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PROFILE
STERLInG RESOuRCES LTD. is a Calgary, Canada 
based energy company actively engaged in the  
exploration and development of crude oil and natural  
gas in selected areas of the world. The Company’s strategy 
for achieving growth is to source and initiate international 
projects with the potential for large, low-cost reserves. 
High initial working interests are taken where possible, 
and financial exposure and technical risk are managed by 
obtaining industry participations. The Company currently 
has landholdings in three countries, the united Kingdom 
offshore and onshore, Romania offshore and onshore, 
and France. The major focus areas, the united Kingdom 
and Romania, both have established hydrocarbon basins, 
extensive infrastructure and excellent contractual and fiscal 
terms. The common shares of Sterling Resources Ltd. trade 
on the TSX Venture Exchange under the symbol SLG.

abbREvIaTIONS aNd OThER OIL aNd gaS TERmS

bcf  billion standard cubic feet 

bopd barrels of oil per day

boe barrel(s) of oil equivalent

gIIP Gas Initially in Place

mbbls  thousands of barrels 

mmbbls millions of barrels

mmboe  millions of barrels of oil equivalent with gas being 
converted using a ratio of 6:1

mscf/d  thousand of standard cubic feet of gas per day

mmscf/d  millions of standard cubic feet of gas per day 

Tcf  trillions of cubic feet 

Quad  A UK offshore area normally comprised of 30 Blocks.

Other terms and definitions are provided in the Company’s Form 51–101F1: 
Statement of Reserves Data and Other Oil and Gas Information.

aNNUaL gENERaL aNd  
SPECIaL mEETINg

June 2, 2009, 10:00 a.m.

Viking Room, Calgary Petroleum Club,  
319 – Fifth Avenue SW, Calgary, Alberta, Canada
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Message to Shareholders

the year 2008 was by far the most active and operationally rewarding in the company’s history. We are especially 
pleased to report that our operations on all offshore wells were completed without any safety or environmental 
incidents, bringing the company’s cumulative incident free man-hours to over 1 million man-hours for 2008 — a 
major milestone for Sterling as an operator. All seven offshore wells were successful in either adding significant 
reserves and resources to our existing discoveries in the Breagh area of the north Sea and the doina/Ana area in 
the Romanian Black Sea; or adding exciting new oil resources at the cladhan discovery in the north Sea.

the 2008 drilling campaign recorded several firsts for the company, including the trouble-free conclusion of our 
first high-angle deviated wells and a horizontal sidetrack. All wells were drilled with success in mind and have 
been suspended to enable future re-entry and future use, an important factor in the prevailing cost environment. 
At both Breagh and Ana, a drilling wellhead guide was also successfully employed to ensure the seabed 
locations were accurately spaced to facilitate the future installation of appropriate platform jackets. 

the company can report an increase in its net proved and probable reserves from 1.2 MMboe at the end of 2007 
to 40.3 MMboe at the end of 2008. the reserves associated with the Breagh field in the Southern north Sea 
have been added at a cost of approximately $1.00 per Boe. in addition, our net Best Estimate (p50) contingent 
Resources have increased to 61.1 MMboe and a further 13.2 MMboe of net Best Estimate prospective Resources 
have been evaluated in our year end report. over and above the reported numbers the company also retains 
high working interests on many as yet undrilled significant exploration prospects. further detail on our Reserves, 
Resources and upside potential are contained later in this report.

in addition to our extensive drilling activity, we completed two major seismic programs in the offshore uk and 
Romania totalling 4,500 line kilometres, both designed to move forward several other major prospects which are 
located close to our existing discoveries. Work continued on our other licenses and we successfully farmed out 
a portion of the cladhan well before drilling. our success in the uk offshore license rounds continued with the 
award of blocks 42/10 and 42/15 in the uk offshore 25th License Round. these were our highest priority target 
blocks given their close proximity to the developing Breagh area and the fact that they contain three previously 
drilled wells which have already tested and proven the presence of gas.

following the drilling and suspension of the Grenade-4 well onshore france early in 2008, there has been 
no further drilling activity on our onshore properties. We have farmed out an interest in the large craiova 
concession, onshore Romania which will result in a three well program to test a shallow gas play with drilling now 
expected to begin in the second quarter of 2009. development plan approval was also received for the small 
Avington oil discovery (Sterling 8.33 percent) onshore uk and production start up was initiated early in 2009. A 
term sheet was agreed for gas sales from the kirkleatham gas discovery (Sterling 47 percent) onshore uk and 
production is anticipated to commence in late 2009.

during 2008, the company completed a non-brokered private placement and two bought deal financings 
for total net proceeds of $79 million in order to complete the 2008 drilling program. the company currently 
has no debt and in order to maintain momentum relating to its two initial development projects at Breagh 
and doina in the current period of worldwide financial turmoil, we have elected to farm out a portion of each 
project. We previously announced an agreement with Melrose Resources pLc to progress the development 
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for offshore Romania and at the time of reporting we are well advanced with a managed process to reduce our 
interest in Breagh. in late March 2009 we annouced a uS$5.0 million bought deal bridge financing with an over 
allotment option. 

during february of 2009 the international court of Justice in the Hague ruled on the long disputed Black Sea 
border dispute between Romania and ukraine. the ruling confirmed that the majority of the disputed territory, 
including portions of the Midia and pelican blocks held by Sterling, was under Romanian jurisdiction. following 
the ruling certain rumours circulated in the Romanian press questioning the legitimacy of the License and 
Government procedures for the 11th Amendment. A recently completed independent legal review of this matter 
considers that both the License agreement and the Government process are legitimate.

in spite of what would be regarded in a normal market as spectacular success with the drill bit during 2008, 
the capital markets for reasons largely unrelated to Sterling does not reflect these successes. our greatest 
concern with the weakness reflected in the markets is the need for ongoing access to capital, a vital lifeline for 
all players in the highly capital intensive oil and gas industry. Sterling’s management and Board of directors 
continue to diligently seek out new and innovative forms of capital in order to fund Sterling’s ongoing 
activities. the way forward chosen for the doina and Breagh areas are examples of this and the company 
is fortunate in holding high working interests in such valuable assets. We also continue our vigilance in cost 
containment and the review of drilling commitments in light of possible capital constraints, continuing with 
our farm-out strategy as necessary.

on a personal basis, following the conclusion of a successful drilling campaign, it is reassuring to note that even 
in exceptional times our basic strategy continues to add value. the new reserves have been added at low cost 
and the significant contingent Resources are following the same path. despite farming down the initial wells 
on our main projects, the company was able to retain significant working interest in the ensuing discoveries. 
this in turn has enabled the alternative route to acquire “development capital” by farming or selling down 
to be pursued. As always, on behalf of the Board, i would like to express thanks to all our shareholders for 
their support and in particular to our small team of dedicated staff for their effort and continued significant 
achievements during our most successful year to date. 

[Signed]

‘Stewart G Gibson’ 
chief Executive officer

April 15, 2009
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United Kingdom Offshore
four major milestones highlighted our success in the united kingdom offshore during 2008: the successful 
appraisal of our Breagh discovery with the associated progression of development planning; the continued 
evaluation of the greater Breagh area including additional seismic; the addition of new blocks in the 25th License 
Round; and the drilling of the successful cladhan exploration well in the northern north Sea. of particular 
significance was the drilling and testing of four offshore wells, without incident in relation to health, safety or the 
environment, as Sterling continues to view the safety and well being of our employees and contractors to be of 
paramount importance.

Southern North Sea (SNS)
ThE bREagh FIELd, bLOCKS 42/12 aNd 42/13

following on from our Breagh discovery in 2007 (Sterling 45 percent after farm-out) we drilled the 42/13-4,  
5 and 5z wells. All wells were drilled without major operational problems and the 42/13-5 and 5z wells marked 
the company’s first deviated and horizontal wells respectively drilled in the north Sea. the three new wells all 
encountered the upper Breagh reservoir and demonstrate the ability to correlate this unit across significant 
distances (42/13-2 is 1.5 kilometres from 42/13-3 and 42/13-3 is 4 kilometres from 42/13-4). the well results, in 
conjunction with a field-wide structural re-interpretation based on reprocessed 3d seismic have resulted in an 
improved definition and overall increase in gross rock volume and related reserves and resources. the 42/13-5z 
horizontal well also demonstrates the continuity of the upper unit and all well penetrations of the primary Breagh 
reservoir support the observations previously noted from the detailed onshore outcrop study, which implied the 
sands were deposited in significant channel belts up to eight kilometres wide.

the 42/13-4 and 5z wells were tested, the latter at rates of up to 26 MMcf/d. in addition, the 42/13-5z well 
was produced for an extended period to measure the sustainability of well rate at a wellhead pressure of 
approximately 1,500 pounds per square inch (psi). the final pressure build up confirmed the lack of depletion 
and has provided valuable data to model future production well performance which has been incorporated into 
the detailed development planning.

After significant study, the planned development strategy selected for the Breagh field is two 6-slot 
platforms located in the east and west of the structure. Subsea tiebacks to each platform will be used to 
access the reserves located at the peripheries of the field. the three existing appraisal wells have been 
maintained for use as future producers or sidetrack candidates and for additional wells drilled to meet the 
production profile, which is anticipated to eventually exceed 300 MMcf/d. Several options were studied for 
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transportation, processing and delivery into the national transmission System (ntS) and after evaluation 
and a competitive bidding process, the teesside Gas processing plant (tGpp) option was selected based on 
lower complexity, and greater long term reliability and flexibility. Gas exports to tGpp will be transported 
via a new 100 kilometre 20-inch pipeline and provide future capacity for volumes from either an expanding 
Breagh, Sterling’s surrounding prospects, or third party business.

the Breagh offshore facilities have been designed as minimum, normally unmanned platforms similar to others 
commonly used in the southern north Sea. the wells will initially naturally flow and then be supplemented 
by onshore compression at tGpp, an efficient approach which will have lower capital and operating costs and 
greater flexibility than the alternative of offshore compression.

With our successful appraisal drilling and significant progress in the pipeline and platform design, contingent 
Resources and prospective Resources from 2007 have been progressed to reserves. our independent reserve auditors, 
RpS Energy, have attributed net proved plus probable reserves of 234 Bcf (39.04 MMboe) and 110 Bcf (18.42 MMboe) 
of (p50) contingent Resources to Breagh at december 31, 2008 as summarized in the table on page 11.

QUad 42 aNd ThE gREaTER bREagh aREa

We hold a significant position in 14 contiguous blocks within Quad 42, including Blocks 42/10 and 42/15 which 
were added following our successful 25th License Round application. 42/10 and 42/15 were our preferred 
choices in the Round and they contain three wells which tested gas on the crosgan field. the regional 
knowledge built by assembling this core area has paid dividends and our recent work, including a new  
1,500 kilometre seismic program in blocks 42/8 and 42/9 during 2008 has created numerous additional drilling 
prospects. in addition to Breagh, there are now 14 mapped prospects with the potential for significant gas 
volumes including five wells which have previously reported the presence of gas.

Quad 42 regional structure and prospectivity
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our independent reserve auditors have attributed net (p50) contingent Resources and Best Estimate (p50) 
prospective Resources of 64 Bcf (10.59 MMboe) and 42 Bcf (6.93 MMboe) to the crosgan prospect on Blocks 
42/10 and 42/15 at december 31, 2008 as summarized in the table on page 11. in addition, the remaining 
prospects are estimated to contain the potential for some net unrisked Giip of 1 tcf.

QUad 48 aREa

Awarded in April 2007, this area has been fully evaluated following the purchase of 3d seismic data. one 
prospect in particular has been matured and the farm-out process initiated. the Grian prospect (Sterling 
40 percent) is located close to existing infrastructure and the play is the Rotliegendes reservoir, the main 
productive reservoir in the Southern north Sea. Evaluation by external consultants indicates the potential  
for significant unrisked Giip. the promote licence period over this licence has recently been extended to the 
30th november 2009.

Northern North Sea (NNS)
in order to retain an interest in our first north Sea license, the original area covered by 210/29 and 210/30 was 
reduced to its current level, being focused on a series of overlying channel sands and potential fan systems. 
in late 2008, we drilled the cladhan well (Sterling 39.9 percent after farm out) to test the play and the well 
encountered oil bearing sands in the lower unit. Although not tested, the log, bottom-hole sample and pressure 
information confirms the presence of high quality reservoir with 35.6° Api oil and a moderate gas/oil ratio, typical 
of the Jurassic in the area. Being of a stratigraphic nature and considering the well did not find an oil/water 
contact, cladhan is an exciting discovery. our plans are to drill a sidetrack from the discovery well which was left 

CLadhaN dISCOvERy aNd NEaR by INFRaSTRUCTURE

Cladhan discovery and nearby infrastructure

HUDSON

210/24a-B210/24a-B

TURN KESTREL

CORMORANTCORMORANTCORMORANTCORMORANTCORMORANTCORMORANTCORMORANTCORMORANT
NORTHNORTHNORTHNORTHNORTHNORTHNORTHNORTH

SOUTH
CORMORANT

PELICAN

LYELL

HEATHER

BROOM

CLADHAN
DISCOVERY

24a24a

29b29b

4b4b 55

1a1a 2222

4a4a

29c29c29c29c

29a29a 30a30a

30b30b 26a426a4 27a27a27a

ee

26a326a3

a1a1

a2a2

25b25b25b25b 21a521a5 22a22a

21a121a1

21a321a3

25a25a

24b24b24b24b

24c24c

18.5 km

28 km

18
.5

 k
m16 km

ENGLAND

WALES

SCOTLAND

N.I.

IRELAND

FRANCE

NORTHERN NORTH SEA

SOUTHERN NORTH SEA

BREAGH
CORE 
AREA

CENTRAL NORTH SEA

CURRENT NORTh SEa aCREagE

Cladhan discovery and nearby infrastructure

LEGEND

- LICENSED ACREAGE

- FIELDS

- STERLING ACREAGE

- DISCOVERIES



StERLinG RESouRcES Ltd. 
2008 AnnuAL REpoRt 7

OPERATIOnS REVIEW

suspended, hopefully during 2009. the discovery is located close to several existing and developing production 
facilities providing ease of tieback. Several possible farm-out options are currently being considered.

our independent reserve auditors have attributed net (p50) contingent Resources and Best Estimate (p50) 
prospective Resources of 3.18 MMbbls and 6.31 MMbbls to the cladhan discovery at december 31, 2008 as 
summarized in the table on page 11. these numbers exclude the potential for significant upside in the large fan 
systems which are mapped further down-dip.

Mid North Sea High (MNSH)
the MnSH, located just north of Quad 42 represents a longer term exploration view for our company. 
Acquired in April 2007 (Sterling 100 percent), our five contiguous blocks are located between a large acreage 
position taken by Exxon Mobil to the south and conoco phillips to the north. We have completed our 
technical review of the area and identified several areas of prospectivity. conoco have completed a large 
amount of seismic to the north and are understood to be planning a 2009 well. Exxon, at the time of reporting, 
are currently drilling a high potential exploration well to the south of our acreage. these 24th Round promote 
blocks have also been extended to the end of november 2009, by which time some of the neighbouring 
drilling results should be available.

Central North Sea (CNS)
Activity in the cnS has centred on Block 21/23a (Sterling 35 percent) with the drilling of the Sheryl discovery in 
2006. Sheryl tested oil at a maximum rate of 1,915 Bopd of 22° Api gravity oil, although independent studies 
indicate the potential for up to 10,000 Bopd from a high angle well with sand control and artificial lift. the 
project is currently on hold, awaiting ullage in the pict pipeline system, expected to be available in late 2009 or 
2010. We have elected to take back operatorship of the Block in early 2009 and will now focus on the best short 
term solution for the field.

our independent reserve auditors have attributed net probable reserves of 1.1 MMbbls to Sheryl at december 31, 
2008 as summarized in the table on page 11.

United Kingdom Onshore 
during 2008, progress on our non-operated onshore interests was limited although by year-end, approval 
had been received for the development of the Avington discovery and discussions towards gas sales from 
kirkleatham had reached the agreement of a term sheet.

on petroleum Exploration and development Licence (pEdL) 70 (Sterling 8.33 percent), the Avington 
development plan was approved and first production started in the first quarter of 2009. Early production 
is currently on a restricted rate from the 3z horizontal well at around 300 Bopd (gross) to monitor water cut 
development. depending on performance, the option exists to bring on or redrill the 2z well during 2009. our 
independent reserve auditors have attributed proved plus probable oil reserves of 0.01 MMbbls to Avington at 
december 31, 2008 as summarized in the table on page 11.

on petroleum License 090, plans for Waddock cross ( Sterling 18.75 percent) call for a long term test during 2009 
with chemical trials to control water production. 

on pEdL 068 (Sterling 47 percent), the operator continues to work towards gas production from kirkleatham, 
now scheduled for late 2009. A term sheet for gas sales has been agreed and a fully termed gas sales agreement 
is close to completion. the plan is to produce the existing k-4 well at rates of between 5 and 7 MMscf/d, and 
based on the response either continue to deplete at this rate or drill a second well to evaluate upside to the 
north of the existing well. the potential to convert the prospect to a small gas storage unit is also part of the 
longer term plans. 
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Romania Offshore
2008 was the most operationally active year for Sterling in Romania since 1997, when the company first took an 
interest in the offshore Midia XV and pelican Xiii Blocks in the Black Sea. following our initial success in 2007, 
in 2008, we drilled two offset appraisal wells on the Ana (formerly doina Sister) and doina fields and acquired 
over 3,000 line kilometres of 2d and pseudo 3d seismic data. the program was completed without accidents or 
incidents involving people or the environment extending our “Zero” record by over 210,000 man-hours.

drilling operations on the Midia XV block commenced with the doina iV appraisal well which successfully 
tested the north easterly extension to the doina field. the well was drilled 1.6 kilometres north east of the 
original exploration wells for doina with results from logging confirming the same high quality gas bearing 
reservoir with porosities in excess of 30 percent within a column of over 31 metres. 
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following completion of the doina iV the Ana-2 appraisal well was drilled directionally using a seabed installed 
drilling guide, with the surface position only a few metres from the original suspended Ana-i well and tested a 
reservoir location 750 metres to the north. the well encountered gas within the doina Main Sand and has been 
extensively evaluated with electric logs confirming the presence of a 39 metre gas column with a net pay of  
23 metres in high quality reservoir sands, porosity of up to 32 percent and good permeability. the reservoir 
sands encountered in the Ana-2 well are equivalent to, or slightly better, than those encountered in Ana-1 well 
which tested gas, at rates up to 19.2 MMcf/d under equipment constrained limitations. under unrestricted 
conditions, engineering estimates put the productive capacity of the Ana-ii well at rates of up to 50 MMcf/d. the 
Ana-2 well also encountered a 5 meter gas bearing reservoir in a shallower horizon which was also present in the 
Ana-i well and this reservoir will be further evaluated, in order to determine its feasibility for future production. 

Successful drilling of Ana-2 has established a single production centre for Ana, and both wells are now 
suspended and can be re-entered for future gas production. the installation of the template was a first for 
Romania in these water depths and continues Sterling’s track record of bringing tried and tested north Sea 
technologies to the Romanian licenses.

our independent reserve auditors have attributed net (p50) Best Estimate of contingent Resource volumes of 
173.4 Bcf (28.9 MMboe) for both Ana and doina at december 31, 2008 as summarized in the table on page 11, 
which is a 30 percent increase over the 2007 estimates.

in late 2008 we acquired a 3,000 line kilometre high resolution seismic targeting the doina trend and the ioana 
(formerly Midia SE) prospect. the new data is expected to be ready for interpretation by April 2009, and will 
assist with the development planning for the Ana and doina fields as well as providing improved definition of 
the florina and clara exploration prospects, both of which have characteristics of the same “amplitude play” as 
doina and Ana. 

Gas prices in the region, dominated by imported gas from Gazprom, reached a high of approximately uS$15 per 
Mcf, before receding at the end of the year as the effect of the economic recession impacted demand. 

other notable events during the year included the ratification and full approval by the Romanian government 
of the 11th Amendment to the petroleum Agreement. this effectively brought the existing 1992 “production 
Sharing” agreement in line with current Romanian and European legislation which are based on tax and Royalty 
provisions for the Government.

the long running maritime boundary dispute between Romania and the ukraine was resolved with a 
decision from the international court of Justice (icJ Hague) in february 2009. the court ruled in favour of 
the Romanian claim for increased territorial waters and an enlarged Exclusive Economic Zone and awarded 
around 9,500 square kilometre of additional area to Romania. the effect of this resolution has been to resolve 
jurisdiction over the easterly portions of the pelican Xiii and Midia XV blocks. We anticipate these portions 
of the blocks will be fully removed from force Majeure suspension in early 2009 following agreement with the 
national Agency for Mineral Resources (AnRM) in Romania. this creates an opportunity for exploration drilling 
on the highly prospective Eugenia (formerly Gasca South) prospect, which as reported previously is identical to 
the olympiiska field, discovered in 2001, some 15 kilometres to the east of our prospect. 

towards the end of the year Sterling entered into discussions with Melrose Resources pLc for the assignment 
of a 32.5 percent working interest in the doina and Ana fields. Melrose has production operations in nearby 
Bulgaria, as well as Egypt and the uSA. their extensive experience as an offshore operator of production is 
considered important for the current partnership and will ensure a timely and cost effective development of the 
offshore resources. the completion of the deal, which is subject to AnRM approval, will leave Sterling with a 
32.5 percent working interest and operatorship of the exploration portfolio for the blocks. the agreement with 
Melrose is scheduled to close mid 2009.



StERLinG RESouRcES Ltd. 
2008 AnnuAL REpoRt10

OPERATIOnS REVIEW

Romania Onshore 
during 2008 the major focus on the Sud craiova block was agreement with Stratic Energy corporation to 
reacquire their interest and leave Sterling with a 100 percent interest. the transaction is expected to close during 
the second quarter of 2009 following which Sterling can conclude its agreement with transAtlantic petroleum 
corporation to transfer a 50 percent working interest to transAtlantic in return for a three-well exploration 
drilling program in the Goshawk area to be completed in 2009.

following discussions with AnRM, the exploration period for the license has been extended by two years 
commencing december 2009, with the possibility of a further two year extension based on a contingent work 
program of seismic acquisition. there remains an extensive inventory of prospects yet to be drilled on the block.

France Onshore
on the St Laurent permit (Sterling 33.4 percent), the Grenade-3 well was drilled in early 2008. the reservoir 
section encountered lacked porosity and permeability and the well was suspended as a possible sidetrack 
candidate back to the original Grenade-1 discovery area. the recent focus has been on the mapping of a large 
triassic prospect to the south of Grenade which is located to the north of the giant Lacq gas field. this may 
become a farm-out and drilling target during 2009. 
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Reserves and Resources
following our most successful year ever with the drill-bit, our net proved and probable reserves, future net 
revenues before income taxes, Best Estimate (p50) contingent Resource volumes and prospective Resource 
volumes were evaluated by RpS Energy at december 31, 2008 as follows:

  Reserves (mmboe) Net Present value before Tax (4)

  Company Share (1) Company Share – millions of Cdn$

   Proved +   Proved + 
  Proved + Probable +  Proved + Probable + 
 Proved Probable Possible Proved Probable Possible

Breagh (2) (8)  27.74   39.04   53.73   307.57   431.50   649.17 

kirkleatham (2)  0.08   0.19   0.43   0.72   4.54   11.02 

Avington (3)  0.01   0.01   0.01   0.10   0.24   0.24 

Sheryl (3)  –   1.10   1.57  –  38.03   61.59 

total   27.83   40.34   55.74   308.40   474.31   722.02 

  Contingent Resources (5) (mmboe)  Prospective Resources (6) (mmboe) 
  Company Share Company Share

 P(90) (7)   P(50) (7) P(10) (7) Low mid high

Breagh (2) (8)  12.35   18.42   26.98  –   –  – 

Avington (3)  –   0.08   –   –   –   – 

doina & Ana (2) (8)  16.03   28.93  46.15   –  –   – 

cladhan (3)  0.55   3.18  12.64    1.04   6.31   26.26 

crosgan (2) 4.30   10.59  26.42   2.25   6.93   24.77 

total 33.30   61.19  112.19   3.29   13.24   51.10

1. Gross before royalties

2. Gas converted to Boe at 6 Mcf = 1 Boe

3.  oil

4.  discounted at 10% per annum

5. contingent Resources are those quantities of petroleum estimated as of a given date to be potentially recoverable from known 
accumulations using established technology or technology under development, but which are not currently considered to be 
commercially recoverable due to one or more contingencies. there is no certainty that it will be commercially viable to produce 
any portion of the contingent Resources.

6. prospective Resources are those quantities of petroleum estimated as of a given date to be potentially recoverable from 
undiscovered accumulations by application of future development projects. there is no certainty that any portion of the 
prospective Resources will be discovered or, if discovered, that it will be commercially viable to produce any portion of  
the resources. for company assets, prospective Resources are only associated with fields in which contingent Resources 
are discovered. these prospective Resources are in areas of the field or geological horizons, in which the presence of 
hydrocarbons require confirmation by drilling.

7. p(50) is considered to be the best estimate of the quantity that will actually be recovered. if probalistic methods are used there 
should be at least a 50 percent probability (p50) that the quantities actually recovered will equal or exceed the estimate. Similarly, 
(p10) and p(90) represent the high and low estimates respectively.

8. under our funding agreement with Gemini oil and Gas ii LLp (Gemini), Gemini is entitled to payments equivalent to a share of 
production from the fields.

in addition, a Senergy (GB) team working on behalf of Sterling, and independently peer reviewed, assessed 
the potential of the remaining undrilled prospects in the Quad 42 area at a further 1 tcf of gas on a net 
unrisked basis.

Additional reserve information and definitions can be obtained from our form 51-101f1 containing the 
Statement of Reserves and other oil and Gas information which can be found on www.sedar.com or by 
contacting the company.
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the following management’s discussion and analysis of operations and financial condition (Md&A) of Sterling 
Resources Ltd. (“Sterling” or the “company”) for the year ended december 31, 2008 is dated April 15, 2009 and 
should be read in conjunction with Sterling’s audited consolidated financial statements and accompanying notes 
for the years ended december 31, 2008 and 2007. 

the Md&A focuses on our long-term vision, strategy and growth opportunities as well as our historic 
performance for the two years ended december 31, 2008. All financial amounts are expressed in canadian 
dollars, except as otherwise indicated. 

Our business and Strategy
We are an international energy company with our corporate head office located in calgary, canada, 
and our operations headquartered in Banchory, near Aberdeen, Scotland. We also maintain an office in 
Bucharest, Romania. 

We are engaged in the exploration for, and development of crude oil and natural gas in selected areas of the 
world outside canada. 

our strategy for achieving growth is to source and initiate international projects with the potential for large, 
low-cost reserves. We concentrate on accumulating, exploring and exploiting licenses and prospects in selected 
core areas of the world so that we can take advantage of existing infrastructure and economies of scale from 
joint-development projects. our strategy also targets blocks with high initial working interests where possible 
and financial exposure and technical risk are managed by obtaining partner participation through farm-out and 
other arrangements. under these arrangements, a portion of our interest is given up in exchange for the partner 
paying a share of our costs of exploration, appraisal and/or development of the license. our current activities are 
focused in the uk and Romania.

there are many operating and other factors which management expects to have a significant impact on its 
execution of this strategy, however, the current economic environment and the possible effects of climate 
change, warrant particular consideration:

a)  The Economic Environment
the prevailing uncertainty in international financial markets continues to be a concern, and management is 
monitoring developments closely. the situation is expected to affect our business in a number of different ways 
which could affect our strategy, the underlying value of our assets, our ability to raise financing through equity or 
debt markets, and ultimately our share price. the key factors affecting our business are as follows:

 (I) PROdUCT PRICINg

oil prices have declined dramatically in recent months as the world economies contract, and this 
may continue if the recession deepens. We do not currently have any significant oil production, but 
depending on whether oil prices continue to decline, the timing of our plans to carry out further work on 
our oil prone discoveries at cladhan and Sheryl could be affected or delayed. Lower oil prices will also 
negatively impact the prices or terms of any interests which we may elect to farm-out or dispose of.

natural gas prices tend to be driven by more regional factors, particularly in our areas of operation. 
to date, natural gas prices have eroded in the areas in which we operate, but not to the extent that oil 
prices have, and internal economics continue to show robust returns on our key projects in the uk north 
Sea and the Romanian sector of the Black Sea. However, historically natural gas prices have tended to 
trend with oil prices, and we may not be immune from further deterioration.
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 (II)  CaPITaL ExPENdITURES

We expect that the slow-down in the world economies and the decline in energy prices will result in 
declines in our cost structure. in the uk, we have already seen some increase in rig availability and 
decline in drilling rig rates, and expect this to flow over into other sectors of our industry, such as 
pipeline and platform construction. With significant capital outlays required to bring our projects to first 
production, a lower cost structure should help to offset some of the impact of declines in energy prices 
in the overall economics of the projects. 

 (III) INTEREST RaTES aNd LIQUIdITy

We currently have no debt, and consequently there is no direct benefit to us as a result of the low 
interest environment. debt financing has traditionally been used to finance development projects such 
as Breagh and doina, but availability of this type of financing has been severely limited in the current 
environment, and despite significantly lower interest rates in effect by central banks in the uk and 
elsewhere, there is no real evidence of these lower rates being reflected in terms offered to borrowers as 
competition for available financing has increased significantly.

 (Iv) EQUITy

Equity financing is both limited in availability and highly dilutive at current market prices and 
consequently this is not management’s preferred option at present.

As a result of these factors, management has focused on financing the development of our key projects 
through farming-out a portion of our interest in part for cash and in part for a carry on a portion of our 
share of future expenditures, and is negotiating two arrangements which are significantly less dilutive 
than raising equity at prevailing market prices. our high working interest positions in Breagh and doina/
Ana have been key in allowing us to do this. 

We have one remaining offshore well commitment for 2009, and we expect to farm-out this commitment 
to minimize the financial impact. We believe we are relatively well positioned to weather the current 
economic downturn and, if necessary, we can also consider delaying or deferring expenditures until 
economic conditions improve. However, any such delays will impact the net present value of the 
underlying asset.

b) Climate Change 
Management continues to monitor the potential impact upon Sterling of regulatory and capital market 
changes as a result of climate change. in particular, as a future producer of hydrocarbons, Sterling is concerned 
about carbon taxes, regulated emissions reduction targets and the resultant emissions trading transactions 
and obligations, and the ability to quantify these factors within the financial statements. As the impact of 
these factors is realized, Sterling’s management will adapt as required in an effort to mitigate and reduce the 
associated costs. Specifically Sterling will continue to monitor the implications of climate change in each of the 
following five areas:

 (I) bUSINESS STRaTEgy

Sterling maintains a high level of environmental, health and safety standards and sees the integration of 
environmental operating practices with climate change outcomes as symbiotic. Maintaining the highest 
of operating standards and business practices remains a priority for Sterling in order to protect the well 
being of employees and contractors, equipment and the environment.

 (II) RISKS

Sterling anticipates major changes in the regulatory environment in light of greater public awareness of 
climate change issues and the priority placed upon the issue by the new u.S. administration. Although 
Sterling does not presently have any assets within the u.S., stricter governance of emissions in that 
jurisdiction is likely to impact other jurisdictions in which Sterling does operate.
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 (III) gREENhOUSE gaS EmISSIONS

Sterling’s management is aware of the fact that greenhouse gas emissions (GHG) are produced in large 
measure as a result of the use of hydrocarbons to fuel transportation vehicles, to provide heating and in 
the generation of power through burning of coal. As a future producer of hydrocarbons, primarily natural 
gas, this presents both an opportunity and a threat to Sterling. Although the consumption of natural gas 
does produce GHG’s, in comparison to the consumption of other oil based fuels such as coal, gasoline 
and diesel, natural gas (methane) is a cleaner burning fuel as it produces significantly less emissions. 
nevertheless the consumption of natural gas still does produce some GHG’s and the imposition of 
carbon taxes, emission limitations, or mitigation mandates such as carbon trading may add further costs.

 (Iv) FINaNCIaL ImPaCTS

in light of the uncertain regulatory environment and the fact that Sterling does not presently anticipate 
having significant natural gas production until at least 2010, it is impossible to quantify the financial 
impact of climate change in the short-term. Management will continue to closely monitor the 
regulatory landscape in an effort to both quantify and mitigate any incremental costs attributable to 
climate change issues.

  (v) gOvERNaNCE PROCESSES

Management and the Board of directors continue to be responsible for monitoring changes in the 
business environment that could impact Sterling either favourably or unfavourably, including issues 
related to climate change. Management is already responsible to provide the Board with reports 
dealing with environmental issues and will provide to the Board information detailing the impact upon 
operations of any climate change initiatives to ensure appropriate governance of this emerging issue.

2008 Operating highlights
the following discussion focuses on the operational highlights for the year ended december 31, 2008 only. 
further discussion of operations and financial and other transactions are presented elsewhere in this Md&A 
together with comparisons to prior years. 

Selected annual financial information for the three years ended december 31, 2008 are presented below. 

years ended december 31  2008 2007 2006

$ except share and per share information   

oil and gas revenues, net of royalties  –  –   – 

interest income   1,160,046   703,812   1,001,993 

Expenses   (3,438,905)  (2,519,571)  (2,208,001)

income taxes   (34,877)  –   – 

net loss   (2,313,736)  (1,815,759)  (1,206,008)

 – per common share – basic and diluted   (0.02)  (0.02)  (0.01)

net working capital   13,967,470   10,858,095   21,133,295 

petroleum and natural gas properties and equipment additions   86,966,852   17,417,557   29,907,210 

dispositions of interests in properties   (11,973,047)  (7,303,119)  – 

total assets   167,249,546   81,033,587   73,139,740 

Share capital   156,773,276   76,900,308   75,719,452 

common shares outstanding – basic    130,941,472   95,766,968   94,403,634
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during 2008 we spent $87.0 million on capital expenditures to appraise our discoveries at Breagh in the uk 
Southern north Sea and doina and Ana in the Romanian sector of the Black Sea, as well as fulfilling other 
exploration license commitments in the uk north Sea. Sterling acts as operator of all wells drilled in 2008 other 
than france. We have also incurred an additional $2.3 million of other cash expenses, primarily general and 
administrative in nature, and $1.1 million of other non-cash expenditures.

our key operational achievements in 2008 included the following:

•	 In	January	we	completed	the	testing	of	the	Ana-1	gas	well	(formerly	Doina	Sister)	(Sterling	65	percent	after	
farm-out) on the Midia Block offshore Romania. the well flowed at restricted rates of up to 19.2 MMscf/d.

•	 In	August	we	completed	the	Doina-4	appraisal	well,	confirming	the	northerly	extension	of	the	gas	bearing	
doina Main Sand reservoir.

•	 In	September	we	completed	the	Ana-2	appraisal	well,	confirming	reservoir	sands	equivalent	to,	or	slightly	
better, than those encountered in Ana-1 discovery well.

•	 In	October	we	announced	the	successful	drilling	of	the	East	Breagh-4	well	located	on	Block	42/13	(Sterling	 
45 percent) in the uk Southern north Sea. the well tested at controlled rates of 10.2 MMscf/d and  
1.6 MMscf/d respectively from two separate zones.

•	 In	November	we	successfully	completed	drilling	of	the	Cladhan	exploration	well	(Sterling	39.9	percent)	
located on Block 210/29a in the uk northern north Sea. the reservoir logs indicated 25 feet of high quality 
net sands with high saturations of light oil.

•	 In	November	we	also	commenced	drilling	the	West	Breagh	42/13-5	well	and	its	subsequent	horizontal	
deviation, 42/13-5z. the horizontal section was tested at rates of up to 26 MMscf/d subsequent to year-end.

accounting Policies and Significant Estimates
it is important to understand our key accounting policies in order to understand our financial results and 
the extent to which estimates affect them. our accounting policies as presented in note 2 to the financial 
statements are in accordance with canadian generally accepted accounting principles (GAAp). 

Management is required to make judgments, assumptions and estimates in the application of generally 
accepted accounting principles that have a significant impact on the financial results of the company. A precise 
determination of many assets and liabilities is dependent upon future events, and consequently the preparation 
of financial statements involves the use of estimates and approximations. the amounts recorded for asset 
retirement obligations, stock based compensation, and capital expenditure accruals have been made based 
on estimates of fair value, using careful judgment. the assumptions used in the determination of potential 
asset impairments are also based on estimates of future net revenues using estimated future prices and costs 
and internal estimates of recoverable reserves or resources. By their nature, these estimates are subject to 
measurement uncertainty and the impact on the financial statements of changes in such estimates in future 
periods could be material.

Overview and Summary of Results for the Eight most Recently 
Completed Quarters
We currently have no commercial production. Any minor pre-commercial production revenues are netted 
against related expenses, and the net amount capitalized as test expenditures. until such time as we generate 
production income, our results from operations are not affected by seasonal considerations. from time to 
time we may hold significant amounts of cash and other working capital in foreign currencies, and fluctuations 
between the denominated exchange rates of these items and the canadian dollar can cause significant 
fluctuations in the net income or loss for each quarter. 
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the following table summarizes our net income or loss for the eight most recently completed quarters. 

2008 (Quarter ended)  dec. 31 Sept. 30 June 30 march 31 Total

  $ $ $ $ $

Expenses  

 General and administrative   234,901   398,793   859,528   501,856   1,995,078 

 foreign exchange loss (gain)   1,914,603   (1,304,277)  200,482   (463,606)  347,202 

 Stock based compensation   244,102   241,275   204,788   156,341   846,506 

 Accretion    55,152   29,248   31,793   31,796   147,989 

 depreciation   23,646   20,938   25,674   31,872   102,130 

    2,472,404   (614,023)  1,322,265   258,259   3,438,905 

interest income   244,986   380,340   320,565   214,155   1,160,046 

net (loss) income before income taxes   (2,227,418)  994,363   (1,001,700)  (44,104)  (2,278,859)

income taxes   34,877  –   –   –   34,877 

net (loss) income and comprehensive (loss) income   (2,262,295)  994,363   (1,001,700)  (44,104)  (2,313,736)

net (loss) income per common share  
 – basic and diluted   (0.02)  0.01   (0.01)  (0.00)  (0.02)

        
2007 (Quarter ended)  dec. 31 Sept. 30 June 30 march 31 Total

  $ $ $ $ $

Expenses   

 General and administrative    547,390   382,283   476,963   349,238   1,755,874 

 foreign exchange (gain) loss    (540,566)  112,058   111,664   43,630   (273,214)

 Stock based compensation    185,361   245,587   273,673   201,630   906,251 

 Accretion    13,904   15,282   11,872   10,705   51,763 

 depreciation    16,992   21,471   17,212   23,222   78,897 

    223,081   776,681   891,384   628,425  2,519,571

interest income   140,299   178,861   175,939   208,713   703,812 

net loss and comprehensive loss    (82,782)  (597,820)  (715,445)  (419,712)  (1,815,759)

net loss per common share – basic and diluted   (0.00)  (0.01) (0.01)  (0.00)  (0.02)

Fourth Quarter 2008 Results
the net loss for the fourth quarter of 2008 compared to the results of the other seven quarters of 2008 and 2007 
have been affected by the following key trends:

•	 Net	general	and	administrative	expenses	for	the	fourth	quarter	of	2008	are	somewhat	lower	than	the	trend	
of the other quarters of 2008. this is due mainly to changes in the level of operational activity which impacts 
both recoveries from partners as well as the amount capitalized internally. in addition, the majority of general 
and administrative expenses are incurred in currencies other than the canadian dollar, and are affected by 
fluctuations in exchange rates when converted into canadian dollars. 

•	 Foreign	exchange	gains	and	losses	relate	primarily	to	working	capital	and	other	monetary	items	
denominated in uk pounds, uS dollars and Romanian Lei. fluctuations in foreign exchange gains and losses 
arise from both changes in the levels of working capital as well as the changes in the prevailing exchange 
rates. the majority of the losses in the fourth quarter of 2008 resulted from higher than normal levels of cash 
balances in uk pounds as a result of escrow arrangements related to ongoing drilling operations. this was 
accompanied by a significant decline in the value of the uk pound in relation to the canadian dollar, thereby 
creating losses upon revaluation at year-end rates.
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general and administrative Expenses
the following table provides a breakdown of general and administrative expenses for 2008 and 2007:

  2008 2007
  $ $

Employee costs   2,305,370   1,944,927 

office rent and expenses   1,179,775   640,841 

professional and other fees   1,161,587   875,133 

travel   359,433   184,357 

other   474,109   249,297 

Gross general and administrative expenses   5,480,274   3,894,555 

Recoveries from partners   (2,069,111)  (678,531)

charged to capital projects   (1,416,085)  (1,460,150)

    1,995,078   1,755,874

General and administrative expenses before recoveries from partners and internal capitalization for 2008 have 
increased over 2007 levels. this is mainly due to the introduction of a performance-related incentive plan as well 
as the expansion of the offices in the uk and Romania due to the increase in operating activity. 

Foreign Exchange
We do not hold any derivative financial instruments. in order to minimize exposure to foreign exchange 
fluctuations, non-cash working capital is only held in foreign currencies where it arises out of operating activities. 
cash is converted into foreign currencies for known or anticipated expenditures within the near term and at year-
end 2008 foreign currency cash was at higher levels than normal due to anticipated expenditures relating to the 
Breagh wells, and the related requirement to maintain escrow funds in foreign currency funds.

foreign exchange gains and losses relate primarily to working capital and provisions for asset retirement 
obligations which are denominated in uk pounds, uS dollars and Romanian Lei. fluctuations in foreign 
exchange gains and losses arise from both changes in the levels of working capital as well as changes in the 
prevailing exchange rates. the majority of foreign exchange losses of $347,202 for 2008 were incurred in the 
fourth quarter of 2008 as a result of the decline in the uk pound against the canadian dollar. in 2007, the 
canadian dollar weakened somewhat against most other currencies resulting in gains of $273,214.

Stock based Compensation
it is our policy that a significant proportion of employee and director remuneration should be geared to 
the success of our company, but also should not result in significant depletion of our cash resources. to the 
extent that a portion of employee costs is capitalized against projects, a similar proportion of stock based 
compensation is also capitalized.

Stock based compensation expense of $846,506 in 2008 decreased from $906,251 in 2007 due mainly to 
increased capitalization as well as the impact of the issue of stock options to directors, officers, and employees 
during both 2007 and 2008. Stock based compensation capitalized was $720,043 in 2008 (2007 – $473,448).

in 2008, a total of 2,610,000 options were issued to directors, officers, employees and consultants at an average 
exercise price of $2.55. Because these options were issued part-way through the year, the full-year impact of the 
related stock based compensation expense was not reflected in the financial statements for 2008.

for 2007, a total of 1,700,000 options were issued to directors, officers, and employees at an average exercise 
price of $1.57.
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Other Income
other income consists exclusively of interest income from the investment of surplus funds. for 2008, interest 
income of $1,160,046 has increased compared to $703,812 in 2007 due primarily to the level of unutilized cash 
balances available for investment. 

Income Taxes

a) Current Income Taxes
current income taxes for the year ended december 31, 2008, relate to the 30 percent income tax on united 
kingdom non-ring fence activities, including interest on cash and bank deposits as well as foreign exchange 
gains or losses on cash denominated in foreign currencies.

b) Future Income Taxes
the company does not recognize the tax benefit of losses incurred at this time as no development approval 
had been received for its key projects as at december 31, 2008, and there is no assurance the tax benefit will be 
realized. As at december 31, 2008, the company has non-capital losses in canada of approximately $7.7 million 
available, but subject to expiry over the next twenty years, to reduce future taxable income, and approximately 
$4.9 million of subsidiary u.k. tax losses which are not subject to expiry. in addition, at december 31, 2008, the 
company had approximately $114.2 million of deductions available to be claimed against future income taxes 
which are not subject to expiry.

Net Loss
the net loss of $2,313,736 for 2008 compares to a loss of $1,815,759 for 2007. this represents a loss of $0.02 per 
common share, basic and diluted for 2008 (2007 – loss of $0.02 per share). the increase in the loss for the year 
compared to 2007 is due primarily to increased general and administrative expense and foreign exchange losses.

Petroleum Properties activities and Capital Expenditures
capital expenditures are categorized as petroleum and natural gas properties and capitalized in country-by-
country cost-centres. the following is a summary of net capital expenditure additions by cost-centre for the years 
ended december 31, 2008 and 2007:

years ended december 31  2008 2007
  $ $

united kingdom   58,801,466  11,314,627

Romania   26,469,055  5,728,989

france   1,696,331   373,941 

total petroleum and natural gas properties and equipment   86,966,852  17,417,557

dispositions of interests in properties   (11,973,047)  (7,303,119)

furniture and fixtures   191,478  15,081

    75,185,283   10,129,519

in the uk, net petroleum and natural gas (p&nG) additions of $58,801,466 for 2008 included the following major items:

•	 Approximately	$40.5	million	relating	to	the	successful	drilling	and	testing	of	the	Breagh	42/13-4	appraisal	
well on the eastern section of the structure and the 42/13-5 and 5z horizontal wells to the west in the uk 
Southern north Sea (Sterling 45 percent). on test, the wells flowed at maximum rates of 10.2 MMscf/d and 
26 MMscf/d respectively. offsetting this, are proceeds of $9.7 million from the sale of a property interest in 
the block. this interest entitles the holder only to a share of gross production from the wells.
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•	 Approximately	$14.3	million	relating	to	the	drilling	of	the	Cladhan	exploration	well	(Sterling	39.9	percent)	on	
Block 210/29a in the uk northern north Sea. the well was drilled to a total depth of 9,734 feet and reservoir 
logs have indicated 25 feet of high quality net sands with high oil saturations of light oil. the well is currently 
suspended with a view to re-enter, sidetrack and test at a future date.

in addition to these major items, uk capital expenditures were incurred completing additional seismic programs 
on other licenses in the greater Breagh area, and costs associated with maintaining existing licenses in good 
standing as well as making applications for new licenses in the uk 25th offshore Licensing Round. We were 
subsequently awarded two new Blocks containing existing discoveries in the area immediately surrounding the 
Breagh gas discovery, forming a natural extension to the development of Breagh.

offshore Romania in the Black Sea, p&nG additions of $26,469,055 for 2008 included the following major items:

•	 The	completion	and	testing	of	the	Ana-1	well	(formerly	referred	to	as	Doina	Sister)	which	flowed	gas	at	
maximum rates of 19.2 MMscf/d, and the doina-4 and Ana-2 appraisal wells which confirmed consistency of 
the reservoir with the original discovery well.

•	 Additional	seismic	acquired	over	the	Midia	block	containing	the	Doina	and	Ana	prospects.

We have a net 65 percent interest in these prospects after taking into account existing farm-in arrangements, 
and we are currently negotiating a further arrangement with Melrose Resources plc. (“Melrose”) which would 
result in a reduction of our interest to 32.5 percent in return for a carry on a portion of our future expenditures 
in a range up to uS$90.0 million depending on prevailing gas prices. in addition Melrose will provide us with a 
short term working capital loan repayable within one year from closing.

onshore Romania, on the 1.5 million acre craiova concession (Sterling 60 percent) there was limited activity 
during 2008 as we await the closing of the re-acquisition of the outstanding 40 percent held by our partner, 
and the new farm-in arrangement under which a new partner would acquire a 50 percent share of the license in 
return for drilling three shallow gas exploration wells. these arrangements are expected to close in the second 
quarter of 2009.

in france, during 2008, we spent $1.7 million on the Grenade-3 well on the St Laurent Block (Sterling 33.4 
percent) to appraise the original heavy oil discovery on the block. the well failed to intersect the reservoir and 
has been suspended pending a possible sidetrack back towards the original discovery well. there are also other 
deeper gas prospects on the block which are currently being evaluated by the operator.

dispositions of interests in properties for 2008 comprise proceeds of $12.0 million from financing arrangements 
which are payable only out of production revenues.

for 2007, net capital expenditures of $10,114,138 included the following major items:

•	 Our	share	of	the	drilling	and	testing	costs	of	the	successful	Breagh-3	appraisal	well	on	Block	42/13	in	the	UK	
Southern north Sea.

•	 Our	35	percent	share	of	the	dry-hole	costs	of	the	Constance	well	on	Block	21/23a	in	the	UK	Central	
north Sea.

•	 Initial	drilling	costs	of	the	Ana-1	(formerly	Doina	Sister)	well	on	the	Midia	Block	(Sterling	65	percent	after	
farm-out).

•	 $7.3	million	of	proceeds	from	financing	arrangements	which	are	repayable	only	out	of	production.
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We have now invested a total of $134.7 million in our oil and gas properties to december 31, 2008, compared 
with $58.0 million as at december 31, 2007. As at december 31, 2008 we had interests in petroleum licenses and 
contracts as follows: 

  acres 
  gross Net

united kingdom   1,336,128   867,205 

Romania   2,645,000   2,027,000 

france    125,280   41,872 

total    4,106,408   2,936,077

our net interest of 2,027,000 acres in Romania represents our 60 percent interest in the craiova Block onshore 
Romania and our current 100 percent interest in the offshore Midia and pelican Blocks in the Black Sea. 
following completion of farm-out arrangements and satisfaction of related obligations, these interests will be 
reduced to 50 percent and 32.5 percent respectively.

Geological and geophysical work on the properties to date has resulted in many prospects and leads in addition 
to the discoveries specifically referred to above. Several of these prospects have been brought to the drillable 
stage, and we continue to pursue our farm-out strategy of bringing in industry partners to manage technical and 
financial risk.

Financing, Liquidity and Solvency

Net Working Capital
the following is a summary of net working capital as at december 31, 2008 and 2007:

years ended december 31  2008 2007
  $ $

cash and cash equivalents   15,769,514   10,308,364 

Restricted cash   11,270,280   5,617,260 

other non-cash working capital  

 Accounts receivable and prepaid expenses   5,229,141   6,915,992 

 Accounts payable and accrued liabilities   (18,301,465)  (11,983,521)

net working capital   13,967,470   10,858,095

cash and cash equivalents include term deposits of $5,800,000 (2007 – $2,200,000) with maturities greater than 
30 days. these deposits have cashable options and are therefore considered cash equivalents by management.

Restricted cash in escrow accounts of $11,270,280 is only available for settlement of expenditures relating to the 
drilling of wells over year-end on Block 42/13 in the uk Southern north Sea. these expenditures are included in 
accounts payable and accrued liabilities which are significantly higher than in previous years due to the ongoing 
activity in the uk north Sea.

Financing and Farm-Outs
Managing financial exposure by obtaining partner participation through farm-out and other arrangements 
is an integral part of our strategy and in the current financial environment remains the most viable option for 
furthering development of our key projects. under these arrangements, a portion of our interest is given up in 
exchange for the partner paying a promoted share of certain of our costs of drilling a well or other programs. 
Specific terms of each partner’s obligations vary. 
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during 2008 we completed three minor farm-out arrangements covering the greater Breagh area in the uk 
Southern north Sea and we continue moving towards completion of a more significant arrangement onshore 
Romania which would involve the re-acquisition of the 40 percent working interest of the craiova block 
currently held by an outside partner. this would give Sterling 100 percent of the license of which the intent is 
to give up 50 percent to a third party in exchange for drilling and testing of three shallow gas exploration wells 
on the license.

in addition to these farm-out arrangements, in 2008, we raised $12.0 million through financing arrangements 
which entitle the third party only to a share of gross production from the Breagh or doina wells.

We also have an ongoing initiative to reduce our interest in Breagh in order to fund ongoing development, and 
subsequent to year end, we entered into the following arrangements:

•	 On	March	10,	2009,	the	Company	entered	into	a	fully	termed	agreement	with	Melrose	Resources	PLC	
(“Melrose”) under which Melrose would earn a 32.5 percent interest in the Midia and pelican blocks offshore 
Romania in the Black Sea by funding the company’s share of certain expenditures for the development of 
the doina and Ana fields in a range up to a maximum of uS$90.0 million depending on prevailing gas prices 
at the time the field commences production. After completion of this arrangement the company would 
retain a 32.5 percent interest in the field. in addition, Melrose will provide uS$12.0 million of short-term 
financing at commercial rates which is repayable after one year.

•	 On	March	24,	2009,	the	Company	announced	a	US$5.0	million	bought	deal	financing	with	an	over	allotment	
option for up to an additional uS$7.5 million at an interest rate of 15 percent. Each unit of uS$100,000 of 
financing is repayable in 3 equal installments 6, 9 and 12 months from closing and each unit will include one 
common share purchase warrant entitling the holder to acquire 20,000 common shares of the company at 
$0.84. the warrants expire after 3 years from the closing of the transaction.

Equity financings completed earlier in 2008 included the following:

•	 On	January	11,	2008	we	completed	a	private	placement	of	7,109,900	common	shares	at	a	subscription	price	
of $2.00 per share. the net proceeds from the issue were $14,171,860.

•	 On	March	13,	2008	we	completed	a	bought	deal	financing	of	16,000,000	common	shares	at	$2.50	per	share	
including an “over-Allotment option” the total gross proceeds from the issue were $40,000,000. After 
underwriter’s commissions and expenses of the issue, net proceeds were $37,394,936.

•	 On	August	6,	2008	we	completed	a	bought	deal	financing	of	11,274,600	units,	including	an	underwriter’s	
option. Each unit comprises one common share of the company and one half-warrant at a price of $2.55 per 
unit. Each full warrant entitles the holder to purchase one common share at a price of $3.25. the warrants 
expire on August 6, 2009. the net proceeds of the issue after expenses and underwriter’s commissions were 
$26,959,705 of which $1,409,325 has been assigned to the value of the warrants based on a Black-Scholes 
calculation. 

in 2007, we completed no equity issues, but concluded the following farm-outs: 

•	 An	additional	20	percent	of	Block	42/13	in	the	UK	Southern	North	Sea	containing	the	Breagh	prospect	and	
leaving Sterling with its current 45 percent interest in the Block. 

•	 A	33.5	percent	interest	in	the	UK	Northern	North	Sea	Blocks	210/29a	and	210/30a	containing	the	Cladhan	
prospect and leaving Sterling with a residual 39.9 percent interest in the Block.

•	 A	total	of	35	percent	of	the	Midia	and	Pelican	Blocks	offshore	Romania	in	the	Black	Sea	leaving	Sterling	with	
65 percent. not all of the partner’s obligations to earn their interest in this block have yet been completed.

in addition, in the fourth quarter of 2007, we raised a total of $7.3 million through financing arrangements which 
entitle the third party only to a share of gross production from the Breagh or doina wells. 



StERLinG RESouRcES Ltd. 
2008 AnnuAL REpoRt 23

MAnAGEMEnT’S DISCuSSIOn AnD AnALYSIS

As at december 31, 2008 there were 130,941,472 (2007 – 95,766,968) common shares outstanding and 6,616,663 
(2007 – 5,223,334) options issued under our stock option plan. As at April 15, 2009 there were 130,991,472 
common shares outstanding and 6,553,329 options outstanding.

Commitments and Obligations

(a) LONg TERm ObLIgaTIONS

We have long-term obligations to remediate or retire assets which result from net ownership interests in 
petroleum and natural gas exploration stage activity. We estimate the total undiscounted amount of cash 
flows required to settle our asset retirement obligations to be approximately $8.0 million which will be incurred 
between 2010 and 2022. A credit adjusted risk-free discount rate of 10 percent and an inflation rate of 4 percent 
were used to calculate the fair value of asset retirement obligations. A continuity of these obligations is as follows:

  2008 2007

 $ $

Balance, January 1   1,249,585   656,798 

Additions   1,262,345   690,530 

Revisions to estimates   (240,184)  (149,506)

Accretion   147,989  51,763 

Balance, december 31  2,419,735  1,249,585

(b) CONTRaCTUaL ObLIgaTIONS

commitments and obligations under the terms of our exploration licenses and operating leases for office 
premises and storage facilities are as follows:

   2009 2010 2011 2012 2013

  $ $ $ $ $

oil and gas drilling   17,603,000   –   –   3,500,000   – 

Licence fees   1,446,000   1,446,000   420,000   420,000   420,000 

other operating   103,000   86,000   86,000   86,000   86,000 

office leases   200,000   41,000  –   –   – 

    19,352,000   1,573,000   506,000   4,006,000   506,000

Liquidity and Solvency
We have no debt, and as at december 31, 2008, our net working capital totalled $14.0 million. of this total 
approximately $12.2 million was utilized in completing the final Breagh well and test which was in progress at 
december 31, 2008. the remaining cash should be sufficient to maintain operations and meet our short term 
obligations until completion of farm-out arrangements relating to Breagh in the uk north Sea and an operating 
loan from Melrose in connection with the closing of the previously announced farm-out. However as insurance 
against delays in this process we announced a uS$5.0 million bought deal bridge financing agreement in late 
March 2009, with an over allotment option for up to an additional uS$7.5 million. 

in the longer term, the development of the Breagh and doina/Ana fields will require substantial investment at a 
time when the current climate of world financial markets is expected to make it difficult to raise either equity or 
debt financing. We are also reluctant to raise substantive amounts of equity at current market prices due to its 
highly dilutive effect.

our current strategy is therefore to fund our development projects and remaining exploration and appraisal 
commitments through substantive farm-out arrangements and dispositions of non-core assets. However until 
such time as these arrangements are in place we may have to delay activities in all areas. 
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Future Plans
for 2009 our key focus will be on obtaining field development Approval for the Breagh field in the uk Southern 
north Sea, and the doina/Ana field offshore Romania in the Black Sea. in addition we specifically plan to:

•	 Complete	the	previously	announced	farm-out	arrangement	for	32.5	percent	of	our	65	percent	interest	in	the	
doina/Ana field.

•	 Complete	the	sale	or	farm-out	of	a	portion	of	our	45	percent	interest	in	the	Breagh	field.

•	 Farm	out	up	to	ten	percent	of	our	39.9	percent	interest	in	the	Cladhan	oil	discovery	on	Block	210/29a	in	the	
uk northern north Sea prior to re-entering, side tracking and testing the discovery.

•	 Drill	one	exploration	well	on	Block	42/19	in	the	UK	Southern	North	Sea.

•	 Complete	the	farm-out	arrangement	on	our	Craiova	concession	and	drill	three	shallow	gas	wells	at	the	
exclusive cost of our partner.

•	 Continue	geological	and	geophysical	work	to	evaluate	our	licenses,	including	the	new	licenses	awarded	in	
the uk 24th and 25th offshore Licensing Rounds, and the many other prospects and leads that exist on them. 
this work will focus on offshore uk and offshore and onshore Romania.

•	 Continue	our	strategy	of	farming	out	a	portion	of	our	licenses	in	order	to	reduce	costs.

these plans are contingent on partner approval and, more importantly upon availability of suitable financing and 
farm-out partners.

Risks and Uncertainties
the following is a summary of the principal risks facing our business, and the strategies we take to mitigate 
these risks as described in more detail in our Annual information form for the year ended december 31, 2008. 
it should not be assumed that this list is exhaustive or that material loss could not materialize as a result of other 
unforeseen risks. 

Operational Risks 
the international oil and gas industry is exposed to a variety of business risks, including, but not limited to:

•	 The	finding,	determination,	evaluation,	assessment	and	measurement	of	oil	and	gas	deposits	or	reserves.

•	 Developing	those	reserves	and	finding	markets	for	them.

•	 Potential	delays	or	changes	in	plans	with	respect	to	exploration	or	development	projects	or	 
capital expenditures.

•	 The	availability	and	performance	of	joint	venture	partners	with	whom	we	conduct	our	business.

•	 The	performance	of	contractors	and	consultants	that	we	engage.	

•	 Competition	from	others	in	obtaining	exploration	licenses	or	access	to	drilling	equipment.

•	 Cultural	and	language	barriers	associated	with	conducting	business	in	foreign	countries.

•	 Reliance	on	key	individuals.	

•	 Title	to	oil	and	gas	interests.

We also have a growing exploration portfolio and several undrilled prospects. our ability to grow profitably will 
depend on our ability to drill successfully and develop these properties, as well as to obtain additional prospects.

We work to mitigate these risks by employing highly skilled personnel, focusing exploration efforts in areas 
where we have existing knowledge and expertise and access to such expertise, using current technology to 
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enhance methods and control costs. We also maintain a corporate insurance program consistent with industry 
practice to protect against losses due to accidental destruction of assets, well blowouts and other operating 
accidents and disruptions.

Financial Risks
financial risks include the impact of fluctuations in commodity prices, foreign exchange rates, interest rates, 
inflation and credit risk as further described under recent accounting pronouncements below and in the 
discussion of the Economic Environment under “our Business and Strategy”. these factors also affect:

•	 Anticipated	future	cash	flows.

•	 The	fair	value	of	our	oil	and	gas	reserves	and	assets.

•	 The	availability	and	cost	of	financing	for	our	projects.

•	 The	economics	underlying	our	project	decisions.

•	 The	underlying	value	of	the	business	on	which	our	share	price	is	based.

Political or Government Risks 
We explore for oil and gas in various international jurisdictions with varying degrees of political or governmental 
risk including:

•	 The	risk	of	changes	in	government	policy,	regulation	or	fiscal	terms.	

•	 The	risk	of	changes	in	conditions	under	which	exploration	licenses	are	awarded,	including	related	 
work commitments.

•	 The	risks	of	required	government	approvals	being	delayed	or	withheld.

•	 Risks	associated	with	the	fiscal	terms	prevailing	in	the	jurisdictions	in	which	we	operate.	

•	 Risks	relating	to	any	known	or	future	international	border	disputes	in	jurisdictions	where	we	are	active.

during february of 2009 the international court of Justice in the Hague ruled on the long disputed Black Sea 
border dispute between Romania and ukraine. the ruling confirmed that the majority of the disputed territory, 
including portions of the Midia and pelican blocks held by Sterling, was under Romanian jurisdiction. following 
the ruling certain rumours circulated in the Romanian press questioning the legitimacy of the License and 
government procedures for the 11th Amendment. A recently completed independent legal review of this matter 
considers that both the License Agreement and the government process are legitimate.

We are also subject to extensive and varying environmental regulations imposed by governments related 
to the protection of the environment. We are committed to operate safely in an environmentally sensitive 
manner and to safeguard the health and welfare of our employees, contractors, suppliers and the public, in 
every area of operation. 

in order to balance our exposure to risk and reward in these areas, we conduct our activities in a number of 
jurisdictions with a range of risk profiles.

further discussion of the risks and uncertainties facing our company and our business is contained in the 
company’s Annual information form for the year ended december 31, 2008.

Recent accounting Pronouncements
the canadian institute of chartered Accountants (cicA) has issued several new accounting standards which 
became effective January 1, 2008.

•	 CICA	1400,	General	Standards	of	Financial	Statement	Presentation,	was	amended	to	include	requirements	to	
assess and disclose an entity’s ability to continue as a going concern. the new requirements are effective for 
interim and annual financial statements.
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the adoption of this standard did not have an impact on the company’s financial statements.

•	 Section	1535,	Capital	Disclosures,	requires	disclosure	of	(a)	an	entity’s	objectives,	policies	and	processes	for	
managing capital; (b) data about what the entity regards as capital; (c) whether the entity has complied with 
any capital requirements; and (d) if it has not complied, the consequences of such non-compliance. See note 
8 to the consolidated financial Statements.

•	 Sections	3862,	Financial	Instruments	–	Disclosures,	and	3863,	Financial	Instruments,	Presentation,	replace	
Handbook Section 3861, financial instruments – disclosure and presentation and revise and enhance 
financial instruments disclosure requirements and leave unchanged its presentation requirements. the 
objective of section 3862 is to provide financial statement disclosure to enable users to evaluate the 
significance of financial instruments for the company’s financial position and performance. the section 
also requires increased disclosure on the nature and extent of risks arising from financial instruments 
that the company is exposed to during the reporting period and the balance sheet date and how the 
company is managing those risks. the purpose of section 3863 is to enhance the financial statement users’ 
understanding of the significance of financial instruments to the company’s financial position, performance 
and cash flows. See note 14 to the consolidated financial Statements.

Transition to International Financial Reporting Standards (IFRS)
the cicA Accounting Standards Board (AcSB) has adopted a strategic plan for the direction of accounting 
standards in canada. As part of that plan, accounting standards in canada for public companies are to converge 
with ifRS by the end of 2011. the company continues to monitor and assess the convergence of canadian 
GAAp and ifRS, but at this time the impact on our financial position and results of operations is not reasonably 
determinable or estimable. 

the company commenced its ifRS conversion project in 2008. the chief financial officer has assumed direct 
responsibility for the project and reports periodically to the Audit committee of the Board on progress. the 
project consists of three phases: diagnostic, design and planning; and implementation and training.

the company has completed the diagnostic phase, and will move into the design and planning phase during 
2009. during the diagnostic phase it was identified that the key impact on the company’s financial statements 
will be that under present ifRS standards there is no equivalent of the full cost method of accounting for 
petroleum and natural gas properties permitted under canadian GAAp, and currently followed by the company.

in parallel with the conversion project, the company will assess the impact of ifRS on disclosure and other areas 
of internal control.

Forward-Looking Statements and business Risks
certain statements contained in this Md&A are forward-looking statements. these statements relate to future 
events or our future performance. All statements other than statements of historical fact may be forward-
looking statements. in some cases, forward-looking statements can be identified by terminology such as 
“may”, “will”, “should”, “expect”, “plan”, “anticipate”, “believe”, “estimate”, “predict”, “potential”, 
“continue”, or the negative of these terms or other comparable terminology. in addition, statements relating 
to reserves or resources are deemed to be forward-looking statements as they involve the implied assessment, 
based on certain estimates and assumptions that the reserves and resources described can be profitably 
produced in the future.

these statements are only predictions. Actual events or results may differ materially. in addition, this Md&A may 
contain forward-looking statements attributed to third party industry sources, which sources are not endorsed or 
adopted by us expressly or impliedly.

undue reliance should not be placed on these forward-looking statements, as there can be no assurance 
that the plans, intentions or expectations upon which they are based will occur. By its nature, forward-looking 
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information involves numerous assumptions, known and unknown risks and uncertainties, both general and 
specific, that contribute to the possibility that the predictions, forecasts, projections and other forward-looking 
statements will prove inaccurate. certain of these risks are beyond the company’s control, including: the impact 
of general economic conditions in the areas in which the company operates, civil unrest, industry conditions, 
changes in laws and regulations including the adoption of new environmental laws and regulations and changes 
in how they are interpreted and enforced, increased competition, the lack of availability of qualified personnel 
or management, fluctuations in commodity prices, foreign exchange or interest rates, stock market volatility and 
obtaining required approvals of regulatory authorities. in addition there are risks and uncertainties associated 
with oil and gas operations. Readers should also carefully consider the matters discussed under the heading 
“Risk factors” in the company’s Annual information form beginning on page 10.

forward-looking statements in this Md&A include, but are not limited to, statements with respect to:

•	 Capital	expenditure	programs,	including	the	success	or	otherwise,	of	exploration	and	appraisal	initiatives.

•	 Commodity	prices.

•	 Factors	upon	which	we	will	decide	whether	or	not	to	undertake	a	specific	course	of	action.

•	 Expectations	regarding	our	ability	to	raise	capital	or	bank	debt.

•	 The	sale,	farming	in,	farming	out	or	development	of	certain	exploration	properties	using	third	party	resources.

•	 The	use	of	development	activity	and	acquisitions	to	replace	and	add	to	reserves.

•	 Drilling	plans.

•	 Our	tax	horizon.

•	 Oil	and	natural	gas	production	levels	and	the	quantity	of	reserves.

•	 Supply	and	demand	for	oil	and	natural	gas.

•	 The	performance	and	characteristics	of	our	oil	and	natural	gas	properties.

•	 The	impact	of	governmental	regulation	or	change	on	us.

•	 Our	corporate	strategies,	the	criteria	to	be	considered	in	connection	therewith	and	the	benefits	to	be	
derived therefrom.

•	 The	emergence	of	accretive	growth	opportunities.

•	 Realization	of	the	anticipated	benefits	of	acquisitions	and	dispositions.

•	 Our	ability	to	benefit	from	the	combination	of	growth	opportunities	and	the	ability	to	grow	through	the	
capital markets.

•	 Treatment	under	government	taxation	or	royalty	regimes.

in addition, readers are directed to the disclosure contained under the heading future plans on page 23 setting 
forth management’s plans and expectations with respect to 2009. 

With respect to forward-looking statements in this Md&A we have assumed, among other things, that  
the company:

•	 Operates	in	an	environment	of	fiscal	and	political	stability.

•	 Operates	in	an	environment	of	increasing	competition.

•	 Is	able	to	obtain	additional	financing	or	farm-out	additional	interests	on	satisfactory	terms.

•	 Is	able	to	continue	to	attract	and	retain	qualified	personnel.	

•	 Is	able	to	obtain	necessary	approvals	from	partners	for	a	particular	course	of	action.
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Although we believe that the expectations reflected in the forward-looking statements are reasonable, there can 
be no assurance that such expectations will prove to be correct. We cannot guarantee future results, levels of 
activity, performance, or achievements. 

the company’s actual results and future plans could differ materially from those anticipated in similar forward-
looking statements in this Md&A as a result of the risks described above. these statements speak only as of the 
date of the Md&A. the company does not intend and does not assume any obligation to update these forward 
looking statements except as required by law.

the forward-looking statements contained in this Md&A are expressly qualified by the foregoing cautionary 
statement. financial outlook information contained in this Md&A about prospective results of operations, 
financial position or cash flows is based on assumptions about future events, including economic conditions and 
proposed courses of action, based on management’s assessment of the relevant information currently available. 
Readers are cautioned that such financial outlook information contained in this Md&A should not be used for 
purposes other than for which it is disclosed herein.

disclosure Controls and Procedures 
disclosure controls and procedures are designed to provide reasonable assurance that information required to 
be disclosed is recorded, processed, summarized and reported within the time periods specified by applicable 
securities laws and that information required to be disclosed is accumulated and communicated to management 
as appropriate to allow timely decisions regarding required disclosure.

the chief Executive officer and the chief financial officer have evaluated the effectiveness of our disclosure 
controls and procedures and have concluded that they are adequate and effective to ensure accurate and 
complete disclosure.

Internal Controls Over Financial Reporting 
Sterling’s chief Executive officer and chief financial officer are responsible for designing internal controls 
over financial reporting or causing them to be designed under their supervision. Such controls are intended 
to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial 
statements for external purposes in accordance with GAAp.

Management has assessed the design of controls over financial reporting, and has identified the following key 
weaknesses in controls:

•	 Due	to	Sterling’s	limited	number	of	permanent	staff,	it	is	not	feasible	to	achieve	optimum	segregation	of	
incompatible duties.

•	 Sterling’s	information	systems	are	subject	to	general	control	deficiencies	including	the	lack	of	effective	
controls over system access, spreadsheets, and other documentation.

these weaknesses in internal controls over financial reporting result in the possibility that a material 
misstatement may not be detected or prevented. Management and the Board of directors work to mitigate the 
risks of material misstatement through close scrutiny of all related activities, and the company’s chief Executive 
officer and chief financial officer have concluded the internal controls over financial reporting have been 
designed to provide reasonable assurance regarding the reliability of the company’s financial reporting.

additional Information
Additional information about Sterling Resources Ltd. and its business activities, including Sterling’s annual 
information form, is available on SEdAR at www.sedar.com. 
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Management’s Report

the accompanying consolidated financial statements and all information in the annual report are the 
responsibility of management. the consolidated financial statements have been prepared by management in 
accordance with canadian generally accepted accounting principles outlined in the notes to the consolidated 
financial statements. other financial information appearing throughout the report is presented on a basis 
consistent with the consolidated financial statements. 

Management maintains appropriate systems of internal controls. policies and procedures are designed to 
give reasonable assurance that transactions are appropriately authorized, assets are safeguarded and financial 
records properly maintained to provide reliable information for the presentation of financial statements.

Ernst & Young LLp, an independent firm of chartered Accountants, has been engaged, as approved by the 
shareholders, to examine the consolidated financial statements in accordance with auditing standards generally 
accepted in canada and to provide an independent professional opinion.

the Audit committee and the Board of directors have reviewed the consolidated financial statements with 
management and with Ernst & Young LLp. the Board of directors has approved the consolidated financial 
statements on the recommendation of the Audit committee.

    

[Signed]      [Signed] 

‘Stewart G. Gibson’    ‘ian Hornby-Smith’ 
chief Executive officer    chief financial officer   

April 15, 2009
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Auditors’ Report

to the Shareholders of Sterling Resources Ltd.

We have audited the consolidated balance sheets of Sterling Resources Ltd. as at december 31, 2008 and 2007 
and the consolidated statements of loss and comprehensive loss 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 audits.

We conducted our audits 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.

      [Signed]      

calgary, canada     ‘Ernst & Young LLp’   
April 15, 2009     chartered Accountants
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Consolidated Balance Sheets

as at december 31 2008 2007

 $ $

ASSETS

Current  

 cash and cash equivalents [note 3]  15,769,514   10,308,364 

 Restricted cash [note 4]  11,270,280   5,617,260 

 Accounts receivable   5,192,297   6,845,525 

 prepaid expenses  36,844   70,467 

   32,268,935   22,841,616 

Property plant and equipment [note 5]

 petroleum and natural gas properties and equipment   134,718,479   58,019,187 

 furniture and fixtures  262,132   172,784 

   134,980,611   58,191,971 

   167,249,546  81,033,587 

LIABILITIES AnD SHAREHOLDERS’ EQuITY

Current  

 Accounts payable and accrued liabilities  18,301,465   11,983,521 

asset retirement obligations [note 6]  2,419,735   1,249,585 

Commitments [note 7]

Shareholders’ equity

Share capital [note 9]  156,773,276   76,900,308 

contributed surplus [note 10]  3,599,783   2,431,150 

deficit  (13,844,713)  (11,530,977)

   146,528,346   67,800,481 

   167,249,546   81,033,587 

See accompanying notes

on behalf of the Board:

[Signed]  [Signed]

‘Walter deboni’      ‘Robert B. carter’

director  director
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Consolidated Statements of  
Loss and Comprehensive Loss

For the years ended december 31 2008 2007

  $   $ 

EXPEnSES  

General and administrative   1,995,078   1,755,874 

foreign exchange loss (gain)  347,202   (273,214)

Stock based compensation [note 9]  846,506   906,251 

Accretion [note 6]  147,989   51,763 

depreciation  102,130   78,897 

   3,438,905   2,519,571 

OTHER InCOME

interest  1,160,046  703,812

Loss before income taxes (2,278,859)  (1,815,759)

current income taxes [note 12]  34,877   – 

net loss and comprehensive loss for the year  (2,313,736)  (1,815,759)

deficit, beginning of year  (11,530,977)  (9,715,218)

deficit, end of year (13,844,713)  (11,530,977)

net loss per common share – basic and diluted [note 11]  (0.02)  (0.02)

See accompanying notes
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Consolidated Statements of Cash Flow

For the years ended december 31 2008 2007

 $ $

OPERATInG ACTIVITIES

net loss for the year   (2,313,736)  (1,815,759)

items not affecting cash used in operating activities

 unrealized foreign exchange gain  (1,135,843)  (329,085)

 Stock based compensation [note 9]  846,506   906,251 

 Accretion [note 6]  147,989   51,763 

 depreciation  102,130   78,897 

   (2,352,954)  (1,107,933)

net change in non-cash working capital [note 13]  119,807   288,573 

Cash used in operating activities  (2,233,147)  (819,360)

InVESTInG ACTIVITIES

increase in restricted cash   (5,653,020)  (5,617,260)

petroleum and natural gas properties and equipment additions [note 5]  (86,966,852)  (17,417,557)

disposition of interests in properties [note 5]  11,973,047   7,303,119 

furniture and fixtures additions  (191,478)  (15,081)

net change in non-cash working capital [note 13]  9,403,826   2,110,390 

Cash used in investing activities  (71,434,477)  (13,636,389)

FInAnCInG ACTIVITIES

issue of common shares, net of share issue costs 79,475,052  719,352 

Cash provided by financing activities 79,475,052   719,352 

Effect of translation on foreign currency cash and cash equivalents (346,278)  242,900 

increase (decrease) in cash and cash equivalents during the year  5,461,150   (13,493,497)

cash and cash equivalents, beginning of year 10,308,364   23,801,861 

Cash and cash equivalents, end of year  15,769,514  10,308,364 

See accompanying notes
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Notes to Consolidated Financial 
Statements

december 31, 2008 and 2007

1. description of business 
Sterling Resources Ltd. (the “company”) is a publicly traded energy company engaged in the exploration, appraisal and 
development of crude oil and natural gas in selected areas of the world.

2. Significant accounting Policies
Basis of Presentation
these consolidated financial statements have been prepared by management in accordance with canadian generally 
accepted accounting principals (GAAp) and on a going concern basis. this assumes that the company 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. due to the long lead times and high costs associated with creating the infrastructure necessary to bring identified 
resources to market the success of the company is dependent upon its ability to raise additional capital to fund further 
exploration to maintain its interests in existing properties and to identify and develop commercially productive resources. if 
the going concern assumption was not appropriate for these statements, adjustments would be required to the company’s 
overall financial presentation. in management’s opinion, the consolidated financial statements have been properly prepared 
within reasonable limits of materiality and within the framework of the significant accounting policies summarized below.

Consolidation 
the consolidated financial statements include the accounts of the company and its wholly owned subsidiaries. All 
intercompany transactions have been eliminated.

Revenue Recognition
the company recognizes revenues from petroleum and natural gas assets when title passes to the customer and at such 
time as a project becomes commercially viable and development approval is received. prior to this stage, any production is 
considered test production, and is capitalized net of related costs.

Per Share Amounts
the company follows the treasury stock method for the computation of diluted per share amounts. under this method, 
the diluted weighted average number of common shares is calculated assuming the proceeds from the exercise of dilutive 
securities are used to purchase common shares at the average market price.

Cash and Cash Equivalents
cash and cash equivalents include term deposits, guaranteed investment certificates and operating bank accounts with 
maturities or cashable options, if applicable, of 30 days or less.

Petroleum and Natural Gas Properties and Equipment
the company follows the full cost method of accounting for petroleum and natural gas operations whereby all costs 
relating to the acquisition of, exploration for and development of, petroleum and natural gas properties and equipment 
are capitalized in cost centres on a country by country basis. Such costs include lease acquisition costs, geological and 
geophysical expenditures, lease rentals, and costs of drilling and equipping productive and non-productive wells.

All cost centers are in the exploration, appraisal or “pre-development” stage and as such the costs in each centre are not subject 
to depletion. An impairment review is performed at every reporting date to determine whether the aggregate net costs in each 
pre-development stage cost center are recoverable. Recoverability is determined by comparing capitalized costs for each cost 
centre with estimated future net revenues using estimated future prices and costs and internal estimates of recoverable reserves 
or resources. Sensitivity to key assumptions is also tested using a range of values. costs which are unlikely to be recovered are 
written off. the recovery of the costs incurred to date is ultimately dependent upon production of commercial quantities of 
hydrocarbons or the sale of the related asset. the likelihood of such production is not assured at this time. 
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Furniture and Fixtures
furniture and fixtures are carried at cost less accumulated depreciation. depreciation is calculated on a declining balance 
basis at an annual rate of 30 percent.

Asset Retirement Obligations
the company recognizes the fair value of an asset retirement obligation (ARo) in the period in which it is incurred when a 
reasonable estimate of the fair value can be made. the fair value is determined through a review of engineering studies, 
industry guidelines and management’s estimate on a site-by-site basis. the fair value is recorded as a liability with a 
corresponding increase in the carrying amount of the related asset. the capitalized amount is depleted on the unit-of-
production method based on proved reserves. the liability amount is increased each reporting period due to the passage 
of time and the amount is expensed during the period. Actual costs incurred upon the settlement of the ARo are charged 
against the liability.

Joint Operations
Substantially all of the company’s exploration activities are conducted jointly with others and, accordingly, these financial 
statements reflect only the company’s proportionate interest in such activities.

Foreign Currency Translation
operations in foreign countries are considered integrated and are translated into canadian dollars using the temporal 
method. foreign currency denominated monetary assets and liabilities and asset retirement obligations are translated 
at exchange rates in effect at the balance sheet date, and non-monetary assets and liabilities denominated in foreign 
currencies are translated at rates in effect on the dates the assets were acquired or liabilities were assumed. Revenues and 
expenses are translated at rates of exchange prevailing on the transaction dates. translation gains and losses are included 
in the consolidated statement of operations.

Income Taxes
the company follows the liability method of accounting for income taxes. under this method, the company records future 
income taxes for the effect of any differences between the accounting and income tax basis of an asset or liability. future 
income taxes are measured using income tax rates expected to apply in the years in which differences are expected to 
be recovered or settled. the effect on future income tax assets and liabilities of a change in tax rates is recognized in net 
income in the period in which the change is substantively enacted. future income tax assets are calculated, and if realization 
is not considered to be “more likely than not”, a valuation allowance is provided.

Stock Based Compensation
under the company’s stock option plan, options to purchase common shares are granted to directors, officers and 
employees at then current market prices. options issued by the company are accounted for in accordance with the fair 
value method of accounting for stock based compensation, and as such the cost of the options is charged to operations 
over the vesting period, with an offsetting amount recorded to contributed surplus, based on an estimate of the fair value of 
the options at the grant date determined using a Black-Scholes options pricing model. At the time of exercise, the related 
amounts previously credited to contributed surplus are transferred to share capital together with any consideration received 
from the option holder.

Measurement Uncertainty
A precise determination of many assets and liabilities is dependent upon future events, and consequently the preparation 
of financial statements involves the use of estimates and approximations. the amounts recorded for asset retirement 
obligations, stock based compensation, and capital expenditure accruals have been made based on estimates of fair 
value, using careful judgment. the assumptions used in the determination of potential asset impairments are also based 
on estimates of future net revenues using estimated future prices and costs and internal estimates of recoverable reserves 
or resources. By their nature, these estimates are subject to measurement uncertainty and the impact on the financial 
statements of changes in such estimates in future periods could be material. 

Recent Accounting Pronouncements
the canadian institute of chartered Accountants (cicA) has issued several new accounting standards which became 
effective January 1, 2008.

•	 CICA	1400,	General	Standards	of	Financial	Statement	Presentation,	was	amended	to	include	requirements	to	assess	and	
disclose an entity’s ability to continue as a going concern. the new requirements are effective for interim and annual 
financial statements.

the adoption of this standard did not have an impact on the company’s financial statements.

•	 Section	1535,	Capital	Disclosures,	requires	disclosure	of	(a)	an	entity’s	objectives,	policies	and	processes	for	managing	
capital; (b) data about what the entity regards as capital; (c) whether the entity has complied with any capital 
requirements; and (d) if it has not complied, the consequences of such non-compliance. See note 8.
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•	 Sections	3862,	Financial	Instruments	–	Disclosures,	and	3863,	Financial	Instruments,	Presentation,	replace	Handbook	
Section 3861, financial instruments – disclosure and presentation and revise and enhance financial instruments 
disclosure requirements and leave unchanged its presentation requirements. the objective of section 3862 is to provide 
financial statement disclosure to enable users to evaluate the significance of financial instruments for the company’s 
financial position and performance. the section also requires increased disclosure on the nature and extent of risks 
arising from financial instruments that the company is exposed to during the reporting period and the balance sheet 
date and how the company is managing those risks. the purpose of section 3863 is to enhance the financial statement 
users’ understanding of the significance of financial instruments to the company’s financial position, performance and 
cash flows. See note 14.

Transition to International Financial Reporting Standards (IFRS)
the cicA Accounting Standards Board (AcSB) has adopted a strategic plan for the direction of accounting standards in 
canada. As part of that plan, accounting standards in canada for public companies are to converge with ifRS by the end of 
2011. the company continues to monitor and assess the convergence of canadian GAAp and ifRS, but at this time the 
impact on our financial position and results of operations is not reasonably determinable or estimable. 

the company commenced its ifRS conversion project in 2008. the chief financial officer has assumed direct 
responsibility for the project and reports periodically to the Audit committee of the Board on progress. the project 
consists of three phases: diagnostic, design and planning; and implementation and training.

the company has completed the diagnostic phase, and will move into the design and planning phase during 2009. 
during the diagnostic phase it was identified that the key impact on the company’s financial statements will be that 
under present ifRS standards there is no equivalent of the full cost method of accounting for petroleum and natural gas 
properties permitted under canadian GAAp, and currently followed by the company.

in parallel with the conversion project, the company will assess the impact of ifRS on disclosure and other areas of 
internal control.

3. Cash and Cash Equivalents
As at december 31, 2008, cash and cash equivalents included cash of $9,969,514 (2007 – $13,725,624) and cash equivalents 
of $5,800,000 (2007 – $2,200,000) bearing interest at 1.5 percent (2007 – 4.0 percent). As at december 31, 2008 and 2007, 
these funds were held in the following currencies:

  2008 2007
  $  $ 

canadian dollars   5,906,699   2,253,093 

uS dollars   6,947,855   7,134,349 

uk pounds Sterling   2,914,069   900,455 

Romanian Lei   891   20,467 

    15,769,514   10,308,364

4. Restricted Cash
Restricted cash of $11,270,280 (2007 – $5,617,260) comprises cash in escrow accounts which is available only for settlement 
of expenditures relating to the drilling of uk offshore wells in progress over year-end. for 2007, restricted cash was available 
only for settlement of expenditures relating to the drilling and testing of wells in progress over year-end offshore Romania. 
the related liabilities are included in accounts payable and accrued liabilities.

5. Property and Equipment
the company’s investments in property and equipment are as follows:

a) Petroleum and Natural Gas Properties and Equipment
  2008 2007
  $  $ 

united kingdom   86,686,620   35,912,029 

Romania   45,683,548   21,455,178 

france  2,348,311   651,980 

    134,718,479   58,019,187
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during 2008, the company entered into financing arrangements with a third party realizing net proceeds of $11,973,047 
(2007 – $7,303,119). these arrangements relate to certain of its uk and Romania offshore properties. the counterparty to 
these arrangements is only entitled to repayment through a share of gross production from the wells. 

during the year ended december 31, 2008, the company capitalized salaries and related benefits, including stock based 
compensation, of $2,136,129 (2007 – $1,933,598).

An impairment review is performed at every reporting date to determine whether the aggregate net costs in each pre-
development stage cost center are recoverable. Recoverability is determined by comparing capitalized costs for each cost 
centre with estimated future net revenues using estimated future prices and costs and internal estimates of recoverable 
reserves or resources. Sensitivity to key assumptions is also tested using a range of values. costs which are unlikely to be 
recovered are written off. the recovery of the costs incurred to date is ultimately dependent upon production of commercial 
quantities of hydrocarbons or the sale of the related asset. the likelihood of such production is not assured at this time. 

in order for the company to maintain its working interests in its oil and gas properties in the pre-development stage, 
the company has commitments to complete various seismic, geological, geophysical and other exploration drilling and 
work programs, none of which are of a material amount except those disclosed in note 7. the continuation of this work is 
dependent upon the ability of the company to obtain continued financing or farm out any of its existing working interests.

b) Furniture and Fixtures
  2008 2007
   $   $ 

furniture, fixtures and equipment   566,403   386,381 

Less: accumulated depreciation   (304,271)  (213,597)

    262,132   172,784

6. asset Retirement Obligations
the company’s asset retirement obligations result from net ownership interests in petroleum and natural gas exploration stage 
activity. the company estimates the total undiscounted amount of cash flows required to settle its asset retirement obligations 
to be approximately $8.0 million which will be incurred between 2010 and 2022. A credit adjusted risk-free discount rate of  
10 percent and an inflation rate of 4 percent were used to calculate the fair value of asset retirement obligations.

  2008 2007

 $ $

Balance, January 1   1,249,585   656,798 

Additions   1,262,345   690,530 

Revisions to estimates   (240,184)  (149,506)

Accretion    147,989   51,763 

Balance, december 31   2,419,735   1,249,585

Revisions to estimates of $240,184 (2007 – $149,506) relate primarily to the extension of anticipated field lives as a result of 
the respective drilling programs in 2008 and 2007.

7. Commitments 
the company has commitments and obligations under the terms of its petroleum and natural gas licenses as well as office 
leases which are expected to be incurred over the next five years as follows:. 

   2009 2010 2011 2012 2013

  $ $ $ $ $

oil and gas drilling   17,603,000  –  –   3,500,000   – 

Licence fees   1,446,000   1,446,000   420,000   420,000   420,000 

other operating   103,000   86,000   86,000   86,000   86,000 

office leases   200,000   41,000   –   –   – 

    19,352,000   1,573,000   506,000   4,006,000  506,000
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of the total, oil and gas drilling commitments of approximately $9.0 million relate to commitment wells which are subject to 
farm-out negotiations, and may change substantially upon conclusion of negotiations.

8. Capital
the company defines capital as debt and shareholders’ equity, comprised of share capital, deficit and contributed surplus. 
At december 31, 2008, the company carried no debt, and its shareholder’s equity as defined was $147.0 million. the 
company’s primary capital management objective is to maintain a strong balance sheet to give the financial flexibility to 
balance growth through exploration, appraisal and development as well as continued access to capital markets. until such 
time as the company generates cash flows from production its capital structure will remain primarily comprised of equity, 
although a limited amount of interim debt may be considered if market conditions are not conducive to raising equity. 
there are no external restrictions on the company’s share capital.

the company currently manages its capital structure by close monitoring of its working capital and by regular budgeting 
and forecasting of future cash requirements. the company adjusts discretionary capital spending, issues new shares or 
farms-out interests in properties to meet cash requirements. At present the company is entirely funded by equity and 
consequently does not maintain financial ratios to monitor and manage its capital structure. 

9. Share Capital 
Authorized
unlimited common shares without nominal or par value

Issued and Outstanding 
(a) Common shares  Number of Shares amount
   $

Balance, december 31, 2006   94,403,634   75,719,452 

issued for cash on exercise of stock options   1,363,334   719,352 

transferred from contributed surplus on exercise of options  –  461,504 

Balance, december 31, 2007   95,766,968   76,900,308 

issued for cash  

 – private placement issue   7,109,900   14,219,800 

 – public equity issues   27,274,600   67,340,905 

 – exercise of stock options   790,004   948,542 

Share issue costs   –  (4,443,520)

transferred from contributed surplus on exercise of options   –  397,916 

Balance, december 31, 2008   130,941,472   155,363,951 

  

(b) Common share warrants  Number of warrants amount
   $

Balance, december 31, 2007   –   – 

issued for cash – public equity issue   5,637,300   1,409,325 

Balance, december 31, 2008   5,637,300   1,409,325 

  

Share capital – december 31, 2007   95,766,968   76,900,308 

Share capital – december 31, 2008   136,578,772   156,773,276

on January 11, 2008 the company completed a non-brokered private placement with Royal Bank project investment 
Limited, a subsidiary of the Royal Bank of Scotland, of 7,109,900 common shares at a subscription price of $2.00 per share. 
the net proceeds from the issue were $14,171,860.
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on March 13, 2008 the company completed a bought deal financing of 14,000,000 common shares at $2.50 per share with a 
syndicate of underwriters. in addition an “over-Allotment option” to purchase an additional 2,000,000 shares at $2.50 was 
granted to the underwriters and was exercised in full on March 25, 2008. the total gross proceeds from the initial issue and 
the over-Allotment option were $40,000,000. After underwriter’s commissions and expenses of the issue, net proceeds  
were $37,394,936.

on August 6, 2008 the company completed a bought deal financing of 11,274,600 units, including an underwriter’s 
option which was exercised in full at closing. Each unit comprises one common share of the company and one half-
warrant at a price of $2.55 per unit. Each full warrant entitles the holder to purchase one common share at a price of $3.25 
until 4:30 p.m. ESt on August 6, 2009. in addition, the company has the right to accelerate the exercise of the warrants 
if the closing price of the company’s shares on the tSX Venture Exchange is at least $4.00 for any period of not less 
than 15 consecutive trading days at any time after december 7, 2008. the net proceeds of the issue after expenses and 
underwriter’s commissions were $26,959,705 of which $1,409,325 has been assigned to the value of the warrants based on 
a Black-Scholes calculation. 

c)  Stock Options
the company has established a stock option plan whereby it may grant options to its directors, officers, employees and 
consultants. on december 31, 2008 there were 10,000,000 (2007 – 7,000,000) common shares reserved for issuance under 
the plan. the exercise price of each option equals the market price of the company’s shares on the date of the grant. the 
option’s maximum term is five years, with the minimum vesting period to be 18 months. Stock options currently issued vest 
over the initial three years. the following is a continuity of outstanding stock options:

    2008  2007 

    weighted   weighted
    average  average 
   Number of Exercise Number of Exercise 
   Options Price Options Price

    $  $

outstanding, January 1    5,223,334  1.70  5,145,000  1.43

Granted during the year    2,610,000  2.55  1,700,000  1.57

Exercised during the year    (790,004) 1.20  (1,363,334) 0.53

forfeited during the year    (154,999) 1.86  (258,332) 1.70

Expired during the year    (271,668) 1.45  –  – 

outstanding, december 31    6,616,663  2.10  5,223,334  1.70

the following stock options were outstanding at december 31, 2008:
     weighted 
    average 
    Remaining 
  Number Number Contract 
Exercise Price  Outstanding Exercisable Life (days)

$0.32   50,000 50,000  89 

$1.44   839,997  839,997   419 

$1.46   153,333  153,333   499 

$1.57   1,625,000  541,669   873 

$1.68   40,000  26,667   552 

$2.45   1,298,333  860,003   520 

$2.50   350,000  –   1,206 

$2.56   2,260,000  –   1,243 

$2.10    6,616,663   2,471,669   874
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the company has adopted the fair value method of accounting for all stock options granted to directors, officers and 
employees using the Black-Scholes option pricing model using the following weighted average assumptions:

  2008 2007

Risk-free interest rate  3.2% 4.43%

Expected hold period to exercise   3.5 years   2-3 years 

Volatility in the price of the company’s shares  49.0% 45.0%

dividend yield  0% 0%

the weighted average fair value of options granted during the year ended december 31, 2008 was $0.98 (2007 – $0.59). 
during the year $1,566,549 of stock based compensation was recognized of which $720,043 was capitalized and $846,506 
was expensed. for 2007, $473,448 was capitalized and $906,251 was expensed.

10. Contributed Surplus
the following is a continuity of the company’s contributed surplus:

  2008 2007
   $   $ 

Balance, January 1   2,431,150   1,512,955 

Stock based compensation expense for the year   846,506   906,251 

Stock based compensation capitalized   720,043   473,448 

transferred to share capital on exercise of options   (397,916)  (461,504)

Balance, december 31   3,599,783   2,431,150

11. Net Loss Per Common Share
the basic net loss per share is calculated based on net loss as the numerator in the calculation and the weighted average 
number of shares issued and outstanding during the year ended december 31, 2008 of 120,459,791 (2007 – 95,076,500) as 
the denominator. 

the company follows the treasury stock method for the computation of diluted per share amounts. under this method, 
the diluted weighted average number of common shares is calculated assuming the proceeds from the exercise of dilutive 
securities are used to purchase common shares at the average market price. the effect of the options and warrants 
outstanding using the treasury method would not be dilutive for the years ended december 31, 2008 and 2007.

12. Income Taxes 
a) Current Income Taxes
current income taxes for the year ended december 31, 2008, relate to the 30 percent income tax on united kingdom 
non-ring fence activities, including interest on cash and bank deposits as well as foreign exchange gains or losses on cash 
denominated in foreign currencies:

  2008 2007
   $   $ 

united kingdom    34,877   – 

canada    –   – 

     34,877   – 
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income taxes differ from the amounts that would be obtained by applying the canadian statutory income tax rate to the 
loss before income taxes as follows:

  2008 2007
  $  $ 

net loss before income taxes for the year  (2,278,859)  (1,815,759)

canadian statutory income tax rate  29.50% 32.12%

computed income tax recovery at the statutory rate   672,263   583,222 

tax rate differential on foreign operations   (2,440)  (33,917)

permanent differences   (8,186)  (3,577)

Stock based compensation   (249,719)  (291,088)

Rate adjustments  (79,622) –

tax losses expired   (115,767)  (223,419)

other   39,097   58,331 

change in valuation allowance   (290,503)  (89,552)

income tax expense per financial statements   34,877  – 

b) Future Income Taxes
future income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets and 
liabilities for financial reporting purposes and the amounts for income tax purposes. As at december 31, 2008 and 2007, the 
company has recognized a full valuation allowance against a future income tax asset arising from tax pools in excess of the 
net book value of capital assets, share issue costs and non-capital losses as follows:

  2008 2007
  $  $ 

tax pools in excess of net book value of capital assets   396,341   368,664 

Share issue costs   1,150,206   458,026 

domestic and foreign non-capital losses   3,755,177   2,040,516

Asset retirement obligations  60,710 – 

unrealized foreign exchange gain   (978,241) 115,603

    4,384,193  2,982,809 

Less: valuation allowance   (4,384,193)  (2,982,809)

future tax asset   –   – 

the company’s non-capital losses available to reduce future canadian taxable income expire as follows:

   $ 

2009   236,710 

2010   247,282 

2014   524,380 

2015   1,903,865 

2026   234,590 

2027   494,829 

2028   4,008,358 

   7,650,014

the company’s uk tax losses carried forward of approximately $6,646,290 (2007 – $3,751,000), are not subject to expiry. 
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13. working Capital
As at december 31, 2008 and 2007, working capital consisted of:

  2008 2007
  $  $ 

cash and cash equivalents   15,769,514   10,308,364 

Restricted cash   11,270,280   5,617,260 

other non-cash current assets   5,229,141   6,915,992 

current liabilities   (18,301,465)  (11,983,521)

net working capital   13,967,470   10,858,095

changes in the company’s non-cash working capital for the years ended december 31, 2008 and 2007 are as follows:

  2008 2007
  $  $ 

OPERATInG ACTIVITIES  

Accounts receivable   (38,833)  291,587 

prepaid expenses   40,003   (42,278)

Accounts payable and accrued liabilities   118,637   39,264 

    119,807   288,573 

InVESTInG ACTIVITIES  

Accounts receivable   2,005,744   (4,868,114)

Accounts payable and accrued liabilities   7,398,082   6,978,504 

    9,403,826   2,110,390

14. Financial Instruments
the fair market values of the company’s financial instruments, including cash and cash equivalents, restricted cash, accounts 
receivable and accounts payable, approximate their carrying values. financial instruments have been categorized as follows:

cash and cash equivalents and restricted cash – held-for-trading;

Accounts receivable – loans and receivables; and

Accounts payable – other financial liabilities.

the company is exposed to a number of different financial risks arising from normal course business exposures, as well 
as the company’s use of financial instruments. these risk factors include market risks relating to foreign exchange rate 
fluctuations and interest rate risk, as well as liquidity risk and credit risk. 

•	 Market	risk	is	the	risk	or	uncertainty	arising	from	possible	market	price	movements	and	their	impact	on	the	future	
performance of the business. the market price movements that could adversely affect the value of the company’s 
financial assets, liabilities and expected future cash flows include foreign exchange rate and interest rate risks. until 
such time as the company commences production, it is not directly exposed to commodity price risk. 

 a) FOREIgN ExChaNgE RaTE RISK
the company reports in canadian dollars, and foreign exchange gains and losses can occur as a result of 
translating working capital and other monetary items denominated in uk pounds, uS dollars and Romanian Lei into 
canadian dollars. in order to minimize exposure to foreign exchange fluctuations, non-cash working capital is only 
held in foreign currencies where it is required for operating activities and cash is converted into foreign currencies 
for known or anticipated expenditures within the near term. Based on net foreign currency monetary items at 
december 31, 2008, a one percent fluctuation in the uS dollar, uk pound or Romanian Lei against the canadian 
dollar would impact net income by approximately $48,000, $17,000, and $47,000 respectively.
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 b) INTEREST RaTE RISK
the company is exposed to interest rate risk as changes in interest rates may affect future cash flows. from time to 
time the company may have significant cash or cash equivalent balances invested at prevailing short-term interest 
rates. Accordingly cash flows are sensitive to changes in interest rates on these investments. Based on total cash, 
cash equivalents and restricted cash at december 31, 2008, a one percent change in average interest rates would 
increase or decrease net income by approximately $260,000 over a full year.

•	 Liquidity	risk	is	the	risk	that	an	entity	will	encounter	difficulty	in	meeting	obligations	associated	with	financial	liabilities.	
At present the company does not have any debt, and has sufficient cash to settle its accounts payable and meet its 
immediate commitments. However, the current climate of the world financial markets is expected to largely preclude 
the raising of further equity in the near future, and raising debt financing may also be difficult. this may require the 
company to delay projects or dispose of assets or parts thereof in order to continue operations.

•	 Credit	risk	is	the	risk	that	a	customer	or	counterparty	will	fail	to	perform	an	obligation	or	fail	to	pay	amounts	due	
causing a financial loss. the company’s accounts receivable are primarily with joint venture partners in the oil and gas 
industry and are secured by the partner’s interest in the underlying oil and gas properties. this risk is therefore not 
considered significant. As at december 31, 2008 approximately $250,000 of outstanding receivables were overdue, 
but no provision has been made for impairment as all amounts have been subsequently collected or are adequately 
secured by partner’s interests. 

during the year ended december 31, 2008, the company had no derivative financial instruments, and other financial 
instruments have been disclosed in accordance with the standards.

15. Segmented Information
the company’s activities are conducted in one operating segment and four geographic segments: corporate, the united 
kingdom, Romania and other international locations which include operations in france.

    United    
   Corporate Kingdom Romania  France Total

  $ $ $ $ $

december 31, 2008     

Expenses (recoveries)   3,400,779   335,880   (297,883) 129  3,438,905 

other expense (income)   (737,643)  (426,636)  4,233  –   (1,160,046)

income taxes   –   34,877   –  –   34,877 

net (loss) income    (2,663,136)  55,879   293,650   (129)  (2,313,736)

petroleum and natural gas property additions   –   59,501,922   25,823,264   1,641,666   86,966,852 

dispositions of interests in properties   –   (9,732,360)  (2,240,687) –   (11,973,047)

total assets   6,138,288   110,625,113   48,137,481   2,348,664   167,249,546

december 31, 2007     

Expenses   1,418,810   900,073   200,688   –   2,519,571 

other income   (703,812) –  –   –   (703,812)

net loss   (714,998)  (900,073)  (200,688)  –   (1,815,759)

petroleum and natural gas property additions  –   11,314,627   5,728,989   373,941   17,417,557 

dispositions of interests in properties   –   (2,863,142)  (4,439,977)  –   (7,303,119)

total assets   5,255,098   44,448,641   30,677,868   651,980   81,033,587

16. Subsequent Events
on March 10, 2009, the company entered into a fully termed agreement with Melrose Resources pLc (“Melrose”) under which 
Melrose would earn a 32.5 percent interest in the Midia and pelican blocks offshore Romania in the Black Sea by funding 
the company’s share of certain expenditures for the development of the doina and Ana fields in a range up to a maximum 
of uS$90.0 million depending on prevailing gas prices at the time the field commences production. After completion of this 
arrangement the company would retain a 32.5 percent interest in the field. in addition, Melrose will provide uS$12.0 million of 
short-term financing at commercial rates which is repayable after one year.

on March 24, 2009, the company announced a uS$5.0 million bought deal financing with an over allotment option for up 
to an additional uS$7.5 million at an interest rate of 15 percent. Each unit of uS$100,000 of financing is repayable in 3 equal 
installments 6, 9 and 12 months from closing and each unit will include one common share purchase warrant entitling the 
holder to acquire 20,000 common shares of the company at $0.84. the warrants expire after 3 years from the closing of  
the transaction.
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