





Effective January 1, 2007, the Company adopted the Canadian Institute of Chartered Accountants (“CICA”) Section 1530, “Comprehensive Income,”
Section 3251, “Equity,” Section 3855, “Financial Instruments — Recognition and Measurement,” Section 3861, “Financial Instruments — Disclosure
and Presentation” and Section 3865, “Hedges.” The Company has adopted these standards prospectively.

Upon adoption of Section 3855, all financial instruments are classified into one of the following five categories: held-for-trading, loans and
receivables, held-to-maturity investments, available-for-sale financial assets or other financial liabilities. Subsequent measurement of the financial
instruments is based on their initial classification. Held-for-trading financial assets are measured at fair value and changes in fair value are recognized
in net income. Available-for-sale financial instruments are measured at fair value with changes in fair value recorded in other comprehensive income
until the instrument is derecognized or impaired. All risk management contracts are recorded in the balance sheet at fair value unless they qualify

for the normal sale and normal purchase exemption. All changes in their fair value are recorded in net income unless cash flow hedge accounting is
used, in which case changes in fair value are recorded in other comprehensive income until the underlying hedged transaction is recognized in net
income. Any hedge ineffectiveness is immediately recognized in net income. The Company has elected not to use cash flow hedge accounting on its
risk management contracts with financial counterparties resulting in all changes in fair value being recorded in net income. The other categories of
financial instruments are recognized at amortized cost using the effective interest rate method.

Upon adoption of these standards, the Company classified its cash and cash equivalents as held-for-trading, which are measured at fair value which
equals the carrying value. Accounts receivable are classified as loans and receivables, which are measured at amortized cost. Accounts payable and
bank debt are classified as other financial liabilities, which are measured at amortized cost.

Upon issuance, the Company’s convertible debentures are classified into equity and financial liability components on the balance sheet at their fair
value. The convertible debentures are classified as other financial liabilities. The financial liability, net of issuance costs, is accreted, which is included
within interest expense over the maturity of the debentures using the effective interest rate method.

For financial assets and financial liabilities that are not classified as held-for-trading, the transaction costs that are directly attributable to the
acquisition or issue of a financial asset or financial liability are adjusted to the fair value initially recognized for that financial instrument. These costs
are expensed using the effective interest rate method and are recorded within interest expense.

The Company has elected to account for its physical commodity sales contracts held for the purpose of receipt or delivery of non-financial items in
accordance with its expected purchase, sale or usage requirements as executory contracts on an accrual basis rather than as non-financial derivatives.
Prior to adoption of the new standards, physical receipt and delivery contracts did not fall within the scope of the definition of a financial instrument
and was also accounted for as executory contracts.

Section 1530 establishes standards for reporting and presenting comprehensive income which is defined as the change in equity from transactions
and other events from non-owner sources. Other comprehensive income refers to items recognized in comprehensive income but that are excluded
from net income calculated in accordance with GAAP. Other comprehensive income includes any change in fair value of the effective portion of the
risk management contracts designated as hedging items in a cash flow hedge, the change in fair value of any available for sale financial instruments
and foreign exchange gains and losses arising from the translation of self-sustaining foreign operations. The Company has restated prior periods to
include the impact of its cumulative translation adjustment on its self-sustaining Colombian operation as accumulated other comprehensive income.

These standards adopted effective January 1, 2007 had no impact on the Company’s retained earnings as at January 1, 2007.

The Company also adopted Section 3251, “Equity” and Section 1506, “Accounting Changes.” Section 3251 replaces Section 3250, “Surplus,”

and describes standards for the presentation of equity and changes in equity for reporting period as a result of the application of Section 1530,
“Comprehensive Income.” Section 1506, “Accounting Changes,” requires entities to provide disclosure when an entity has not applied a new source
of GAAP that has been issued but is not yet effective. This is the case with Section 3862, “Financial Instruments Disclosures” and Section 3863,
“Financial Instruments Presentations” which are required to be adopted for fiscal years beginning on or after October 1, 2007. The Company adopted
these standards effective January 1, 2008 and it is expected the only effect on the Company will be incremental disclosures regarding the significance
of financial instruments for the entity’s financial position and performance; and the nature, extent and management of risks arising from financial
instruments to which the entity is exposed.

The Company has adopted CICA's Section 3062 “Goodwill and Other Intangible Assets.” Goodwill represents the excess of the purchase price of a
business over the fair value of net assets acquired and is recorded at the time of acquisition. Goodwill is assessed by the Company for impairment
at least each year end. If the fair value of the business is less than the book value, a second test is performed to determine the amount of the
impairment. The amount of the impairment is determined by deducting the fair value of the business’ assets and liabilities from the fair value of the
business to determine the implied fair value of goodwill and comparing that amount to the book value of goodwill. Any excess of the book value of
goodwill over the implied fair value is the impairment amount and will be charged to income in the period of the impairment.

Section 1535, “Capital Disclosures” is effective for annual periods beginning on or after October 1, 2007 and establishes standards for disclosing
information about the Company’s capital and how it is managed. It requires disclosures of the Company’s objectives, policies and processes for
managing capital, the quantitative data about what the Company regards as capital, whether the Company has complied with any capital requirements
and if it has not complied, the consequences of such non-compliance. The Company adopted this standard effective January 1, 2008 and expects the
only effect will be incremental disclosures on the Company’s capital and how it is managed.

In February 2008, the CICA issued Section 3064, “Goodwill and Intangible Assets,” replacing Section 3062, “Goodwill and Other Intangible Assets”
and Section 3450, “Research and Development Costs.” Various changes have been made to other sections of the CICA Handbook for consistency
purposes. The new Section will be applicable to financial statements relating to fiscal years beginning on or after October 1, 2008. Accordingly,

the Company will adopt the new standards for its fiscal year beginning January 1, 2009. It establishes standards for the recognition, measurement,
presentation and disclosure of goodwill subsequent to its initial recognition and of intangible assets by profit-oriented enterprises. Standards
concerning goodwill are unchanged from the standards included in the previous Section 3062. The Company is currently evaluating the impact of the
adoption of this new Section on its consolidated financial statements. The Company does not expect that the adoption of this new Section will have a
material impact on its consolidated financial statements.

The Accounting Standards Board has confirmed the convergence of Canadian GAAP with International Financial Reporting Standards (“IFRS”) will be
effective January 1, 2011. The Company will continue to monitor the transition process but due to the extended period of time until implementation,
the Company cannot assess the impact of the adoption of IFRS at this time.
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NOTE 4 - CAPITAL ASSETS

Accumulated Depletion

December 31, 2007 Cost and Depreciation Net Book Value

Oil and natural gas assets
Canada $ 551,647 $ 142,719 $ 408,928
Heavy Oil 248,186 - 248,186
Colombia (Petrominerales) 323,073 78,458 244,615
Corporate and other 7,271 6,116 1,155
$ 1,130,177 $ 227,293 $ 902,884

Accumulated Depletion

December 31, 2006 Cost and Depreciation Net Book Value

Qil and natural gas assets
Canada $ 247831 $ 95563 $ 152,268
Heavy Oil 85,976 - 85,976
Colombia (Petrominerales) 210,698 53,812 156,886
Corporate and other 6,364 5,193 1,171
$ 550,869 $ 154,568 $ 396,301

The Company capitalized interest in relation to its initial Whitesands project totalling $10.7 million for the year ended December 31, 2007 (2006 —
$3.4 million).

At December 31, 2007, oil and natural gas assets included $342.3 million (2006 — $116.0 million) relating to unproved properties in Canada, which
are primarily costs related to the Company’s Whitesands project, and $43.8 million (2006 — $16.8 million) related to unproved properties in Colombia
that have been excluded from the depletion calculation.

An impairment test calculation was performed for each of the Canadian and Colombian cost centres at December 31, 2007 in which the estimated
undiscounted future net cash flows associated with the proved reserves exceeded the carrying amounts. In determining the undiscounted future net
cash flows for each cost centre, the Company utilized benchmark pricing forecasts from two reserve evaluators, one for Canadian assets and one for
Colombian assets. The benchmark prices used in their forecasts at December 31, 2007 are outlined in the following table:

Canada Colombia

WTI Crude Oil @ AECO Natural Gas WTI Crude Oil @

Year (US$/bbl) ($/mcf) (US$/bbl)
2008 89.61 6.51 90.00
2009 86.01 7.22 86.52
2010 84.65 7.69 84.87
2011 82.77 7.70 83.32
2012 82.26 761 82.78
Thereafter inflation % change ~2% ~2% 2%

(1) Actual prices used in the impairment tests were adjusted for crude oil quality differentials, natural gas heat content, transportation and marketing costs specific to the
Company’s operations. The US$/$ exchange rate used for all years was 1.00.
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NOTE 5 - WHITESANDS ACQUISITION

On June 11, 2007, Petrobank acquired all of the shares of the Company’s Whitesands subsidiary that were held by minority shareholders for
$120 million ($120.3 million including costs), increasing Petrobank’s ownership of Whitesands from 84 percent to 100 percent.

This transaction has been accounted for using the purchase method whereby the assets acquired and the liabilities assumed are recorded at fair
values. The Company has historically consolidated the book value of Whitesands and accordingly has reflected a reduction of non-controlling
interests previously recognized on the Company’s balance sheet. The following table summarizes the net assets acquired pursuant to the Whitesands
acquisition:

Amount
Capital assets $ 121,228
Net working capital (613)
Asset retirement obligations (615)
Goodwill 28,119
Future income tax liability (27,869)
Total acquisition cost $ 120,250

NOTE 6 — BANK DEBT

The Company’s secured Canadian credit facilities combined borrowing limit totals $230 million. The facilities are comprised of a $150 million reserve-
based revolver and a $60 million oil sands resource-based revolver with terms ending on July 27, 2008, extendable by the lenders for an additional
year, and a $20 million revolving demand loan. If the lenders decide not to extend the term, the drawn amounts become due on July 27, 2009. The
$150 million facility bears interest at rates between LIBOR (London InterBank Offered Rate) plus 1.1 percent and LIBOR plus 2.15 percent depending
on debt-to-EBITDA (earnings before interest, taxes, depreciation, and amortization) levels. The $60 million facility bears interest at LIBOR plus

2.5 percent, and the $20 million facility bears interest at rates between LIBOR plus 1.8 percent and LIBOR plus 2.325 percent depending on debt-to-
EBITDA levels. The facilities are secured by a $300 million demand debenture and a securities pledge on the Company’s subsidiaries with ownership
of Whitesands Insitu Partnership’s oil sands assets and the THAI™ technology. The borrowing bases under these facilities are typically reviewed
semi-annually.

At December 31, 2007, Petrominerales had drawn US$10.0 million on its secured credit facility ($9.2 million — net of financing costs). The borrowing
base under this facility was US$50 million as at December 31, 2007 and subsequent to year end is being increased to US$80 million. The facility
bears interest at a rate equal to LIBOR plus 3.0 percent per annum. The facility is secured by a pledge over all property of Petrominerales. The
borrowing base is reviewed semi-annually.

Petrominerales also has a US$7.2 million operating line of credit under which Petrominerales can borrow at the fixed term deposit rate set by the Central
Bank of Colombia plus six percent. Advances under the facility are collateralized by a promissory note provided by Petrominerales. Petrominerales has
used US$5.5 million of its operating lines of credit for letters of credit to guarantee work commitments under exploration blocks.

NOTE 7 — CONVERTIBLE DEBENTURES

Petrobank

On May 4, 2007, Petrobank issued US$250 million of convertible debentures due on May 7, 2012. The debentures are convertible into common
shares of Petrobank at a conversion price of US$28.4902 per share, which represented a 40 percent conversion premium to the Company’s share
price when initially priced, and have an annual coupon of 3.0 percent. Interest on the debentures is payable semi-annually. Upon conversion, a total
of approximately 8,774,947 common shares may be issued, subject to normal provisions for adjustments of the conversion price such as a special
distribution to shareholders or upon a change of control of the Company. Petrobank has an option to force conversion of the debentures at the
prevailing conversion price after May 4, 2010, should the price of the Company’s common shares exceed 120 percent of the prevailing conversion
price for at least 20 trading days within a 30-day trading period.

Petrobank’s debentures have been classified into their debt and equity components based on fair values. On issuance, this resulted in $205.3 million
being classified as a liability and $64.1 million being classified as equity. The liability portion will accrete up to the principal balance at maturity.

The accretion, and the interest accrued are expensed as interest expense in the consolidated statement of operations, creating an effective yield of
9.4 percent. If the debentures are converted to common shares, the relative portion of the value of the conversion feature under shareholders’ equity
will be reclassified to common share capital along with the principal amounts converted.

NOTES TO THE 2007 CONSOLIDATED FINANCIAL STATEMENTS 25



Petrominerales

On December 6, 2007, Petrominerales issued US$100 million of convertible debentures due December 6, 2010. The debentures are convertible

into common shares of Petrominerales at a conversion price of US$27.3485 per Petrominerales share, which represented a 38 percent conversion
premium to the share price of Petrominerales when initially priced, and have an annual coupon of 3.375 percent. Interest on the debentures is payable
semi-annually. Upon conversion, a total of 3,656,508 Petrominerales common shares may be issued, subject to normal provisions for adjustments of
the conversion price such as a special distribution to shareholders or upon a change of control of Petrominerales. Petrominerales has an option to force
conversion of the debentures at the prevailing conversion price after December 6, 2009, should the price of Petrominerales’ common shares exceed
130 percent of the prevailing conversion price of the debentures over a specified period.

Petrominerales’ debentures have been classified into their debt and non-controlling interests components based on fair values. On issuance, this
resulted in $82.4 million being classified as a liability and $12.6 million being classified as non-controlling interests. The liability portion will accrete
up to the principal balance at maturity. The accretion, and the interest accrued are expensed as interest expense in the consolidated statement of
operations, creating an effective yield of 9.7 percent.

The following table summarizes the accumulated accretion and the debentures’ liability, non-controlling interests and equity components at
December 31, 2007:

Petrobank Petrominerales Total

Gross proceeds $ 276,725 $ 98,780 $ 375,505
Costs (7,942) (3,835) (11,777)
Tax effect of equity component of issue costs 572 - 572
Net proceeds $ 269,355 $ 94,945 $ 364,300
Fair value of equity component on issuance 64,089 12,582 76,671
Value attributed to liability component on issuance 205,266 82,363 287,629
Accretion to December 31, 2007 6,926 322 7,248
Change in exchange rate (22,299) 19 (22,280)
Balance of liability component, December 31, 2007 $ 189,893 $ 82,704 $ 272,597

(1) The fair value of the equity component related to the Petrominerales issuance is reflected as non-controlling interests on the consolidated balance sheet.

NOTE 8 — OBLIGATIONS UNDER GAS SALE CONTRACT

The Company assumed a physical natural gas sales contract upon the acquisition of Barrington Petroleum Ltd. in 2001. The Company recorded a
liability for these obligations at that time, which is being amortized to oil and natural gas revenues over the term of the related contract (Note 14).

NOTE 9 — ASSET RETIREMENT OBLIGATIONS

The total future asset retirement obligations were estimated by management based on the Company’s net ownership interest in all wells,
gathering lines and facilities, estimated costs to reclaim and abandon the wells and facilities and the estimated timing of the costs to be incurred
in future periods.

Changes to asset retirement obligations were as follows:

2007 2006

Asset retirement obligations, beginning of year $ 10,520 $ 7,931
Obligations incurred 1,763 1,075
Obligations settled (1,035) (431)
Accretion expense 883 657
Changes in estimated future cash flows and other 123 1,288
Asset retirement obligations, end of year $ 12,254 $ 10,520

The obligations have been calculated using an inflation rate of two percent in Canada and four percent in Colombia, and discounted using a credit-
adjusted risk free rate of eight percent per annum in Canada and nine percent per annum in Colombia. Most of these obligations are not expected to
be paid for several years extending up to 45 years in the future in Canada and 15 years in the future in Colombia, and are expected to be funded from
general resources of the Company and Petrominerales at their respective settlement dates. The total undiscounted amount of estimated cash flows
required to settle the obligations at December 31, 2007 is $49.1 million (2006 — $33.4 million) for the obligations in Canada and US$6.5 million
(2006 — US$3.1 million) for the obligations in Colombia.
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NOTE 10 - TAXES

The provision for income taxes differs from the amount that would have been expected by applying expected statutory corporate income tax rates to

income before taxes and non-controlling interests. The principal reasons for this difference are as follows:

Years ended December 31, 2007 2006
Income before taxes and non-controlling interests $ 101,670 $ 27597
Statutory income tax rate 32.12% 33.01%
Expected tax expense $ 32,656 $ 9,110
Increase (decrease) in income tax provision resulting from:
Enhanced foreign tax allowances (13,124) -
Future tax asset recognized (8,122) (6,967)
Change in tax rates (7,904) (3,635)
Non-deductible expenses 3,663 392
Non-taxable foreign exchange gain (3,581) -
Stock-based compensation 2,119 1,167
Change in tax pool estimates and other 66 476
Future income tax provision 5,773 543
Taxes 3,784 2,264
Total tax expense $ 9,557 $ 2,807

The components of the Company’s future income tax assets and liabilities arising from temporary differences are as follows:

As at December 31, 2007 2006
Future Income Future Income Future Income Future Income
Tax Assets Tax Liabilities Tax Assets Tax Liabilities
Capital assets $ - $ 62,037 $ - $ 24,254
Convertible debentures - 2,810 - -
Investment tax credits 8,850 - 8,797 -
Non-capital losses 9,302 - 15,025 -
Share issue costs 3,212 - 2,717 -
Asset retirement obligations 3,202 - 3,117 -
Risk management liability 1,473 - - -
Obligations under gas sale contract 1,111 - 1,418 -
Other 72 - 89 -
27,222 64,847 31,163 24,254
Valuation allowance (9,566) = (10,711) -
$ 17,656 $ 64,847 $ 20,452 $ 24254

The Company has reflected its future income tax liability, net of future tax assets and the valuation allowance relating to its Colombian operations, on

the consolidated balance sheet.

A reduction in Canadian tax rates was substantively enacted in December 2007 resulting in a future income tax recovery. Based on Colombian tax
reforms enacted on December 27, 2006, tax losses may be carried forward without limitations to offset to taxable income; the presumptive income tax
rate was reduced from six percent to three percent on the prior tax year’s net tax equity; the seven percent remittance tax was eliminated; a

1.2 percent equity tax was introduced, the income tax rate was reduced from 38.5 percent to 34 percent in 2007, and to 33 percent for subsequent

years; and, the special deduction for the acquisition or construction of real fixed assets was increased to 40 percent from 30 percent.

As at December 31, 2007 non-capital losses totalled $11.8 million in Canada and expire between 2009 and 2027. In Colombia, non-capital losses

totalled US$19.2 million and expire between 2008 and 2011.
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NOTE 11 — NON-CONTROLLING INTERESTS

The components of the Company’s non-controlling interests are as follows:

WHITESANDS Petrominerales Total

Balance at December 31, 2005 $ 8,406 $ - $ 8,406
Sale of interest - 63,482 63,482
Contributed from non-controlling interest 8,119 - 8,119
Attributable income - 1,684 1,684
Stock-based compensation - 600 600
Balance at December 31, 2006 $ 16,525 $ 65,766 $ 82,291
Attributable income - 10,686 10,686
Stock-based compensation - 1,446 1,446
Contributed from non-controlling interest 2,458 - 2,458
Acquisition of non-controlling interest (Note 5) (18,983) - (18,983)
Issuance of common shares ¥ - 58,817 58,817
Issuance of convertible debentures @ - 12,582 12,582
Balance at December 31, 2007 $ - $ 149,297 $ 149,297

(1) In September 2007, Petrominerales issued 5,060,000 common shares at a price of $12.05 per common share for gross proceeds of $61.0 million (net — $58.0 million).
This amount also includes the exercise of Petrominerales stock options.

(2) In December 2007, Petrominerales issued US$100 million of convertible debentures. The amount relates to the equity portion recorded by Petrominerales.
NOTE 12 - SHARE CAPITAL
Authorized

Unlimited number of common shares.

Unlimited number of preferred shares, issuable in series.

Common Shares

Common Share Continuity Number Amount
Balance at December 31, 2005 63,219,721 $ 123,262
Exercise of stock options 862,450 2,998
Exercise of warrants 945,700 3,783
Issued in connection with secondary listing 2,597,403 33,377
Issued in December 2006 @ 4,500,000 87,750
Share issue costs - (7,855)
Tax effect of share issue costs - 2,438
Options settled with cash @ - (3,074)
Transfer from contributed surplus related to stock options exercised - 1,343
Balance at December 31, 2006 72,125,274 $ 244,022
Issued © 4,000,000 84,000
Share issue costs - (4,466)
Tax effect of share issue costs - 1,362
Exercise of stock options 1,125,463 5,145
Exercise of deferred common shares 20,000 1
Transfer from contributed surplus related to stock options and deferred common shares exercised - 1,823
Tax benefit renounced to shareholders & - (9,849)
Balance at December 31, 2007 77,270,737 $ 322,038
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1

7,000 share purchase warrants that expired without being exercised.
(2) In February 2006, the Company closed an issuance of 2.6 million common shares for net proceeds of $30.2 million.

A total of 945,700 share purchase warrants were exercised in 2006 before they expired on May 6, 2006, resulting in total cash proceeds of $3.8 million. There were

(3) In December 2006, the Company closed an issuance of 3.0 million common shares at a price of $17.75 per share, and 1.5 million flow-through common shares at a
price of $23.00 per share for gross proceeds of $87.8 million. The Company renounced $34.5 million of resource expenditures to flow-through share investors effective
December 31, 2006. The tax effect of those expenditures was recorded in 2007. The Company had until December 31, 2007 to incur those expenditures.

(4) The Company approved the exercise of certain Petrobank stock options, which were settled with cash for Petrominerales employees who invested in the initial public

offering of Petrominerales.

(5) In April 2007, the Company issued 4.0 million common shares at a price of $21.00 per common share for gross proceeds of $84.0 million.

Contributed Surplus

Changes in Contributed Surplus Amount
Balance at December 31, 2005 $ 1,573
Stock-based compensation 2,936
Transfer from contributed surplus related to stock options exercised (1,343)
Balance at December 31, 2006 $ 3166
Stock-based compensation 5,153
Transfer from contributed surplus related to stock options exercised (1,823)
Balance at December 31, 2007 $ 6,496
Accumulated Other Comprehensive Income
Changes in Accumulated Other Comprehensive Income Amount
Balance at December 31, 2005 $ -
Cumulative translation adjustment (Note 3) (10,627)
Balance at December 31, 2006 $ (10,627)
Unrealized loss on translation of financial statements of self-sustaining foreign operations 31,147
Balance at December 31, 2007 $ (41,774)

Stock Options

The Company has established a stock option plan whereby the Company may grant stock options to its directors, officers, employees and consultants.
The plan allows for the issuance of up to 10 percent of the outstanding common shares of the Company. The exercise price of each option is no less
than the five day weighted average trading price of the Company’s common shares on the Toronto Stock Exchange prior to the date of grant. Stock
option terms are determined by the Company’s Board of Directors but typically, options vest evenly over a period of four years from the date of grant

and expire between five and 10 years after the date of grant.

The following is a continuity of stock options outstanding:

2007 2006
Weighted-Average Weighted-Average
Stock Options Exercise Price Stock Options Exercise Price
Opening 4,262,387 $ 7.65 4,138,526 $ 3.83
Granted 849,500 29.39 1,546,000 15.81
Exercised (1,125,463) 4.57 (862,450) 3.48
Cancelled (149,375) 19.32 (291,126) 1191
Settled for cash - - (268,563) 453
Closing 3,837,049 $ 1291 4,262,387 $ 7.65
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The following summarizes information about stock options outstanding as at December 31, 2007:

Stock Options Outstanding Stock Options Exercisable
Weighted-Average
Remaining
Range of Contractual Life Weighted-Average Weighted-Average
Exercise Prices Number (Years) Exercise Price Number Exercise Price
1.50-9.99 1,882,799 1.9 $ 391 1,024,675 $ 3.49
10.00-19.99 1,205,750 6.1 15.93 196,688 15.89
20.00-29.99 422,000 6.3 25.60 - -
30.00-54.33 326,500 7.0 37.27 42,500 35.33
3,837,049 4.1 $ 12.91 1,263,863 $ 6.49

Deferred Common Share Compensation Plan

The Company has a deferred share compensation plan whereby the Company may grant deferred common shares to its directors, officers and
employees. The plan allows holders to receive one common share upon payment of $0.05 per share. The deferred common shares vest after three
years or immediately upon resignation or retirement, and expire 10 years from the date of grant. Up to 0.5 million deferred common shares have been
approved for issuance under this plan.

The following is a continuity of deferred common shares outstanding:

2007 2006

Opening 150,500 140,000
Granted 24,750 10,500
Exercised (20,000) -
Closing 155,250 150,500

Stock-Based Compensation

The fair value of Petrobank stock options and deferred common shares granted have been estimated on their respective grant dates using the Black-
Scholes option-pricing model using the following assumptions:

Years ended December 31, 2007 2006
Risk free interest rate 4.0% - 4.5% 4.5% -5.0%
Dividend rate 0% 0%
Expected life — options (years) 315 35-4
Expected life — deferred common shares (years) 8 8
Expected volatility 40% - 42.5% 40%

The average fair value per stock option granted during the year was $10.90 (2006 — $5.32) as at the date of grant. The average fair value per deferred
common share granted during the year was $23.02 (2006 — $13.97) as at the date of grant.

Stock-based compensation expense for the year ended December 31, 2007 totalled $6.6 million (2006 — $3.5 million), of which $1.4 million (2006 —
$0.6 million) related to Petrominerales.
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Earnings Per Share

The following tables summarize the net income and weighted average number of common shares used in calculating basic and diluted earnings per
share.

Years ended December 31, 2007 2006

Net income adjustments

Net income, basic $ 81,427 $ 23,106
Interest expense on Petrobank’s convertible debentures 3,529 -
Tax effect (1,134) -
Impact of Petrominerales dilution on net income (788) -

Net income, diluted $ 83,034 $ 23,106

Weighted average common share adjustments

Weighted average common share outstanding, basic 75,552,264 66,722,786
Effect of convertible debentures 5,817,910 -
Effect of stock options and deferred common shares 2,429,880 2,369,553

Weighted average common share outstanding, diluted 83,800,054 69,092,339

NOTE 13 - TECHNOLOGY PARTNERSHIPS CANADA FINANCING

Technology Partnerships Canada (“TPC”) has committed to invest up to $9.0 million towards the development and field demonstration of the
Company’s THAI™ technology at the Whitesands project. Under the TPC funding commitment, TPC has agreed to contribute 20.134 percent of
eligible expenditures for the Whitesands project to a maximum of $9.0 million. In the year ended December 31, 2006 the Company recorded a
benefit of $3.1 million which resulted in the maximum benefit of $9.0 million being reached. For the year ended December 31, 2007, cash totalling
$1.2 million (2006 — $6.9 million) was received bringing the total cash received to $8.1 million as at December 31, 2007. The $9.0 million benefit
has been recorded as a reduction of capital assets. Upon commercialization of the THAI™ technology TPC is entitled to receive a royalty based on
three separate revenue streams. The first stream is based on three percent of the initial Whitesands project revenues earned after January 1, 2006
with initial payments due May 1, 2010.

The second stream is based on 0.6 percent of Whitesands Insitu Partnership revenues (excluding initial project revenues) earned after

January 1, 2009 with initial payments due May 1, 2010. The third stream is based on three percent of all third-party THAI™ licensing revenues earned
after January 1, 2008 with initial payments due May 1, 2009. If, as of December 31, 2017 the cumulative royalty paid from the three royalty streams
has not reached $26.2 million, royalty payments will continue until $26.2 million has been paid or until December 31, 2022, whichever occurs first.

NOTE 14 - FINANCIAL INSTRUMENTS AND FINANCIAL RISK MANAGEMENT

The nature of the oil and natural gas operations and the issuance of debt expose the Company to fluctuations in commodity prices, foreign currency
exchange rates and interest rates. The Company manages these risks through periodic use of derivative instruments. The Board of Directors
periodically reviews the results of all risk management activities and all outstanding positions.

Credit Risk

A substantial portion of the Company’s accounts receivable are with customers and joint-venture participants in the oil and natural gas industry and
are subject to normal industry credit risks. The carrying amount of accounts receivable reflects management’s assessment of the credit risk associated
with these customers and participants. The majority of the Company’s Canadian oil production is sold to a large international marketing company,
while the majority of gas production is sold to an international oil and gas company. Colombian oil production is sold, as determined by market based
prices adjusted for quality differentials, to two counterparties, the Colombian national oil company, Ecopetrol, and a large international oil company.
Colombian oil revenue is received in Bermuda and is denominated in United States dollars. Typically, the Company’s maximum credit exposure to
customers is revenue from two months’ sales. While counterparties to risk management contracts expose the Company to losses in the event of non-
performance, the Company only deals with large credit-worthy institutions and does not anticipate non-performance by these counterparties.

Interest Rate Risk

The Company is exposed to interest rate cash flow risk on floating interest rate bank debt due to fluctuations in market interest rates and interest rate
risk on fixed rate convertible debentures. The remainder of the Company’s financial assets and liabilities are not exposed to interest rate risk.

Foreign Currency Exchange Risk

The Company is exposed to foreign currency fluctuations, as Colombian revenues are denominated in United States dollars and Colombian
expenses are denominated in United States dollars and Colombian pesos. In addition, Canadian revenues are strongly linked to United States dollar
denominated benchmark prices.
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Commodity Price Risk Management

The Company had the following risk management contracts outstanding at December 31, 2007:

Country Term Volume (Bopd) Price (US$/bbl) Benchmark
Canada Jan. 1, 2008 - Dec. 31, 2008 500 65.00 floor / 80.00 ceiling WTI
Canada Jan. 1, 2008 - Dec. 31, 2008 500 67.50 floor / 81.50 ceiling WTI
Colombia Jan. 1, 2008 - Dec. 31, 2008 500 65.00 floor / 80.00 ceiling WTI
Colombia Jan. 1, 2008 - Dec. 31, 2008 500 75.25 fixed WTI

For the year ended December 31, 2007, the mark-to-market loss recognized in net income was $10.7 million (2006 — $nil) which also represents the
carrying amount and fair value of these risk management liabilities at December 31, 2007.

Long-Term Physical Gas Sale Contract

The Company is committed to deliver 2,209 GJ per day of natural gas under an escalating price contract which expires October 31, 2012. The
wellhead price under this contract in 2007 was $4.76 per GJ and was increased to $4.95 per GJ effective January 1, 2008. As described in Note 2,
the Company applies the expected purchase and sale exemption to this contract and accordingly does not apply hedge accounting principles to

this contract.

Fair Value of Financial Instruments

The Company’s financial instruments are classified as cash and cash equivalents, accounts receivable and other current assets, accounts payable and
accrued liabilities, risk management liabilities, bank debt and convertible debentures on the balance sheet. The carrying value and fair value of these
financial instruments at December 31, 2007 is disclosed below by financial instrument category, as well as any related loss, expense or revenue for
the year ended December 31, 2007:

Financial Instrument Carrying Value Fair Value Loss Interest Expense Revenue
Assets Held For Trading
Cash and cash equivalents 171,439 171,439 - - -
Loans and Receivables
Accounts receivable and other current assets 41,745 41,745 - - -
Other assets 248 248 - - -
Liabilities Held For Trading
Risk management contracts 10,677 10,677 10,6770 - -
Other Liabilities
Accounts payable and accrued liabilities 167,917 167,917 - - -
Bank debt 29,199 29,881 - 3,171@ -
Convertible debentures 272,597 n/a® 22,2994 4,082® -
Obligations under gas sale contract 3,997 5,226 - - 826©

(1) Included in loss on risk management contracts on the statement of operations and retained earnings, statement of comprehensive income and statement of cash flow.

(2) Included in interest expense net of capitalized interest on the statement of operations and retained earnings and statement of comprehensive income. The amortization of
deferred financing costs is included on the statement of cash flow.

(3) The fair value of the convertible debentures cannot be measured reliably due to the lack of trading information and further cannot be separated in a manner that is
comparable to the carrying value of the liability components of the convertible debentures.

(4) Included in foreign exchange (gain) loss on the statement of operations and retained earnings, statement of comprehensive income and statement of cash flow.

(5) Included in interest expense net of capitalized interest on the statement of operations and retained earnings and statement of comprehensive income. The non-cash
interest expense relating to the accretion of the initial discounts and transaction costs that are netted against the liabilities are included in accretion on convertible
debentures on the statement of cash flow.

(6) Included in oil and natural gas revenues on the statement of operations and retained earnings and statement of comprehensive income. The amortization of obligations
under gas sale contract is included on the statement of cash flow.

The risk management contracts are recorded at their fair value based on quoted market prices on the balance sheet date; accordingly, there is no
difference between fair value and carrying value. Fair value of the obligations under gas sale contract is determined based on the estimated cash
payment necessary to settle the contract at the balance sheet date. Cash payments are calculated based on discounted cash flow analysis using
prevailing market prices at the time. Bank debt is recorded on the balance sheet net of deferred financing costs which results in a difference between
carrying value and the fair value. Due to the short term nature of cash and cash equivalents, accounts receivable and other current assets, other
assets, accounts payable and accrued liabilities, their carrying values approximate their fair values.
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NOTE 15 - CHANGES IN NON-CASH WORKING CAPITAL

Years ended December 31, 2007 2006
Change in:

Accounts receivable and other current assets $ (28,198) $ 8,180

Accounts payable and accrued liabilities 109,185 (102)

Depletion related to other current assets 362 -

Accrued financing items - 3,136

$ 81,349 $ 11,214

Changes relating to:

Attributable to operating activities $ 10,716 $ 3,046
Attributable to financing activities (Note 13) $ 1,178 $ 6,921
Attributable to investing activities $ 69,455 $ 1,247

NOTE 16 - ACQUISITION OF PEERLESS

On January 28, 2008, Petrobank acquired all of the issued and outstanding shares of Peerless Energy Inc. (“Peerless”) for a cash payment of
$61.6 million, the assumption of debt and working capital deficiency of approximately $61.0 million and through the issuance of 4,931,672 common
shares of Petrobank. The purchase method will be used to account for the acquisition.

NOTE 17 - COMMITMENTS AND CONTINGENCIES

Pursuant to current exploration contracts, Petrominerales has work commitments, to be completed by March 31, 2009, totalling US$35.4 million.
The work commitments are normal course of business exploration activities that include acquisition and processing of seismic data and drilling of
exploration wells. Petrominerales has secured five drilling rigs and two completion rigs with contract terms expiring April 2008 through

November 2009 in order to fulfill those exploration work commitments and future development plans. At December 31, 2007, the costs remaining
on these contracts totalled US$64.3 million, a significant portion which will be used to satisfy exploration work commitments. Petrominerales plans
to fund these costs with existing cash balances, cash flow from operations, and available credit facilities. Petrominerales has issued letters of credit
totalling US$5.5 million outstanding in connection with the obligations on these exploration contracts.

The Company has committed to one drilling rig under long-term contract until September 30, 2008 to facilitate the drilling program targeting the
Bakken formation in southeast Saskatchewan. At December 31, 2007, the Company had commitments of $2.1 million remaining under the terms of
the contract.

The Company is committed to spend US$1.6 million until the end of 2011 for air compression rental at the Whitesands project.

At December 31, 2007, Petrobank was committed to payments under operating leases for office space as follows:

Year

2008 $ 1,261
2009 210
Total $ 1,471

The minority shareholders that previously owned a 16 percent interest in Whitesands have indicated that they are challenging the Whitesands valuation
amount that determined the purchase price for the acquisition of their interest (Note 5). The Company considers the likelihood of liability under this
proceeding not to be determinable and, accordingly, an estimate of any contingent loss cannot be made.

The development of certain of the Company’s assets and the success of its operations are dependent on obtaining sufficient financing to fund its
working capital requirements and future capital expenditure commitments. The Company plans to fund these commitments with existing cash
balances, funds flow from operations, available credit facilities, new debt and potentially through the issuance of equity.

The Company is party to certain legal actions arising in the normal course of business, the outcome of which cannot be reasonably determined. In the
opinion of management, the resolution of these matters will not have a material effect on the Company’s financial position or results of operations.

The Company has entered into certain types of contracts, particularly those related to divestiture transactions that require it to indemnify parties
against possible third-party claims. These obligations are typically limited to the amount of sales proceeds and expire within one year in the case of
property dispositions. Management does not expect payments, if any, related to such matters to have a material effect on the Company’s financial
position or results of operations.
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NOTE 18 - SEGMENTED INFORMATION

Years ended December 31, 2007 2006
Canada Canada
and Other @ Colombia Total and Other ® Colombia Total
Revenues
Oil and natural gas $ 125,547 $ 124,819 $ 250,366 $ 49,835 $ 49,393 $ 99,228
Royalties (9,718) (11,627) (21,345) (7,047) (3,961) (11,008)
Interest income 2,832 667 3,499 510 687 1,197
Loss on risk management contracts (4,950) (5,700) (10,650) - - -
113,711 108,159 221,870 43,298 46,119 89,417
Expenses
Production 16,360 12,816 29,176 7,736 6,233 13,969
Transportation 384 - 384 439 - 439
General and administrative 5,944 6,822 12,766 3,857 4,889 8,746
Stock-based compensation 5,153 1,446 6,599 2,936 600 3,536
Interest 4,339 2,914 7,253 2,941 129 3,070
Foreign exchange loss (gain) (16,520) 516 (16,004) 17 211 228
Other 370 - 370 892 - 892
Depletion, depreciation and 48,435 31,221 79,656 16,484 14,456 30,940
accretion
64,465 55,735 120,200 35,302 26,518 61,820
Income before taxes and non-
controlling interests 49,246 52,424 101,670 7,996 19,601 27,597
Taxes - 3,784 3,784 139 2,125 2,264
Future income tax (recovery) 7,054 (1,281) 5,773 543 - 543
Income before non-controlling 49,921 92,113 7,314 17,476 24,790
interests 42,192
Income applicable to non-controlling
interests - 10,686 10,686 - 1,684 1,684
Net income $ 42,192 $ 39,235 $ 81,427 $ 7,314 $ 15,792 $ 23106
Identifiable assets $ 723,337 $ 421,098 $ 1,144,435 $ 253,998 $ 193,533 $ 447531
Capital expenditures $ 358,113 $ 152,151 $ 510,264 $ 146,470 $ 83,223 $ 229,693

(1) Canada includes Heavy Oil Business Unit capital expenditures of $54.4 million in 2007 (2006 — $58.4 million), identifiable assets at December 31, 2007 of
$281.6 million (2006 — $86.8 million), and negligible revenues and expenses as operations are considered to be in the pre-operating stage and accordingly
are capitalized.
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