has been fully briefed and awaits a decision by the Court. The parties are currently
engaged in written discovery. The Company anticipates that if the Court denies all or part of the motion to dismiss,
Drummond and its affiliates will file counterclaims against BPI for breach of the CBM leases, citing the same bases
set forth in the Alabama lawsuit.
The Company believes that Drummond and its affiliates, after having received favorable coal rights in exchange for
favorable CBM rights, now wish to obtain a significant windfall by seeking to renege on the CBM rights that they
were obligated to grant to BPI.
If the Drummond affiliates reinstitute their claims against BPI, the Company believes that it will be successful in
defending against their claims of breach. However, there can be no assurance that the Company will be successful in
maintaining these acreage rights. The loss of these acreage rights would not have a material impact on the Company�s
financial position, results of operations or cash flows.
ICG Litigation

In November 2004, BPI entered into a farm-out agreement under which it acquired the right to develop certain CBM
in Macoupin and Perry Counties in Illinois. The farm-out agreement covers 41,253 acres of CBM rights in Macoupin
County and 22,997 acres of CBM rights in Perry County. The farmor was Addington Exploration, LLC, which leased
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the CBM rights from Meadowlark Farms, Inc. and Ayrshire Land Company. Meadowlark and Ayrshire went into
bankruptcy, and ICG Natural Resources, LLC purchased their assets, including the CBM rights underlying the
Addington leases. On April 9, 2007, ICG filed suit against BPI in Perry County,
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Illinois, in an effort to avoid the Addington leases, claiming that there was a lack of consideration at the time they
were originally entered into. BPI is defending on the grounds of estoppel by deed: that ICG acquired the CBM rights
subject to those leases, as set forth in the deed from Ayrshire and Meadowlark to ICG, the purchase agreement
between those parties, and numerous bankruptcy court filings and orders associated with the approval of the sale.
Addington was subsequently acquired by Nytis Exploration Company, LLC, which has intervened in the action. Both
BPI and Addington will file a motion for summary judgment based upon estoppel by deed. BPI has recently learned
that, subsequent to filing suit, ICG may have transferred its Perry County coal and CBM rights to Arch Minerals,
which is not currently a party to the lawsuit. It is unknown whether Arch will challenge the farm-out agreement. To
date, BPI has drilled 10 pilot wells, one water disposal well and three test wells on the acreage covered by the
farm-out agreement.
We believe that we will be successful in defending against ICG�s claims; however, there can be no assurance that we
will be successful in retaining the acreage under this farm-out agreement. The loss of these acreage rights would not
have a material impact on our financial position, results of operations or cash flows.
Item 1A. Risk Factors
There are no material changes to the risk factors previously reported in our Annual Report on Form 10-K for the fiscal
year ended July 31, 2007. For more information regarding such risk factors, please refer to Item 1A of our Annual
Report on Form 10-K for the fiscal year ended July 31, 2007.
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
None.
Item 3. Defaults Upon Senior Securities
None.
Item 4. Submission of Matters to a Vote of Security Holders
None.
Item 5. Other Information
None.
Item 6. Exhibits

10.1 First Amendment to Advancing Term Credit Agreement, dated as of November 29, 2007, by and among BPI
Energy, Inc., as Borrower, BPI Energy Holdings, Inc., as Guarantor, and GasRock Capital LLC, as Lender
(Filed as Exhibit 10.1 to the Current Report on Form 8-K of BPI Energy Holdings, Inc. filed with the SEC on
December 4, 2007 and incorporated herein by reference).

31.1 Section 302 Certification of the Chief Executive Officer (Principal Executive Officer).

31.2 Section 302 Certification of the Acting Chief Financial Officer (Principal Financial Officer).

32.1 Section 906 Certification of the Principal Executive Officer and Principal Financial Officer.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

BPI ENERGY HOLDINGS, INC.

Date: December 17, 2007 /s/ James G. Azlein  
James G. Azlein, 
President and Chief Executive Officer 

/s/ Randall L. Elkins  
Randall L. Elkins, 
Controller and Acting Chief Financial
Officer 
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