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AThAbAscA OiL sANds cORP. (AOsc) is A PRivATELy hELd 
OiL sANds cOmPANy fOcUsEd ON ThE sUsTAiNAbLE 
dEvELOPmENT Of OiL sANds REsOURcEs iN ThE 
AThAbAscA REgiON Of NORThERN ALbERTA, cANAdA. 
AOsc hAs NET wORkiNg iNTEREsT iN OvER 1.3 miLLiON 
AcREs iN ThE AThAbAscA REgiON Of NORThERN 
ALbERTA. PROdUcTiON POTENTiAL is EsTimATEd TO bE 
cONsidERAbLy gREATER ThAN 500,000 bARRELs PER 
dAy AT PEAk dEvELOPmENT.
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LARGEST LAND OWNER
VAST RESOURCES
STRONG TECHNICAL TEAM
EXPERIENCED MANAGEMENT
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IMPRESSIVE PAST

2006 2007

Quarter 1/07 AOSC signs $30 
million revolving credit facility with a 
major Canadian bank

Quarter 2/07 Third party evaluation 
by combination of GLJ Petroleum 
Consultants and DeGolyer and 
MacNaughton provides independent 
evaluation to confirm internal resource 
estimates/assumptions

Quarter 2/07 First Annual Report 
distributed and inaugural AGM held

January – September 2006  
AOSC is incorporated and initial land 
base is established

September 2006 Initial private equity 
placement for $100 million 

December 2006 Secondary private 
equity placement for $23.3 million

Quarter 1/07 AOSC successfully 
executes its first core-hole drilling 
program and renounces  
flow-through expenditures

auguSt 2007 One year from 
incorporation, AOSC successfully 
completes $250 million private  
equity placement

Quarter 4/07 AOSC releases 
resource estimate of 6 billion barrels 
best case, 10 billion barrels high case

Quarter 4/07 Revolving credit facility 
increased to $50 million

December 2007 AOSC completes  
$27 million flow-through private  
equity placement



Quarter 1/08 AOSC successfully executes 231 core-hole drilling program

June 2008 Submission of Dover pilot application

June 2008 New third party independent evaluation report confirms internal resource 
estimates. Combined evaluations by GLJ Petroleum Consultants and DeGolyer and 
MacNaughton estimate 6.9 billion barrels best case and 10.9 billion barrels high case

July 2008 AOSC completes $400 million, 13 percent three-year term senior secured 
notes offering. Revolving credit facility concurrently reduced to $25 million

OctOber 2008 Submission of MacKay River pilot application

Quarter 1/09 AOSC successfully completes 76 well-evaluation program with 
combination of clastic and carbonate formation targets

PROMISING FUTURE

2008 2009
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HIGHLIGHTS AND ACCOMPLISHMENTS
Athabasca Oil Sands Corp. (AOSC) can look 
back at a successful 2008. We have fulfilled 
the operational, financial and business 
related goals we set. We are also well 
underway with development planning in our 

two core areas: MacKay River (previously called Thickwood) 
and Dover Central. Pilot applications have been filed for  
both areas.

PRESIDENT’S MESSAGE

The land acquisition phase is now complete, positioning AOSC as the largest lease holder in 
the Athabasca region with more than 1.3 million acres of net land and the operator of more 
than 1.7 million acres of oil sands leases. 

Although our primary development targets are composed of traditional oil sands of the 
Cretaceous McMurray formation, two deep wells drilled in the 2008 winter season confirmed 
the presence of a very promising Devonian carbonate play within the well known Leduc 
Formation. A section more than 100 metres thick, of clean, porous and permeable bitumen 
saturated dolomite, was demonstrated. As a result of this success, we acquired approximately 
75,000 acres of additional land with Leduc potential. AOSC has just completed 10 delineation 
wells confirming the high potential of the area. 

AOSC also owns a 50 percent stake and operatorship in a major Joint Venture (JV) covering 
approximately 750,000 acres of land on trend with the lands of Royal Dutch Shell in the 
western parts of the Athabasca region. The Energy Resources Conversation Board (ERCB) 
estimates that the entire Devonian carbonate rocks contain approximately 415 billion barrels 
of bitumen. AOSC and the JV partner drilled five wells in the area this winter. 

AOSC contingent recoverable resources according to the 2008 independent third party 
evaluation is approximately 6.9 billion barrels in the most likely case (best case) and 
approximately 10.9 billion barrels in the high case. With the 2009 winter drilling program 

already completed it seems clear that we 
will add a considerable number of contingent 
recoverable resources and we will be well 
under way to reach our two-year goal of 
10 billion barrels of contingent recoverable 
resources. The contingent resources are well 
delineated and should be sufficient to support 
considerably greater than 500,000 barrels 
per day of production. 

AOSC is currently transforming from an 
appraisal stage company to a development 
stage company. Two pilot applications have 
already been filed for the MacKay River 
and Dover areas and the first approval is 
expected mid-2009. The first commercial  
development application will be filed for 
MacKay River late this year for a 35,000 
barrels per day project.

Strong poSitionS,  
poSitive outlook

Project development requires an increase in 
staff and we are very pleased to report that 
AOSC continues to attract the very best 
performers from the main oil sands developers 
in the area. AOSC currently has 47 full-time 
employees in our Calgary head office, while 
approximately 400 field personnel were 
involved in the 2009 winter operations.

The financial situation for AOSC is comfortable 
due to our $400 million, three-year term, 
senior debt financing that closed in July – just 
prior to the world-wide financial melt-down. 
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This financing will fully fund our operations 
until mid-2010, or even longer if deemed 
necessary, and provide us with flexibility and 
time to develop our long-term desired capital 
structure. Our long-term financial model is 
likely to be a combination of JV partnerships 
and an IPO. Talks with very serious potential 
JV partners have already been initiated.

The global financial crisis we are currently 
experiencing may be the worst since the Great 
Depression. Many corporate and personal 
fortunes have been greatly reduced or lost, 
and employees are worried about keeping 
their jobs. Fear is the dominant market force 
and asset pricing has become very difficult. 
Thus far, there are few signs of short-term 
improvement and companies of all sizes are 
reviewing capital spending. The crisis has 
also led to a reduced demand for oil and the 
West Texas Intermediate (WTI) oil price has 
dropped 70 percent from an all time high of 
US$147 per barrel, to approximately US$45 
per barrel, in just a few months. AOSC has 
reviewed our planned expenditures and will 
continue to closely monitor the economic 
and financial environment as we progress  
on-track with our plans.

Environmental concerns have also increased. 
With widely different motivation, regulators, 
NGOs, media, miscellaneous film makers, and 
others, have accused the oil sands industry of 
being environmentally unfriendly. However, 
the public and investors are slowly gaining 
an appreciation for the significant difference 
between an oil sands mining operation and an 
oil sands thermal production operation, such 
as Steam Assisted Gravity Drainage (SAGD), 
both from environmental and economical 
points of view. 

Historically, oil sands operations are 
associated with surface mining extraction 
consisting of large mining pits, tailing ponds 
and associated upgraders. Although oil sands 
mining looks similar to most surface mining 
operations worldwide, it has become an easy 
mark when the goal is to capture photos of 
disturbed landscape.

Furthermore, oil sands mining operations 
use large amounts of water, mostly fresh 
water drained from the adjacent Athabasca 
River. Despite the fact that quite a few other 
industrial and farming operations are using 
comparatively larger amounts of fresh water, 

Very successful 2009 winter drilling will result in an important 
increase in recoverable resources for AOSC. Furthermore, the 
recently added resources are of very high quality and will add 
significant value to the company.

oil sands mining operations have become a 
convenient target for criticism.

The profitability of new mining operations 
has changed due to the dramatic increase in 
labour costs in Alberta. Mining operations 
are very labour intensive throughout the 
life of the project and suffer during periods 
with high labour costs. In addition, the need 
for a costly upgrader makes an oil sands 
mining project very capital intensive with 
typical initial investments in the range of  
$140,000-$160,000 per flowing barrel of 
synthetic crude oil (SCO). That requires a 
WTI price in the range of US$90-US$100 
per barrel in order to provide a decent 
rate of return on the investments. Mining 
operators have started to work on plans for 
upstream production only (no upgrading). 
However, even if this was made technically 
feasible, it is believed to require initial capital 
expenditure (capex) in excess of $70,000 per  
flowing barrel. 

Non-integrated (without upgrader) SAGD 
operations are very different both from an 
environmental and economic perspective. 
A typical SAGD footprint is comparable 
to many other conventional oil and gas  
projects, with smaller footprints than other 
widely seen projects, such as a ski hill 
development. Water use per barrel is much 
less for SAGD than for a mining operation 
and the water is non-potable, extracted from 
deep wells. 
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Investors are starting to value the major differences between 
SAGD and mining, both environmentally and economically. 
Future SAGD projects are anticipated to provide adequate 
rate of return at WTI prices below US$50.

Development costs have doubled over the 
last few years but are now clearly decreasing. 
It should be possible, with strong project 
management and cost control, to develop 
a SAGD project of 35,000 barrels per 
day for initial investments in the range of  
$25,000-$32,000 per flowing barrel. It is 
possible to launch such stand alone SAGD 
projects at the WTI price in the range of 
US$50 to US$60 per barrel and at even 
lower WTI prices, depending on other input 
variables such as foreign currency exchange 
and construction costs. 

Although the equity market as a whole has 
suffered lately it seems clear that investors 
are starting to realize these major differences 
between SAGD and mining. Companies with 
pure mining assets and/or with upgrading 
projects in their business plan have been 
punished significantly more than average 
by the market. As well, the size factor is 
finally being recognized among investors. 
An optimal SAGD project seems to be in the 
range of 20,000-50,000 barrels per day. 
Smaller projects are not enjoying full economy 
of scale and their developers may experience 

transport and marketing problems due to 
relatively low volumes. 

Emissions are an environmental concern SAGD 
and mining operations have in common. So far 
the emission debate has portrayed oil sands 
as a major threat to climate change due to 
very high emissions. Nevertheless, the debate 
is getting more sophisticated and the parties 
involved are beginning to compare “apples to 
apples”. Emissions should be considered on the 
basis of “Life Cycle Assessment” (LCA), also 
called “Wells to Wheels”. The LCA principle 
ensures that total emissions generated from 
a barrel of oil is measured and added for all 
parts of the value chain, from the oil producer 
to the end consumer. A complete LCA analysis 
shows that a barrel of oil from typical SAGD 
production emits approximately 15 percent 
more CO

2
 than a barrel of Canadian light and 

just marginally more than a barrel of heavy 
Californian or Mexican oil. It also shows that 
approximately 75-80 percent of emissions 
from a barrel of oil are generated by the end 
user – by driving cars. This is an important 
point to bear in mind when designing emission 
reduction policies. 

It is very difficult to quantify costs of future 
emissions legislation. It is likely that some form 
of cap-and-trade system will be developed, 
where an emitter may offset emissions by 
purchasing quotas elsewhere. A properly 
designed cap-and-trade system could be 
a fair system where each emitter pays for 
real emissions regardless of which part of 
the industry segment they originate from or 
which economical activity is performed. 

The lower oil price is, of course, a concern even 
for SAGD developers. However, as previously 
mentioned, a good SAGD project, under our 
current cost structure, should be economically 
viable at US$50 to US$60 WTI. A lower WTI 
price may also lead to lower gas prices and a 
lower exchange rate for the Canadian dollar, 
both important factors in project economics. In 
addition, cost reductions for important oilfield 
services are already being observed.

It is with well-justified optimism that 
AOSC looks forward to the challenges of 
continuing to build the organization and 
advancing our development plans for our vast  
bitumen resources. 

 

Sveinung Svarte 
President & CEO

Calgary, April 16, 2009
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ATHABASCA’S ASSETS 
& OPERATIONS.  
SUCCESSFUL DRILLING 
SEASON COMPLETED. 
IMPORTANT  
RESOURCES ADDED.  
DEVELOPMENT  LANDS 
DENSELY DELINEATED.
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AOSC has been very careful in showing the exact location of 
our leases. Experience has taught us that too much disclosure 
at an early stage will increase competition for nearby business 
opportunities and increase acquisition costs. As one of the 
most active operators in the area it was necessary to reveal the 
location of approximately 70 percent of our total acreage as a 
part of our 2008 drilling program. During 2008, as our land 
acquisition strategy neared its goal, AOSC disclosed additional 
land, including the recent Grosmont Joint Venture lands. Figure 
A reveals the location of approximately 85% of total acreage.

By end of 2008, AOSC owned in excess of 1.3 million net acres of oil sands leases (operating in 
excess of 1.7 million acres) mostly located in six main areas: Dover; Dover West; MacKay River 
(previously known as Thickwood); Grosmont; Birch and Hangingstone. All are currently at a 
100 percent working interest, except Grosmont which is 50 percent working interest owner 
and operator. The Hangingstone area is located southwest of Fort McMurray, immediately 
south of the Athabasca River and is close to JACOS Hangingstone and Petro Canada’s 
Meadow Creek. The MacKay River area is located immediately north of the Athabasca River 
and is adjacent to Petro Canada’s McKay River, one of the most successful SAGD operations 
in the entire Athabasca area. The Dover area is located immediately south and southwest of 
ChevronTexaco’s Ells River and Total’s Gryphon projects.

operAtionS

The 2009 winter program had two main goals - to add resources and progress our MacKay 
River commercial development. The $64 million capital budget was split into evaluation 
drilling expenditures of $52 million, water source and disposal exploration expenditures of 
$7 million, and seismic acquisition expenditures of $5 million. A total of 76 evaluation wells 
were drilled with a mixture of McMurray sands wells and deeper more expensive carbonate 
wells. Approximately 200 kilometres (km) of 2D seismic and 5.2 square km of 3D seismic was 
acquired. The program was very successful in achieving its goals. The detailed outline of our 
operational activities can be seen in figure A.

The activity on the MacKay River lease was largely focused in the commercial application area. 
A total of 41 evaluation wells were drilled in addition to the acquisition of 66 km of 2D seismic, 
5.2 square km of 3D seismic and 50 km of Electrical Resistivity Tomography. Approximately  
30 wells were focused in the commercial development area confirming the existence of a 
highly predictable and uniform sand of excellent reservoir quality. To date AOSC has drilled 
in excess of 170 delineation wells on the MacKay River lease. A commercial application for 
construction of a 150,000 bbl/d plant is planned to be submitted by year end with a first phase 
of 35,000 bbl/d capacity.

AOSC drilled 18 delineation wells and acquired 15 km of 2D seismic on the northern extension 
of the Dover lease and two wells further south in the Dover asset. The results demonstrated 
an extensive deposit of medium-to-coarse grained McMurray sands with very high bitumen 
saturation. AOSC expects to add significant resources in the Dover area from the ongoing third 
party evaluation update. 

The Dover West area is unique in its 
potential as it contains two stacked oil sands 
reservoirs, Wabiskaw and McMurray, with 
up to 30 meters of net reservoir thickness. 
Immediately underlying the Wabiskaw and 
McMurray formations is a massive bitumen-
bearing Devonian Leduc reef complex in 
excess of 100 meters in thickness. The 2009 
Dover West program was primarily focused 
on delineating the Devonian Leduc formation. 
That included drilling 10 cored wells in the 
Leduc formation and the acquisition of 125 
km of 2D seismic. The stacked nature of 
the reservoirs in this area allowed AOSC 
to record geological information from the 
uphole Wabiskaw and McMurray formations 
on each well drilled to the Leduc formation. 
AOSC will be focusing efforts in the coming 
months to better understand the potential 
of this reservoir and in doing so has joined 
an industry-sponsored program led by the 
Alberta Research Council that is studying 
bitumen recovery from carbonates. AOSC 
has donated core samples from the Leduc 
formation as part of this program.

The 2009 winter program witnessed AOSC 
taking our first steps in exploration on the 
recently announced joint venture in our 
westernmost assets. A total of five wells were 
drilled, targeting the Grosmont and Nisku 
carbonate formations.
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ASSETS AND OPERATIONS
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macKay river  
commercial Development

Commercial planning began in earnest in 
2008, and continues in 2009. The MacKay 
River area is well defined as a result of 
two years of intensive drilling and seismic 
activity and is our most advanced area when 
it comes to the first phase of commercial 
development. The MacKay River area has the 
potential for up to 150,000 bbl/d when fully 
developed. The first phase will most likely be  
35,000 bbl/d capacity.

Major activities initiated include:

• Continued field collection of 
environmental data to support  
the commercial application

• Completed engineering studies  
to determine major facilities  
processes, such as water  
treatment, steam generation,  
and field facilities layouts

• Preliminary facilities design to support  
the regulatory application is underway

• Completed extensive water  
exploration program to support  
the water supply analysis for the 
commercial project

• Collecting geology, reservoir, and  
facilities information to support the 
regulatory application

The target for submission of the regulatory 
application is late-2009. The data requirements 
and reviews for a commercial project of this 
size are much more extensive than those of 
a pilot project. The review period is expected 
to be two years, with approvals expected in  
late-2011 or early-2012. Based on this approval 
date, first steam is scheduled for late-2014.

AOSC’s development strategy is to develop 
each area in project “trains” of between 
20,000 - 50,000 barrels per day. The MacKay 
River Phase 1 development is anticipating 
first oil in 2014 followed by Dover Phase 1  
in 2015/16. 

plAnning AnD DevelopMent

2008 was a year of transition from exploration 
and evaluation to full development planning 
in order to efficiently exploit the key assets 
defined over the last two winter seasons. The 
development focus in 2008 and continuing 
into 2009 is on three main projects:

1. MacKay River pilot project

2. Dover pilot project

3. MacKay River Phase 1 commercial 
development

macKay river pilot

Because of the excellent drilling results in 
the MacKay/Thickwood area, a decision 
was made to proceed with a small pilot to 
confirm production parameters and well 
design in advance of start up of the first phase 
of the commercial project. The regulatory 
application was submitted on October 

14, 2008, and we have just received the 
Supplemental Information Requests from the 
regulators. Regulatory approval is expected 
by October 2009. After approval, access road 
construction will begin, followed by drilling 
and facilities installation. Facilities design is 
well advanced, with a focus on minimizing 
field construction time to achieve first steam 
as soon as possible, targeting late-2010.

Dover pilot

The Dover pilot regulatory application was 
submitted on June 2, 2008, and we have 
received and responded to the Supplemental 
Information Requests from the regulators. 
Project approval is expected in mid-2009. 
Engineering is well advanced on the project, 
and has been adjusted to better align with 
the expected timing of both regulatory 
approvals and internal sanction of the project. 
Project sanctioning will be reviewed and final 
decisions on project timing will be made in 
Q3 2009.

The Dover West area is unique in its potential as it contains 
two stacked oil sands reservoirs - Wabiskaw and McMurray 
formations - overlying a massive bitumen-bearing Devonian 
Leduc reef complex.
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MANAGEMENT’S
DISCUSSION & ANALYSIS
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ADviSorY on ForWArD-looking StAteMentS
The information contained in this report and the accompanying MD&A represents management’s analysis of the financial and operating results of the Company and may contain forward 
looking statements based on assumptions and estimates that are subject to a certain degree of risk and uncertainty. Forward-looking statements are based on current expectations and 
are subject to known and unknown risks, uncertainties and other factors that may cause actual results, performance or achievements of the Company, or industry results, to be materially 
different from any future results, performance or achievements expressed or implied by such forward-looking statements. These risks and uncertainties include, but are not limited to, risks 
associated with oil and gas exploration, production, marketing and transportation, market price volatility of the Company’s products, foreign currency exchange rates, uncertainty of resources 
and reserves estimates, environmental risks, political uncertainty, impact of competition, the ability of the Company to attract the necessary labor and services, and availability of sufficient  
capital financing.

Such statements may be generally identifiable by the terminology used, such as, but not limited to “plan”, “anticipate”, “intend”, “expect”, “estimate”, “budget”, or other 
similar wording. Forward-looking statements include, but are not limited to, references to future capital and other expenditures, drilling plans, construction activities, the 
submission of development plans, seismic activity, oil and gas production levels and the source of growth thereof, results of exploration activities and dates by which certain 
areas may be developed or may come on-stream, production and operating costs, reserves and resources estimates, reserve life, bitumen upgrading and export capacity and  
environmental matters.

Actual future results may differ materially from those anticipated due to risk factors including, but not limited to, operating performance, regulatory environments, availability of services, 
market conditions, global demand for petroleum based products, commodity price fluctuations and other technical or economic factors. Readers are cautioned against placing undue 
reliance on these forward-looking statements and the foregoing list is not exhaustive. The Company disclaims any intention or obligation to update or revise any forward-looking 
statements as a result of new information, future events or otherwise, subsequent to the date of this report, except as required under applicable legislation.

MAnAgeMent’S DiScuSSion AnD AnAlYSiS

This Management’s Discussion and Analysis (“MD&A”) of Athabasca Oil Sands Corp. (“AOSC” or “the Company”) is dated April 16, 2009 
and should be read in conjunction with the audited consolidated financial statements at and for the years ended December 31, 2008  
and 2007. The audited consolidated financial statements have been prepared in accordance with Canadian generally accepted accounting 
principles (“GAAP”).

overvieW

AOSC was incorporated on August 23, 2006 under the laws governing the Province of Alberta and is in business to explore for, develop and 
produce oil sands-related assets in the Athabasca oil sands region of northern Alberta. AOSC is a privately held company.

The Company’s activities in 2008 were highlighted by land acquisitions, delineation drilling, and evaluations in the main asset areas of Dover, 
MacKay River (previously known as Thickwood) and Hangingstone. The Company now owns more than 1.3 million net acres of oil sands leases 
with estimated contingent recoverable resources at December 31, 2008 of approximately 6.9 billion barrels of bitumen (best estimate). In 
addition to adding oil sands assets, the Company has been successful in continuing to enhance the experienced management and technical 
team as the focus shifts from resource acquisition and delineation to development of the assets.

SuMMArY oF FinAnciAl reSultS

The following table summarizes selected consolidated financial information of the Company at and for the years ended December 31:

(CDN$ THOUSANDS, EXCEPT PER SHARE AMOUNTS)  2008  2007

Total assets $ 768,376 $ 395,260
Working capital  278,986  97,811
Shareholders’ equity  362,266  384,070
Net loss  (24,647)  (13,827)
Net loss per share (basic and diluted) $ (0.14) $ (0.09)
Weighted average common shares outstanding (basic)  181,550,247  151,348,502
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cApitAl eXpenDitureS

At December 31, 2008 the Company owned in excess of 1.3 million net acres of oil sands leases (mineral rights), including approximately  
750 thousand gross acres in a 50/50 joint venture in the Athabasca region of northern Alberta. Capitalized costs associated with our 2008 
mineral property expenditures totaled $66.2 million.

Exploration and evaluation costs associated with the winter core hole programs incurred during 2008 were $85.1 million for drilling and  
$16.1 million for geological exploration and evaluation. These expenditures included costs for the 2007/08 program, primarily consisting 
of seismic, surveying, drilling, coring, and evaluation, and preliminary costs for the 2008/09 winter core hole drilling program. Engineering 
expenditures incurred in 2008 were $10.8 million and preliminary work on the Company’s pilot and commercial projects were $1.1 million.

The Company also incurred $0.6 million in expenditures associated with office furniture, fixtures, leasehold improvements, and information 
technology assets.

The following table summarizes the capital expenditures of the Company for the years ended December 31:

(CDN$ THOUSANDS)  2008  2007

Mineral properties $ 66,209 $ 162,516
Exploration and evaluation – delineation drilling  85,067  26,275
Exploration and evaluation – geological and geophysical  16,108  4,405
Engineering  10,793  855
Pilot project  1,105  –
Corporate assets  647  394
total capital expenditures $ 179,929 $ 194,445

reSultS oF operAtionS

During the year ended December 31, 2008, AOSC recorded a net loss of $24.6 million (2007 - $13.8 million).

The following table summarizes the Company’s results of operations for the years ended December 31:

(CDN$ THOUSANDS)  2008  2007

revenue    
 Interest income $ 5,451 $ 1,996
expenses    
 General and administrative   7,381  3,887
 Stock-based compensation  7,136  10,696
 Financing and interest  19,803  335
 Depreciation and amortization  169  52
 Research and development  139  –
 Future income tax expense (recovery) $ (7,827) $ 853
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For the year ended December 31, 2008, interest income increased from $2.0 million to $5.5 million compared to 2007. The increase results 
from interest earned on higher cash and cash equivalent and short-term investment balances during 2008, obtained from financing activities 
in December 2007 and July 2008.

For the year ended December 31, 2008, general and administrative expenses increased from $3.9 million to $7.4 million compared to 2007. 
General and administrative expenses include salaries, consulting fees, rent, and other office related costs. Increases in general and administrative 
expenses are primarily due to the addition of staff and office space.

For the year ended December 31, 2008, financing and interest costs increased from $0.3 million to $19.8 million compared to 2007 due 
to increased financing activities and the issuance of $400.0 million of senior secured debentures. For the year ended December 31, 2008, 
depreciation and amortization expense increased from $0.1 million to $0.2 million, compared to 2007 due to corporate asset additions. For 
the year ended December 31, 2008, research and development expense increased from $nil to $0.1 million, compared to 2007 due to AOSC’s 
involvement in a joint industry project and internal AOSC employee work on research and development activities.

liQuiDitY AnD FinAnciAl reSourceS

Working capital

At December 31, 2008 the Company had working capital of $279.0 million.

On July 30, 2008, the Company issued $400.0 million of senior secured debentures with a term of three years, maturing July 30, 2011. 
The debentures bear an interest rate of 13% paid semi-annually in arrears on December 31 and June 30. An amendment to the Company’s 
credit facility, reducing the available amount from $50.0 million to $25.0 million, was made in conjunction with this issuance and the entire 
outstanding credit facility balance was repaid with the proceeds.

In accordance with the Trust Indenture dated July 30, 2008, the Company set aside the first two interest payments related to the debentures, 
which is held in Trust. The first interest payment of $22.1 million was made December 31, 2008, with the second interest payment of  
$26.0 million to be made June 30, 2009, and is included in working capital.

The debenture proceeds were invested in short-term cash equivalent banker’s acceptance and bank notes with terms currently ranging from  
24 to 327 days, bearing interest rates from 0.5% to 3.50%.

AOSC believes the 2008 closing working capital surplus, coupled with the credit facility will be sufficient to finance the Company’s 2009/10 
capital expenditure program. 

Recent developments in capital markets have restricted access to new debt and equity for many companies. AOSC is reviewing its 2009/10 
capital spending requirements to ensure existing cash carries to our planned next stage of financing. The Company is also reviewing its options 
for financing its future capital programs in the context of the present financing environment, which may include sourcing additional debt 
facilities, equity markets or potentially joint ventures.

commitments

(CDN$ THOUSANDS)  2009  2010  2011  2012  2013 THEREAFTER  TOTAL

Long-term debt repayment  –  –  400,000  –  –  –  400,000
Interest payments on long-term debt  52,000  52,000  29,918  –  –  –  133,918
Office leases  2,384  2,384  2,384  2,384  1,071  1,400  12,007
Exploration and development  6,621  –  –  –  –  –  6,621
Other  253  226  226  226  207  –  1,138
total commitments  61,258  54,610  432,528  2,610  1,278  1,400  553,684
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The Company entered into a new office lease for one additional floor in its current location. The new lease commitment is for approximately 4 
years and includes basic rent, operating costs and property taxes. The term coincides with the lease commitment in the current office location. 
The Company also entered into a sublease for this new office space to partially offset the cost. The lease and sublease began January 1, 2009. 
The sublease is for a period of nine months until September 30, 2009. The Company has an option to take early possession of a specified 
portion of the sublease space at no cost to the Company. The subtenant is entitled to two months rent free for August and September 2009.

The Company entered into new agreements to add drilling rigs, materials, and services to support the 2009 drilling season. Management 
estimates the minimum commitment on these contracts to be $6.6 million.

The Company entered into new agreements related to head office administration and industry group participation. Management estimates the 
minimum commitment on these contracts to be $1.1 million.

Shareholder’s equity

During 2008 the Company renounced $70.3 million of qualifying exploration expenditures to flow-through common share subscribers under 
the look back rule, for flow-through financing proceeds from 2007. The effective date of the renouncement was December 31, 2007 based on 
actual core hole drilling program expenditures incurred in the first three months of 2008. The future tax effect of this renouncement at a future 
estimated tax rate of 25% is $17.6 million and has been recorded as a reduction to share capital.

During 2008, 6,156,850 purchase warrants were exercised for proceeds of $7.7 million.

The following table summarizes the number of share capital instruments outstanding or contingently issuable (in the case of liquidity  
rights/warrants):

AT DECEMBER 31  2008  2007

Common shares  192,529,661  177,372,811
Purchase warrants  104,281,250  110,438,100
Series I performance warrants   5,000,000  9,500,000
Series II performance warrants  5,000,000  9,500,000
Stock options  1,657,000  470,000
Liquidity rights/warrants  3,736,433  3,736,433
total diluted share capital  312,204,344  311,017,344

Long-term Debt

On July 30, 2008, the Company issued $400.0 million of senior secured debentures with a term of three years, maturing July 30, 2011. The 
debentures bear an interest rate of 13% paid semi-annually in arrears on December 31 and June 30. The debentures also include an early payout 
feature depending on various conditions, which would result in payout between 105% and 110% of face value. The debentures are collateralized 
by a fixed and floating demand debenture and a general assignment of debt over unconventional oil sands leases.

Proceeds from the financing were used to fund the winter 2009 core hole drilling program and business development and company operations 
into 2010.

Income taxes

At December 31, 2008, the Company had approximately $448.5 million of tax pools available for deduction against future taxable income. The 
Company has non-capital losses of $194.9 million which begin to expire in 2026.
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FinAnciAl reporting upDAte

adoption of new accounting policies

On January 1, 2008, AOSC adopted Canadian Institute of Chartered Accountants (CICA) handbook section 3862 “Financial Instruments – 
Disclosures”, and section 3863 “Financial Instruments – Presentation”. These new sections placed increased emphasis on disclosures about the 
nature and extent of risks arising from financial instruments and how AOSC manages those risks.

On January 1, 2008, AOSC adopted CICA handbook section 1535 “Capital Disclosures”. Section 1535 requires the disclosure of the Company’s 
objectives, policies, and processes for managing capital.

During 2008, the Company incurred research costs. The Company engages in research and development activities to develop or improve 
processes and techniques to extract oil from oil sands deposits. Research involves planned investigation with the goal of attaining new 
knowledge. Development involves translating that knowledge into a new technology or process. Research costs are expensed as incurred. 
Development costs are capitalized once technical feasibility is established and if the Company intends to proceed with development. These 
costs are capitalized in property and equipment until the commencement of commercial operations or production. Otherwise, development 
costs are expensed as incurred. Development costs include pre-operating revenues and costs.

Future accounting pronouncements

The CICA issued a new accounting standard, section 3064 “Goodwill and Intangible Assets”, which is effective on January 1, 2009. The 
standard replaces section 3062 “Goodwill and Other Intangible Assets” and section 3450 “Research and Development Costs”. This section 
establishes standards for the recognition, measurement, presentation and disclosure of goodwill and intangible assets. The adoption of these 
recommendations is not expected to have a material impact on AOSC.

In January 2009, the CICA issued a new accounting standard, section 1582 “Business Combinations”, which prospectively establishes principles 
and requirements of the acquisition method for business combinations and related disclosures that will be effective for AOSC’s 2011 reporting.

In January 2009, the CICA issued a new accounting standard, section 1601 “Consolidated Financial Statements”, which establishes standards 
for the preparation of consolidated financial statements that will be effective for AOSC’s 2011 reporting. The adoption of these recommendations 
is not expected to have a material impact on AOSC.

On February 13, 2008, the Canadian Accounting Standards Board (“AcSB”) confirmed the use of International Financial Reporting Standards 
(“IFRS”) for publicly accountable profit-oriented enterprises, beginning on January 1, 2011 with appropriate comparative data from the prior 
year. IFRS will replace the current CICA Handbook as Canadian GAAP for these entities. Under IFRS significantly increased disclosure is 
required, especially for interim reporting. While IFRS uses a conceptual framework similar to Canadian GAAP, there are significant differences 
in accounting policies which must be addressed. AOSC is evaluating the impact the adoption of IFRS will have on the Company’s consolidated 
financial statements. 

The Company has appointed internal staff to review the impact of IFRS adoption, along with sponsorship from executive management, and to 
identify changes required to existing accounting policies and practices with the objective of enabling the Company to become IFRS compliant 
by 2011.

An IFRS changeover plan is currently being developed and regular reports will be made to executive management and the Audit Committee 
of the Board of Directors on the conversion progress. Under Phase I, the Company’s advisors completed a diagnostic report that identifies the 
high level differences between existing Canadian GAAP and IFRS. The results of the diagnostic report are being utilized to undertake prioritized 
assessments and analyze the potential impact to accounting and other related processes and procedures, people and systems, and will be 
recommending to executive management and the Audit Committee appropriate accounting policies under IFRS. Once IFRS accounting policies 
have been selected, work will then focus on the development of plans for Phase II conversion. Phase I of the project is expected to be completed 
by December 31, 2009. 
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AOSC is monitoring the development of standards issued by the International Accounting Standards and the AcSB, as well as regulatory 
pronouncements issued by the Canadian Securities Administrators, which may affect the timing, nature or disclosure of the Company’s adoption 
of IFRS. In addition, AOSC is monitoring the development of guidance on how to apply IFRS to oil and gas exploration and development activities 
as prepared by a committee of the Canadian Association of Petroleum Producers, which is expected to be finalized in the spring of 2009. Finally, 
the Company will also be monitoring the IFRS adoption efforts of its peers and considering impacts, if any, to AOSC’s changeover plan.

criticAl Accounting policieS AnD eStiMAteS

The preparation of financial statements, based on Canadian GAAP, requires the use of estimates and assumptions derived from management’s 
professional judgment. By definition, estimates and assumptions are subject to a certain degree of uncertainty and the effects of changes in 
these estimates and assumptions on the Company’s consolidated financial statements could be significant.

Oil Sands assets resource estimate

Estimates of oil sands resources, by necessity, are projections based on geologic and engineering data, and there are uncertainties inherent to 
the interpretation of such data as well as the projection of future rates of production and the timing of development expenditures. Resource 
engineering is an analytical process of estimating underground accumulations of bitumen that can be difficult to measure. The accuracy of 
any resource estimate is a function of the quality of available data, engineering and geological interpretation and judgment. Estimates of 
economically recoverable bitumen resources and future net cash flows necessarily depend upon a number of variable factors and assumptions, 
such as future production rates, the assumed effects of regulations by governmental agencies and assumptions governing future bitumen prices, 
future royalties and operating costs, development costs and workover and remedial costs, all of which may in fact vary considerably from actual 
results. For these reasons, estimates of the economically recoverable quantities of bitumen attributable to any particular group of properties, 
classifications of such resources based on risk recovery, and estimates of the future net cash flows expected there from may vary substantially. 
Any significant variance in the assumptions could materially affect the estimated quantity and value of the resources, which could affect the 
carrying value of the Company’s oil sands properties and the rate of depletion of the oil sands properties. Actual production, revenues and 
expenditures with respect to the Company’s resources will likely vary from estimates, and such variances may be material.

The Company’s estimated quantities of contingent resources were assessed by independent petroleum engineers GLJ Petroleum Consultants 
and DeGolyer and MacNaughton Canada Limited, with their respective reports dated at June 1, 2008 and June 30, 2008.

AOSC expects to receive updated third party resource study results by May 2009.

capital assets – Full cost accounting and Impairment

The Company follows the full cost method of accounting as described in note 2 to the consolidated financial statements. AOSC capitalizes 
costs associated with its oil sands activities, including lease acquisition costs, exploratory drilling to delineate oil sands plays, geological and 
geophysical costs, engineering, licensing and regulatory fees, carrying charges on non-productive assets, and employee salaries and stock-
based compensation related to exploration and development activities.

The carrying values of oil sands property and equipment assets are not intended to reflect their future value. The future value of AOSC’s oil 
sands assets depends on a number of factors including, but not limited to, the acquisition cost of future property leases, the identification of 
commercially productive resources, management’s ability to obtain additional financing, the future profitability of identified projects and the 
global market view related to oil as a viable energy alternative.

Each reporting period the carrying value of the Company’s unproved oil sands assets will be assessed to determine if there are events or 
circumstances that would indicate impairment. If an impairment indicator exists and the carrying value is deemed unlikely to be recovered when 
compared to the estimated discounted future cash flows, the excess of those costs over the recoverable value of the assets is charged to net 
income. The calculation of the estimated discounted future cash flows is based on a number of estimates including, but not limited to, resource 
volumes, production rates, commodity prices, timing of activities, future development costs, and other variables.
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AOSC believes that the fair value of capitalized costs incurred to date exceeds the carrying value, and the carrying value will be recovered from 
future operating activity.

Stock-based compensation

The Company uses the fair value method to account for securities issued as part of its stock-based compensation. The fair value of the securities 
is estimated at the date of grant and is amortized against earnings over the estimated contractual life of the instrument, with a corresponding 
amount reflected in contributed surplus. Amounts directly related to exploration and development activities are capitalized. 

The calculation of stock-based compensation requires the use of a number of assumptions, including risk free interest rates, volatility, and 
estimated life.

Future Income taxes

The Company recognizes a future income tax liability based on estimates of temporary differences between the book and tax value of its assets. 
An estimate is also used for both the timing and tax rate upon reversal of the temporary differences. Actual differences and timing of the 
reversals may differ from estimates, impacting the future income tax balance and net income.

riSk MAnAgeMent

The financial performance of AOSC may be influenced by a variety of risks inherent to the oil and gas industry, many of which are outside the 
Company’s control. At this stage, AOSC does not have material operations and the Company’s primary assets consist of leases held for the 
purpose of oil sands exploration and development. AOSC’s ongoing success depends on the Company’s ability to execute the development 
projects currently planned. 

Factors currently influencing the Company’s ability to succeed include, but are not limited to, the following:

resource Development and production

The success of AOSC will largely depend on its ability to continue drilling successful exploration/appraisal wells, prove up economic resources 
and develop economic projects. AOSC’s first three drilling seasons were successful and management’s geological model and understanding of 
the Company’s acreage was solidified by the well results. AOSC is optimistic about the future potential, however, there is no guarantee that all 
lands are representative of the drilling results. 

Resources have to be produced and important reservoir engineering and modeling has to be done before the true potential of the leases are 
known. Every well drilled contributes important data to the model which invariably reduces the Company’s overall risk.

Increasing cost environment

Competition and increased activity within the oil sands industry has contributed to an escalating cost environment for most, if not all, aspects 
of the business. The cost to acquire exploration leases and the price of the professional services and skilled labor necessary to evaluate and 
develop acquired lands has steadily increased. The recent market downturn has increased availability of certain services and there is already 
signs of a downward trend in associated costs. AOSC’s success will be contingent on its ability to secure key services at costs that align when 
integrated into full project economics.

capital requirements

The exploration, evaluation and development of oil sands assets requires the infusion of substantial capital on an ongoing basis due to the 
lack of internally generated cash flows in the early stages of corporate growth. These exploration, evaluation and development activities must 
therefore be financed by either equity, debt or some combination of equity and debt. Although the Company does its best to manage the timing 
of financial activities to coincide with favorable market conditions, there is no guarantee that such financing will be available based on terms 
and/or timing that would be acceptable to the Company.
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Recent developments in capital markets have restricted access to new debt and equity for many companies. AOSC is reviewing its 2009/10 
capital spending requirements to ensure existing cash carries to our planned next stage of financing. The Company is also reviewing its options 
for financing its future capital programs in the context of the present financing environment, which may include sourcing additional debt 
facilities, equity markets or potentially joint ventures.

commodity price risk

History has demonstrated that the price of hydrocarbon-based commodities fluctuates considerably in response to supply and demand 
economics at the regional, national and global level, combined with hedge fund speculation, all of which is outside the control of AOSC. The 
Company’s future financial success is largely dependent on the equilibrium of bitumen supply and demand, resulting in prices that justify oil 
sands development, based on the expected project time horizon versus short-term fluctuations.

Interest rate risk

Interest rate risk is the risk that future cash flows will fluctuate as a result of changes in market interest rates. The Company has variable interest 
rates on its cash and cash equivalents, short term investments and demand credit facility, resulting in exposure to fluctuations in interest rates. 
The interest rate on the Company’s long-term debt is fixed. 

regulatory approval

Before proceeding with most major development projects, AOSC must obtain regulatory approvals and maintain in good standing for the 
duration of the particular project. The regulatory approval process involves stakeholder consultation, environmental impact assessments and 
public hearings, among other factors. Failure to obtain regulatory approvals, or failure to obtain them on a timely basis, could result in delays, 
abandonment, or restructuring of projects and increased costs, all of which could negatively impact future earnings and cash flow. Failure to 
maintain approvals, licenses, permits and authorizations in good standing could result in the imposition of fines, production limitations or 
suspension orders.

Fiscal environment

The Company’s operations are subject to political and economic uncertainties. Specifically, governments may change royalties and taxes which 
could have a material adverse impact on the economics of the Company’s oil sands activities.

environmental

AOSC looks to both Alberta provincial authorities and to Canada’s federal authorities for direction regarding environmental and climate  
change legislation. 

All phases of the oil sands business present environmental risks and hazards and are subject to environmental regulation pursuant to a variety 
of federal and provincial laws and regulations. Compliance with such legislation can require significant expenditures and a breach may result 
in the imposition of fines and penalties, some of which may be material. Environmental legislation is evolving in a manner expected to result 
in stricter standards and enforcement, larger fines and liability and potentially increased capital expenditures and operating costs. There has 
been much public debate with respect to Canada’s alternative strategies with respect to climate change and the control of greenhouse gases. 
Implementation of strategies for reducing greenhouse gases could have a material impact on the nature of oil sands operations. Given the 
evolving nature of the issues related to climate change and the control of greenhouse gases and resulting requirements, it is not possible to 
predict either the nature of those requirements or the impact on the Company and its operations and financial condition.

AOSC believes that government regulators realize the importance of oil sands projects to both Alberta and Canada and that a competitive 
economic environment will be maintained. However, AOSC cannot guarantee this assumption and there can be no assurance that currently 
enacted or potential future environmental legislation will not have an adverse affect on the Company’s financial condition.
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outlook

AOSC is pursuing business development activities that it believes will further increase shareholder value. The drilling program for winter 2009 
consisted of 76 evaluation wells. These wells were located to further appraise new and existing AOSC leases and enable optimization of the 
development strategy. 

During 2007, AOSC decided to proceed with a 2,000 barrel per day pilot in the Dover area and the regulatory application was submitted  
June 2nd, 2008. Regulatory approval is expected mid-2009 and first steam is planned for the second half of 2010.

The MacKay River drilling results were so encouraging, AOSC decided to “fast track” a pilot application, which was submitted October 14th, 
2008. It is anticipated the pilot will be between 1,000-1,500 barrels per day capacity with regulatory approval expected by the end of 2009 and 
first steam mid-2010. The area is ideally located just 35 km from Fort McMurray.

Commercial development planning is just starting but AOSC anticipates the areas identified have the potential for considerably greater 
than 500,000 barrels per day of production fully developed. AOSC’s first commercial development is expected to be a 30,000 to  
40,000 barrels-per-day project in the MacKay River area with submission of the regulatory application in 2009 and first steam in 2014.

QuArterlY HiStoricAl revieW

 2008 2007

(CDN$ THOUSANDS,  
EXCEPT PER SHARE  
AMOUNTS) Q4 Q3 Q2 Q1 Q4 Q3 Q2 Q1

Revenue 2,686 1,652 196 917 1,233 652 – 111
Net loss (9,857) (9,702) (3,227) (1,861) (4,017) (3,358) (3,123) (3,329)
Net loss per share  
(basic and diluted) (0.05) (0.05) (0.02) (0.01) (0.03) (0.02) (0.02) (0.02)
Weighted average  
common shares  
outstanding (basic) 188,428,237 181,130,434 178,076,415 177,424,459 155,001,907 153,503,852 138,446,461 138,446,461
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CONSOLIDATED FINANCIAL STATEMENTS

MAnAgeMent’S StAteMent oF reSponSiBilitY

to the shareholders of athabasca Oil Sands corp.:

Statement of responsibility

Management is responsible for the preparation of the consolidated financial statements in accordance with Canadian generally accepted 
accounting principles and for ensuring that all other financial and operating information presented in this report is consistent with those 
consolidated financial statements.

Independent auditors, appointed by the Audit Committee, have examined the consolidated financial statements in accordance with Canadian 
generally accepted auditing standards. They have performed such tests as they considered necessary to enable them to express an opinion that 
the consolidated financial statements are presented fairly in all material respects, in accordance with Canadian generally accepted accounting 
principles.

The Board of Directors is responsible for ensuring that Management fulfills its responsibilities for financial reporting and internal control. This 
responsibility is exercised through the Audit Committee. The Audit Committee of the Board of Directors has reviewed these consolidated 
financial statements with Management and the auditors and has reported to the Board of Directors. The Board of Directors has approved the 
consolidated financial statements.

Sveinung Svarte, Mba, MSc J.r. (rob) Harding, cMa, Mba 
President & CEO Vice President Finance & CFO

Calgary, Canada 
April 16, 2009  
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AuDitor’S report

to the Shareholders of athabasca Oil Sands corp.

We have audited the consolidated balance sheets of Athabasca Oil Sands Corp. as at December 31, 2008 and 2007 and the consolidated 
statements of net loss, comprehensive loss and accumulated deficit and cash flows for the years then ended. These financial statements are the 
responsibility of the Company’s management. Our responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with Canadian generally accepted auditing standards. Those standards require that we plan and perform 
an audit to obtain reasonable assurance whether the financial statements are free of material misstatement. An audit includes examining, on 
a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting 
principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of the Company as at 
December 31, 2008 and 2007 and the results of its operations and its cash flows for the years then ended in accordance with Canadian 
generally accepted accounting principles.

chartered accountants

Calgary, Canada 
April 16, 2009
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conSoliDAteD BAlAnce SHeetS (note 1)

at December 31

(CDN$ THOUSANDS)  2008  2007

assets    
current assets    
 Cash and cash equivalents (Note 10) $ 117,705 $ 107,250
 Short-term investments (Note 10)  146,138  –
 Cash held in trust (Note 7)  26,000  –
 Accounts receivable (Note 10)  4,395  1,269
 Prepaid expenses and other  387  482
    294,625  109,001
Deferred charges  70  90
Property and equipment (Notes 4, 6 and 7)  473,681  286,169
   $ 768,376 $ 395,260
liabilities and Shareholders’ equity    
current liabilities    
 Accounts payable and accrued liabilities (Note 5) $ 15,639 $ 11,190
    15,639  11,190
long-term debt (Note 7)  378,906  –
Future income tax liability (Note 9)  11,565  –
    406,110  11,190
Shareholders’ equity    
 Common shares (Note 12)  374,041  383,872
 Warrants (Note 12)  1,495  1,495
 Contributed surplus (Notes 12 and 13)  41,432  28,758
 Accumulated deficit  (54,702)  (30,055)
    362,266  384,070
   $ 768,376 $ 395,260

Commitments (Notes 12, 15 and 17)    

See accompanying notes to the consolidated financial statements

Approved on behalf of the Board of Directors:

bill Gallacher   Gary Dundas
Chairman   Director
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conSoliDAteD StAteMentS oF loSS, coMpreHenSive loSS AnD AccuMulAteD DeFicit 

years ended December 31

(CDN$ THOUSANDS, EXCEPT PER SHARE AMOUNTS)  2008  2007

revenue    
 Interest income $ 5,451 $ 1,996
expenses    
 Stock-based compensation (Note 13)  7,136  10,696
 Personnel  3,871  2,516
 Consulting  753  526
 Office and corporate  2,757  845
 Financing and interest (Notes 6 and 7)  19,803  335
 Deferred borrowing cost amortization (Note 7)  3,297  –
 Depreciation and amortization  169  52
 Research and development  139  –
    37,925  14,970
Net loss before income taxes  (32,474)  (12,974)
Future income tax expense (recovery) (Note 9)  (7,827)  853
Net loss and comprehensive loss $ (24,647) $ (13,827)
Accumulated deficit, beginning of year  (30,055)  (16,228)
Accumulated deficit, end of year $ (54,702) $ (30,055)
    
Net loss per share, basic and diluted (Note 14) $ (0.14) $ (0.09)

See accompanying notes to the consolidated financial statements
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conSoliDAteD StAteMentS oF cASH FloWS 

years ended December 31

(CDN$ THOUSANDS)  2008  2007

Operating activities    
 Net loss $ (24,647) $ (13,827)
 Items not effecting cash    
  Stock-based compensation (Note 13)  7,136  10,696
  Future income tax expense (recovery) (Note 9)  (7,827)  853
  Changes to long term deferred charges  20  6
  Deferred borrowing cost amortization (Note 7)  2,928  –
  Depreciation and amortization  169  52
    (22,221)  (2,220)
 Changes in non-cash working capital (Note 8)  (1,427)  4
    (23,648)  (2,216)
Financing activities    
 Proceeds from share / warrant issuances (Note 12)  7,786  279,277
 Share issuance costs (Note 12)  (70)  (19,474)
 Proceeds from senior secured debentures (Note 7)  400,000  –
 Senior secured debenture borrowing costs (Note 7)  (24,391)  –
 Cash held in trust (Note 7)  (26,000)  –
 Shareholder loan  –  9,797
 Changes in non-cash working capital (Note 8)  (204)  21,992
    357,121  291,592
Investing activities    
 Additions to property and equipment  (179,929)  (194,445)
 Short-term investments (Note 10)  (146,138)  –
 Changes in non-cash working capital (Note 8)  3,049  8,985
    (323,018)  (185,460)
net increase in cash and cash equivalents  10,455  103,916
cash and cash equivalents, beginning of year  107,250  3,334
cash and cash equivalents, end of year $ 117,705 $ 107,250
cash and cash equivalents comprises    
Deposits with banks $ 3,052 $ 6,033
Term deposits  114,653  101,217
   $ 117,705 $ 107,250

See accompanying notes to the consolidated financial statements 
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NOTES TO THE
CONSOLIDATED FINANCIAL STATEMENTS

AtHABAScA oil SAnDS corp.

December 31, 2008 and 2007

(Tabular amounts in CDN$ thousands, except as otherwise noted)

1. nAture oF operAtionS

Athabasca Oil Sands Corp. (“AOSC” or the “Company”) was incorporated on August 23, 2006 under the laws governing the Province of 
Alberta. AOSC is in business to explore for, develop and produce oil sands-related assets in the Athabasca oil sands region of northern Alberta. 
To date, AOSC has not earned significant revenues and is considered to be a development stage company.

Due to the long lead times and high costs associated with implementing the technology and creating the infrastructure necessary to bring 
identified resources to market, the success of AOSC is heavily dependent upon its ability to raise additional capital to fund further exploration 
to maintain its interests in existing oil sands properties and to identify and develop commercially productive resources.

These consolidated financial statements have been prepared by management in accordance with Canadian generally accepted accounting 
principles (GAAP) assuming that AOSC will continue to operate for the foreseeable future and will be able to realize its assets and discharge its 
liabilities in the normal course of business. If the going concern assumption was not appropriate for these statements, adjustments would be 
required to the Company’s overall financial presentation.

2. SigniFicAnt Accounting policieS AnD BASiS For preSentAtion

a) principles of consolidation

The consolidated financial statements reflect the activities of AOSC and its wholly owned subsidiary. Intercompany transactions and balances 
are eliminated upon consolidation.

b) Joint Venture

A substantial portion of AOSC’s oil sand lease acquisition and evaluation activities are conducted jointly with others and the consolidated 
financial statements reflect only the Company’s proportionate interest in such activities.

c) measurement uncertainty and use of estimates

The preparation of the consolidated financial statements in compliance with Canadian GAAP requires management to make estimates and 
assumptions. These estimates and assumptions affect the reported amounts of assets and liabilities, the disclosure of contingent assets and 
liabilities at the date of the financial statements, and the reported amounts of revenues and expenses during the applicable period. These 
estimates relate to unsettled transactions and events as of the date of the financial statements and may be found to differ from actual results 
as future confirming events occur.

Amounts recorded for depreciation and amortization costs related to corporate assets and amounts used for impairment calculations are based 
on estimates of oil sands resources and future costs required to develop those resources. Stock-based compensation is based upon expected 
volatility, option life estimates, and share price estimates. The provision for income taxes is based on judgments in applying income tax law 
and estimates on the timing, likelihood and reversal of temporary differences between the accounting and tax bases of assets and liabilities. 
These estimates are subject to measurement uncertainty and changes in these estimates could materially impact the financial statements of  
future periods.
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d) Financial Instruments

All financial instruments must initially be recognized at fair value on the balance sheet. The Company has classified each financial instrument 
into the following categories: “held-for-trading”; “loans and receivables”; and “other financial liabilities”. Subsequent measurement of the 
financial instruments is based on their classification. Unrealized gains and losses on held-for-trading financial instruments are recognized in 
earnings. The other categories of financial instruments are recognized at amortized cost using the effective interest rate method. The Company 
has made the following classifications: 

FINANCIAL ASSETS & LIABILITIES    CLASSIFICATION

Cash and cash equivalents    Held-for-trading
Short-term investments    Held-for-trading
Cash held in trust    Held-for-trading
Accounts receivable    Loans and receivables
Accounts payable and accrued liabilities    Other financial liabilities
Short-term credit facility    Other financial liabilities
Long-term debt    Other financial liabilities

Transaction costs for all financial assets and liabilities are expensed as incurred, with the exception of long-term debt. Transaction costs related to 
long-term debt are included with the initial fair value and the instrument is carried at amortized cost using the effective interest rate method.

e) cash and cash equivalents and Short-term Investments

Cash and cash equivalents consist of investments in money market instruments with an initial maturity date of three months or less.  
Short-term investments consist of investments in money market instruments with an initial maturity date of more than three months but less 
than 12 months.

f) property and equipment

The Company follows the full cost method of accounting. AOSC capitalizes costs associated with its oil sands activities, including lease 
acquisition costs, exploratory drilling to delineate oil sands plays, geological and geophysical costs, engineering, licensing and regulatory 
fees, carrying charges on non-productive assets, and employee salaries and stock-based compensation related to exploration and  
development activities.

The carrying values of oil sands property and equipment assets are not intended to reflect their future value. The future value of AOSC’s oil 
sands assets depends on a number of factors including, but not limited to, the acquisition cost of future property leases, the identification of 
commercially productive resources, management’s ability to obtain additional financing, the future profitability of identified projects and the 
global market view related to oil as a viable energy alternative.

AOSC is in the early stages of developing its oil sands assets and production has not yet commenced, therefore no depletion or depreciation 
has been recorded with respect to the related capitalized expenditures to date. Once commercial production begins, costs capitalized to the full 
cost pool will be depleted using the unit-of-production method based on estimated proven reserves net of royalties.

Depreciation of corporate assets is calculated using the straight-line method over the estimated life of the asset.

g) research and Development

The Company engages in research and development activities to develop or improve processes and techniques to extract oil from oil sands 
deposits. Research involves planned investigation with the goal of attaining new knowledge. Development involves translating that knowledge 
into a new technology or process. Research costs are expensed as incurred. Development costs are capitalized once technical feasibility 
is established and if the Company intends to proceed with development. These costs are capitalized in property and equipment until the 
commencement of commercial operations or production. Otherwise, development costs are expensed as incurred. Development costs include 
pre-operating revenues and costs.
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h) capitalized borrowing costs

Borrowing costs, including interest and deferred financing charges on fixed term debt, associated with major development projects are 
capitalized until all activities necessary to prepare the facilities for their intended use are complete. These costs will be subsequently depleted 
or depreciated to income with the related assets.

i) Impairment

Each reporting period the carrying value of the Company’s unproved oil sands assets will be assessed to determine if there are events or 
circumstances that would indicate impairment. If an impairment indicator exists and the carrying value is deemed unlikely to be recovered when 
compared to the estimated discounted future cash flows, the excess of those costs over the recoverable value of the assets is charged to net 
income. The calculation of the estimated discounted future cash flows is based on a number of estimates including, but not limited to, resource 
volumes, production rates, commodity prices, timing of activities, future development costs, and other variables.

j) revenue recognition

Revenue associated with interest income is recorded as investments and/or loans mature. For outstanding investments and loans that mature 
in future periods, revenue is accrued up to and including the final day of the applicable reporting period based on the terms and conditions of 
the individual instruments.

k) Income taxes

The Company accounts for income taxes using the liability method. Under this method, the Company records a future income tax asset or 
liability to reflect any difference between the accounting and tax bases of assets and liabilities, using substantively enacted income tax rates. 
The effect on future tax assets and liabilities of a change in tax rates is recognized in net income (loss) in the period in which the change occurs. 
Future income tax assets are only recognized to the extent it is more likely than not that sufficient future taxable income will be available to allow 
the future income tax asset to be realized. 

l) Stock-based compensation

The Company’s stock-based compensation plans for employees, directors, and consultants consist of Founders’ common share option grants, 
performance warrants to acquire common shares, and stock options. Certain management assumptions may be used to adjust the estimated 
life of the instrument for accounting purposes only. These may include the possibility of an IPO or corporate sale prior to full vesting periods 
expiring. AOSC uses the fair value method to account for securities issued as part of its stock-based compensation plans, estimated at the date 
of grant. The fair value is then recorded as stock-based compensation using the appropriate estimated amortization period with a corresponding 
amount reflected in contributed surplus. For employees and consultants who are specifically working on capital projects, the fair value of the 
cost is allocated to property and equipment; the remainder is expensed.

AOSC has also established an incentive bonus plan payable to specified holders of stock options in the event of a specified change of control. 
See note 13 for further description of the stock-based compensation plans.

m) Flow-through Shares

The Company’s capital structure includes flow-through shares issued pursuant to certain provisions of the Canadian Income Tax Act (the “Act”). 
The Act provides that when share issuance proceeds are used for qualifying exploration and development expenditures, the associated income 
tax resource deductions may be renounced to flow-through share subscribers.

A future income tax liability is recorded and share capital is reduced by the tax effect of the related expenditures when the renouncements are 
communicated to the flow-through shareholders.
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n) per Share amounts

Basic net earnings (loss) per share is calculated by dividing earnings (loss) by the weighted average number of common shares outstanding 
during the period. Diluted net earnings (loss) per share reflects the potential dilution that would occur if dilutive securities were exercised. The 
Company uses the treasury stock method to determine the dilutive effect of its dilutive instruments. The treasury stock method assumes that 
proceeds received from the exercise of “in-the-money” equity instruments are used to re-purchase common shares.

In a period in which there is a loss, per share amounts are calculated excluding dilutive securities.

o) comparative Figures

Certain of the comparative figures have been reclassified to conform to the current year’s presentation. Such reclassification did not impact 
previously reported net loss or accumulated deficit.

3. ADoption oF neW Accounting policieS

a) Financial Instruments

On January 1, 2008, AOSC adopted Canadian Institute of Chartered Accountants (CICA) handbook section 3862 “Financial Instruments – 
Disclosures”, and section 3863 “Financial Instruments – Presentation”. Sections 3862 and 3863 replace section 3861 “Financial Instruments – 
Disclosures and Presentation” which revises financial instruments disclosure requirements and leaves unchanged its presentation requirements. 
These new sections placed increased emphasis on disclosures about the nature and extent of risks arising from financial instruments and how 
AOSC manages those risks. See note 10.

b) capital Disclosures

On January 1, 2008, AOSC adopted CICA handbook section 1535 “Capital Disclosures”. Section 1535 requires the disclosure of the Company’s 
objectives, policies, and processes for managing capital. This includes qualitative information regarding AOSC’s objectives, policies and 
processes for managing capital and quantitative data about what the Company manages as capital. These disclosures are based on information 
used internally by AOSC management. See note 11.

c) Future accounting pronouncements

The CICA issued a new accounting standard, section 3064 “Goodwill and Intangible Assets”, which is effective on January 1, 2009. The 
standard replaces section 3062 “Goodwill and Other Intangible Assets” and section 3450 “Research and Development Costs”. This section 
establishes standards for the recognition, measurement, presentation and disclosure of goodwill and intangible assets. The adoption of these 
recommendations is not expected to have a material impact on AOSC.

In January 2009, the CICA issued a new accounting standard, section 1582 “Business Combinations”, which prospectively establishes principles 
and requirements of the acquisition method for business combinations and related disclosures that will be effective for AOSC’s 2011 reporting.

In January 2009, the CICA issued a new accounting standard, section 1601 “Consolidated Financial Statements”, which establishes standards 
for the preparation of consolidated financial statements that will be effective for AOSC’s 2011 reporting. The adoption of these recommendations 
is not expected to have a material impact on AOSC.

On February 13, 2008, the Canadian Accounting Standards Board (“AcSB”) confirmed the use of International Financial Reporting Standards 
(“IFRS”) for publicly accountable profit-oriented enterprises, beginning on January 1, 2011 with appropriate comparative data from the prior 
year. IFRS will replace the current CICA Handbook as Canadian GAAP for these entities. Under IFRS significantly increased disclosure is 
required, especially for interim reporting. While IFRS uses a conceptual framework similar to Canadian GAAP, there are significant differences 
in accounting policies which must be addressed. AOSC is evaluating the impact the adoption of IFRS will have on the Company’s consolidated 
financial statements.
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4. propertY & eQuipMent

        ACCUMULATED  NET BOOK 
AT DECEMBER 31    COST  DD&A   VALUE

2008      
Oil Sands assets      
 Mineral properties   $ 316,718 $ – $ 316,718
 exploration and evaluation    140,068  –  140,068
 engineering and development    15,900  –  15,900
      472,686  –  472,686
corporate assets    1,219  (224)  995
     $ 473,905 $ (224) $ 473,681
2007      
Oil Sands Assets      
 Mineral properties   $ 250,409 $ – $ 250,409
 Exploration and evaluation    33,724  –  33,724
 Engineering and development    1,520  –  1,520
      285,653  –  285,653
Corporate assets    572  (56)  516
     $ 286,225 $ (56) $ 286,169

The cost of the oil sands assets is not being depleted or depreciated as the properties have not been fully developed and there is no commercial 
production associated with these assets. All other corporate assets are currently being amortized.

For the year ended December 31, 2008, the Company capitalized $2.9 million (2007 - $0.6 million) of borrowing costs directly attributed to 
exploration and development activity. 

For the year ended December 31, 2008, the Company capitalized $3.3 million (2007 - $0.4 million) of employee salaries directly attributed to 
exploration and development activity. 

For the year ended December 31, 2008, the Company capitalized $7.4 million (2007 - $2.7 million) of stock-based compensation, including the 
future income tax effect, directly attributed to exploration and development activity. 

5. AccountS pAYABle & AccrueD liABilitieS

AT DECEMBER 31  2008  2007

Trade payables $ 4,856 $ 2,235
Accrued trade payables  10,638  8,936
Other payables  145  19
total $ 15,639 $ 11,190
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6. SHort-terM creDit FAcilitY

At December 31, 2008, AOSC had a $25.0 million revolving demand credit facility with a Canadian Chartered Bank. Interest on drawings 
against the facility is payable at prime, and there are no stand-by fees associated with undrawn amounts. The effective interest rate on amounts 
borrowed under the facility for the years ended December 31, 2008 and 2007 is the bank prime rate. The credit facility is collateralized by a fixed 
and floating demand debenture and a general assignment of debt over unconventional oil sands leases.

7. long-terM DeBt

On July 30, 2008, the Company issued $400.0 million of senior secured debentures with a term of three years, maturing July 30, 2011. The 
debentures bear an interest rate of 13% paid semi-annually in arrears on December 31 and June 30. The debentures also include early redemption 
and change of control features, which would result in payout between 105% and 110% of face value. The debentures are collateralized by a fixed 
and floating demand debenture and a general assignment of debt over unconventional oil sands leases.

AT DECEMBER 31  2008  2007

Debentures – face value $ 400,000 $ –
Deferred borrowing costs  (24,391)  –
Amortization of deferred borrowing costs  3,297  –
total $ 378,906 $ –

In accordance with the Trust Indenture dated July 30, 2008, the Company set aside the first two interest payments related to the debentures 
which were held in trust. The first interest payment was made December 31, 2008, with the second interest payment of $26.0 million to be 
made June 30, 2009.

8. SuppleMentAl cASH FloW inForMAtion

changes in non-cash Working capital

YEARS ENDED DECEMBER 31  2008  2007

Subscription proceeds held in trust $ – $ 18,315
Accounts receivable  (3,126)  2,502
Prepaid expenses and other  95  66
Accounts payable and accrued liabilities  4,449  10,098
    1,418  30,981
related to:    
 Operating activities  (1,427)  4
 Financing activities  (204)  21,992
 Investing activities  3,049  8,985
net change in non-cash working capital $ 1,418 $ 30,981

YEARS ENDED DECEMBER 31  2008  2007

Cash interest paid $ 22,188 $ 606
Cash income taxes paid $ – $ –



AOSC AR 2008 | 32

9. incoMe tAXeS

AT DECEMBER 31  2008  2007

Future income tax assets    
 Share issuance costs $ 2,992 $ 3,979
 Debt issuance costs  –  62
 Non capital loss carry-forward  48,720  8,746
 Other  339  –
Future income tax liabilities    
 Capital assets in excess of tax values  (63,268)  (11,259)
 Debt issuance costs  (348)  –
Valuation allowance  –  (1,528)
net future income tax asset (liability) $ (11,565) $ –

The following table reconciles income taxes calculated at the Canadian statutory rate of 29.5% (2007 – 32.12%) with actual income taxes:

YEARS ENDED DECEMBER 31  2008  2007

net loss before income taxes $ (32,474) $ (12,974)
    
expected income tax recovery    
 Income tax recovery at statutory rate  (9,580)  (4,167)
actual income tax reconciliation    
 Stock-based compensation  2,105  3,436
 Valuation allowance  –  1,403
 Reversal of valuation allowance  (1,528)  –
 Effects of tax rate changes  1,136  162
 Timing of use & other  40  19
Income tax expense (recovery) $ (7,827) $ 853

At December 31, 2008, the Company had approximately $448.5 million of tax pools available for deduction against future taxable income. The 
Company has non-capital losses of $194.9 million which begin to expire in 2026.

In 2008 the Company renounced $70.3 million of qualifying exploration expenditures to flow-through common share subscribers under the 
look back rule, for flow-through financing proceeds from 2007. The effective date of the renouncement was December 31, 2007 based on 
actual core hole drilling program expenditures incurred in the first three months of 2008. The future tax effect of this renouncement at a future 
estimated tax rate of 25% is $17.6 million and has been recorded as a reduction to share capital.

10. FinAnciAl inStruMentS

AOSC’s financial instruments at December 31, 2008 include cash and cash equivalents, short-term investments, cash held in trust, accounts 
receivable, accounts payable and accrued liabilities, short- term credit facility, and long-term debt.

The Company is exposed to financial risks arising from its financial instruments. The financial risks include credit risk, liquidity risk, and market 
risk related to interest rates.
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Fair Value

The fair values of AOSC’s financial instruments approximate their carrying value, with the exception of the senior secured debentures.

Because no observable market exists, the fair value for the senior secured debentures is estimated based on discounted cash flow analysis 
using an estimated discount rate, with consideration for changes in economic and market conditions since issuance. Changes in the discount 
rate will impact the fair value of the senior secured debentures. A 1% change in the discount rate will impact the fair value of the senior secured 
debentures by approximately $7.6 million. At December 31, 2008 the fair value of the senior secured debentures was estimated at $363.1 
million (present value using an estimated discount rate of 18%).

credit risk

Credit risk is the risk of a financial loss to the Company if a counter party to a financial instrument fails to meet its contractual obligation. 
The Company’s financial assets that are exposed to credit risk consist of cash and cash equivalents, short-term investments, and accounts 
receivable. The Company mitigates this risk by investing cash and cash equivalents and short-term investments with major financial institutions, 
and selecting counter parties the Company considers having low credit risk. The Company has not had any credit losses in the past. 

The maximum exposure to credit risk is represented by the carrying amount of cash and cash equivalents, short-term investments, and accounts 
receivable on the balance sheet. The Company’s general accounts receivable terms are net 30 days. There are no financial assets the Company 
considers impaired due to credit risk related defaults.

At December 31, 2008, 27% of the Company’s consolidated accounts receivable are due from one counter party, compared to nil at  
December 31, 2007. This counter party is considered to have high credit worthiness.

Liquidity risk

Liquidity risk is the risk that the Company will not meet its financial obligations as they come due. Financial liabilities are comprised of accounts 
payable and accrued liabilities, demand credit facility, and senior secured debentures. The Company actively manages its liquidity through cash, 
debt and equity management strategies. Such strategies include continuously monitoring forecasted and actual cash flows from operating, 
financing, and investing activities, available credit under existing banking arrangements and opportunities to issue additional debt and equity 
instruments. Liquidity risk is mitigated by maintaining a sufficient cash balance as well as maintaining a sufficient current and projected liquidity 
cushion to meet expected future payments. 

For the year ended December 31, 2008, the Company met all obligations associated with its financial liabilities. The Company’s outstanding 
financial liabilities mature within one year, with the exception of the Company’s senior secured debentures, which mature July 30, 2011.

market risk

Market risk is the risk that changes in market prices, such as foreign exchange rates, commodity prices, and interest rates will affect the 
Company’s net earnings or value of financial instruments. The objective of market risk management is to mitigate exposures within acceptable 
limits, while maximizing returns. The Company is exposed to changes in interest rates.

Interest rate risk

Interest rate risk is the risk that future cash flows will fluctuate as a result of changes in market interest rates. The Company has variable interest 
rates on its cash and cash equivalents, short term investments and demand credit facility, resulting in exposure to fluctuations in interest rates. 
The interest rate on the Company’s long-term debt is fixed. 

For the year ended December 31, 2008, the Company’s exposure to interest charged on the average outstanding credit facility balance, from a 
1% change in interest rates, would have an insignificant impact on the consolidated financial statements. The Company’s exposure to interest 
rate fluctuations on interest earned on the average cash and cash equivalents and short-term investment balances, from a 1% change in interest 
rates, would be approximately $1.9 million.
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      TERM IN  INTEREST RATE 
AT DECEMBER 31 2008    DAYS  IN PERCENT  AMOUNT

Cash       $ 3,052
Cash equivalents    17 - 78  1.50 - 2.51  114,653
Short-term investments    182 - 327  3.35 - 3.50  146,138
total       $ 263,843

11. cApitAl MAnAgeMent

The Company’s objectives when managing capital are to maintain a capital structure which optimizes the costs of capital at an acceptable risk, 
allowing the Company to:

• Fund its exploration and development program

• Provide financial flexibility to execute on strategies

AOSC manages the following capital:

• Common shares and warrants

• Demand credit facility

• Working capital (defined as current assets minus current liabilities, excluding the demand credit facility)

• Long-term debt

The following table summarizes AOSC’s capital structure: 

AT DECEMBER 31  2008  2007

Common shares and warrants (Note 12) $ 375,536 $ 385,367
Demand credit facility  –  –
Working capital  278,986  97,811
Long-term debt (Note 7)  (378,906)  –
total capitalization $ 275,616 $ 483,178

The Company does not have commercial operations. As AOSC is a development stage company, management and the Board of Directors 
ensure sufficient funds are available to meet capital requirements, but no formal quantitative measures around capital management have 
been established. The reduction in total capitalization results from the issuance of long-term debt, the tax effect of the flow through share 
renouncement, and spending on property and equipment. AOSC manages its capital structure through the issuance of both debt and equity. 
The Company has established access in past transactions to both debt and equity markets. AOSC anticipates continuing to access both debt 
and equity markets to fund future growth of the business. 

12. SHAre cApitAl

a) authorized

Authorized share capital of AOSC consists of an unlimited number of common shares.
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b) Issued and Outstanding common Shares

The following table summarizes changes to the Company’s common share capital:

  nuMber OF 
  cOMMOn SHareS   AMOUNT

Balance at December 31, 2006  138,446,461 $ 124,029
Issued common shares for cash (ii)  29,581,000  205,884
Issued flow-through shares for cash (ii)  7,783,450  69,947
Purchase warrants exercised (c)  1,561,900  1,952
Share issue costs (net of tax benefit)  –  (14,605)
Tax effect of flow-through shares (i)  –  (3,335)
Balance at December 31, 2007  177,372,811  383,872
Purchase warrants exercised (c)  6,156,850  7,696
Performance warrants exercised (e)  9,000,000  90
Share issue costs (net of tax benefit)  –  (52)
Tax effect of flow-through shares (iii)  –  (17,565)
balance at December 31, 2008  192,529,661 $ 374,041

i. During the year ended December 31, 2007 the Company renounced $13.3 million of qualifying exploration expenditures to flow-through 
common share subscribers under the look back rule for flow-through financing proceeds from December 2006. The effective date of the 
renouncement was December 31, 2006 based on actual core hole drilling program expenditures incurred in the first three months of 2007. 
The future tax effect of this renouncement at a future estimated tax rate of 25% is $3.3 million and has been recorded as a reduction to 
share capital.

ii. During August 2007, the Company issued 29.6 million common share securities consisting of 29.6 million common shares at a price 
of $6.96/share and 29.6 million liquidity rights at a price of $0.04/right, and 5.1 million flow-through securities consisting of 5.1 million  
flow-through shares at a price of $8.46/share and 5.1 million flow-through liquidity warrants at a price of $0.04/warrant. For further 
description see section (d) below.

 In December 2007, the Company issued 2.7 million flow-through securities consisting of 2.7 million flow-through shares at a price of 
$9.96/share and 2.7 million flow-through liquidity warrants at a price of $0.04/warrant. For further description see section (d) below.

iii. During the year ended December 31, 2008 the Company renounced $70.3 million of qualifying exploration expenditures to flow-through 
common share subscribers under the look back rule, for flow-through financing proceeds from 2007. The effective date of the renouncement 
was December 31, 2007 based on actual core hole drilling program expenditures incurred in the first three months of 2008. The future tax 
effect of this renouncement at a future estimated tax rate of 25% is $17.6 million and has been recorded as a reduction to share capital.

c) Outstanding purchase Warrants

The Company reserved 112.0 million common shares for issuance upon exercise of certain issued and outstanding purchase warrants, each whole 
purchase warrant exercisable at a price of $1.25 per share on or before five years from the date of issuance. The following table summarizes 
changes to the Company’s purchase warrants:

 nuMber OF PurcHaSe  
 warrantS OutStanDInG

Balance at December 31, 2006    112,000,000
Exercised    (1,561,900)
Balance at December 31, 2007    110,438,100
Exercised    (6,156,850)
balance at December 31, 2008    104,281,250

No value was assigned to these warrants at the time of issuance.
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d) Outstanding Liquidity rights/Warrants

The Company has reserved 3.7 million common shares which will be issued providing the Company does not meet the liquidity event 
requirements as outlined in the August 2007 and December 2007 share subscriptions. These common shares represent 0.10 shares per  
right/warrant issued under the 2007 financings.

Each flow-through liquidity warrant provides the security holder with a right to 0.10 additional common shares per warrant subscribed if 
the Company does not satisfy a liquidating event by February 16, 2009. Each common share subscribed during the August 2007 offering 
has a similar right to an additional 0.10 common shares for each share subscribed if the liquidating event does not take place before  
February 16, 2009.

A liquidity event, as it relates to the securities described above, means:

I. an initial public offering whereby the common shares of the Company are listed and posted for trading on a recognized Canadian or  
U.S. stock exchange, or

II. the completion of any transaction as a result of which all or substantially all of the outstanding common shares are exchanged for the 
securities of another issuer, and such securities will be listed on a recognized exchange.

The following table summarizes changes to the Company’s liquidity rights/warrants:

     nuMber OF  nuMber OF 
     rIGHtS/warrantS  cOMMOn SHareS 
     OutStanDInG  IF cOnVerteD  ASSIGNED VALUE

Liquidity rights issued with 29,581,000 common shares   29,581,000  2,958,093 $ 1,183
Liquidity warrants issued with 5,051,000 flow-through shares   5,051,000  505,095  202
Liquidity warrants issued with 2,732,450 flow-through shares   2,732,450  273,245  110
balance at December 31, 2008 and 2007    37,364,450  3,736,433 $ 1,495

Subsequent to December 31, 2008, the Company issued 3.7 million common shares upon automatic exercise of the outstanding liquidity  
rights/warrants.

e) Outstanding performance Warrants

Two series of performance warrants were initially issued totaling 19.0 million warrants. 9.5 million Series I performance warrants and  
9.5 million Series II performance warrants were issued, which are exercisable for a period of nine years from the date of issuance and only if the 
net asset value per fully diluted common share is equal to or greater than $1.50 and $2.50 per share (for the Series I and II performance warrants 
respectively), and certain liquidity thresholds have been achieved.

During 2007 all performance criteria associated with these performance warrants were achieved.

The following table summarizes changes to the aggregate Series I and Series II performance warrants of the Company:

 nuMber OF PerFOrMance  PROCEEDS 
  warrantS OutStanDInG  WHEN EXERCISED

Balance at December 31, 2007 and 2006  19,000,000 $ 190
Exercised  (9,000,000)  (90)
balance at December 31, 2008  10,000,000 $ 100
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f) contributed Surplus

The following table summarizes changes to the Company’s contributed surplus:

    AMOUNT

Balance at December 31, 2006   $ 16,021
Capitalized stock-based compensation    2,041
Expensed stock-based compensation    10,696
Balance at December 31, 2007    28,758
Capitalized stock-based compensation    5,538
Expensed stock-based compensation    7,136
balance at December 31, 2008   $ 41,432

13. Stock-BASeD coMpenSAtion plAnS

The Company’s stock-based compensation plans for employees, directors, and consultants consist of Founders’ common share options to 
acquire common shares, performance warrants to acquire common shares, stock options and an incentive bonus plan payable to certain 
specified holders of stock options in the event of a specified change of control.

a) Founders’ common Share Options and performance Warrants

The Company issued 20.0 million Founders’ common shares during 2006 at a price of $0.001 per share of which 17.1 million were available for 
allocation to employees, directors, and consultants. The Founders’ common share options distributed as part of the Company’s stock-based 
compensation are drawn from the original Founders’ common shares issued to Avenir Capital Corporation. Founders’ common share options 
expire October 1, 2015.

  2008  2007

  nuMber OF   NUMBER OF 
  cOMMOn  COMMON 
  SHare OPtIOnS  SHARE OPTIONS

Outstanding at January 1  16,460,000  15,190,000
Granted  483,750  1,420,000
Cancelled  –  (150,000)
Outstanding at December 31  16,943,750  16,460,000
Exercisable at December 31  14,263,129  13,507,916

The Company issued 9.5 million Series I (S1) and 9.5 million Series II (S2) performance warrants during 2006 of which 7.5 million Series I and 
7.5 million Series II were available for allocation to employees, directors, and consultants, with an exercise price of $0.01. Performance warrants 
expire October 1, 2015. During 2008, 4.7 million of the outstanding performance warrants available for allocation to employees, directors, 
and consultants were converted into common shares, with the vesting criteria unchanged for those issued under the Company’s stock-based 
compensation plans.
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 2008 2007

       nuMber OF    NUMBER OF 
      S1 anD S2    S1 AND S2 
    nuMber OF  PerFOrMance  NUMBER OF  PERFORMANCE 
    cOMMOn SHareS   warrantS COMMON SHARES   WARRANTS

Outstanding at January 1  –  14,290,000  –  13,130,000
Granted  –  378,750  –  1,310,000
Cancelled  –  –  –  (150,000)
S1 and S2 performance warrants  
 converted to common shares  4,668,750  (4,668,750)  –  –
Outstanding at December 31  4,668,750  10,000,000  –  14,290,000
Exercisable at December 31  1,456,037  10,000,000  –  10,395,836

The estimated fair value per Founders’ common share option and performance warrant/common share granted during 2008 was $9.48.

Stock Options

The Company has a Stock Option Plan, approved in 2006 which allows options to be granted to employees, directors and consultants. The 
specific terms are determined by the Board of Directors when each specific tranche of options is approved. All options issued by the Company 
permit the holder to purchase one common share of the Company at the stated exercise price or to receive a cash payment equal to the 
appreciated value of the stock option at the sole discretion of the Company.

The stock option plan is a rolling plan and currently limits the number of common shares that may be issued on exercise of options awarded 
under the plan to an aggregate of 10% of the common shares outstanding from time to time.

In 2007, the Company reserved the first tranche of 2,000,000 common shares in connection with this plan for use in attracting and rewarding 
employees. Stock options expire after 10 years from the date of grant.

 2008 2007

      weIGHteD    WEIGHTED 
    nuMber  aVeraGe  NUMBER  AVERAGE 
    OF OPtIOnS  exercISe PrIce  OF OPTIONS  EXERCISE PRICE

Outstanding at January 1  470,000 $ 7.35  – $ –
Granted   1,187,000  8.30  470,000  7.35
Outstanding at December 31  1,657,000  8.09  470,000  7.35
Exercisable at December 31  355,670 $ 8.12  16,666 $ 7.00

The estimated fair value per stock option granted during 2008 was $3.84.

The exercise prices of the Company’s outstanding stock options are as follows:

 OPTIONS OPTIONS 
 OUTSTANDING EXERCISABLE

        WEIGHTED 
      NUMBER  AVERAGE  NUMBER 
EXERCISE PRICE    OF OPTIONS  YEARS TO EXPIRY  OF OPTIONS

$ 7.00 - $8.30    1,657,000  9.33  355,670
balance at December 31, 2008    1,657,000  9.33  355,670
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c) Stock-based compensation

Because no observable market exists for AOSC’s shares, the fair value of the instruments included in stock-based compensation during the year 
have been estimated based on the price per share obtained from the private equity issuance that immediately preceded the grant. Between 
private equity issuances, a smoothing effect (straight-line basis) of the price appreciation or depreciation is utilized. If a significant period of time 
passes between equity issuances, management will estimate a share price to use for the fair value calculations of new instruments included in 
stock-based compensation based on changes in observable market conditions since the previous private equity issuance. For 2008 stock-based 
compensation grants, the estimated share price used in fair value calculations ranged from $8.26 to $13.46.

The Company has not incorporated an expected volatility or expected dividend into its fair value estimate of the stock based compensation 
grants because AOSC is a private company and does not expect to pay dividends to shareholders. The fair value calculations for grants during 
the year assume risk free interest rates ranging from 3.23% to 4.63% based on the date of grant. Vesting conditions range from immediate 
vesting to 6 years, depending on the specific grant.

A compensation expense is recognized with an offsetting increase to contributed surplus as common shares are distributed in the form of 
employee-related compensation.

For the year ended December 31, 2008 the Company expensed $7.1 million (2007 - $10.7 million), and capitalized $5.5 million (2007 -  
$2.0 million) of stock based compensation. See note 12(f).

d) Incentive bonus plan

A cash incentive bonus plan was approved by the Board in 2008. The plan provides for a cash payment of $4.50 per outstanding option to 
specified holders of stock options in the event of a specified change of control. At December 31, 2008, the potential liability associated with 
these incentive rights is $6.4 million. The likelihood of a specified change in control is not determinable and no amount is recorded in the 
consolidated financial statements related to the potential liability.

14. per SHAre coMputAtionS

The weighted average number of common shares outstanding for the year ended December 31, 2008 was 181,550,247 (2007 – 151,348,502). 
Per share amounts are calculated without the inclusion of dilutive securities during periods in which there is a loss. At December 31, 2008 there 
were 119,674,695 outstanding potentially dilutive securities available for future periods.

15. coMMitMentS

$    2009  2010  2011  2012  2013 THEREAFTER  TOTAL

Long-term debt repayment  –  –  400,000  –  –  –  400,000
Interest payments on long-term debt  52,000  52,000  29,918  –  –  –  133,918
Office leases  2,384  2,384  2,384  2,384  1,071  1,400  12,007
Exploration and development  6,621  –  –  –  –  –  6,621
Other  253  226  226  226  207  –  1,138
total commitments  61,258  54,610  432,528  2,610  1,278  1,400  553,684

The Company entered into a new office lease for one additional floor in its current location. The new lease commitment is for approximately  
4 years and includes basic rent, operating costs and property taxes. The term coincides with the lease commitment in the current office location.  
The Company also entered into a sublease for this new office space to partially offset the cost. The lease and sublease begin January 1, 2009. 
The sublease is for a period of nine months until September 30, 2009. The Company has an option to take early possession of a specified 
portion of the sublease space at no cost to the Company. The subtenant is entitled to two months rent free for August and September 2009.
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The Company entered into new agreements to add drilling rigs, materials, and services to support the 2009 drilling season. The estimated 
minimum commitment on these contracts is $6.6 million.

The Company entered into new agreements related to head office administration and industry group participation. The estimated minimum 
commitment on these contracts is $1.1 million.

16. relAteD pArtY trAnSActionS

During the year ended December 31, 2008 the Company reimbursed Avenir Capital Corporation for certain expenses incurred related to 
employee business travel and financing costs. Avenir Capital Corporation is the Company’s founding shareholder and trustee of the Company’s 
employee stock-based compensation plan. The expenses of $0.3 million (2007 - $0.2 million) were all recorded at the exchange amount.

17. SuBSeQuent eventS

Subsequent to December 31, 2008, the Company issued 3.7 million common shares for its outstanding liquidity rights/warrants described in 
note 12(d). 
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