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PETRO-REEF RESOURCES LTD. 
Balance Sheet 
As at March 31, 2009 and December 31, 2008 
 
                                                                                        
ASSETS     March 31, 2009  December 31, 2008
         
Current assets       
 Cash and cash equivalents   $420  $97
 Accounts receivable    $1,504,899  $2,011,161
 Prepaid expenses and deposits   $344,322  $360,431
      $1,849,641  $2,371,689
       
Property, plant and equipment (note 2)  $35,472,910  $36,599,536
        
      $37,322,551  $38,971,225
LIABILITIES      
       
Current liabilities     
 Bank line of credit (note 3)   $12,379,341  $9,445,187
 Financial Instruments  $39,997  $30,365
 Accounts payable and accrued charges  $2,013,126  $5,485,149
      $14,432,464  $14,960,701
         
Future income taxes    $1,375,887  $1,681,349
       
Asset retirement obligation (note 4)  $1,376,482  $1,352,123
      $17,184,833  $17,994,173
SHAREHOLDERS' EQUITY    
       
Share capital (note 5a)    $18,109,233  $18,130,397
       
Contributed surplus (note 5b)   $3,130,497  $3,058,528
       
Deficit    ($1,102,012)  ($211,872)
      $20,137,718  $20,977,053
       
      $37,322,551  $38,971,225
Commitments (note 8)       
See accompanying notes to the financial statements 
  
SIGNED ON BEHALF OF THE BOARD     
"Ted Donhuysen"    "Alan Hallman" 
Director     Director 

 
 
 
 
 
 



 

 Page 3 
 

PETRO-REEF RESOURCES LTD. 
Statement of Operations, Comprehensive Income (Loss) and Deficit 
For the three month periods ended March 31, 2009 and 2008 
 
          

Revenue 
3-months Ended 

March 31, 2009
3-months Ended 

March 31, 2008
   
Gross Revenue $2,577,067 $4,730,694
Realized Gain on Financial Instruments  $78,854 -
Unrealized Loss on Financial Instruments  ($9,632) -
Royalties ($462,395) ($1,034,187)
 $2,183,894 $3,696,507
 
Expenses 
   Production expenses $838,454 $687,129
   Accretion expense (note 4) $24,358 $14,120
   Depletion and depreciation $2,101,370 $1,765,072
   Stock-based compensation (note 6) $61,603 $243,291
   General and administrative  $261,485 $308,697
   Net interest expense $92,227 $68,982
 $3,379,496 $3,087,291
 
Earnings (loss) before taxes ($1,195,602) $609,216
 
Future income tax ($305,462) $207,522
 
Net income (loss) and comprehensive  
income (loss) for the period ($890,140) $401,694
 
Deficit – Beginning of period ($211,872) ($1,175,444)
 
Deficit – End of period ($1,102,012) ($773,750)
 
Basic and diluted net income (loss) per  
common share ($0.03) $0.01

 
  See accompanying notes to the financial statements 
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PETRO-REEF RESOURCES LTD. 
Statement of Cash Flow 
For the three month periods ended March 31, 2009 and 2008 
 
   

Cash provided by (used in)  

  
3-months Ended 

March 31, 2009 
3-months Ended 

March 31, 2008
Operating activities   
 Net income (loss) for the period ($890,140) $401,694
 Items not effecting working capital  
   Accretion expense $24,358 $14,120
   Unrealized Loss on Financial Instruments $9,632 -
   Depletion and depreciation $2,101,370 $1,765,072
   Stock-based compensation $61,603 $243,291
   Future income taxes ($305,462) $207,522
  $1,001,361 $2,631,699
 Net change in non-cash operating   
     working capital items                  ($3,205,577) ($1,471,594)
  ($2,204,216) $1,160,105
   
Financing activities  
 Bank line of credit $2,934,154 $7,663,429
 Repurchase of Shares ($10,365) -
 Proceeds from exercise of stock options and warrants - $5,200
  $2,923,789 $7,668,629
   
Investing activities  
 Expenditures on property, plant   
     and equipment ($954,742) ($13,110,324)
 Net change in non-cash investing  
     working capital items  $235,492 ($639,719)
  ($719,250) ($13,750,043)
   
Change in cash during the period $323 ($4,921,309)
   
Cash and cash equivalents  
     - Beginning of period $97 $4,921,309
   
Cash and cash equivalents, End of period $420 $-
 
 Interest paid $92,227 $68,982

         
 Cash taxes paid $- $-

 
See accompanying notes to the financial statements. 
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1.  Accounting policies 
   

Petro-Reef Resources Ltd. (the “Corporation”) is engaged in the exploration for and production of 
crude oil and natural gas in Canada.  The financial statements of the Corporation have been prepared 
in accordance with accounting principles generally accepted in Canada.   
 
Significant accounting policies are summarized as follows: 
 
Oil and gas operations 
 
The Corporation follows the full cost method of accounting for crude oil and gas operations whereby 
all costs related to the acquisition of, exploration for and development of crude oil and natural gas 
reserves are capitalized. Such costs include leasehold acquisition costs, geological and geophysical 
costs, lease rentals, drilling, plant and equipment costs and related overhead.  Proceeds from the 
disposal of properties are applied as a reduction of the cost of the remaining assets with no gain or 
loss recognized, unless such a sale would result in a change of more than twenty percent in the 
depletion rate.  
 
The Corporation places a limit on the carrying value of property, plant and equipment (the “ceiling 
test”). The carrying value is assessed to be recoverable when the sum of the undiscounted cash flows 
expected from the production of proved reserves using forward pricing, the lower of cost and market of 
unproved properties and the cost of major development projects exceed the carrying value. When the 
carrying value is not assessed to be recoverable, an impairment loss is recognized to the extent that 
the carrying value of assets exceeds the discounted proved and probable reserves using a risk free 
rate, and the cost, less any impairment, of unproved properties that contain no probable reserves. 
 
Depletion is computed using the unit-of-production method based on gross estimated proved oil and 
gas reserves (converted to equivalent units on the basis of estimated relative energy content). In 
determining the appropriate depletion rate, the Corporation includes the net book value of its oil and 
gas properties, as well as the estimated future costs to be incurred in developing proved reserves and 
excludes the unimpaired cost attributable to unproved properties. 
 
Depreciation 
 
Depreciation of furniture and fixtures is calculated using the declining balance method at an annual 
rate of 20%. Depreciation of computer equipment is calculated using the declining balance method at 
an annual rate of 45%. Leasehold improvements are amortized over the useful life of 5 years using 
the straight-line method. 
 
Asset retirement obligation 
 
The Corporation records a liability for the fair value of legal obligations associated with the retirement 
of long lived tangible assets in the period in which they are incurred, normally when the asset is 
purchased or developed. On recognition of the liability there is a corresponding increase in the 
carrying amount of the related asset known as the asset retirement cost, which is depleted on a unit-
of-production basis over the life of the reserves. The liability is adjusted each reporting period to reflect 
the passage of time, with the accretion charged to earnings, and for revisions to the estimated future 
cash flows. Actual costs incurred upon settlement of the obligations are charged against the liability. 
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Stock options 
 
The Corporation has an incentive stock option plan for employees, officers, directors and consultants 
as described in note 6. The Corporation records stock based compensation expense using the fair 
value method. The fair value of an option is calculated at the grant date, and expensed on a straight 
line basis over the vesting term of the option. The Corporation records the cumulative stock based 
compensation as a contributed surplus. When options are exercised, contributed surplus is reduced 
and share capital is increased by the amount of accumulated stock based compensation for the 
exercised option. Any consideration received on the exercise of stock options is credited to share 
capital. 
 
Revenue recognition 
 
Revenue associated with the sale of crude oil, natural gas and natural gas liquids owned by the 
Corporation are recognized when title passes from the Corporation to its customers. 
 
Earnings per share 
 
The Corporation uses the treasury stock method to determine the dilutive effect of stock options and 
other dilutive instruments. This method assumes that any proceeds from the exercise of in-the-money 
stock options or other dilutive instruments are assumed to be used to purchase common shares at the 
average market price during the period. 
 
Joint ventures 
 
Substantially all of the Corporation’s activities are conducted jointly with other industry partners and 
accordingly, these financial statements reflect only the Corporation's proportionate interest in such 
activities.  
 
Cash and Cash equivalents 
 
Cash and cash equivalents consist of all cash on hand and balances with banks, as well as all highly 
liquid short-term investments. The Corporation considers all highly liquid short-term investments with 
original terms to maturity of three months or less to be cash equivalents. 
 
Flow Through Share Issuance 
 
The Corporation finances a portion of its exploration program through the issuance of flow-through 
shares.  Under the terms of the flow-through share agreements, and as provided for under the Income 
Tax Act, the tax attributes of qualifying exploration costs incurred by the Corporation are renounced to 
subscribers.  To recognize the foregone tax benefits to the Corporation, the amount for which the 
shares are issued is reduced by the tax effect of the tax benefits renounced to subscribers at the time 
the renunciation documents are filed with the tax authorities. 
 
Measurement uncertainty 
 
The preparation of consolidated financial statements in accordance with Canadian GAAP requires 
management to make estimates and assumptions and to use judgment regarding assets, liabilities, 
revenues and expenses. Accordingly, actual results may differ from those estimated amounts. 
 
Recorded amounts for depletion and depreciation, asset retirement obligations and amounts used for 
the ceiling test and impairment calculations are based on estimates of oil and natural gas reserves 
and future costs required to develop those reserves. By their nature, these estimates of reserves and 
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the related future cash flows and costs are subject to measurement uncertainty, and the effect on the 
financial statements of future periods could be significant. 
 
The Black-Scholes option valuation model was developed for use in estimating the fair value of traded 
options which were fully tradable with no vesting restrictions. This option valuation model requires the 
input of highly subjective assumptions including the expected stock price volatility. Because the 
Corporation’s stock options have characteristics significantly different from those of traded options and 
because changes in the subjective input assumptions can materially affect the calculated fair value, 
such value is subject to measurement uncertainty.  
 
The consolidated financial statements include accruals based on the terms of existing joint venture 
agreements. Due to varying interpretations of the definition of terms in these agreements the accruals 
made by management in this regard may be significantly different from those determined by the 
Corporation’s joint venture partners. The effect on the consolidated financial statements resulting from 
such adjustments, if any, will be reflected prospectively. 
 
Share Purchase Warrants 
 
The Corporation estimates the fair value of share purchase warrants issued. Fair value is estimated 
using the Black-Scholes method. When exercised the fair value is added to share capital to represent 
the cost to the Corporation of issuing the warrants. 
 
Future Income Taxes 
 
The Corporation follows the asset and liability method for accounting for income taxes. Under this 
method, future tax assets and liabilities are recognized for the future tax consequences attributable to 
differences between financial statement carrying amounts of assets and liabilities and their respective 
tax bases, and measured using substantially enacted tax rates and laws that will be in effect when the 
differences are expected to reverse. 
 
Comprehensive Income 
 
The new standards introduce comprehensive income, which consists of net earnings and other 
comprehensive income (“OCI”). Because the Corporation does not have any OCI, the Corporation’s 
financial statements do not include a Statement of Comprehensive Income which would otherwise 
describe the components of comprehensive income. Accordingly, since there are no cumulative 
changes in OCI to be included in accumulated other comprehensive income (“AOCI”), the Corporation 
has not presented AOCI as a new category within shareholders’ equity in the balance sheet and has 
not included a Statement of Accumulated Other Comprehensive Income, which would otherwise 
provide the continuity of the AOCI balance. 
 
Financial Instruments 
 
The financial instruments standard establishes the recognition and measurement criteria for financial 
assets, financial liabilities and derivatives. All financial instruments are required to be measured at fair 
value on initial recognition of the instrument, except for certain related party transactions.  
 
Measurements in subsequent periods depends on whether the financial instrument has been 
classified as “held-for-trading”, “available-for-sale”, “held-to-maturity”, “loans and receivables”, or 
“other financial liabilities” as defined by the standard. 
 
Financial assets and financial liabilities classified as “held-for-trading” are measured at fair value with 
changes in those fair values recognized in net earnings. Financial assets classified as “available-for-
sale” are measured at fair value, with changes in those fair values recognized in OCI. Financial assets 
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classified as “held-to-maturity”, “loans and receivables” and “other financial liabilities” are measured at 
amortized cost using the effective interest method of amortization. The methods used by the 
Corporation in determining fair value of financial instruments are unchanged as a result of 
implementing the new standard. 
 
Cash and cash equivalents are designated as “held-for-trading” and are measured at carrying value, 
which approximates fair value due to the short-term nature of these instruments. Accounts receivable 
and deposits are designated as “loans and receivables” and accounts payable and accrued liabilities 
are designated as “other liabilities”. 
 
Risk management assets and liabilities are derivative financial instruments classified as “held-for- 
trading” unless designated for hedge accounting.  
 
Adopted Accounting Standards 
 
Effective January 1, 2008, the Corporation was required to adopt the CICA Handbook Section 1506 - 
Accounting Changes that provides expanded disclosures for changes in accounting policies, 
accounting estimates and corrections of errors. Under the new standard, accounting changes should 
be applied retroactively unless otherwise permitted or where the effect is impracticable to determine. 
As well, voluntary changes in accounting policy are made only when required by a primary source of 
GAAP or the change results in more relevant and reliable information.   The adopted accounting 
standard did not have any effect on the Corporation. 
 
As of January 1, 2008, the Corporation was required to adopt two new CICA standards, Section 3862 
– Financial Instruments – Disclosures, and Section 3863 – Financial Instruments – Presentation, 
which will replace Section 3861 – Financial Instruments – Disclosure and Presentation. The new 
disclosure standard increases the emphasis on the risks associated with both recognized and 
unrecognized financial instruments and how those risks are managed. The new presentation standard 
carries forward the former presentation requirements.  
 
As of January 1, 2008, the Corporation adopted CICA Handbook Section 1535 – Capital Disclosures, 
which requires entities to disclose objectives, policies and processes for managing capital, and in 
addition, whether the entity has complied with any externally imposed capital requirements.  
 
Section 1400 – “General Standards of Financial Statement Presentation”, effective for interim periods 
beginning on or after January 1, 2008, to include requirements to assess and disclose the 
Corporation’s ability to continue as a going concern. The adoption of this new section did not have an 
impact on the financial statements. 
 
FUTURE ACCOUNTING POLICIES 

 
International Financial Reporting Standards (“IFRS”) 
 
In February 2008, the CICA’s Accounting Standards Board confirmed that IFRS will replace Canadian 
GAAP in 2011 for profit oriented Canadian publicly accountable enterprises. Petro-Reef will be 
required to report its results in accordance with IFRS beginning in 2011. The Corporation has 
engaged external advisors to assist in the development and execution of a changeover plan to 
complete the transition to IFRS by January 1, 2011, including the preparation of required comparative 
information. 
 
The key elements of Petro-Reef’s changeover plan will include: 
• determine appropriate changes to accounting policies and required amendments to financial 
disclosures; 
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• identify and implement changes in associated processes and information systems; 
• comply with internal control requirements; 
• communicate collateral impacts to internal business groups; and 
• educate and train internal and external stakeholders. 
 
The Corporation is currently analyzing accounting policy alternatives and identifying implementation 
options for the corresponding process changes. Petro-Reef will update its IFRS changeover plan to 
reflect new and amended accounting standards issued by the International Accounting Standards 
Board. As IFRS is expected to change prior to 2011, the impact of IFRS on the Corporation’s 
Consolidated Financial Statements is not reasonably determinable at this time. 
 

2. Property, plant, and equipment     
 

 March 31, 2009 
 Cost Accumulated 

Depletion and 
Depreciation 

Net 

Petroleum and Natural Gas $56,746,858 ($21,358,511) $35,388,347 
Furniture and Fixtures $191,126 ($106,564) $84,563 
Total $56,937,984 ($21,465,074) $35,472,910 

  
 

  December 31, 2008 
 Cost Accumulated 

Depletion and 
Depreciation 

Net 

Petroleum and Natural Gas $55,795,423 ($19,300,962) $36,494,461 
Furniture and Fixtures $187,819 ($82,744) $105,075 
Total $55,983,242 ($19,383,706) $36,599,536 

 
At March 31, 2009, unproven oil and gas properties with a cost of $1,089,532 (December 31, 2008 - 
$5,060,570) have been excluded from the depletion and depreciation calculation.  Future capital costs 
required to developed proved reserves in the amount of $1,909,000 (December 31, 2008 - 
$1,909,000) are included in the depletion and depreciation calculation. 
 
During the three month period ended March 31, 2009, the Corporation capitalized $23,918 with 
respect to overhead expenditures relating to the exploration and development of the Corporation’s 
properties. 
 

3.  Demand operating facilities 
 

Facility A is a revolving operating demand loan with a maximum limit of $14,000,000.   Facility B is a 
non-revolving acquisition/development demand loan that provides an additional $4,000,000 of 
financing. Interest is at prime plus 0.375% per annum for Facility A and prime plus 0.75% per annum 
for Facility B. Petro-Reef has the ability to borrow by way of Bankers Acceptances.  At March 31, 2009 
the balance owing on both facilities was $12,379,341 (March 31, 2008 - $7,225,000). 
 
The facilities are secured by a $40,000,000 floating charge debenture over all the Corporation’s 
assets with a negative pledge and undertaking to provide fixed charges on the Corporation’s major 
producing properties at the request of the bank.  The facilities are repayable on demand.  The facilities 
have a working capital covenant whereby the total current assets (including undrawn amounts under 
facility A) must be greater than 1.0x total current liabilities.  Petro-Reef’s working capital ratio as at 
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March 31, 2009 was approximately 2.6x (1.6x as at December 31, 2008).  Petro-Reef is in compliance 
with its working capital covenant.   

 
4.  Asset retirement obligation 
 

The total future asset retirement obligation was estimated based on the Corporation’s net ownership in 
all wells and facilities, estimated costs to reclaim and abandon the wells and the estimated timing of 
costs to be incurred in future periods. The Corporation has estimated the net present value of its asset 
retirement obligation to be $1,376,482 (December 31, 2008 - $1,352,123) as at March 31, 2009. A 
credit adjusted risk free rate of 10.0 percent (2008 - 5.74 percent) and an inflation rate of 2 percent 
were used to calculate the fair value of the asset retirement obligation.   
 
A reconciliation of the asset retirement obligation is provided below: 
 

 Period Ended March 
31, 2009 

Period Ended 
December 31, 2008 

Balance, beginning of period $1,352,123 $539,840 
Liabilities incurred in period $1 $250,415 
Liabilities incurred – revisions - $298,998 
Liabilities acquired in period - $190,021 
Accretion Expense $24,358 $72,849 
Balance, end of period $1,376,482 $1,352,123 

 
The estimated undiscounted amount of asset retirement obligation of $2,087,854 (December 31, 2008 - 
$2,087,854). 
 
5. Share capital 

 
a)  Class A common shares 

 Period Ended March 31, 2009 Year Ended December 31, 
2008 

 Shares Amount Shares Amount 
Balance, beginning of period 34,161,541 $18,130,397 33,714,781 $17,946,983
Exercise of options (ii) - - 506,000 $633,580
Exercise of warrants (i) - - 368,260 $552,763
Share Repurchase (iii) (39,000) ($20,741) (427,500) ($227,358)
Flow through shares (i) - - - ($765,000)
Share issue costs (net of tax 
effect) (i) - ($423) - ($10,571)
Balance, end of period 34,122,541 $18,109,233 34,161,541 $18,130,397

 
(i) In the second quarter 2007, the Corporation issued 1,500,000 flow - through shares priced at 

$2.00.  Primary Capital Inc. was paid a cash commission of $225,000, and was granted non 
transferable Broker Warrants to acquire 97,500 Common Shares at an exercise price of $2.00 
until July 25, 2008. These Broker Warrants have been recorded as share issue costs estimated at 
$36,198 using the Black-Scholes pricing model assuming a risk-free interest rate of 4.047%; 
weighted average life of 1.25 years; dividend yield of nil; and expected volatility rate of 58%.  
Legal and other costs incurred, related to the issuance of these flow - through shares, were 
$61,935.  As part of the flow – through share offering, Petro-Reef has renounced to investors and 
must incur $3,000,000 in eligible exploration expenditures on or before December 31, 2008.  
Petro-Reef met its obligations as of December 31, 2007.  The actual renunciation was filed with 
the government in early Q1 – 2008 and, as a result, a tax adjustment to share capital has been 
accounted for during this period. 
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(ii) During the twelve month period ended December 31, 2008, 506,000 stock options were 

exercised at an average exercise price of $0.79 and compensation expense previously of 
$272,136 was included in share capital.  No stock options were exercised during the three month 
period ended March 31, 2009. 

 
(iii) During the period ended December 31, 2008, Petro-Reef acquired 427,500 common shares for 

total proceeds of $130,296, all of which have been subsequently cancelled.  A reduction of 
$227,358 was recorded against share capital to account for the retirement of these shares.  
During the period ended March 31, 2009, 39,000 common shares were acquired for gross 
proceeds of $10,365, all of which have been subsequently cancelled.  A reduction of $20,741 was 
recorded against share capital to account for the retirement of these shares. 
  

b) Contributed surplus     
 
 3-Month Period  

Ended March 31, 
2009 

Year Ended December 
31, 2008 

Balance, beginning of period $3,058,528 $1,659,194 
Stock-based compensation recognized in the period $61,603 $603,055 
Adjustments for stock options exercised in the period - ($234,780) 
Normal Course Issuer Bid $10,365 $97,061 
Expiry of warrants - $933,998 
Balance, end of period $3,130,497 $3,058,528 

 
c)  Per share amounts 
 
Earnings per common share are calculated using the weighted average number of common shares 
outstanding during the period. A reconciliation of the denominators used in the per share calculation is 
outlined below: 
 3-Month Period 

Ended March 31, 
2009 

12-Month Period 
Ended December 31, 

2008 
Basic weighted average common shares 33,942,841 34,153,660 
Effect of diluted options and warrants - 42,705 
Diluted weighted average common shares 33,942,841 34,196,365 
 

6.  Stock based compensation 
  

The Corporation has a stock option plan for directors, officers and key employees. The exercise price 
of each option equals the market price of the Corporation’s stock on the date of grant. Options vest 
after one year and expire after a maximum period of five years from the date of issue.   
 
A summary of the status of the Corporation’s stock option plan as of March 31, 2009 and December 
31, 2008 and changes during the period are presented below: 
       
 Period Ended March 31, 2009 Year Ended December 31, 2008 
 Weighted 

Number of 
Options 

Weighted 
Average 

Exercise Price 

Weighted 
Number of 

Options 

Weighted 
Average 

Exercise Price
Balance beginning of Period 2,375,000 $1.33 3,050,000 $1.18
Granted - - 465,000 $1.26
Exercised - - (506,000) $0.79
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Expired - - (634,000) $1.33
Balance end of period 2,375,000 $1.33 2,375,000 $1.33
Exercisable end of period 1,585,000 $1.36 1,585,000 $1.36
 
Compensation costs recognized in the period was $61,603 (December 31, 2008 - $603,055).  The 
remaining life for all outstanding stock options is 3.4 years.  

 
7. Related party transactions 
 
 All related party transactions are in the normal course of operations and have been measured at the 

agreed to exchange amounts, which is the amount of consideration established and agreed to by the 
related parties.   

 
 During the period ended March 31, 2009, the Corporation purchased engineering services in the 

amount of $87,068 (March 31, 2008 - $407,567) from a corporation controlled by a Director of the 
Corporation.  The Corporation also purchased professional services in the amount of $6,325 (March 
31, 2008 - $23,313) from a law firm which a Director of the Corporation is a partner of.  The 
Corporation also purchased land consulting services in the amount of $12,943 (March 31, 2008 - 
$7,536) from a land consulting firm controlled by a relative of two Directors of the Corporation.  At 
March 31, 2009, Petro-Reef had a payable of $38,498 owed to all parties included in the Corporation’s 
accounts payable. 

 
8. Commitments 
 
 The present office lease agreement expires on December 31, 2011.  Future lease payments to the 

end of the lease term under the Corporation’s office lease are as follows: 
 
 2009 $84,258 
 2010 $86,762 
 2011 $65,070 
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