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BONTERRA OIL  & GAS LTD.  7

New Alberta Crown royalty Framework (NrF)

Royalty rates in the fourth quarter averaged approximately 13.4 percent; slightly higher than preceding quarters. The 
NRF rates vary by prices as well as productivity levels. With the current low prices the new royalty rates should result in 
a significant reduction in the amount the Company will pay to the Province of Alberta. This combined with the Silvering 
acquisition (mostly BC production with lower Crown royalty rates) should result in a lower average Crown royalty rate for 
the Company in 2009.

The effect of the NRF on the Company’s oil and liquid reserves was a reduction of 77,200 barrels for proved and a 
reduction of 132,800 barrels for proved plus probable reserves. For natural gas, the NRF accounted for a reduction of 
56,500 MCF for proved and 128,800 MCF for proved plus probable reserves. On a BOE basis, this reduction represented 
approximately 0.6 percent of the Company gross reserves on a proved plus probable basis.

prODUCTION COSTS
 Three months ended Twelve months ended
     December  September  December  December  December 
($ 000)     31, 2008  30, 2008  31, 2007  31, 2008  31, 2007

Production costs    6,859  6,148  5,535  25,413  24,073
 $ per BOE    16.25  15.84  14.01  15.98  15.64

Barrels of oil equivalent (BOE) are calculated using a conversion ratio of 6 MCF to 1 barrel of oil. The conversion is based 
on an energy equivalency conversion method primarily applicable at the burner tip and does not represent a value 
equivalency at the wellhead and as such may be misleading if used in isolation. Operating costs on the Company’s newly 
acquired British Columbia (BC) properties as well as on the newly drilled wells are lower on a BOE basis than on its older 
low productivity wells and this may result in lower operating costs per BOE in the future.

Operating costs increased slightly in the fourth quarter of 2008 compared to the prior quarter due primarily to the acquisition 
of Silverwing and from new wells put on production in the fourth quarter of 2008 and large industry wide increases 
for oilfield services especially for oil producing properties. Average production costs per BOE increased marginally in 
Q408 compared with the previous quarter due mainly to winterization programs performed on the Company’s wells  
and facilities.

As discussed above, Bonterra’s production comes primarily from low productivity wells. These wells generally result in 
higher operating costs on a per unit-of-production basis as costs such as municipal taxes, surface leases, power and 
personnel costs are not variable with production volumes. The Company is continually examining ways to reduce  
operating costs.

With the acquisition of Silverwing and the Company’s recent drilling success and expected declines in oilfield service 
costs, the Company anticipates operating costs in the $14 to $15 per BOE range for 2009. The higher operating costs 
for the Company are substantially offset by lower royalty rates and results in higher cash net backs on a combined basis 
despite higher than average operating costs.

GENErAL AND ADMINISTrATIvE ExpENSE
 Three months ended Twelve months ended
     December  September  December  December  December 
($ 000)     31, 2008  30, 2008  31, 2007  31, 2008  31, 2007

G&A Expense    824  845  739  3,401  2,603
 $ per BOE    1.95  2.18  1.69  2.14  1.69

General and administrative (G&A) expenses increased 31 percent in 2008 compared to 2007. The Company provides 
administrative services to Comaplex Minerals Corp. (Comaplex) and Pine Cliff Energy Ltd. (Pine Cliff), companies that 
share common directors and management. Please refer to discussion under Related Party Transactions for details.
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($000)  2008  2007

Issued   Number  Amount  Number  Amount

Trust Units
Balance, beginning of year  16,928,158 $ 90,590  16,874,658 $ 89,488
Transfer of contributed surplus to unit capital  –  805  –  109
Issued pursuant to Trust unit option plan  321,700  7,935  53,500  993
Issued on acquisition of Silverwing    7,745  200   –   –
Cancelled on conversion to a corporation  (17,257,603)  (99,530)   –  –

Balance, end of year  – $ –  16,928,158 $ 90,590

The Company is authorized to issue an unlimited number of Class “A” redeemable Preferred Shares and an unlimited 
number of Class “B” Preferred Shares.  There are currently no outstanding Class “A” redeemable preferred shares or 
Class “B” preferred shares.

The number of common shares (formerly trust units) used to calculate diluted net earnings per share (formerly per unit) for 
the year ended December 31, 2008 of 17,119,517 shares (2007 – 16,942,036 Units) included the basic weighted average 
number of common shares outstanding of 17,075,647 shares (2007 – 16,908,266 Units) plus 43,870 shares (2007 – 33,770 
Units) related to the dilutive effect of common share options.

A summary of the changes of the Company’s contributed surplus is presented below:

Contributed surplus
($000)       2008  2007

Balance, beginning of year     $ 2,140 $ 1,116
Stock-based compensation expensed (non-cash)     1,207  1,133
Stock-based options exercised (non-cash)      (805)  (109)

Balance, end of year     $ 2,542 $ 2,140

The deficit balance is composed of the following items:

($000)       2008  2007

Accumulated earnings     $ 208,182 $ 152,756
Accumulated cash dividends and distributions      (254,897)   (204,299)

Deficit      $ (46,715) $  (51,543)

The Company provides an option plan for its directors, officers, employees and consultants. Under the plan, the  
Company may grant options for up to 1,725,760 common shares (2007 – 1,692,800 Trust Units). The exercise price of each 
option granted equals the market price of the common shares on the date of grant and the option’s maximum term is 
five years.

A summary of the status of the Company’s stock option plan as of December 31, 2008 and changes during the year is 
presented below:

        2008

          weighted-
          Average
         Options   Exercise price

Outstanding at beginning of year       – $ –
Options granted      1,390,500  20.50

Outstanding at end of year      1,390,500 $ 20.50

Options exercisable at end of year        – $ –
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6  BONTERRA OIL  & GAS LTD.

As at December 31, 2008, Bonterra had only one gross (0.25 net) Cardium oil well, no natural gas wells, three gross  
(2.5 net) coalbed methane (CBM) wells with assigned reserves and three gross (2.9 net) Shaunavon oil wells drilled but 
not on production. Subsequent to December 31, 2008 and up to the date of this report, the Company has put all of its oil 
wells on production. The timing for the tie-in of the CBM wells has not yet been determined.

rEvENUE
 Three months ended Twelve months ended
     December  September  December  December  December 
(Cdn $)     31, 2008  30, 2008  31, 2007  31, 2008  31, 2007

Revenue – oil and gas sales (000’s) - cash    22,613  34,226  26,573  121,730  96,431
Average Realized Prices:
Crude oil and NGLs (per barrel)    58.91  103.36  77.60  87.54  70.31
Natural gas (per MCF)    7.00  8.20  6.70  8.21  6.75

Revenue from petroleum and natural gas sales increased 26 percent in 2008 compared to 2007 due to increased production 
volumes and an increase in the average price received for crude oil, natural gas liquids and natural gas. The fourth quarter 
of 2008 saw a substantial decrease in realized revenues over the third quarter of 2008 due to the significant decrease in 
commodity prices.

Included in revenue is a risk management loss of $7,353,000 (2007 – gain of $621,000) due to lower prices received as a 
result of commodity risk management agreements. The Company may continue to hedge future production to assist in 
managing its cash flow. As at December 31, 2008, the Company had no outstanding risk management agreements. The 
value of the outstanding commodity hedging contracts as of December 31, 2007 was a net liability of $3,085,000.

rOYALTIES
 Three months ended Twelve months ended
     December  September  December  December  December 
($ 000)     31, 2008  30, 2008  31, 2007  31, 2008  31, 2007

Crown royalties    2,337  3,523  2,634  13,736  9,209
Freehold royalties, gross overriding
 royalties and net carried interests    558  1,134  682  3,479  3,235

Total royalty expense    2,895  4,657  3,316  17,215  12,444

Royalties paid by the Company consist primarily of Crown royalties paid to the Provinces of Alberta, Saskatchewan and 
British Columbia. The majority of the Company’s wells are low productivity wells and therefore have low Crown royalty 
rates. The Company’s average Crown royalty rate was approximately 10.6 percent (2007 – 10 percent) and approximately 
2.7 percent (2007 – 3 percent) for other royalties before hedging adjustments.

During 2007, the Company was advised by the owner of a gross overriding royalty that a production limit was attained 
that resulted in an additional gross overriding royalty in respect of certain of its Cardium oil wells. The production limit 
was triggered by a calculation on a multitude of Cardium wells including many that were not owned by the Company. 
In addition the exact wells that the production limit was applicable to was not readily known by the Company nor easily 
determined. In discussions with the payee it was determined that the production limit was reached in late 2005. The 
royalty was calculated based on this agreed date and the affected wells for the Company and other operators in the 
area were identified. The approximate amount of the adjustment, net to the Company was $570,000 for periods prior to 
January 1, 2007. This amount has been included in the 2007 royalty numbers.

Also in 2007 the Company was informed by the operator of its former Dodsland property that it had not been charged a 
net profit royalty for the years 2004, 2005 and 2006. In reviewing the agreements it was confirmed the claim was accurate 
and an amount of approximately $150,000 was paid by the Company in 2007 for the net profit royalty. This was also 
expensed in 2007.
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The following table summarizes information about stock options outstanding at December 31, 2008:

   Options Outstanding Options Exercisable

Range of Number Weighted-Average   Number  
Exercise Oustanding Remaining Weighted-Average Exercisable Weighted-Average  
Prices  At 12/31/08 Contractual Life Exercise Price At 12/31/08 Exercise Price 

$20.50  1,390,500  3.9 years $ 20.50  – $  –

A summary of the former unit option plan as of December 31, 2008 and 2007, and changes during the years is  
presented below:

   2008 2007

      weighted-    Weighted-
      Average    Average  
    Options   Exercise price  Options   Exercise Price

Outstanding at beginning of year  1,177,000 $ 27.59  721,500 $ 26.55
Options granted  29,000   39.09  553,000   28.11
Options exercised  (321,700)   24.66  (53,500)   18.56
Options cancelled  (884,300)   29.03  (44,000)   27.92

Outstanding at end of year   – $ –  1,177,000 $ 27.59

Options exercisable at end of year  – $ –  530,000 $ 26.63

The Company records compensation expense over the vesting period based on the fair value of options granted to 
employees, directors and consultants. The Company granted 1,390,500 stock options with an estimated fair value of 
$1,548,000 ($1.11 per option) using the Black-Scholes option pricing model with the following key assumptions:

 2008 2007

Weighted-average risk free interest rate (%) 2.2  4.7
Expected life (years) 3.5 2.3
Weighted-average volatility (%) 31.3 27.2
Dividend yield 2008 and 2007 based on the percentage of dividends or distributions paid during the year

14. ACCUMULATED OThEr COMprEhENSIvE INCOME
        Other 
      January 1,   Comprehensive  December 31, 
($000)      2008   Income (Loss)   2008

Unrealized gains (losses) on available for
  sale financial assets   $ 3,031 $ (1,611) $ 1,420

        Other
      January 1,   Comprehensive  December 31,
($000)      2007   Income (Loss)   2007

Unrealized gains on available for
  sale financial assets   $ 1,566 $ 1,465 $ 3,031
Unrealized gains and losses on derivatives
  designated as cash flow hedges     814  (814)  –

     $ 2,380  $ 651 $ 3,031
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BONTERRA OIL  & GAS LTD.  5

($000)         Silverwing

Restricted cash       $ 1,252
Future income tax benefit        18,325
Property and equipment        15,347
Working capital deficiency        (14,979)
Asset retirement obligations         (5,929)

         $ 14,016

($000)         SRX

Accounts receivable       $ 2,158
Prepaids        1,701
Accounts payable        3,859

         $ Nil

INTErNAL CONTrOL ChANGES

The Company is required to comply with Multilateral Instrument 52-109 “Certification of Disclosure in Issuers’ Annual and 
Interim Filings”, otherwise referred to as Canadian SOX (C-Sox). The 2008 certificate requires that the Company disclose 
in the MD&A any changes in the Company’s internal control over financial reporting that occurred during the period that 
has materially affected, or is reasonably likely to materially affect the Company’s internal control over financial reporting. 
The Company confirms that no such changes were made to the internal controls over financial reporting during 2008.

prODUCTION
 Three months ended Twelve months ended
     December  September  December  December  December 
      31, 2008  30, 2008  31, 2007  31, 2008  31, 2007

Crude oil and NGLs (barrels per day)    3,105  3,013  3,098  3,073  3,113
Natural gas (MCF per day)    8,892  7,233  7,176  7,637  6,627

Average BOE per day    4,587  4,219  4,295  4,346  4,218

Bonterra’s 2008 average production increased three percent on a per BOE basis. Crude oil production decreased by 
approximately 1.3 percent while gas production increased by approximately 15.2 percent. The decreased crude oil 
production was due to the timing of Bonterra’s 2008 development program in which production came on late in the year 
and therefore contributed little to 2008 and the 2007 property swap where the Company exchanged its predominantly 
Saskatchewan oil property for additional production in the Pembina area which had higher natural gas production. The 
natural gas increase was due to a combination of the successful 2008 development program, the acquisition of Silverwing 
on November 12, 2008 and the above mentioned property swap.

The Company’s fourth quarter production in 2008 saw increases in crude oil (92 barrels per day) and natural gas  
(1,659 MCF per day) production over Q308 production due to the commencement of production from new wells drilled 
as well as the completion of the Silverwing acquisition. The Silverwing acquisition, which closed on November 12, 2008 
added approximately 650 BOE per day, mainly natural gas. The Company’s average production volume for December 
was approximately 4,950 BOE per day.

Bonterra’s overall annual decline rate for 2008 was approximately 8.5 percent. The Company was able to more than offset 
this decline with its 2008 drill program. Bonterra, along with its partners, drilled 33 gross (22.9 net) Cardium oil wells. This 
includes 26 gross and 21.9 net Cardium wells drilled directly by the Company. Also the Company drilled 7 gross (5 net) 
shallow gas wells in 2008 in the Pembina field and 3 gross (2.9 net) Shaunavon oil wells. The Company also participated in 
one (0.1 net) Cardium natural gas well drilled by one of its partners. Bonterra recorded a 100 percent success rate with its 
2008 drilling program. The majority of the wells were drilled in the fourth quarter; 14 (10.2 net) Cardium oil wells, 7 gross 
(5 net) shallow Pembina gas wells and all three (2.9 net) of the Shaunavon oil wells. The closing date for the Silverwing 
acquisition was November 12, 2008 and therefore contributed little to production rates for the full year.
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15. rELATED pArTY TrANSACTIONS

The Company received a management fee from Comaplex of $330,000 (2007 - $300,000) for management services and 
office administration. This fee has been included as a recovery in general and administrative expenses and represents the 
fair value of the services rendered.

In order to facilitate the acquisition of Silverwing, the Company borrowed on a short-term basis $20,000,000 from Comaplex 
to allow time to finalize documentation for its new bank line of credit. The funds were repaid on November 21, 2008. Total 
interest paid on the loan was $21,000.

As at December 31, 2008, the Company had an account receivable from Comaplex of $56,000 (December 31, 2007 - $63,000).

The Company received a management fee from Pine Cliff Energy Ltd., a company with common directors and management 
with the Company and its subsidiaries, of $238,000 (2007 - $216,000) for management services and office administration. 
This fee has been included in general and administrative expenses as a recovery and represents the fair value of the 
services rendered.

As at December 31, 2008 the Company had an account receivable from Pine Cliff of $1,000 (December 31, 2007 - $4,000).

16. FINANCIAL AND CApITAL rISk MANAGEMENT

Financial risk Factors

The Company undertakes transactions in a range of financial instruments including:

•	 Receivables

•	 Payables

•	 Common	share	investments

•	 Bank	loans

•	 Derivatives

The Company’s activities result in exposure to a number of financial risks including market risk (commodity price risk, 
interest rate risk, foreign exchange risk, credit risk, and liquidity risk).

The Company’s overall risk management program seeks to mitigate these risks and reduce the volatility on the Company’s 
financial performance. Financial risk management is carried out by senior management under the direction of the Directors 
of the Company.

The Company enters into various risk management contracts in accordance with Board approval to manage the Company’s 
exposure to commodity price fluctuations. Currently no risk management agreements are in place in respect of interest 
rate risk. The Company does not speculatively trade in risk management contracts. The Company’s risk management 
contracts are entered into to manage the risks relating to commodity prices from its business activities.

Capital risk Management

The Company’s objectives when managing capital are to safeguard the Company’s ability to continue as a going concern, 
so that it can continue to provide returns to its shareholders and benefits for other stakeholders and to maintain an 
optimal capital structure to reduce the cost of capital. In order to maintain or adjust the capital structure, the Company 
may adjust the amount of dividends, the percentage of return of capital or issue new shares.

The Company monitors capital on the basis of the ratio of debt to cash flow. During the year the Company acquired 
Silverwing, a public oil and gas producer for cash consideration including negative working capital of $28,795,000. In 
addition, the Trust underwent a reorganization resulting in a cash outlay of $11,257,000 plus reorganization costs of 
$2,121,000. The Company has also experienced a decrease in cash flow due to the rather significant drop in commodity 
prices during the final four months of 2008.
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4  BONTERRA OIL  & GAS LTD.

While Bonterra believes it has adequate DC&P in place, lapses in the disclosure controls and procedures could occur 
and/or mistakes could happen. Should such occur, the Company intends to take whatever steps it deems necessary to 
minimize the consequences thereof.

Internal Controls Over Financial reporting

Internal controls over financial reporting (ICFR) are defined in NI 52-109 as “… a process designed by, or under the 
supervision of, an issuer’s certifying officers and effected by the issuer’s board of directors, management and other 
personnel, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial 
statements for external purposes in accordance with the issuer’s Generally Accepted Accounting Practices (GAAP) and 
includes those policies and procedures that:

1. pertain to the maintenance of records that in reasonable detail accurately and fairly reflect the transactions and  
dispositions of the assets of the issuer;

2. are designed to provide reasonable assurance that transactions are recorded as necessary to permit preparation  
of financial statements in accordance with the issuer’s GAAP, and that receipts and expenditures of the issuer are  
being made only in accordance with authorizations of management and directors of the issuer; and

3. are designed to provide reasonable assurance regarding prevention or timely detection of unauthorized 
acquisition, use or disposition of the issuer’s assets that could have a material effect on the annual financial 
statements or interim financial statements.”

The Company has conducted a review and evaluation of its ICFR, with the conclusion that as of December 31, 2008 the 
Company’s system of ICFR as defined under NI 52-109 is adequately designed to provide reasonable assurance regarding 
the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with 
GAAP. The control framework the Company used to design and evaluate its ICFR was COSO. In its evaluation, the 
Company identified certain material weaknesses in internal controls over financial reporting:

1. due to the limited number of staff at the Company, it is not feasible to achieve the complete segregation of 
incompatible duties; and

2. due to the limited number of staff, the Company relies upon third parties as participants in the Company’s internal 
controls over financial reporting.

The Company believes these weaknesses are mitigated by: the active involvement of senior management and the board 
of directors in the affairs of the Company; open lines of communication within the Company; the present levels of activities 
and transactions within the Company being readily transparent; the thorough review of the Company’s financial statements 
by management, the board of directors and by the Company’s auditors (annual statements only); and the establishment of 
a whistle-blower policy. However, these mitigating factors will not necessarily prevent a material misstatement occurring 
as a result of the aforesaid weaknesses in the Company’s internal controls over financial reporting. A system of internal 
controls over financial reporting, no matter how well conceived or operated, can provide only reasonable, not absolute, 
assurance that the objectives of the internal controls over financial reporting are met. The Company has no plans for 
remediating the above weaknesses.

Limitation on Scope of Design of DC&p and ICFr

The above design of DC&P and ICRF has been limited to exclude controls, policies and procedures of both Silverwing 
Energy Inc. (Silverwing) and operations of SRX Post Holdings (SRX) prior to the reorganization of Bonterra Energy Income 
Trust into the Company. The following tables summarize the information that has been included in the consolidated 
financial statements of the Company.

BONTERRA OIL  & GAS LTD.  37

The following section (a) of this note provides a summary of the Company’s underlying economic positions as represented 
by the carrying values, fair values and contractual face values of the Company’s financial assets and financial liabilities. 

The Company’s debt to cash flow from operations is also provided.

The following section (b) addresses in more detail the key financial risk factors that arise from the Company’s activities 
including its policies for managing these risks.

The following section (c) provides details of the Company’s risk management contracts that are used for financial  
risk management.

a) Financial assets, financial liabilities and debt ratio

The carrying amounts, fair value and face values of the Company’s financial assets and liabilities are shown in Table 1.

Table 1

    As at December 31, 2008

          Carrying  Fair  Face 
($000)         value  value  value

Financial assets
Restricted term deposit        20  20  20
Accounts receivable         11,753  11,753  11,838
Investment in related party         2,131    2,131   N/A

Financial liabilities
Accounts payable and  
 accrued liabilities        23,888  23,888  23,888
Due to related party        6,000   6,000   6,000
Short-term debt        13,325  13,325  13,325
Long-term debt        79,910  79,910  79,910

The net debt and cash flow from operations figures are presented in Table 2.

Table 2

  December 31,
($000)         2008

Short-term debt  13,325
Long-term debt  79,910
Due to related party  6,000
Accounts payable and accrued liabilities  23,888
Current assets (1)  (18,971)

Net Debt  104,152
Cash flow from operations (2)   69,570
Net debt to cash flow from operations  1.50

(1)  Current assets include restricted term deposit, accounts receivable, crude oil inventory, prepaid expenses and investment in related party.

(2)  Cash flow from operations includes annual net earnings less adjustment for non-cash (gain) loss on risk management contracts, stock-

based compensation, depletion, depreciation and accretion, future income taxes, changes in non-cash working capital items and asset 

retirement obligations settled.
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   2007
     4th  3rd  2nd  1st

Financial ($000, except $ per unit)

Revenue – realized oil and gas sales  26,573  23,794  23,462  22,602
Cash flow from operations  13,369  11,886  13,413  12,765
 Per Unit Basic  0.79  0.70  0.79  0.76
 Per Unit Fully Diluted  0.79  0.70  0.79  0.76
Cash payments per share/unit (1)  0.66  0.66  0.66  0.66
Payout Ratio (1)  84%  94%  84%  87%
Net Earnings    7,920  9,086  4,440  8,904
 Per Unit Basic  0.47  0.54  0.26  0.53
 Per Unit Fully Diluted  0.47  0.53  0.26  0.53
Capital Expenditures and Acquisitions   7,213  2,763  1,699  7,625
Total Assets  142,329  138,140  139,432  140,926
Working Capital Deficiency  58,766  50,041  49,595  49,288
Long-term debt  –  –  –  –
Unitholders’ Equity  44,218  50,820  51,920  57,646

Operations
Oil and Liquids (barrels per day)  3,098  3,054  3,074  3,227
Natural Gas (MCF per day)  7,176  6,196  6,663  6,470
Total BOE per day  4,295  4,086  4,184  4,305

(1) Cash payments per share/unit are based on payments made in respect of production months within the quarter.

Disclosure Controls and procedures

Disclosure controls and procedures (DC&P) are defined under National Instrument 52-109 – Certification of Disclosure 
Controls in Issuers’ Annual and Interim Filings (NI 52-109) as “…controls and other procedures of an issuer that are 
designed to provide reasonable assurance that information required to be disclosed by the issuer in its annual filings, 
interim filings or other reports filed or submitted by it under securities legislation is recorded, processed, summarized 
and reported within the time periods specified in the securities legislation and include controls and procedures designed 
to ensure that information required to be disclosed by an issuer in its annual filings, interim filings or other reports filed 
or submitted under securities legislation is accumulated and communicated to the issuer’s management, including its 
certifying officers as appropriate to allow timely decisions regarding required disclosure.” The Company has conducted a 
review and evaluation of its DC&P, with the conclusion that as at December 31, 2008 the Company has an effective system 
of DC&P as defined under NI 52-109. In reaching this conclusion, the Company recognizes that two key factors must be 
and are present:

1. the Company is very dependent upon its advisors and consultants (principally its legal counsels) to assist in 
recognizing, interpreting, understanding and complying with the various securities regulations disclosure 
requirements; and

2. the Company has an active Board and management with open lines of communications.

Bonterra has a small staff with varying degrees of knowledge concerning the various regulatory disclosure requirements. 
In many circumstances, the various regulatory requirements are relatively new, subject to interpretation, and complex. 
The Company is not of sufficient size to justify a separate department or one or more staff member specialists in this area. 
Therefore the Company must rely upon its advisors/consultants to assist it and as such they form part of the disclosure 
controls and procedures.

Proper disclosure necessitates that a person not only be aware of the pertinent disclosure requirements, but must also 
be sufficiently involved in the affairs of the Company and/or receives the communication of information to assess any 
necessary disclosure requirements. Accordingly, it is essential that there be proper communication among those people 
who manage and govern the affairs of the Company, this being the Board of Directors and senior management. The 
Company believes this communication exists.
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b) Risks and mitigations

Market risk is the risk that the fair value or future cash flow of the Company’s financial instruments will fluctuate because of 
changes in market prices. Components of market risk to which the Company is exposed are discussed below.

Commodity price risk

The Company’s principal operation is the production and sale of crude oil, natural gas and natural gas liquids. Fluctuations 
in prices of these commodities directly impact the Company’s performance and ability to continue with its dividends.

The Company has used various risk management contracts to set price parameters for a portion of its production. 
Management, in agreement with the Board of Directors, recently decided that at least in the near term it will discontinue 
the use of commodity price agreements. The Company will assume full risk in respect of commodity prices.

Sensitivity Analysis

Commodity prices have fluctuated significantly over the recent past. The following table updates the cash flow sensitivity 
for movements in the commodity prices of $1 U.S. per barrel WTI for crude oil, $0.10 per MCF AECO for natural gas and 
$0.01 fluctuation in exchange rates.

($000)         Cash Flow

U.S. $1.00 per barrel       $ 870,000
Canadian $0.10 per MCF       $ 289,000
Change of Canadian $0.01/U.S. $ exchange rate       $ 593,000

Interest rate risk

Interest rate risk refers to the risk that the value of a financial instrument or cash flows associated with the instrument 
will fluctuate due to changes in market interest rates. Interest rate risk arises from interest bearing financial assets and 
liabilities that the Company uses. The principal exposure of the Company is on its bank borrowings which have a variable 
interest rate which gives rise to a cash flow interest rate risk.

The Company’s debt consists of an $80,000,000 revolving operating line, $20,000,000 demand operating line and 
$6,000,000 due to the Company’s CEO and major shareholder. The borrowings under these facilities are at bank prime 
plus or minor various percentages as well as by means of banker acceptances (BA’s). The Company manages its exposure 
to interest rate risk through entering into various term lengths on its BA’s but in no circumstances do the terms exceed 
six months.

Sensitivity analysis

Based on historic movements and volatilities in the interest rate markets and management’s current assessment of the 
financial markets, the Company believes that a one percent variation in the Canadian prime interest rate is reasonably 
possible over a 12-month period. No income tax effect has been calculated as the Company has sufficient tax pools such 
that it will not be taxable in the near future.

A one percent increase (decrease) in the Canadian prime rate would decrease cash flow by $992,000 (increase by 
$992,000).

Foreign exchange risk

The Company has no foreign operations and currently sells all its product sales in Canadian currency. The Company 
however is exposed to currency risk in that crude oil is priced in U.S. currency then converted to Canadian currency. The 
Company currently has no outstanding risk management agreements. Management, in agreement with the Board of 
Directors, recently decided that at least in the near term it will discontinue the use of commodity price agreements. The 
Company will assume full risk in respect of foreign exchange fluctuations.

Credit risk

Credit risk is the risk that a contracting party will not complete its obligations under a financial instrument and cause the 
Company to incur a financial loss. The Company is exposed to credit risk on all financial assets included on the balance 
sheet. To help mitigate this risk:

•	 The	Company	only	enters	into	material	agreements	with	credit	worthy	counterparties.	These	include	major	oil	and		
gas companies or major Canadian chartered banks;
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ANNUAL COMpArISONS
      2008  2007  2006

Financial ($000, except $ per unit)

Revenue – realized oil and gas     121,730  96,431   88,734
Cash flow from operations    69,570  51,433  51,944
 Per Share/Unit Basic    4.07  3.04   3.10
 Per Share/Unit Fully Diluted    4.06  3.04  3.08
Cash payments per share/unit (1)    3.12  2.64  2.82
Payout Ratio (1)    77%  87%  91%
Net Earnings     55,426  30,350  37,250
 Per Share/Unit Basic    3.25  1.79  2.23
 Per Share/Unit Fully Diluted    3.23  1.79  2.21
Capital Expenditures and Acquisitions      45,407  19,300   38,348
Total Assets    265,301  142,326  134,942
Working Capital Deficiency    23,878  58,766  50,187
Long-term Debt    79,910  –  –
Shareholders’/Unitholders’ Equity    56,777  44,376  53,359

Operations
Oil and Liquids (barrels per day)    3,073  3,113  3,040
Natural Gas (MCF per day)    7,637  6,627  6,014
Total BOE per day    4,346  4,218  4,042

QUArTErLY COMpArISONS
   2008
     4th  3rd   2nd   1st

Financial ($000, except $ per unit)

Revenue – realized oil and gas sales   22,613  34,226  34,398  30,493
Cash flow from operations  10,336  22,492  20,530  16,212
 Per Share/Unit Basic   0.59  1.31  1.21  0.96
 Per Share/Unit Fully Diluted  0.59  1.30  1.20  0.96
Cash payments per share/unit (1)  0.62  0.96  0.84  0.70
Payout Ratio (1)  105%  73%  69%  73%
Net Earnings    10,585  21,125  12,912  10,804
 Per Share/Unit Basic  0.62  1.23  0.76  0.64
 Per Share/Unit Fully Diluted  0.62  1.22  0.75  0.64
Capital Expenditures and Acquisitions    30,405  6,038  2,543  6,421
Total Assets   265,301  150,120  153,247  150,169
Working Capital Deficiency  23,878  47,499  57,148  57,810
Long-term debt  79,910  –  –  –
Unitholders’ Equity  56,777  57,623  46,612  48,136

Operations
Oil and Liquids (barrels per day)   3,105  3,013  3,024  3,153
Natural Gas (MCF per day)  8,892  7,233  7,272  7,139
Total BOE per day  4,587  4,219  4,236  4,343
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•	 Agreements	for	product	sales	are	primarily	on	30	day	renewal	terms;	and

•	 Investments	are	generally	only	with	companies	that	have	common	management	with	the	Company.

Of	 the	 accounts	 receivable	 balance	 of	 December	 31,	 2008	 ($11,753,000)	 and	 December	 31,	 2007	 ($10,575,000)	 over		
82	(2007	–	90)	percent	relates	to	product	sales	with	international	oil	and	gas	companies,	tax	receivables	from	the	Canadian	
Government	or	risk	contract	payments	from	the	Company’s	principal	banker.

The	Company	assesses	quarterly,	if	there	has	been	any	impairment	of	the	financial	assets	of	the	Company.	During	the	year	
ended	December	31,	2008,	there	was	no	impairment	provision	required	on	any	of	the	financial	assets	of	the	Company	
due	 to	historical	 success	of	 collecting	 receivables.	The	Company	does	have	a	credit	 risk	exposure	as	 the	majority	of	
the	Company’s	accounts	receivable	are	with	counterparties	having	similar	characteristics.	However,	payments	from	the	
Company’s	 largest	 accounts	 receivable	 counter	 parties	 have	 consistently	 been	 received	 within	 30	 days	 and	 the	 sales	
agreements	with	these	parties	are	cancellable	with	30	days	notice	if	payments	are	not	received.

At	December	31,	2008	approximately	$99,000	or	0.8	percent	of	the	Company’s	total	accounts	receivable	are	aged	over	
120	 days	 and	 considered	 past	 due.	 The	 majority	 of	 these	 accounts	 are	 due	 from	 various	 joint	 venture	 partners.	 The	
Company	actively	monitors	past	due	accounts	and	takes	the	necessary	actions	to	expedite	collection,	which	can	include	
withholding	production	or	net	paying	when	the	accounts	are	with	joint	venture	partners.	Should	the	Company	determine	
that	the	ultimate	collection	of	a	receivable	is	in	doubt,	it	will	provide	the	necessary	provision	in	its	allowance	for	doubtful	
accounts	with	a	corresponding	charge	to	earnings.	If	the	Company	subsequently	determines	an	account	is	uncollectable,	
the	account	is	written	off	with	a	corresponding	charge	to	the	allowance	account.	The	Company’s	allowance	for	doubtful	
accounts	balance	at	December	31,	2008	is	$85,000.	There	were	no	accounts	written	off	during	the	year.

The	carrying	value	of	accounts	receivable	approximates	their	fair	value	due	to	the	relatively	short	periods	to	maturity	on	
this	instrument.	The	maximum	exposure	to	credit	risk	is	represented	by	the	carrying	amount	on	the	balance	sheet.	There	
are	no	material	financial	assets	that	the	Company	considers	past	due.

Liquidity risk

Liquidity	risk	includes	the	risk	that,	as	a	result	of	Company’s	operational	liquidity	requirements:

•	 The	Company	will	not	have	sufficient	funds	to	settle	a	transaction	on	the	due	date;

•	 The	Company	will	not	have	sufficient	funds	to	continue	with	its	dividends;

•	 The	Company	will	be	forced	to	sell	assets	at	a	value	which	is	less	than	what	they	are	worth;	or

•	 The	Company	may	be	unable	to	settle	or	recover	a	financial	asset	at	all.

To	help	reduce	these	risks	the	Company:

•	 Maintains	a	portfolio	of	high-quality,	long	reserve	life	oil	and	gas	assets.

The	Company	has	the	following	maturity	schedule	for	its	financial	liabilities:

	 Payments	Due	By	Period

	 Recognized	on	Financial	 Less	Than	
($000) Statements	 One	Year 1-3	Years	 	4-5	Years

Accounts	payable	and	accrued	liabilities	 	 Yes		–	Liability	 	 23,888	 	 –	 	 –
Due	to	related	party	 	 Yes		–	Liability	 	 	6,000	 	 –	 	 	–
Short-term	bank	debt	 	 Yes		–	Liability	 	 	13,325	 	 –	 	 	–
Long-term	bank	debt	 	 Yes		–	Liability  –	 	 79,910	 	 	–
Office	leases	 No	  589	 	 1,238	 	 1,080

Total	 	 	 	 	 43,802	 	 81,148	 	 1,080
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MANAGEMENT’S DISCUSSION AND ANALYSIS

This report dated March 18, 2009 is a review of the operations, current financial position, and outlook for Bonterra Oil & 
Gas Ltd. (“Bonterra” or the “Company”) and should be read in conjunction with the audited financial statements for the 
year ended December 31, 2008, together with the notes related thereto.

FOrwArD-LOOkING INFOrMATION

Certain statements contained in this Management’s Discussion and Analysis (MD&A) include statements which contain 
words such as “anticipate”, “could”, “should”, “expect”, “seek”, “may”, “intend”, “likely”, “will”, “believe” and similar 
expressions, statements relating to matters that are not historical facts, and such statements of our beliefs, intentions and 
expectations about development, results and events which will or may occur in the future, constitute “forward-looking 
information” within the meaning of applicable Canadian securities legislation and are based on certain assumptions and 
analysis made by us derived from our experience and perceptions. Forward-looking information in this MD&A includes, 
but is not limited to: expected cash provided by continuing operations; dividends; future capital expenditures, including 
the amount and nature thereof; oil and natural gas prices and demand; expansion and other development trends of 
the oil and gas industry; business strategy and outlook; expansion and growth of our business and operations; and 
maintenance of existing customer, supplier and partner relationships; supply channels; accounting policies; credit risks; 
and other such matters.

All such forward-looking information is based on certain assumptions and analyses made by us in light of our experience 
and perception of historical trends, current conditions and expected future developments, as well as other factors we 
believe are appropriate in the circumstances. The risks, uncertainties, and assumptions are difficult to predict and may 
affect operations, and may include, without limitation: foreign exchange fluctuations; equipment and labour shortages 
and inflationary costs; general economic conditions; industry conditions; changes in applicable environmental, taxation 
and other laws and regulations as well as how such laws and regulations are interpreted and enforced; the ability of oil 
and natural gas companies to raise capital; the effect of weather conditions on operations and facilities; the existence of 
operating risks; volatility of oil and natural gas prices; oil and gas product supply and demand; risks inherent in the ability 
to generate sufficient cash flow from operations to meet current and future obligations; increased competition; stock 
market volatility; opportunities available to or pursued by us; and other factors, many of which are beyond our control. 
The foregoing factors are not exhaustive and are further discussed herein under the heading Business Prospects, Risks 
and Outlooks as well as in the Company’s Annual Information Form filed on SEDAR at www.sedar.com.

Actual results, performance or achievements could differ materially from those expressed in, or implied by, this forward-
looking information and, accordingly, no assurance can be given that any of the events anticipated by the forward-looking 
information will transpire or occur, or if any of them do so, what benefits will be derived therefrom. Except as required by 
law, the Company disclaims any intention or obligation to update or revise any forward-looking information, whether as a 
result of new information, future events or otherwise.

The forward-looking information contained herein is expressly qualified by this cautionary statement.

40  BONTERRA OIL  & GAS LTD.

c) Risk management contracts

The Company currently has no outstanding risk management contracts:

As of December 31, 2007, the fair value of the outstanding commodity risk management contracts was a net liability  
of $3,085,000.

17. COMMITMENTS, CONTINGENCIES AND GUArANTEES

The Company has no contractual obligations that last more than a year other than its office lease agreements which are 
as follows:

Contract Obligations    
      Less than   1 – 3  4 – 5 
($000)   Total  1 year  years  years

Office leases (1) $ 2,907 $ 589  $ 1,238 $ 1,080

(1) Includes Silverwing’s former office space which is being sublet at a rate that approximates the rates charged to the Company. The funds 

received on the sublease have not been offset against the contractual liability.

18. SUBSEQUENT EvENTS - DIvIDENDS

Subsequent to December 31, 2008, the Company has declared the following dividends:

Date declared   Record date $ per share Date payable

January 6, 2009   January 15, 2009  $0.16 January 30, 2009
February 9, 2009   February 18, 2009  $0.12 February 27, 2009
March 5, 2009   March 16, 2009  $0.12 March 31, 2009
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Corporate Information

Board of Directors
G.J. Drummond, Nassau, Bahamas

G.F. Fink, Calgary, Alberta
C.R. Jonsson, Vancouver, British Columbia

F. W. Woodward, Calgary, Alberta
 

Officers
G.F. Fink – Chief Executive Officer

R.M. Jarock – President and Chief Operating Officer
G.E. Schultz – Vice President, Finance,

Chief Financial Officer & Secretary
 

Registrar & Transfer Agent
Olympia Trust Company, Calgary, Alberta

 

Auditors
Deloitte & Touche LLP, Calgary, Alberta

 

Solicitors
Borden Ladner Gervais LLP, Calgary, Alberta

 

Bankers
The Royal Bank of Canada, Calgary, Alberta

CIBC, Calgary, Alberta
 

Stock Listing
The Toronto Stock Exchange, Toronto, Ontario

Trading symbol: BNE
 

Head Office
901, 1015 – 4th Street SW 
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PH	403.262.5307	
FX 403.265.7488

 

Web Site
www.bonterraenergy.com
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