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Management anticipates the Company will have adequate liquidity and capital resources to fund its capital expenditures 

through a combination of funds generated from operations and cash on hand. In the event that debt and equity markets 

continue to be difficult or a there is a prolonged down turn in commodity prices, the Company would consider strategic 

alternatives including but not limited to a strategic merger, disposition of assets, or reduction in capital program.

Summary of Quarterly results	

($ thousands, except per share amounts) 2009 2008 2007

 Q3 Q2 Q1 Q4 Q3 Q2 Q1 Q4
Petroleum and natural gas sales 1,500 4,012 4,201 1,715 1,091 1,253 748 433

Cash flow from/(used) in
operating activities

(2,422) 4,406 (1,700) (3,220) (3,327) 276 77 323

Net Loss (2,678) (582) (381) (755) (1,974) (1,438) (2,921) (1,851)
Per share – basic and diluted (0.02) (0.01) – (0.01) (0.02) (0.02) (0.03) (0.03)
Capital expenditures 11,685 7,898 6,588 5,445 3,252 138 4,871 7,394
Total boe/day 651 923 904 390 287 295 267 198
Total Assets 92,842 90,604 91,704 90,364 90,098 67,732 59,974 59,005

The increase in revenue for the previous seven quarters is due to increased production and oil prices from the Amguri 

field. The decrease in the third Quarter of 2009 is due to the sharp decrease in oil revenue combined with a decrease in 

production. The quarterly net loss has decreased in fiscal 2009 compared to 2008 and 2007 due to higher production 

volumes and commodity prices. Production has increased as a result of drilling activities by 229 percent from Q4 of fiscal 

2007. Total assets have remained relatively flat since the third quarter of 2008. The large increase in total assets in the third 

quarter of 2008 is due to the financing that closed in December 2007.

Risk and uncertainties

Exploration and Development

The exploration and development of oil and gas deposits involve a number of uncertainties that even thorough evaluation, 

experience and knowledge of the industry cannot eliminate. It is impossible to guarantee that the exploration programs of the 

Company’s properties will generate economically recoverable reserves. The commercial viability of a new hydrocarbon pool 

is dependent upon a number of factors that are inherent to reserves, such as the content and the proximity of infrastructure, 

as well as oil and gas prices, which are subject to considerable volatility, regulatory issues such as price regulation, taxes, 

royalties, import and export of oil and gas and environmental protection issues. The individual impact generated by these 

factors cannot be predicted with any certainty, but once combined, may result in non-economic reserves. The Company 

remains subject to normal risks inherent to the oil and gas industry such as unusual and unexpected geological changes in 

the parameters and variables of the petroleum system and operations.
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Operating Hazards and Risks

Exploration for natural resources involves many risks, which even a combination of experience, knowledge and careful 

evaluation may not be able to overcome. Operations in which the Company has a direct or indirect interest will be subject 

to all the hazards and risks normally incidental to exploration, development and production of resources, any of which could 

result in work stoppages, damages to persons or property and possible environmental damage. 

Although the Company has obtained liability insurance in an amount it considers adequate, the nature of these risks is such 

that liabilities might exceed policy limits, the liabilities and hazards might not be insurable, or the Company might not elect 

to insure itself against such liabilities due to high premium costs or other reasons, in which event the Company could incur 

significant costs that could have a material adverse effect upon its financial condition.

Reserve Estimates

Despite the fact that the Company has reviewed the estimated figures related to potential reserve evaluation and probabilities 

attached thereto and is of the opinion that the methods used to appraise these estimates are adequate, these figures remain 

estimates, even though they have been calculated or validated by independent appraisers. The reserves disclosed by the 

Company should not be interpreted as assurances of property life or the profitability of current or future operations given that 

there are numerous uncertainties inherent in the estimation of economically recoverable oil and gas reserves.

Fluctuating Prices

Revenues from oil and gas sales vary accordingly to the existence of cost recovery pool balances. The Company’s revenues, 

if any, are expected to be in large part derived from the extraction and sale of oil and gas. The price of oil has fluctuated 

widely, particularly in recent years, and is affected by numerous factors beyond the Company’s control, including international 

economic and political trends, expectations of inflation, war, currency exchange fluctuations, interest rates, global or 

regional consumptive patterns, speculative activities and increased production due to new extraction developments and 

improved extraction and production methods. The effect of these factors on the price of oil, and therefore the economic 

viability of any of the Company’s exploration projects, cannot be accurately predicted.
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Environmental Factors 

All phases of the Company’s operations are subject to environmental regulation in India. Environmental legislation is evolving 

in a manner which requires stricter standards and enforcement, increased fines, and penalties for non-compliance, more 

stringent environmental assessments of proposed projects and a heightened degree of responsibility for companies and their 

officers, directors and employees. The current exploration, development and production activities of the Company require 

certain permits and licenses from the Directorate General Hydrocarbons and other governmental agencies and such operations 

are, and will be, governed by laws and regulations governing exploration, development and production, labor laws, waste 

disposal, land use, safety, and other matters. There can be no assurance that all licenses and permits that the Company may 

require to carry out exploration and development of its projects will be obtainable on reasonable terms or on a timely basis, or 

that such laws and regulation would not have an adverse effect on any project that the Company may undertake.

Political Risk

The Company’s projects are located in Northeast India and consequently the Company is subject to certain risks, 

including currency fluctuations and possible political or economic unrest which may result in the disruption of exploration 

and development activities. The states of Assam, Nagaland and Arunachal Pradesh are home to strong independence 

movements. Over the past several years, varying degrees of social upheaval and criminal activity has occurred in the 

regions related to these independence movements. While the situation is presently stable in the areas in which the Company 

operates and the Company believes that it has good relationships in these areas, there can be no guarantee that the 

Company will not be affected in the future. Additionally, the continued perception that the situation has not stabilized or 

improved may hinder the Company’s ability to access capital in a timely or cost effective manner.

Retention of Key Employees

The Company is dependent on retaining the services of a small number of key personnel of the appropriate caliber as 

its business develops. The success of the Company is, and will continue to be to a significant extent, dependent on the 

expertise and experience of the directors and senior management and the loss of one or more could have a materially 

adverse effect on the Company. 

Exchange Rate Volatility

To the extent revenues and expenditures denominated in, or strongly linked to, the US dollar and the Indian Rupee (INR) 

are not equivalent; the Company is exposed to exchange rate risk. In India, the Company is exposed to the extent that US 

dollar revenues for crude oil sales do not equal US dollar expenditures and that INR revenues from natural gas sales do 

not equal INR expenditures. The Company is not currently using exchange rate derivatives to manage exchange rate risk.
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Financial Resources

The Company’s cash flow from operations may not be sufficient to fund its ongoing activities and implement its business 

plans. From time to time the Company may enter into transactions to acquire assets or the shares of other companies. 

Depending on the future exploration and development plans, the Company may require additional financing, which may 

not be available or, if available, may not be available on favorable terms. Failure to obtain such financing on a timely basis 

could cause the Company to forfeit or forego various opportunities.

Repatriation of earnings

Currently there are no restrictions on the repatriation from India of earnings to foreign entities. However, there can be no 

assurance those restrictions on repatriation of earnings from India will not be imposed in the future.

Disruptions in Production

Other factors affecting the production and sale of oil and gas that could result in decreases in profitability include: (i) 

expiration or termination of permits or licenses, or sales price redeterminations or suspension of deliveries; (ii) future litigation; 

(iii) the timing and amount of insurance recoveries; (iv) work stoppages or other labor difficulties; (v) changes in the 

market and general economic conditions, monsoon conditions, equipment replacement or repair, fires, civil unrest or other 

unexpected geological conditions that can have a significant impact on operating results. 

Financial Risk Management

The Company is exposed to financial risks due to the nature of its business and the financial assets and liabilities it holds. 

The following discussion reviews material financial risks, quantifies the associated exposures, and explains how these risks, 

and the Company’s capital, are managed. 

Additional information in respect of the Company’s risks may be found in the Annual Information Form.
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a) Market Risk

Changes in commodity prices and foreign currency exchange rates can have an impact on the Company’s earnings and 

value of financial assets and liabilities.

Commodity price risk — Commodity price risk is the risk that the fair value or future cash flows will fluctuate as a result of 

changes in commodity prices. The Company is exposed to commodity price risk due to the nature of its business. Oil and 

natural gas prices are impacted by global supply and demand, as well as political and other forces. For the majority of 

natural gas production, the Company receives a fixed price of 3,840 rupees (Rs) per 1000 m3, approximately $2.73 

per thousand cubic feet (mcf). The Company also has a contract for the life of production sharing contract to sell 12,000 

m3/d (approximately 340 mcf per day) at 2,304 Rs per 1000 m³, (approximately $1.64 per mcf). The Company is paid 

in rupees and is subject to foreign exchange fluctuations on the average price received on changes between the rupee and 

US$. Although the Company is not directly impacted by fluctuations in natural gas prices due to the nature of their contracts, 

as prices around the world increase for natural gas there is continued market pressures to increase the price received for 

natural gas in India which would benefit the Company. The Company receives world oil prices for its oil production and 

is subject to price fluctuations. Prices continue to be volatile and can undergo significant changes in relatively short time 

periods. The world oil prices and the company’s price received have declined substantially over the last nine months. 

The price received in September, 2008 was $103.24 per barrel with the average price received in December, 2008 

being $42.92 per barrel. The Company may enter into derivative commodity price contracts in order to manage its 

commodity price risk.

Based on actual sales volumes recorded for the period ended December 31, 2008, a US$1.00 per barrel increase 

(decrease) in oil prices would have increased (decreased) net earnings by $0.07 million. As the Company continues to 

increase production, earnings will become more impacted by commodity prices, primarily oil.

Foreign currency exchange rate risk – Foreign exchange rate risk is the risk that the fair value of future cash flows will fluctuate 

as a result of changes in foreign exchange rates. The reporting currency of the Company is United States dollars. Substantially 

all of the Company’s operations are in foreign jurisdictions and as a result, the Company is exposed to foreign currency 

exchange rate risk on some of its activities primarily on exchange fluctuations between the rupee and the US$. Oil revenues are 

denominated in US$, while natural gas revenues are denominated in Indian rupees. Operating and capital expenditures are 

incurred in various currencies, including, US dollars, Indian rupees and Canadian dollars. The majority of capital expenditures 

are incurred in US$ and oil revenues are received in US$ therefore the Company’s exposure to foreign exchange is minimal.

The Company may enter into derivative foreign currency contracts in order to manage foreign currency exchange rate risk, 

but has not done so to date.
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The table below shows the Company’s exposure to foreign currencies for its financial instruments:

As at December 31, 2008 Total USD INR CAD

  per FS (1) US$ Equivalent
Cash and cash equivalents 9,877 8,006 1,461 410
Restricted cash – – – –
Accounts receivable 12,403 11,747 656 –
Accounts payable (11,569) (11,062) (305) (202)
Balance sheet exposure 10,711 8,691 1,812 208

(1) denotes Financial statements

The Company believes a three percent change in the US$ against these foreign currencies would be reasonably possible 

within the next three month reporting period. A three percent strengthening of the US$ would result in a change in earnings 

as follows (an equal but opposite impact to earnings would result if the US$ weakened by three percent):

As at December 31, 2008 INR CAD

 US$ Equivalent
Decrease in earnings 54 6

b) Credit Risk

Credit risk is the risk of a financial loss to the Company if a customer or counterparty to a financial instrument fails to meet 

its contractual obligation and arises principally from joint venture partners and natural gas and oil marketers. The Company 

is exposed to credit risk in respect to its cash and cash equivalents and accounts receivable.

Cash and cash equivalents are held in operating accounts with highly rated Canadian banks and therefore the Company 

considers these assets to have negligible credit risk.

Virtually all of the Company’s accounts receivable are from counterparties in the oil and gas industry and are subject to 

normal industry credit risks. The Company’s production base is entirely in the Assam state in North East India. For both the 

Amguri and AAON/7 production sharing contracts, the Company has the same joint partner for both contracts thereby 

significantly increasing the exposure to credit risk for the Company. The Company believes credit risk from its joint venture 

partner is mitigated by the default provisions within the production sharing contracts. The default provisions are very punitive 

to the party in default and can include additional working interest reverting to the operator if certain conditions are not met 

by the defaulting party. Revenue receivables are from both government agencies in India and large international oil and 

gas companies.
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The carrying amount of cash and cash equivalents and accounts receivable represents the Company’s maximum 

credit exposure.

As at December 31, 2008, the Company’s accounts receivable is aged as follows:

Current (less than 90 days) 10,758
Past due (more than 90 days) 1,645
Total 12,403

The Company does not have an allowance for doubtful accounts, and did not write off any receivables in the nine months 

ended December 31, 2008.

c) Liquidity Risk

The Company manages its risk of not meeting its financial obligations through management of its capital structure, annual 

budgeting of its revenues, expenditures and cash flows. The Company expects its 2009 operating cash flow and cash 

on hand to exceed budgeted non-discretionary expenditures, providing added liquidity. As at December 31, 2008, the 

Company had working capital of $12.0 million.

Accounts payable arise in the normal course of business, and all amounts are due within three months or less of the balance 

sheet date.

The Company believes it has adequate cash flows and cash on hand to discharge its financial obligations.

d) Capital Management

The Company defines its capital as shareholder’s equity. The Company’s objective is to maintain a strong capital position 

in order to execute its business plan and maximize value to shareholders. Availability of capital is critical for future success 

and as such, the Company strives to maintain strong relationships with the capital investment community. Methods employed 

to adjust the Company’s capital structure could include any, all, or a combination of the following activities:

•	 Repurchase shares pursuant to a normal course issuer bid;

•	 Issue new shares through a public offering or private placement;

•	 Issue equity linked or convertible debt;

•	 Raise fixed or floating rate debt;

The Company is not subject to any externally imposed capital requirements
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Contractual obligations, commitments and contingencies

The Company has an obligation to pay the demobilization charges relating to a drilling rig used in the 2007 drilling 

campaign estimated to be $0.4 million. The Company will be required to pay the demobilization costs once the rig has 

left the Country which is expected in 2009. In the event another company contracts the rig, the Company will not be 

responsible for the demobilization charges. This obligation is not provided for in the financial statements.

The Company is negotiating a final release of the two drilling rigs used in the 2008 drilling season. Currently management 

does not believe there are any additional obligations.

Pursuant to current production sharing contracts (“PSC’s”) the Company is required to perform minimum exploration activities that 

include acquisitions and processing of seismic data and drilling of exploration wells. The Company plans to fund these costs with 

existing cash balances and cash flow from operations. These obligations have not been provided for in the financial statements. 

The Company has office lease commitments in Noida and Jorhat in India and Calgary, Canada. 

The following are the anticipated payments under the contracts:

Drilling contracts PSC’s Office leases Total

2009 $� 390 $� 3,000 $� 602 $� 3,992
2010 – 6,300 500 6,800
2011 – 3,394 187 3,581
2012 – 2,100 125 2,225
Total $� 390 $� 14,794 $� 1,414 $� 16,598

On September 20, 2007 the Company entered into an agreement with a private fund based in Jersey, Channel Islands, 

whereby the fund provided limited-recourse funding of $10.0 million for appraisal and development drilling in the Company’s 

Amguri Field in Assam, India. The funds have been expended. 

The fund does not have a participating interest in the field, nor is it responsible for future capital costs. The fund only receives 

payments based on the Company’s 60 percent share of gross revenue from the Amguri Field ranging from seven percent 

before recovery of the original $10.0 million and 3.5 percent thereafter. The agreement provides that the Company shall 

have a termination option between September 20, 2010, the third anniversary of the agreement, and December 31, 2012 

to buy back the fund’s entitlement for $15.0 million before recovery, or for $12.8 million after recovery of the fund’s initial 

$10.0 million. If this termination option is exercised by the Company, the fund will be granted, subject to TSX approval, 

5.0 million warrants to acquire 5.0 million common shares of the Company, exercisable within nine months from the date of 

issue at an exercise price of C$ 2.00 per common share. If the Company declines to exercise the termination option within 

the stated time period, the fund will retain its revenue entitlement to the Amguri field. 
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Critical accounting policies / critical accounting estimates

Canoro’s financial statements have been prepared in accordance with Canadian general accepted accounting principles. 

Certain accounting policies require management to make decisions with respect to the formulation of estimates and 

assumptions that affect the reported amounts of assets, liabilities, revenues and expenses. Canoro’s management reviews 

their estimates frequently; however, the emergence of new information and changed circumstances may result in actual 

results or changes to estimated amounts that differ materially from current estimates. Canoro attempts to mitigate this risk 

by employing individuals with the appropriate skill set and knowledge to make reasonable estimates; developing internal 

reporting systems; and comparing past estimates to actual results.

The Company’s financial and operating results include estimates of the following:

•	 Depletion, depreciation and accretion based on estimates of oil and gas reserves;

•	 �Estimated revenues, operating expenses and royalties for which actual revenues and costs have  

not yet been received;

•	 Estimated capital expenditures on projects that are in progress; and

•	 Estimated amount of the asset retirement obligation, including estimates of future costs and the timing of the costs.

Guarantees and off-balance sheet arrangements

Canoro has not entered into any off-balance sheet arrangements except for certain lease agreements entered into in the 

normal course of operations. All leases are operating leases with lease payments charged to operating expenses or general 

and administrative expenses according to the nature of the lease.

Recent Accounting Pronouncements

The following accounting pronouncements have been issued by the AcSB, but were not in effect at the date of the current 

financial statements. These pronouncements may have an impact on the Company’s future financial reporting.

Goodwill and Intangible Assets

Effective April 1, 2009, the Company will be required to adopt this standard, which replaces GAAP sections 3062 

and 3450 and provides guidance relating to the recognition, measurement, presentation and disclosure of goodwill and 

intangible assets. The Company is currently assessing the impact of this standard.



	 Q3

24

Convergence of Canadian GAAP with International Financial Reporting Standards (“IFRS”)

In February of 2008, the Canadian Accounting Standards Board confirmed January 1, 2011 as the effective date for the 

requirement to report under International Financial Reporting Standards (“IFRS”) with comparative 2010 periods converted 

as well. The Canadian Securities Administrators are in the process of examining the changes to securities rules as a result 

of this initiative. The Company has not completed development of its IFRS changeover plan, which will include an analysis 

of key GAAP differences and a plan to assess accounting policies under IFRS as well as the potential IFRS 1 exemptions.

2009 Outlook

Strategy

Canoro Resources Ltd. is engaged in the acquisition, development and exploration for, and production and marketing of 

petroleum and natural gas in India. Presently, the Company holds three properties or Production Sharing Contracts (PSC) in 

the States of Assam, and Arunachal Pradesh, India.

The Company strives to create shareholder value through the acquisition, exploration and development of prospective oil and 

gas areas in Northeast India. The Company has achieved competitive advantages in this region by focusing on relationships, 

experience, technology and good international oilfield practices. While the competition for attractive development properties 

is intense, the Company believes that this strategy is viable and offers an attractive risk-reward ratio for shareholders. The 

Company focuses on areas where the management has long-standing experience and above-average relationships. 

Additionally, to mitigate risk, the Company has entered into joint ventures with partners who provide significant technical 

and/or financial resources.

2009 Capital spending

As at September 30, 2008 the Company revised downward its forecasted net capital expenditures over the next nine to 12 

months to be approximately $27 to $30 million due to adverse market conditions such as uncertainty in the debt and equity 

markets and low commodity prices. Since the release of the Company’s second quarter results, commodity prices have 

decreased significantly and are currently below the Company’s forecasted price. In addition, due to the global economic 

crisis, the Company has limited access to debt and equity markets on reasonable terms. Accordingly, the Company plans 

on spending approximately $10.0 million over the next 12-18 months. Should the market conditions improve, the Company 

has the prospect inventory, capability and resources to accelerate its capital program.
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2009 Production Guidance

As at September 30, 2008 the Company revised downward its production forecast to average 900 boe/d to 1,000 boe/d 

for fiscal 2009 with an exit rate of 1,200 boe/d due to a reduced capital program and prudent reservoir management. 

Due to continued difficulties in the market the Company is again reducing its capital program and accordingly its production 

forecast. For fiscal 2009 the Company is expecting production to average 800 boe/d. For fiscal 2010, the Company is 

forecasting average production of 1,000 boe/d to 1,100 boe/d and an exit rate of 1,200 boe/d. The exit production is 

not materially higher than the average production for fiscal 2010, however, the commissioning of the compression project 

switches the production mix of the Company from approximately 70 percent natural gas and 30 percent condensate to 

greater than 70 percent condensate. The impact on cash flow from operations will be significant as the Company received 

approximately $12.00 per boe for natural gas production and $55.17 per bbl for oil in the Quarter.

SEDAR filings

Additional information about Canoro is available on the Canadian Securities Administrators’ System for Electronic Document 

Analysis and Retrieval (SEDAR) at www.sedar.com and at the Company’s website at www.canoro.com.
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	 interim CONSOLIDATED BALANCE SHEETs (unaudited)

(Thousands of United States dollars)

December 31, 2008 March 31, 2008

ASSETS
Current assets

Cash and cash equivalents 9,877 23,993
Restricted cash (Note 7) – 9,741
Investment 34 80
Accounts receivable 12,403 8,323
Inventory 141 401
Prepaid expenses and deposits 1,152 767

23,607 43,305

Property, plant and equipment (Note 3) 69,235 47,059

Total Assets 92,842 90,364

LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities

Accounts payable and accrued liabilities 11,569 7,760

Asset retirement obligations (Note 4) 786 513

Shareholders’ equity
Common shares (Note 6) 86,883 85,597
Contributed surplus (Note 6) 13,737 12,986
Accumulated other comprehensive income (Note 2) 8,332 8,332
Deficit (28,465) (24,824)

80,487 82,091
Total liabilities and shareholders’ equity 92,842 90,364

Future operations (Note 1)
Entitlement fund (Note 5)
Contingent liabilities (Note 9)
Contractual obligations and commitments (Note 10)
Subsequent event (Note 12)

See accompanying notes to consolidated financial statements. 	

Approved by the Board:

Douglas R. Martin, Director 	H arley L. Winger, Director
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	I nterim consolidated statements of operations and deficit (unaudited)

(Thousands of United States dollars)

Three months ended December 31 Nine months ended December 31

2008 2007 2008 2007
Revenues    

Petroleum and natural gas sales 1,500 1,091 9,713 3,092
Royalties (179) (108) (976) (180)
Interest income and other 20 216 205 503

 1,341 1,199 8,942 3,415
    
Expenses    

Operating 276 190 969 515
General and administrative 1,669 1,482 5,379 3,170
Stock-based compensation 176 624 1,046 1,128
Foreign exchange loss 458 346 563 1,981
Investment (gain)/loss (7) 76 46 267
Depletion, depreciation and accretion 1,447 452 4,580 2,684

 4,019 3,170 12,583 9,745
    
Net loss (2,678) (1,971) (3,641) (6,330)
    
Deficit, beginning of the period (25,787) (22,094) (24,824) (17,735)
    
Deficit, end of the period (28,465) (24,065) (28,465) (24,065)
    
Basic and diluted loss per share (Note 6) (0.02) (0.02) (0.03) (0.07)

See accompanying notes to consolidated financial statements.

Consolidated Statements of Comprehensive Income (unaudited)

(Thousands of United States dollars)

Three months ended December 31 Nine months ended December 31

2008 2007 2008 2007
Net loss (2,678) (1,971) (3,641) (6,330)

Foreign exchange adjustment on 
change in reporting currency 

– 403 – 8,066

Comprehensive income/(loss) (2,678) (1,568) (3,641) 1,736
See accompanying notes to the interim consolidated financial statements
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	I nterim Consolidated Statements of Cash Flows (unaudited)

(Thousands of United States dollars)

Three months ended
December 31

Nine months ended
December 31

 2008 2007 2008 2007
Operating Activities    
Net loss (2,678) (1,971) (3,641) (6,330)
Non cash items    

Depletion, depreciation and accretion 1,447 452 4,580 2,684
Unrealized foreign exchange (gain)/loss 1,094 (759) 1,414 793
Unrealized investment (gain)/loss (7) 76 46 267
Stock-based compensation 176 624 1,046 1,128

Net change in non-cash working capital (2,454) (1,747) (3,161) (1,517)
 (2,422) (3,325) 284 (2,975)
    
Financing Activities    
Stock option proceeds – – 689 –
Issuance of common shares, net of cost – 29,175 – 29,175
 – 29,175  689 29,175 
Investing Activities    
Additions to property, plant and equipment (net) (11,685) (3,252) (26,171) (8,261)
Proceeds on sale of investments – – – 708 
Restricted cash – (2,857) 9,741 3,800
Change in non-cash working capital 6,715 2,029 573 (436)
 (4,970) (4,080) (15,857) (4,189)
    
Net effect of foreign exchange on cash denominated in foreign currencies 635 616 768 839
Net change in cash and cash equivalents (6,757) 22,386 (14,116) 22,850
    
Cash and cash equivalents, beginning of period 16,634 13,476 23,993 13,012 
    
Cash and cash equivalents, end of period 9,877 35,862 9,877 35,862
    
Cash flow supplemental information    
Interest received 30 95 214 392

See accompanying notes to consolidated financial statements. 
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For the periods ended December 31, 2008 and 2007 (unaudited)
(All tabular amounts are expressed in thousands of United States dollars, except per share amounts or otherwise noted)

	No tes to Consolidated Financial Statements

1.	F uture operations

These financial statements have been prepared by management on the basis of accounting principles applicable to a 

going concern, which assumes that the Company will continue in operation for the foreseeable future and will be able 

to realize its assets and discharge its obligations in the normal course of operations. As at December 31, 2008, the 

Company had working capital of $12.0 million and had incurred a net loss of $3.6 million and generated $0.3 million 

of cash from operating activities for the nine months then ended. The Company’s ability to manage resources indicates 

that the Company will have sufficient cash resources to fulfill all of its operational activities in the future, including the 

production sharing contract commitments of $14.8 million over the next four years (see Note 10). The application 

of the going concern concept is dependent upon the Company’s ability to generate future profitable operations. 

Management regularly monitors funding requirements along with the Company’s asset portfolio, operational activities, 

and market conditions to ensure they are appropriately balanced by either revising the Company’s financing plans, 

making changes to operational activities, realizing assets or raising capital as required. Such changes may possibly 

include the realization of assets or settling of liabilities other than in the normal course of business at amounts that 

may be different to those stated in the financial statements. Management believes the going concern assumption to 

be appropriate for these financial statements. If the going concern assumption is not appropriate, adjustments might 

be necessary to the carrying values of assets and liabilities, reported revenues and expenses, and the balance sheet 

classifications used in the consolidated financial statements.

2.	S ignificant accounting policies

	 (a) 	Basis of presentation

The interim consolidated financial statements include the accounts of the Company and its subsidiaries, all of which 

are wholly-owned. The interim consolidated financial statements have been prepared in accordance with Canadian 

generally accepted accounting principles. The interim consolidated financial statements have been prepared following 

the same accounting policies and methods of computation as the consolidated financial statements for the year ended 

March 31, 2008. The disclosure which follows is incremental to the disclosure included with the annual financial 

statements. These interim consolidated financial statements should be read in conjunction with the consolidated financial 

statements and notes thereto for the year ended March 31, 2008. The preparation of financial statements in accordance 

with Canadian generally accepted accounting principles requires management to make estimates and assumptions that 

affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the 

financial statements and the reported amounts of revenue and expenses during the reporting period. Actual results may 

differ from these estimates.
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	 (b)	 Change in reporting currency

Effective March 31, 2008, management changed the reporting currency of the Company from Canadian dollars (C$) 

to United States dollars ($), as the Company transacts substantially all of its business in United States dollars.

	 (c)	 Change in accounting policy

Effective April 1, 2008, the Company’s functional currency changed from Canadian dollars to US$ as a result of 

increased significance of the US$ to the Company’s cash flows. Amongst other things, the increased significance of the 

US$ is a result of increased capital expenditures being in US$ and an increased proportion of revenues being earned 

in US$. As both the functional and reporting currencies of the Company are in US$, there are no translation gains and 

losses that will impact accumulated other comprehensive income.

Monetary assets and liabilities of the Company that are denominated in currencies other than US$ are translated into its 

function currency at the rates of exchange in effect at the period end date. Any gains and losses are recorded in earnings.

3.	 Property, plant and equipment

December 31, 2008  Cost
Accumulated Depletion  

and Depreciation Net Book Value
Petroleum and natural gas properties    

India $� 78,608 11,469 $� 67,139
Office furniture and equipment    

Canada 1,323 308 1,015
India 1,420 339 1,081

 2,743 647 2,096
 $� 81,351 12,116 $� 69,235

March 31, 2008  Cost
Accumulated Depletion  

and Depreciation Net Book Value
Petroleum and natural gas properties    

India $� 52,846 7,124 $� 45,722
Office furniture and equipment    

Canada 787 175 612
India 896 171 725

 1,683 346 1,337
 $� 54,529 7,470 $� 47,059

At December 31, 2008, expenditures associated with the Company’s unproven properties totaling $4.8 million 

(March 31, 2008 $11.2 million) have been excluded from depletion. Estimated future development costs of 

$10.6 million (March 31, 2008 – $15.7 million) have been included in costs subject to depletion. During the nine 
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months ended December 31, 2008, direct overhead costs totaling $1.0 million (December 31, 2007 – $1.0 million) 

were capitalized relating to the Company’s exploration and development programs in India.

4.	A sset retirement obligations

The following table represents the reconciliation of the beginning and ending aggregate carrying amount of the 

obligation associated with the retirement of oil and gas assets as at December 31, 2008:

Asset retirement obligations, beginning of period $� 513
Obligations incurred 218
Accretion expense 55

Asset retirement obligations, end of period $� 786

5.	E ntitlement fund

On September 20, 2007 the Company entered into an agreement with a private fund based in Jersey, Channel 

Islands, whereby the fund provided limited-recourse funding of $10.0 million for appraisal and development drilling in 

the Company’s Amguri Field in Assam, India. The funds have been expended.

The fund does not have a participating interest in the field, nor is it responsible for future capital costs. The fund only 

receives payments based on the Company’s 60 percent share of gross revenue from the Amguri Field ranging from 

seven percent before recovery of the original $10.0 million and 3.5 percent thereafter. The agreement provides that 

the Company shall have a termination option between September 20, 2010, the third anniversary of the agreement, 

and December 31, 2012 to buy back the fund’s entitlement for $15.0 million before recovery, or for $12.8 million 

after recovery of the fund’s initial $10.0 million. If this termination option is exercised by the Company, the fund will 

be granted, subject to TSX approval, 5.0 million warrants to acquire 5.0 million common shares of the Company, 

exercisable within nine months from the date of issue at an exercise price of C$ 2.00 per common share. If the 

Company declines to exercise the termination option within the stated time period, the fund will retain its revenue 

entitlement to the Amguri field 

6.	S hare capital

	 (a)	A uthorized

	 Unlimited voting common shares, without nominal or par value;

	 Unlimited share purchase warrants; and

	 Unlimited non-voting preferred shares without nominal or par value
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	 (b)	 Common shares issued

Number Amount

Balance, beginning of period 112,992 $� 85,597
Exercise of stock options 717 689
Transfer from contributed surplus – 597

Balance, end of period 113,709 $� 86,883

	 (c)	S tock options

The following table sets forth a reconciliation of the stock option plan activity for the nine months ended December 31, 2008:

Number Weighted average exercise price (C$)

Outstanding options, beginning of period 9,942,000 1.47
Granted 650,000 1.24
Exercised (716,668) 0.96
Forfeited (553,332) 1.45
Expired (125,000) 0.75
Outstanding options, end of period 9,197,000 1.51
Options exercisable, end of period 7,606,680 2.4

Options
Outstanding at 

December 31, 2008

Weighted Average 
Remaining Contractual 

Life (years)

Exercisable at  
December 31, 2008

Weighted  
Average Remaining 

Contractual Life

Exercise Price
$ 0.50 to $ 0.74 150,000 1.8 150,000 1.8
$ 0.75 to $ 0.99 1,530,000 2.4 1,313,336 2.1
$ 1.00 to $1.24 2,744,000 2.7  2,744,000 2.7
$ 1.25 to $1.49  1,670,000 3.1  1,258,340 2.8
$ 1.50 to $1.74  1,195,000 3.9  615,002 3.7
$ 1.75 to $1.99 1,223,000 2.3 841,002 1.5
$ 4.34  685,000 1.1  685,000 1.1

 9,197,000 2.7  7,606,680 2.4
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	 (d)	 Contributed surplus

The following table sets forth a reconciliation of the contributed surplus balance:

Balance, beginning of period $� 12,986
 Stock based compensation:
 Grant of options expensed, net of cancelled 1,046
 Capitalized stock based compensation 302
 Transfer to share capital (597)

751
Balance, end of period $� 13,737

	 (e)	 Loss per share

Net loss per share is computed using the following weighted average common shares

Three months ended December 31 Nine months ended December 31

2008 2007 2008 2007
Basic 113,709 95,537 113,519 94,163
Diluted(1) 113,709 95,537 113,519 94,163

	 (1) Anti-dilutive incremental options and warrants are excluded from the weighted average diluted shares outstanding.

7.	R estricted cash

From time to time, the Company is required to post guarantees with the Government of India and letters of credit to its 

suppliers of goods and services. As at December 31, 2008, none of the Company’s cash was restricted. 
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8.	G eographic segmentation

The Company has a corporate office in Canada and operations in India. Set out below is segmented information on 

a geographic basis.

For the three months ended December 31, 2008 Canada India Consolidated

Petroleum and natural gas sales $�  – 1,500 $� 1,500
Interest income and other 14 6 20
Net loss (1,660) (1,018) (2,678)
Capital expenditures 258 11,427 11,685
    
As at December 31, 2008    
Total assets $� 11,339 81,503 $� 92,842 

For the three months ended December 31, 2007 Canada India Consolidated

Petroleum and natural gas sales $� – 1,091 $� 1,091
Interest income and other 203 13 216
Net Loss (1,860) (111) (1,971)
Capital expenditures 177 3,075 3,252
    
As at December 31, 2007    
Total assets $� 35,402 54,696 $� 90,098 

For the nine months ended December 31, 2008 Canada India Consolidated

Petroleum and natural gas sales $� – 9,713 $� 9,713
Interest income and other 194 11 205
Net income (loss)/income (4,010) 369 (3,641)
Capital expenditures 638 25,533 26,171
    
As at December 31, 2008    
Total assets $� 11,339 81,503 $� 92,842 

For the nine months ended December 31, 2007 Canada India Consolidated

Petroleum and natural gas sales $� – 3,092 $� 3,092
Interest income and other 479 24 503
Net Loss (3,713) (2,617) (6,330)
Capital expenditures 360 7,901 8,261
    
As at December 31, 2007    
Total assets $� 35,402 54,696 $� 90,098 
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9.	 Contingent liabilities

The Company is subject to legal proceedings and actions arising in the normal course of business. Management 

believes that any liabilities, which might arise pertaining to such matters, would not be expected to have a material 

effect on the Company’s consolidated financial position.

10. Contractual obligations and commitments

The Company has an obligation to pay the demobilization charges relating to a drilling rig used in the 2007 drilling 

campaign estimated to be $0.4 million. The Company will be required to pay the demobilization costs once the rig 

has left the Country which is expected in 2009. In the event another company contracts the rig, the Company will not 

be responsible for the demobilization charges. This obligation is not provided for in the financial statements.

Pursuant to current production sharing contracts (“PSC’s”) the Company is required to perform minimum exploration 

activities that include acquisitions and processing of seismic data and drilling of exploration wells. The Company 

plans to fund these costs with existing cash balances and cash flow from operations. These obligations have not been 

provided for in the financial statements.

The Company has office lease commitments in Noida and Jorhat in India and Calgary, Canada.

Following are the anticipated payments under the contracts:

Drilling contracts PSC’s Office leases Total

Drilling contracts Office leases Total
2009 $� 390 $� 3,000 $� 602 $� 3,992
2010 – 6,300 500 6,800
2011 – 3,394 187 3,581
2012 – 2,100 125 2,225
Total $� 390 $� 14,794 $� 1,414 $� 16,598

The Company has an obligation to pay a revenue entitlement as described in Note 5.
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11.	Financial Risk Management

The Company is exposed to financial risks due to the nature of its business and the financial assets and liabilities it holds. 

The following discussion reviews material financial risks, quantifies the associated exposures, and explains how these 

risks, and the Company’s capital, are managed.

Additional information in respect of the Company’s risks may be found in the Annual Information Form. 

	 (a) Market Risk

Changes in commodity prices and foreign currency exchange rates can have an impact on the Company’s earnings 

and value of financial assets and liabilities.

Commodity price risk — Commodity price risk is the risk that the fair value or future cash flows will fluctuate as a 

result of changes in commodity prices. The Company is exposed to commodity price risk due to the nature of its 

business. Oil and natural gas prices are impacted by global supply and demand, as well as political and other 

forces. For the majority of natural gas production, the Company receives a fixed price of 3,840 rupees (Rs) per 1000 m3, 

approximately $2.73 per thousand cubic feet (mcf). The Company also has a contract for the life of production 

sharing contract to sell 12,000 m3/d (approximately 340 mcf per day) at 2,304 Rs per 1000 m³, (approximately 

$1.64 per mcf). The Company is paid in rupees and is subject to foreign exchange fluctuations on the average price 

received on changes between the rupee and US$. Although the Company is not directly impacted by fluctuations 

in natural gas prices due to the nature of their contracts, as prices around the world increase for natural gas there is 

continued market pressures to increase the price received for natural gas in India which would benefit the Company. 

The Company receives world oil prices for its oil production and is subject to price fluctuations. Prices continue to be 

volatile and can undergo significant changes in relatively short time periods. The world oil prices and the company’s 

price received have declined substantially over the last nine months. The price received in September, 2008 was 

$103.24 per barrel with the average price received in December, 2008 being $42.92 per barrel. The Company 

may enter into derivative commodity price contracts in order to manage its commodity price risk.

Based on actual sales volumes recorded for the period ended December 31, 2008, a US$1.00 per barrel increase 

(decrease) in oil prices would have increased (decreased) net earnings by $0.07 million. As the Company continues 

to increase production, earnings will become more impacted by commodity prices, primarily oil.

Foreign currency exchange rate risk – Foreign exchange rate risk is the risk that the fair value of future cash flows 

will fluctuate as a result of changes in foreign exchange rates. The reporting currency of the Company is United States 

dollars. Substantially all of the Company’s operations are in foreign jurisdictions and as a result, the Company is 

exposed to foreign currency exchange rate risk on some of its activities primarily on exchange fluctuations between 
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the rupee and the US$. Oil revenues are denominated in US$, while natural gas revenues are denominated in Indian 

rupees. Operating and capital expenditures are incurred in various currencies, including, US dollars, Indian rupees 

and Canadian dollars. The majority of capital expenditures are incurred in US$ and oil revenues are received in US$ 

therefore the Company’s exposure to foreign exchange is minimal. 

The Company may enter into derivative foreign currency contracts in order to manage foreign currency exchange rate 

risk, but has not done so to date.

The table below shows the Company’s exposure to foreign currencies for its financial instruments:

As at December 31, 2008 Total USD INR CAD

  per FS (1) US$ Equivalent
Cash and cash equivalents 9,877 8,006 1,461 410
Restricted cash – – – –
Accounts receivable 12,403 11,747 656 –
Accounts payable (11,569) (11,062) (305) (202)
Balance sheet exposure 10,711 8,691 1,812 208

(1) denotes Financial statements

The Company believes a three percent change in the US$ against these foreign currencies would be reasonably 

possible within the next three month reporting period. A three percent strengthening of the US$ would result in a change 

in earnings as follows (an equal but opposite impact to earnings would result if the US$ weakened by three percent:

As at December 31, 2008 INR CAD

 US$ Equivalent
Decrease in earnings 54 6

	 (b) Credit Risk

Credit risk is the risk of a financial loss to the Company if a customer or counterparty to a financial instrument fails to 

meet its contractual obligation and arises principally from joint venture partners and natural gas and oil marketers. The 

Company is exposed to credit risk in respect to its cash and cash equivalents and accounts receivable.

Cash and cash equivalents are held in operating accounts with highly rated Canadian banks and therefore the 

Company considers these assets to have negligible credit risk.
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Virtually all of the Company’s accounts receivable are from counterparties in the oil and gas industry and are subject to 

normal industry credit risks. The Company’s production base is entirely in the Assam state in North East India. For both 

the Amguri and AAON/7 production sharing contracts, the Company has the same joint partner for both contracts 

thereby increasing the exposure to credit risk for the Company. The Company believes credit risk from its joint venture 

partner is mitigated by the default provisions within the production sharing contracts. The default provisions are very 

punitive to the party in default and can include additional working interest reverting to the operator if certain conditions 

are not met by the defaulting party. Revenue receivables are from both government agencies in India and large 

international oil and gas companies. 

The carrying amount of cash and cash equivalents and accounts receivable represents the Company’s maximum 

credit exposure. 

As at December 31, 2008, the Company’s accounts receivable is aged as follows:

Current (less than 90 days)  $� 10,758
Past due (more than 90 days)  1,645
Total  $� 12,403

The Company does not have an allowance for doubtful accounts, and did not write off any receivables in the nine 

months ended December 31, 2008.

	 (c) Liquidity Risk

The Company manages its risk of not meeting its financial obligations through management of its capital structure, annual 

budgeting of its revenues, expenditures and cash flows. The Company expects its 2009 operating cash flow and cash 

on hand to exceed budgeted non-discretionary expenditures, providing added liquidity. As at December 31, 2008, the 

Company had working capital of $12.0 million.

Accounts payable arise in the normal course of business, and all amounts are due within three months or less of the 

balance sheet date. 

The Company believes it has adequate cash flows and cash on hand to discharge its financial obligations.
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	 (d) Capital Management

The Company defines its capital as shareholder’s equity. The Company’s objective is to maintain a strong capital position 

in order to execute its business plan and maximize value to shareholders. Availability of capital is critical for future 

success and as such, the Company strives to maintain strong relationships with the capital investment community. Methods 

employed to adjust the Company’s capital structure could include any, all, or a combination of the following activities:

	 •	 Repurchase shares pursuant to a normal course issuer bid;

	 •	 Issue new shares through a public offering or private placement;

	 •	 Issue equity linked or convertible debt;

	 •	 Raise fixed or floating rate debt;

The Company is not subject to any externally imposed capital requirements.

12.	Subsequent Events

The Company, pursuant to the terms of its stock option plan, has granted options to purchase a total of 2,125,000 

common shares at a price of $0.16 per share, of which 1.95 million were granted to officers and directors. The 

options vest as to one-third immediately and one-third on Feb. 2, 2010, and one-third on Feb. 2, 2011.
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