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Laricina Annual Report 2007 President’s Message

This is a dynamic time for the oil sands industry and an exciting time for Laricina. Since our formation

in late 2005, our results and experienced and innovative team has put us in the position to achieve

sizeable growth. In 2007 we built on our strengths, adding people to develop ideas and demonstrate

performance in the field, while growing our land base and improving our technology advantage. Our

overall goal is to create value by using our broad technical skills and understanding of reservoir

fundamentals to define the innovative development techniques that will enhance the exploitation of

our asset base.

During 2007, we made significant progress towards this end, including:

- expanded our skills and talents by almost doubling our personnel;

- acquired approximately 24,000 net hectares of additional oil sands holdings;

- drilled 71 stratigraphic wells and acquired approximately 190 km of geophysical data;

- established 2.3 billion barrels as a best case and 7.0 billion barrels as a high case of net

recoverable bitumen;

- raised gross proceeds of $198.2 million from two equity financings;

- established a $15.0 million credit facility;

- added more than $70 million to capital assets; and

- submitted regulatory applications for the Germain pilot and Saleski solvent recovery field test.

These results exceeded our targets for the year. They show Laricina’s personnel transforming ideas

into clear, actionable opportunities that provide unique prospects for growth.

Technology and innovation are key to meeting the challenges of costs, capturing new opportunities

and improving recovery processes. We have embraced technology innovation from the beginning. It’s

part of the foundation of our business, which is premised on generating new, cheaper, and faster

ways of developing oil sands assets.

Laricina’s technical leadership is demonstrated by the Company’s own initiatives as well as its

relationships and collaboration with research institutions such as the University of Calgary, University

of Saskatchewan, Alberta Research Council, Petroleum Society of the Canadian Institute of Mining,

Metallurgy and Petroleum, and Canadian Heavy Oil Association, as well as independent firms.

Internally, Laricina employees have authored technical papers that evidence the value we place on

technical skills and demonstrate our investment in innovation. In March 2008, Laricina employees

presented two papers at the 2008 World Heavy Oil Conference in Edmonton, Alberta. One was on

the recovery potential of innovative reservoir optimization and exploitation strategies in the Grand

Rapids Formation. The other was on the origin of matrix and fracture mega-porosity in the Grosmont

Formation.

The internal benefit of our approach to technology innovation is the building of a culture in which

individuals thrive to learn, to challenge and be challenged by their industry peers, creating a positive

impact on our operations and value. Our ability to attract and retain key individuals comes from our

entrepreneurial spirit and our commitment to technical excellence, which is actively supported by
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management and our board of directors. We expanded to 31 employees at the end of 2007, almost

doubling from the 16 we had a year earlier.

Our pursuit of innovation has a practical purpose – to develop successful bitumen projects. For over

two years Laricina has been active on many fronts including asset accumulation, exploration drilling,

seismic acquisition, and reservoir simulations and studies. At year-end 2007 Laricina held more than

66,000 net hectares of oil sands leases, with four development areas identified and progressing

through evaluation, plus an inventory of potential future expansions and additions. The four current

development projects have the potential to produce more than 250,000 barrels per day of bitumen.

Laricina’s most advanced project is Germain, a regional marine sand deposit 100 km southwest of

Fort McMurray. We have a land base of approximately 17,000 gross hectares in an area with many

conventional oil and natural gas operators and the benefits of established infrastructure close at

hand. Germain was the focus of the majority of our 2007 field activity. It is the site of our first planned

pilot facility, which is intended to demonstrate the effectiveness of our field execution, optimized

thermal in situ production from the Grand Rapids Formation and innovative recovery processes. The

work last year included delineation drilling, preparation for the central plant and well pad, and initial

access road construction.

In October 2007, Laricina submitted its application to the Energy Resources Conservation Board

(ERCB, formerly the EUB) to develop the Germain pilot. The pilot is designed to test well

configurations and placement, thermal injection efficiencies, sand control, artificial lift and start-up

procedures. Approval is expected in late 2008. Plant construction and preparation for the drilling of

the three horizontal well pairs are scheduled to begin in late 2008, subject to regulatory approval,

weather conditions and delivery of long-lead items. Production of the target capacity of 1,800 barrels

per day of bitumen could begin as early as the second quarter of 2009. Learnings from the pilot will

augment the full Germain development positioning it for substantial commercial growth and value-

creation.

Laricina is already working on the next development phase at Germain, a planned 10,000-barrel-per-

day commercial project. Work in progress includes the environmental assessment, regulatory filings,

detailed engineering design and stakeholder consultation. We expect to be ready to submit the

regulatory application in the second half of 2008.

While the Grand Rapids can sustain a stand-alone commercial development, Germain also provides

the added opportunity to develop stacked horizons with the addition of the Winterburn carbonates.

We are continuing to build our geological picture of this zone underlying the Grand Rapids through

drilling and analysis of log and core data. Our initial interpretation indicates that commercial

development is viable. The potential for improvement in costs and economics from multi-horizon

development due to synergies in operations and infrastructure could be substantial.

Germain boasts excellent nearby infrastructure, including a major Al-Pac road within 11 km, Atco

power lines within 20 km, and natural gas accessible from short tie-ins to producers as well as the

TransCanada Pipelines North Central Corridor mainline. Discussions are underway to identify the

most cost-effective tie-in strategies for power and natural gas supply. In 2008, Laricina will complete
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an all-weather access road to Germain and begin construction of a year-round road to Saleski.

Infrastructure access provides a noteworthy competitive advantage. To capitalize further on this

competitive position, Laricina is investigating direct sales line access to the main oil marketing hubs at

Edmonton or Fort Saskatchewan, Alberta. Control over logistical operations will help Laricina to

achieve attractive economic returns, especially through integration with our nearby Saleski project.

At Saleski, our excitement continues to grow as we learn more from our second winter drilling

program, log analysis, research studies, lab tests and field work. This property holds extensive upside

potential for increasing recognized recoverable resources as well as the opportunity for enhanced

environmental performance. Located in the West Athabasca area and only 35 km from Germain,

Saleski holds promise of infrastructure and operational synergies as the two projects build a

production base exceeding 250,000 gross barrels per day of bitumen.

The main target at Saleski is the Grosmont Formation, a carbonate. Last year our understanding of

Saleski grew immensely thanks to the information obtained from our first drilling program, special

core studies, lab tests and ongoing simulation and modelling work which provided a clear description

of the reservoir. This knowledge base places Laricina at the forefront of Grosmont carbonate

exploration and development.

In January 2008, we submitted the regulatory application for a Grosmont thermal pilot project at

Saleski. This will be an industry first for horizontal steam-assisted gravity drainage (SAGD)

technology in carbonate resources. Laricina expects to receive full regulatory approval in late 2008.

Interim approval has already been received to drill two of the six planned horizontal wells for

evaluation and advancement of horizontal well technology into the Grosmont. By early March 2008,

we had initiated the drilling of these wells.

Late in 2007, Laricina submitted an application for a non-thermal stimulation well test at Saleski to

evaluate the feasibility of solvent-based production technology within the Grosmont and to gather

information on the reservoir’s vertical permeability. Approval was granted early in 2008. The test

scheme has furnished information valuable for the design of our future exploitation strategy that may

include cold production with solvents. We expect to provide more details as the year progresses.

Saleski has sizeable resource potential and we see it becoming a complimentary engine to Germain

for Laricina’s future growth.

Laricina’s properties in the McMurray Formation continue to provide excellent growth potential and

diversification, contributing to the quality of our asset portfolio. McMurray-related work was focused

on Poplar Creek and Conn Creek, the latter added to our asset base in the first quarter of 2007. Each

has the potential to produce stand-alone projects of up to 25,000 barrels per day of bitumen. Laricina

plans to continue to assess these properties as well as other exploratory lands.

Our only non-operated property is the 1 percent working interest in the Joslyn lease approximately 65

km northeast of Fort McMurray. Joslyn includes a combination of phased SAGD and mining projects.

While the operator is still optimizing plans, we expect the mining area to expand due to the improved

economics for mining and replace future SAGD phases. If this change is made we would expect an

increase in future bitumen recoveries, given the higher recovery rate for mining versus SAGD. The
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existing SAGD operation at Joslyn is behind expectations and the operator does not plan to drill any

more well pairs until improvements in performance of the current SAGD wells are achieved.

Laricina benefits from a substantial resource position among emerging oil sands companies. At the

end of 2007, Laricina’s best estimate bitumen resources reached 2.3 billion barrels, a 91 percent

increase over 2006. The high-case estimate increased more than three times to 7.0 billion barrels

from 2.2 billion barrels in 2006. Since its founding Laricina has consistently expanded its resources.

Continued drilling at development properties, increased acreage and improved reservoir

understanding at Saleski have proved up the new and growing resource estimates.

In 2008 we expect to increase the best-case estimate of recoverable bitumen as we demonstrate

continued reservoir understanding at Saleski, confirm connectivity between geological layers within

the Grosmont, expand understanding of stacked geological zones at Germain (including the

Winterburn Formation) and present initial estimates for a new exploration area. We believe that

establishing innovative recovery schemes, improving recovery rates and finding alternatives to fuel

consumption will dramatically improve the value of these resources for our shareholders.

Energy is at the top of the political agenda. Our industry’s future will be impacted by government

policies concerning royalty rates, regulatory requirements, water conservation, emissions

management and other imperatives. Aligning the objectives of industry and governments to the

greatest extent achievable will be vital to ensuring the right regimes are in place. Despite the

challenges in the oil and gas industry today, we are confident in Laricina’s business plan. We firmly

believe that technological progress and innovation provide Laricina with a competitive edge – not only

for unlocking reservoirs, but for success in a more complex and demanding regulatory and fiscal

environment.

Our team is committed to developing our projects in a manner that lowers costs, improves recovery

and manages environmental performance. The oil sands can be developed in a responsible way that

balances progress with the impacts on the environment. The door is open for incorporating new

technologies to improve operations and Laricina is committed to making progress in each of the areas

of surface disturbance, water use and recycling, and emissions control.

One of the biggest challenges is managing greenhouse gas emissions. In February 2008, we

announced our participation in the Alberta Saline Aquifer Project. This will be the first project in

Canada aimed at identifying locations to sequester carbon dioxide. In addition, Laricina is studying

alternatives to gas-fired steam generation and the prospect for carbon capture, with the purpose to

identify opportunities to improve SAGD operations and emissions management. Advancements in

these technologies could result in a step-change reduction in costs.

Laricina’s Germain and Saleski leases are in a geographic and geological region that includes deeper

saline aquifers which offer the opportunity for the disposal of carbon dioxide. Laricina is working with

the Alberta Government in determining a framework for carbon capture and sequestering policy which

we hope will support progress on the development of carbon storage. We are excited about the

opportunity to take a leadership role in reducing greenhouse gas emissions.
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Laricina and the oil sands industry are entering a new era. Oil prices increased markedly in 2007 in a

world with significant and growing demand and competition for the next resource supply. Oil sands

offer a long-term significant resource opportunity to meet this demand. Our focus in 2008 is to clearly

demonstrate our ability to grow from the combination of superior technical skills, high-quality assets

and an expanding resource base. Our successful execution to date, ongoing development progress

and continued technical work make us optimistic about achieving significant milestones in 2008.

Laricina’s market position remains strong, evidenced by our ability to raise nearly $200 million in

equity capital in two financings in 2007.

Our main objectives for 2008 are to:

- conduct winter drilling and seismic programs of up to 70 stratigraphic wells and 170 km of

geophysical data, respectively;

- continue regulatory approval process for Germain and Saleski pilot applications;

- build an all-weather access road to Germain and Saleski;

- complete detailed design, receive regulatory approval and commence Germain pilot plant

construction;

- receive regulatory approval for the thermal pilot at Saleski, drill the interim-approved

horizontal wells, and complete the detailed engineering design;

- drill the non-thermal test well and conduct a cold solvent production test at Saleski;

- increase net operated land base to a target of 75,000 hectares; and

- enhance reservoir simulation and modelling of optimum bitumen recovery processes.

In closing, I would like to welcome Glen Russell to Laricina’s board of directors. Mr. Russell is an oil

and natural gas veteran who has tremendous experience in operations and finance. He was a

founder and most recently Chairman of PetroAndina Resources Inc. and prior thereto President and

Chief Operating Officer of Chauvco Resources Limited. Mr. Russell joins an experienced board and

will be an invaluable resource as we advance our development plans.

Laricina is very excited about its prospects. I look forward to sharing our achievements with you in the

future.

On behalf of the Board of Directors,

Glen C. Schmidt

President and Chief Executive Officer

April 3, 2008

The Annual General Meeting of Laricina’s shareholders will take place on May 22, 2008 at 10:00 a.m.

M.D.T. in the Strand Room of the Metropolitan Conference Centre, at 333 – 4th Avenue SW, Calgary,

Alberta.

This annual report contains certain “forward-looking statements” within the meaning of such statements under applicable securities law and
includes statements about future plans that are based on our assumptions and that involve risk and uncertainties. Actual results may differ
materially. Refer to page 7 for additional information on forward-looking statements.

(signed)
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Management’s Discussion and Analysis

Management’s Discussion and Analysis (“MD&A”) of the financial results of Laricina Energy Ltd.

(“Laricina” or the “Company”) was prepared as of April 3, 2008 and should be read in conjunction with

the audited consolidated financial statements and the accompanying notes for the years ending

December 31, 2007 and December 31, 2006 in this annual report.

Advisory on Forward-Looking Statements

The information in the MD&A provides management’s analysis of the financial and operating results

of Laricina and may contain forward-looking statements. Forward-looking statements are frequently

characterized by words such as “plan”, “expect”, “estimate”, “intend”, “believe”, “anticipate” and other

similar words or statements that certain events or conditions “may” or “will” occur. Management’s

assessment of future plans and operations, expected production levels, expected royalty rates,

transportation costs and operating costs, capital expenditures and methods of financing capital

expenditures may constitute forward-looking statements. By their nature, forward-looking statements

involve assumptions and are subject to a variety of risks and uncertainties including, but not limited

to, those associated with resource definition, unanticipated costs and expenses, regulatory approvals,

fluctuating oil and gas prices, and the ability to access sufficient capital to finance future acquisitions

and development. For additional risk factors please refer to the discussion of Risk Management

found in this MD&A.

Although the Company believes that the expectations represented by such forward-looking

statements are reasonable as of April 3, 2008, there can be no assurance that such expectations will

prove to be correct and are subject to change after this date. Readers are cautioned not to place

undue reliance on forward-looking statements. Laricina disclaims any intention or obligation to

update or revise any forward-looking statements as a result of new information, future events or

otherwise, subsequent to the date of this report, except as required under applicable securities

legislation.

Description of Business

Laricina is a development stage enterprise, incorporated on November 11, 2005, focused on the

creation of value through the acquisition, advancement and development of a diverse portfolio of oil

sands assets. The Company targets in situ oil sands resources that are less developed and

undervalued with substantial growth potential. By leveraging technology innovations, solvent

applications and the development of carbon sequestration strategies, Laricina plans to manage future

costs and improve recoveries to enhance value.

Financial Overview

($ thousands) 2007 2006

Capital expenditures (cash) 67,077 80,753

Total assets 406,568 210,396

Working capital 203,425 82,657

Net income 893 1,547
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Oil Sands Resource Estimates

Laricina has focused primarily on three geologic formations for development: McMurray, Grand

Rapids and Grosmont Formations. GLJ Petroleum Consultants Ltd. (GLJ) completed an updated

independent resource evaluation effective June 1, 2007. The resource evaluation concluded a best

estimate of 2.3 billion barrels and a high estimate of 7.0 billion barrels, net recoverable bitumen.

(millions of barrels)
OBIP

1

Best
OBIP

1

High

Recoverable
Resources

- Best

Recoverable
Resources

- High

Grand Rapids 2,200 2,443 1,031 1,420

Carbonates 6,743 8,128 850 4,438

McMurray/Wabiskaw
2

1,269 2,652 403 1,127

Total 10,212 13,223 2,284 6,985

1 Exploitable Original-Bitumen-In-Place.
2 Does not include Laricina’s interest in Joslyn SAGD reserves (5.6 million barrels) or Joslyn mining resources (17.0 million
barrels – best estimate) based on the GLJ report dated July 4, 2006.

An economic evaluation for four potential development areas: Germain, Saleski, Poplar and Conn

Creek, was prepared effective September 1, 2007 incorporating the proposed changes to the royalty

regime that the Government of Alberta announced on October 25, 2007. The net present value

before income tax at a 10 percent discount rate for the best estimate project resource was $1.7 billion

and $5.2 billion for the high estimate. Economic evaluations were not prepared on 11 percent and 42

percent of the best and high recoverable resource, respectively, as the exploitation and development

plans have not yet been defined for these resources.

A fourth formation, the Winterburn, was identified by the Company as a second potential carbonate

development area. This area was not included in the best case resource or economic evaluation as it

is at an early stage of development.

Operational Results

Capital Asset Additions

($ thousands) 2007 2006

Oil sands properties

Land 30,280 116,931

Exploration 26,578 2,257

Other 7,500 2,388

Capitalized general and administrative 5,786 2,891

Corporate 189 203

Capital asset additions 70,333 124,670

Laricina successfully acquired 24,371 net hectares of land at Crown land sales during 2007

compared to 33,715 net hectares during 2006. The average cost to acquire these Crown lands was

$1,240 per net hectare in 2007 and $1,235 per net hectare in 2006.
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The Company’s total land position at December 31, 2007 was 66,644 net hectares and included

acquisitions from third parties completed in 2006. In January 2006, a one percent interest in the

Joslyn oil sands properties was acquired from EnerMark Inc., a wholly-owned subsidiary of Enerplus

Resources Fund, in exchange for 3,905,675 common shares of Laricina valued at $5.00 per common

share. On October 25, 2006, 8,192 hectares of land was purchased in a private transaction for cash

of $33.0 million. More than 28,500 net hectares of Laricina’s land base is considered future

exploratory lands.

During the first half of 2007, Laricina completed its first winter delineation drilling and geophysical

programs of 71 wells and approximately 190 kilometres of data. Late in 2007, preliminary work for

the 2007 – 2008 winter delineation drilling and geophysical programs began with the regulatory

applications and well licensing requirements. These programs consisted of 63 delineation wells and

over 170 kilometres of seismic and geophysical data. The delineation program was below the

potential 70 wells primarily due to warmer than expected weather.

The Company also proceeded with regulatory applications for two field tests that were approved and

initiated in early 2008. These applications consist of a non-thermal solvent test in the carbonate

formation and a test well to provide data to analyze carbon sequestration alternatives. These short-

term well tests were completed by the end of the first quarter of 2008. The results of these tests will

be reviewed and analyzed during the second quarter of 2008 providing valuable information for future

exploitation and development strategies

Other capital activities included research and development projects to advance innovations and

technology enhancements and the advancement of the regulatory work for two pilot applications at

Germain and Saleski with the capacity of up to 1,800 barrels of bitumen per day. In October 2007,

the regulatory application for the Germain pilot was filed and the Saleski pilot application was filed in

January 2008. Engineering contracts were awarded for both pilots during 2007. Germain pilot

construction is planned to begin in late 2008 with the Saleski pilot construction expected to follow in

the winter of 2009.

To provide flexibility in the project development schedule, the planning and regulatory work for an all-

weather access road to the Germain pilot site was implemented in late 2007, followed by construction

in January 2008. The road is expected to be completed in the first half of 2008.

Growth plans for the Joslyn oil sands property, in which Laricina owns a one percent non-operated

interest, consist of a North and South mining area, and a steam assisted gravity drainage (“SAGD”)

area. The existing SAGD project continued to produce below expectations and commercial

production levels are not anticipated until 2009 pending well performance improvements. The North

mine regulatory application was submitted in 2007 and is expected to be approved in the second half

of 2008. In 2007, Laricina incurred $1.6 million of capital expenditures related to the development of

this property.

Net capital expenditures before capitalized general and administration costs are budgeted to be

$178.7 million for 2008 inclusive of costs to conclude the 2007 – 2008 winter delineation drilling and

geophysical programs. Included in this amount is $30.2 million, which is anticipated to be spent on
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land acquisitions, $30.9 million for exploration activities, $114.6 million on development projects and

the remainder for corporate development purposes. Laricina plans to finance future activities with

current cash resources and future equity financings.

Corporate Results
($ thousands) 2007 2006

Revenue 2,753 2,259

General and administrative expenses, net 4,835 2,803

Income tax recovery (3,081) (2,147)

Revenue

Revenue is comprised solely of interest income earned on cash balances and has increased in 2007

when compared to 2006 due to higher average funds on deposit.

General and Administrative Expenses

General and administrative expenses were higher for the year ended December 31, 2007 compared

to the year ended December 31, 2006 primarily as a result of the increase in the number of

employees required to support the growth opportunities available to Laricina. Costs directly related to

project development activities are capitalized.

($ thousands) 2007 2006

General and administrative expenses, gross 5,744 3,665

Stock-based compensation costs 4,877 2,029

Capitalized costs (5,786) (2,891)

General and administrative expenses, net 4,835 2,803

Stock-based compensation costs include the portion of the aggregate fair value of performance

warrants, stock options and performance share units applicable in each year. Costs were higher in

2007 when compared to 2006 due to the higher number of stock options and performance share units

issued in 2007 than 2006 at a higher weighted average fair value.

At year end, Laricina had 31 employees. The Company plans to increase the number employees to

approximately 45 by the end of 2008 to facilitate the development of its properties.

Future Income Tax Recovery

A reduction in the combined Federal and Provincial corporate income tax rate from 29 percent to 25

percent resulted in a recovery of future income tax expense of $3.3 million in 2007. In 2006, the

recovery of future income tax expense included $1.1 million for the reduction in the applicable

corporate income tax rate from approximately 34 percent to 29 percent and $1.3 million for the

recognition of future income tax assets recorded in 2005.

Net Income

During the year ended December 31, 2007, Laricina recorded net income of $0.9 million compared to

$1.5 million during the year ended December 31, 2006. Increases in interest income and income tax

recovery exceeded the increase in general and administrative costs.
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Selected Quarterly Information

($ thousands,

except per share amounts) Q4 2007 Q3 2007 Q2 2007 Q1 2007 Q4 2006 Q3 2006 Q2 2006 Q1 2006*

Working capital 203,425 53,704 58,359 66,402 82,657 47,569 66,780 69,393

Capital asset additions 19,188 4,939 8,378 37,828 54,373 33,830 3,365 33,102

Interest revenue 730 683 596 744 396 591 687 585

Net income (loss) 2,543 (746) (275) (629) (504) (266) 1,067 1,250

Net income (loss) per share $ 0.08 $ (0.03) $ (0.01) $ (0.02) $ (0.02) $ (0.01) $ 0.05 $ 0.06

*
Restated for the recognition of a future income tax recovery of $1.3 million for future income tax assets incurred in 2005.

Working capital is substantially higher at the end of the fourth quarter of 2007 as a result of $167.9

million of net proceeds received from the private placement of common shares and flow-through

common shares on December 20, 2007.

The Company recorded an income tax recovery of $2.9 million in the fourth quarter of 2007 for the

change in federal corporate income tax rates enacted in December 2007. Recoveries of $0.4 million

and $1.1 million were recorded in the second quarter of 2007 and the second quarter of 2006,

respectively, for corporate income tax rate changes in those periods.

Net income for the first quarter of 2006 included a $1.3 million recovery for future income tax assets

incurred in 2005.

Liquidity and Capital Resources

Working Capital

Laricina’s working capital at December 31, 2007 was $203.4 million compared to $82.7 million at

December 31, 2006. The $120.7 million increase resulted primarily from the excess of net proceeds

received from the issuance of shares under the private placements, over the 2007 capital and

operating expenditures.

($ thousands)

Working capital, December 31, 2006 82,657

Proceeds from the issuance of common shares, net of share issue costs 188,059

Capital expenditures (cash) (67,077)

Abandonment deposits (94)

Other (120)

Working capital, December 31, 2007 203,425

Laricina has sufficient working capital to finance the anticipated 2008 capital and operating spending

program of approximately $190.0 million. As a development stage company, future capital

expenditures required to achieve commercial operations are dependent and conditional on financing

from equity and debt sources. The Company may also consider asset sales or joint venture

arrangements as alternative financing sources.
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Equity Financing

On March 15, 2007, the Company closed an equity financing of 862,300 flow-through common

shares at $25.00 per share for net proceeds of $20.4 million. In accordance with the terms of the

offering and pursuant to the Income Tax Act (Canada), the Company will renounce, for income tax

purposes, exploration expenditures of $21.6 million to the holders of the flow-through common shares

effective December 31, 2007. The Company is required to incur the associated qualifying exploration

expenditures by December 31, 2008, of which $3.2 million had been incurred by December 31, 2007.

The remainder of the required expenditures was incurred during the first quarter of 2008.

On December 20, 2007, the Company closed a private placement of 5,080,000 common shares at

$32.50 per common share and 285,000 flow-through common shares at $40.60 per flow-through

common share. Total net proceeds from this private placement were $167.6 million. These proceeds

are intended for the acquisition of oil sands resources, advancing the construction of the two pilot

projects, designing and testing of improved recovery processes, cost reduction strategies, and

general corporate purposes. In accordance with the terms of the flow-through common share offering

and pursuant to the Income Tax Act (Canada), the Company will renounce, for income tax purposes,

exploration expenditures of $11.6 million to the holders of the flow-through common shares effective

December 31, 2007. The Company is required to incur the associated qualifying exploration

expenditures by December 31, 2008, substantially all of which had been incurred during the first

quarter of 2008.

Debt Financing

Effective March 31, 2007, Laricina entered into a demand credit facility of $15.0 million with Canadian

Imperial Bank of Commerce. The credit facility, if utilized, is intended for general corporate purposes,

including the exploration, development and acquisition of oil sands properties. The credit facility is

secured by a floating charge demand debenture over the Company’s assets. At the date of this

report, the Company had not drawn upon this credit facility.

In the near term, the Company expects to employ debt financing only for temporary working capital or

bridge financing purposes, if necessary. When projects advance to the commercial development

phase, Laricina will evaluate the markets for term debt and project financing to prudently enhance the

Company’s borrowing capacity.

Commitments and Contractual Obligations

The Company has operating lease obligations until 2012 as follows:

($ thousands)

2008 1,662

2009 1,815

2010 1,506

2011 1,130

Laricina entered into a Letter of Commitment with a third party for engineering services and initial

design for the Company’s gas supply and transmission system requirements. In the event the

Company does not proceed with the project in conjunction with this third party, $150,000 would be

paid.
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Outstanding Share Data

At March 31, 2008, share capital consisted of the following:

(thousands)

Common shares 34,747

Performance warrants 4,171

Stock options 2,466

Performance share units 241

41,625

Subsequent Events

Subsequent to December 31, 2007, Laricina acquired 6,144 net hectares at Crown land sales for
$22.1 million.

Critical Accounting Estimates

The preparation of consolidated financial statements under Canadian GAAP requires estimates and

assumptions based on Management’s judgment. By their nature, estimates and assumptions are

subject to uncertainty and the effect of changes in these estimates and assumptions on the

consolidated financial statements could be significant.

Oil Sands Resources

Laricina’s oil sands resources are independently evaluated by petroleum engineering consultants.

The estimate of resources is a subjective process and is reliant on forecasts which are based on

uncertainties such as geologic and engineering data, projected future rates of production, commodity

pricing and the timing of future capital expenditures. Revisions to resource estimates can occur from

the results of future drilling, testing, production levels and economics of recovery.

Impairment

Impairment is indicated if the net carrying value of capital assets may not be recoverable from the

estimated future undiscounted cash flows associated with those capital assets. The calculation of the

estimated future cash flows is based on a number of estimates, including resources, production rates,

commodity prices, future development costs and other relevant assumptions.

Asset Retirement Obligations

The fair value of the commitment is recognized as both an asset and a liability for existing asset

retirement obligations. This fair value of the commitment is the present value of the estimated

amount of cash flows required for the future abandonment of an asset. These future payments are

discounted using a credit-adjusted risk-free rate appropriate for the Company. Estimating the timing,

amount and value of these retirement costs is subject to judgment.

Stock-based Compensation

The Company applies the fair value method for performance warrants, stock options and

performance share units granted. Compensation cost is recognized over the vesting period of the

award based on the estimated fair value of the performance warrant, stock option or performance

share unit on the grant date using the Black-Scholes pricing model.
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Future Income Tax

The determination of future income tax assets and liabilities requires interpretation of complex laws

and regulations, and are recognized at tax rates expected to be in effect at the estimated timing of

reversal of temporary differences between the accounting and tax values of certain assets and

liabilities.

Changes in Accounting Policies

Effective January 1, 2007, the Company adopted the new recommendations of the Canadian Institute

of Chartered Accountants (“CICA”) with respect to Financial Instruments – Recognition and

Measurement, Comprehensive Income and Equity. Other than the classification of financial

instruments, no further disclosure or adjustments were required by Laricina for the adoption of these

recommendations.

Comprehensive Income

Comprehensive income is comprised of net income or loss and other comprehensive income. Other

comprehensive income arises from unrealized gains and losses on available-for-sale securities and

changes in the fair market value of derivative instruments designated as cash flow hedges. The

Company does not currently have other comprehensive income.

Equity

The equity section of the CICA handbook establishes standards for the disclosure of equity and

changes in equity. Separate disclosure is required for changes arising from net income or loss, other

comprehensive income, contributed surplus, retained earnings and share capital.

Financial Instruments

The financial instruments recommendation establishes standards for the recognition and

measurement of financial instruments. Under this standard, all financial instruments are initially

recorded at fair value and are subsequently accounted for based on one of four classifications: held

for trading, held-to-maturity, loans and receivables or available-for-sale. The classification of a

financial instrument depends on its characteristics and the purpose for which they were acquired.

New Accounting Pronouncements

The CICA issued three new accounting standards that become effective January 1, 2008: Capital

Disclosures, Financial Instruments – Disclosures and Financial Instruments – Presentation. Capital

Disclosures requires the disclosure of Laricina’s objectives, policies and processes for managing

capital. The two Financial Instruments standards enhance the current disclosure requirements with

increased emphasis on the nature and extent of risks arising from financial instruments and the

management of those risks.

In January 2006, the CICA Accounting Standards Board adopted a strategic plan for the direction of

accounting standards in Canada. As part of the plan, accounting standards in Canada for public

companies are expected to converge with International Financial Reporting Standards by 2011. The

Company continues to monitor the developments and has not yet assessed the impact of these

prospective changes on the Company’s financial statements.
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Risk Management

The operational and financial performance of Laricina can be affected by a variety of risks related to

the oil and gas industry, many of which are not in control of the Company. Laricina does not have

material operations and the primary assets of the Company consists of oil sands properties for

potential development. Accordingly, the Company’s success is dependent upon the future

development of its oil sands properties and additional acquisitions. Current risk factors influencing

the Company include, but are not limited to, the following:

Uncertainty of Resources

There are a number of uncertainties inherent in estimating the quantities of oil sands resources and

no assurance can be given that the level of resources or recovery of bitumen will be realized.

Reservoir engineering is a subjective process of estimating and is highly dependent on the accuracy

of the assumptions on which they are based. Assumptions such as historical production from similar

properties, the effects of regulation by government agencies, estimated future capital and operating

costs and potential enhanced recovery techniques are used in estimates of economically recoverable

bitumen resource and actual results may vary considerably.

Competition

The oil sands industry is highly competitive for the acquisition of reserves, exploration leases and

skilled industry personnel. Many competitors in the oil sands industry have significantly greater

financial resources than Laricina. Laricina’s success will be dependent on its ability to successfully

bid on and acquire property rights, enter into participation agreements with other oil sands

development companies and enter into beneficial partnerships with other industry participants or

attract individuals with oil sands expertise.

Capital Requirement and Financial Resources

Similar to many growth-oriented oil sands companies, Laricina expects to make substantial capital

expenditures for the acquisition, exploration, development and production of oil sands resources in

the future. Such expenditures require financing from equity or debt sources, asset sales or joint

venture arrangements. There can be no assurance that any of these sources of financing will be

available at terms that would be acceptable to the Company.

Assessment of Value of Acquisitions

Acquisitions of oil and gas issuers and oil and gas assets are typically based on engineering and

economic assessments. These assessments include assumptions regarding recoverability and

marketability of oil and gas, future commodity prices and operating costs, future capital expenditures,

royalties and other government levies. Many of these factors are subject to change and are outside

the Company’s control. Initial assessments may be based on reports by a firm of independent

engineers that may have evaluation methods and approaches that are different from the firm engaged

by Laricina to complete its annual resource evaluations. As a result, the initial assessments may differ

significantly from the assessments by the Company’s engineering firm and affect the return on and

value of the acquisition.
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Regulatory

Future development of Laricina’s oil sands properties is dependent on the approval of required

regulatory applications and permits. Failure to obtain regulatory approvals or failure to obtain them

on a timely basis could result in delays or increased costs or projects not proceeding.

Government regulations may be changed from time to time in response to economic or political

conditions. The implementation of new regulations or the modification of existing regulations could

impact the timing of Laricina’s project development plans or increase costs which may make future

projects uneconomic.

Regulatory approvals require the Company consult with local communities and stakeholders. While

Laricina has an established stakeholder consultation and communication plan, there can be no

assurance that the respective parties will not affect the timing or potential receipt of the necessary

approvals to advance the Company’s development plans.

Exploration, Development and Production Risks

The success of Laricina is dependent on its ability to find, acquire, develop and produce oil at an

economically recoverable cost. Oil sands exploration, by definition, involves risk. Laricina will be

designing and testing improved recovery and cost reduction strategies for the development of in situ

projects that are innovative to the oil sands industry. There is no assurance that the Company will be

able to locate satisfactory properties for acquisition or that the development strategies will have a

positive influence on the Company’s financial results.

Infrastructure

The future development of the Company’s commercial projects will depend on certain infrastructure,

including but not limited to; pipelines for transportation of diluent and blended product, pipelines for

the transportation of natural gas and electricity transmission systems.

Insurance

The exploration for and development of oil sands properties may expose the Company to liability for

pollution, blow-outs, property damage, personal injury or other hazards. Although Laricina obtains

insurance to provide against such risks, there are limitations on liability that may not be sufficient to

cover the full extent of such costs or the risk may not be insurable in all circumstances or the

Company may elect not to obtain insurance in certain circumstances. The occurrence of a significant

event that is not fully insured against could have a material adverse effect on the Company’s financial

position.

Environmental

Oil sands development, by its nature, has an impact on the environment and is subject to

environmental regulation. Environmental legislation provides for, among other things, restrictions and

prohibitions on spills or emissions of various substances. The legislation also requires that wells and

facility sites be operated, maintained, abandoned and reclaimed to the satisfaction of applicable

regulatory authorities. No assurance can be given that the current or future environmental laws may

not have an adverse affect on the financial condition of the Company.
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On March 10, 2008 the Government of Canada announced further details in its plan to reduce

industrial greenhouse gases. Draft regulations are expected for public comment in the fall of 2008

with final regulations to follow in 2009 and implementation on January 1, 2010. The economic impact

of any proposed changes on Laricina’s projects cannot be determined at this time.

Reliance on Management

The continued success of Laricina is dependent on the performance of key employees. Failure to

retain or to attract and retain additional key employees with the necessary skills could have an

adverse effect upon the Company’s development, growth and profitability.

Commodity Price Risk

Oil prices, natural gas prices and heavy oil differentials fluctuate significantly in response to regional,

national and global supply and demand factors beyond the control of Laricina. The Company’s future

financial results are dependent on the future demand and any negative price affect that increased

bitumen supplies by competitors could have.

Seasonality

Certain of Laricina’s properties are located in areas that are inaccessible during non-winter months or

activities on the properties are restricted due to environmental concerns. Seasonal factors and

unexpected weather may lead to delays in exploration or development programs.

Third Party Credit Risk

The Company is or may be exposed to third party credit risk through its contractual arrangements

with current or future joint venture partners and other parties. Should any of these parties fail to meet

their contractual obligations it could impact operations or there could be a material adverse effect on

the financial position or cash flow of the Company.

Income Taxes

Although Laricina files all required income tax returns and expects to be in compliance with the

provisions of the Income Tax Act (Canada) and applicable provincial tax legislation, there is no

assurance that these returns will not be reassessed by the applicable taxation authority. A successful

reassessment may have an impact on current and future income taxes payable.

2008 Outlook

Laricina will continue to actively prospect for and acquire oil sands land acquisitions through Crown

land sales, asset sales, participation agreements with other oil sands development companies or joint

venture arrangements.

The 2007 – 2008 winter delineation drilling and geophysical programs were completed early in 2008.

Analysis and studies of the information and core gathered from these programs will continue through

the first half of 2008.

Field demonstrations of well optimization testing, carbonate formation solvent and thermal testing,

and carbon sequestering were completed early in 2008. Review and analysis of well data gathered

during these tests will provide support to our future exploitation strategy and project design.
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In the second quarter of 2008, the Company expects to complete an updated independent resource

and economic evaluation by GLJ which will include the results from the 2007 – 2008 winter drilling

and geophysical programs.

The Company anticipates the approval of its regulatory applications for pilot projects at both Germain

and Saleski in the fourth quarter of 2008 or early 2009. Potential construction of the Germain pilot is

expected to begin following regulatory approval with the Saleski pilot following in late 2009.

The all-weather road to the Germain pilot site will be completed in early 2008. Continuation of the

road from the Germain site to the Saleski site will commence in the winter of 2008 – 2009.

An application for the Company’s first 10,000 barrel of bitumen per day commercial project at

Germain is scheduled to be filed by the fall of 2008.
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Management’s Responsibility for Financial Reporting

To the Shareholders of Laricina Energy Ltd.

Management is responsible for the preparation of the consolidated financial statements in accordance

with Canadian generally accepted accounting principles. The financial and operational information

included in this report is consistent with that contained in the consolidated financial statements in all

material respects and include amounts based on management’s informed judgments and estimates.

External auditors, appointed by the shareholders, have independently examined the consolidated

financial statements in accordance with Canadian generally accepted auditing standards. They have

performed such tests as they considered necessary to enable them to express an opinion that the

consolidated financial statements are presented, in all material respects, fairly in accordance with

Canadian generally accepted accounting principles.

The Board of Directors is responsible for ensuring that management fulfils its responsibilities for

financial reporting and internal controls. This responsibility is exercised through the Audit Committee,

consisting of three non-management directors appointed by the Board of Directors. The Audit

Committee meets regularly with management and the external auditors to discuss the financial

reporting process, auditing and other financial reporting matters. In addition, the Audit Committee

recommends the appointment of the Company’s external auditors, who are elected annually by the

Company’s shareholders. The Board of Directors has approved the consolidated financial statements

on the recommendation of the Audit Committee.

Glen C. Schmidt Karen E. Lillejord

President and Chief Executive Officer Vice President Finance and Controller

Calgary, Canada

April 3, 2008

(signed) (signed)
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Auditors’ Report to the Shareholders

To the Shareholders of Laricina Energy Ltd.

We have audited the consolidated balance sheets of Laricina Energy Ltd. as at December 31, 2007

and 2006 and the consolidated statements of income, comprehensive income and retained earnings

and cash flows for the years then ended. These consolidated financial statements are the

responsibility of the Company’s management. Our responsibility is to express an opinion on these

consolidated 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

consolidated financial statements are free of material misstatement. An audit includes examining, on

a test basis, evidence supporting the amounts and disclosures in the consolidated 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, 2007 and 2006 and the results of its operations

and its cash flows for the years then ended in accordance with Canadian generally accepted

accounting principles.

Chartered Accountants

Calgary, Canada

April 3, 2008

(signed)
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Consolidated Balance Sheets

As at December 31
(thousands of dollars) 2007 2006

Assets
Current assets

Cash $ 209,166 $ 72,313

Short-term investments - 11,995

Accounts receivable 1,972 1,181

Prepaid expenses and deposits 319 117

211,457 85,606

Abandonment deposits 94 -

Capital assets (note 3) 195,017 124,790

$ 406,568 $ 210,396

Liabilities and Shareholders’ Equity

Current liabilities

Accounts payable and accrued liabilities $ 8,032 $ 2,949

Asset retirement obligations (note 4) 212 117

Future income tax (note 9) 19,019 19,484

27,263 22,550

Shareholders’ equity

Share capital (note 6) 370,517 184,212

Contributed surplus (note 7) 6,333 2,072

Retained earnings 2,455 1,562

379,305 187,846

Commitments (notes 6 and 8)

Subsequent events (note 11)

$ 406,568 $ 210,396

See accompanying notes to the consolidated financial statements

On behalf of the Board:

Brian K. Lemke Glen C. Schmidt
Director Director

(signed) (signed)
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Consolidated Statements of Income, Comprehensive Income and
Retained Earnings

For the years ended December 31
(thousands of dollars, except per share amounts) 2007 2006

Revenue

Interest $ 2,753 $ 2,259

Expenses

General and administrative 4,835 2,803

Amortization 106 56

4,941 2,859

Loss before income taxes (2,188) (600)

Future income tax recovery (note 9) (3,081) (2,147)

Net income and comprehensive income 893 1,547

Retained earnings, beginning of year 1,562 15

Retained earnings, end of year $ 2,455 $ 1,562

Net income per common share (note 6)
Basic and diluted $ 0.03 $ 0.07

See accompanying notes to the consolidated financial statements
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Consolidated Statements of Cash Flows

For the years ended December 31
(thousands of dollars) 2007 2006

Cash provided by (used in):

Operating activities

Net income $ 893 $ 1,547

Add items not affecting cash:

Stock-based compensation 2,582 970

Amortization 106 56

Future income tax recovery (3,081) (2,147)
Changes in non-cash working capital (note 10) (110) 111

390 537

Investing activities

Capital expenditures (67,077) (80,753)

Short-term investments 11,995 (11,995)

Abandonment deposits (94) -

Changes in non-cash working capital (note 10) 3,519 1,536

(51,657) (91,212)

Financing activities

Share issues, net of share issuance costs (note 6) 188,059 89,547

Changes in non-cash working capital (note 10) 61 (66)

188,120 89,481

Increase (decrease) in cash 136,853 (1,194)

Cash, beginning of year 72,313 73,507

Cash, end of year $ 209,166 $ 72,313

See accompanying notes to the consolidated financial statements
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Notes to the Consolidated Financial Statements – December 31, 2007

(tabular amounts in thousands of dollars except per share amounts and as otherwise noted)

1. Summary of Significant Accounting Policies

Laricina Energy Ltd. (“Laricina” or the “Company”) was incorporated on November 11, 2005 in

accordance with the Business Corporations Act (Alberta). The consolidated financial statements of

Laricina are prepared in accordance with Canadian generally accepted accounting principles.

Basis of Presentation

The consolidated financial statements include the accounts of Laricina and its wholly-owned

subsidiary corporations and limited partnership. The Company has entered into joint venture

arrangements and accordingly these accounts reflect only Laricina’s proportionate interest in these

activities.

Laricina is a development stage enterprise involved in the development of oil sands properties

through acquisition, partnership or other arrangements. The Company does not have any production

revenue and will not until a project becomes commercial.

Use of Estimates

Management makes estimates and assumptions that affect the amounts reported in the consolidated

financial statements and notes to the consolidated financial statements. These estimates are based

on management’s best knowledge of current events and actions that the Company may undertake in

the future. Actual results may differ from these estimates. Significant estimates used in the

preparation of the consolidated financial statements include, but are not limited to, the recovery of

exploration and other costs capitalized in accordance with full cost accounting, asset retirement

obligations, future income tax and stock-based compensation.

Short-term Investments

Short-term investments include money market investments with maturities greater than three months

and are carried at the lower of cost and market.

Capital Assets

The Company follows the full cost method of accounting whereby all costs associated with the

acquisition, exploration and development of oil sands properties are capitalized. All direct costs

related to the development of an oil sands property are considered pre-operating and are capitalized,

including the cost of the acquisition of leases, geological and geophysical costs, drilling, plant and

equipment, pipeline costs and related overhead.

General and administrative costs directly related to development activities are capitalized.
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Capital assets are assessed at each reporting period to determine if there are events or

circumstances that would indicate it is unlikely that the carrying values will be recovered in the future.

If the carrying value is unlikely to be recovered, the excess of those costs over the fair value is

charged to earnings in that period.

Amortization and Depletion

Corporate assets are amortized on a straight-line basis over the estimated service life of the related

asset at annual rates of 20 – 30 percent.

Amortization and depletion of oil sands properties will be provided following the unit-of-production

method based on the estimated proved reserves when commercial production begins.

Asset Retirement Obligations

The Company recognizes a liability for asset retirement obligations associated with long-lived assets

in the period it is incurred with a corresponding increase to the carrying amount of the related long-

lived asset. Asset retirement costs will be amortized on a basis consistent with the related

amortization and depletion policy. The liability is increased due to the passage of time until the

retirement obligation is settled. Changes in the estimated obligation resulting from revisions to

estimated timing or amount of undiscounted cash flows are recognized as a change in the asset

retirement obligation and the asset retirement costs. Actual asset retirement costs are charged

against the asset retirement obligation when incurred. Accretion for the obligation is capitalized prior

to commercial production.

Stock-based Compensation

The Company applies the fair value method for performance warrants, stock options and

performance share units granted. Compensation cost is recognized over the vesting period of the

award based on the estimated fair value of the performance warrants, stock options or performance

share units on the grant date using the Black-Scholes pricing model with a corresponding increase to

contributed surplus. The fair value of stock-based compensation granted to providers of service is

estimated and any change in this value is recognized at each reporting date of the Company. Upon

exercise, consideration received together with the amount previously recognized in contributed

surplus is recorded as an increase to share capital.

Flow-through Shares

A portion of the Company’s exploration activities have been financed through the issue of flow-

through common shares. Under the terms of the share issue, the related resource expenditure

deductions are renounced to the shareholders in accordance with income tax legislation. Share

capital is reduced, with a corresponding increase to the future tax liability, by the estimated cost of the

resource expenditure when the related income tax deductions are renounced to the shareholders.
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1. Summary of Significant Accounting Policies (continued)

Income Taxes

The asset and liability method of accounting for income taxes is followed whereby future income tax

assets and liabilities are recognized based on the estimated tax effects of temporary differences

between the carrying value of assets and liabilities and their respective tax bases. Future income tax

assets and liabilities are measured using the enacted tax rates that will apply in the years the

temporary differences are expected to be recovered or settled.

Per Share Amounts

Basic net income per common share is calculated using the weighted average number of common

shares issued and outstanding during the year. The Company uses the treasury stock method to

determine the dilutive effect of performance warrants, stock options and performance share units.

Changes in Accounting Policies

On January 1, 2007, the Company adopted the Canadian Institute of Chartered Accountants

recommendations for Financial Instruments – Recognition and Measurement, Comprehensive

Income and Equity. These standards result in changes in the accounting for financial instruments as

well as introduce comprehensive income as a separate component of shareholders’ equity.

Financial instruments – recognition and measurement

This new standard requires all financial instruments to be recognized on the balance sheet initially at

fair value. Subsequent measurement of all financial assets and liabilities except those held-for-

trading and available-for-sale are measured at amortized cost determined using the effective interest

rate method. Short-term investments are held-to-maturity investments and the fair values

approximate their carrying value due to their short-term nature. Accounts receivable, prepaid

expenses and deposits are classified as loans and receivables while accounts payable and accrued

liabilities are classified as other financial liabilities and the fair values approximate their carrying value

due to the short-term nature of these instruments. The Company has not designated any financial

instruments as available-for-sale or held-for-trading.

Comprehensive income

Comprehensive income is comprised of net income and other comprehensive income which

represents the change in equity for a period that arises from unrealized changes in the fair market

value of derivative instruments designated as cash flow hedges. The Company does not currently

have any other comprehensive income, therefore the Company’s net income and comprehensive

income are the same.

Equity

This section establishes the standards for presentation of equity and changes in equity during the

period. It requires separate presentation of changes in equity for the period. Other comprehensive

income would be included in the consolidated balance sheet as a separate component of

shareholders’ equity.
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2. New Accounting Pronouncements

The Canadian Institute of Chartered Accountants issued new standards for Capital Disclosures,

Financial Instruments – Disclosures and Financial Instruments – Presentation. The section for

Capital Disclosures establishes the disclosure requirements of an entity’s objectives, policies and

processes for managing capital. The two new standards, Financial Instruments – Disclosures and

Financial Instruments – Presentation will replace the standard Financial Instruments – Disclosure and

Presentation, revising and enhancing disclosure requirements while carrying forward its presentation

requirements. The new disclosure standard places increased emphasis on the nature and extent of

risks arising from financial instruments and how the Company manages those risks. The Company

plans to adopt the new standards effective January 1, 2008 and is in the process of assessing the

impact of these standards on the financial statement presentation.

3. Capital Assets

2007 2006

Oil sands properties $ 194,787 $ 124,643

Corporate assets 392 203

195,179 124,846

Accumulated amortization - corporate assets (162) (56)

$ 195,017 $ 124,790

On January 25, 2006, Laricina acquired a one percent working interest in the Joslyn oil sands

properties from EnerMark Inc., a wholly-owned subsidiary of Enerplus Resources Fund (“Enerplus”)

in exchange for 3,905,675 common shares of the Company valued at $5.00 per common share.

During the year ended December 31, 2007, the Company capitalized general and administrative

expenditures of $5.8 million ($2.9 million in 2006). To date, no depletion has been recorded with

respect to the oil sands properties as the Company has not commenced commercial production.

4. Asset Retirement Obligations

The Company recorded obligations of $0.1 million during the year ended December 31, 2007 ($0.1

million in 2006). The estimated undiscounted amount of cash flows required to settle the asset

retirement obligations is $0.4 million ($0.3 million in 2006). These asset retirement costs have been

discounted at rates between 4.8 percent and 5.1 percent and are expected to be incurred between

2010 and 2040.

5. Credit Facility

Effective March 31, 2007, the Company entered into a credit agreement with a Canadian chartered

bank to provide a demand credit facility of $15.0 million. Amounts drawn under the facility can take

the form of prime rate based loans, banker’s acceptances, LIBOR loans or letters of credit and will

bear interest at the prime rate, banker’s acceptances rates or at LIBOR plus a spread above the

reference rate between 1.0 percent and 2.0 percent per annum. The credit facility is secured by a

floating charge demand debenture over the Company’s oil sands properties. As at December 31,

2007, no amounts were drawn down under the credit facility.
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6. Share Capital

Authorized

Unlimited number of common shares without par value

Unlimited number of preferred shares without par value, issuable in series

Issued
Number of

Shares

(thousands) Amount

Common Shares

Balance, January 1, 2006 17,005 $ 73,555

Issued for cash 7,600 95,000

Share issue costs - (5,453)

Issued in exchange for capital assets (note 3) 3,906 19,529

Tax benefit on share issue costs - 1,581

Balance, December 31, 2006 28,511 $ 184,212

Issued for cash 6,227 198,228

Share issue costs - (10,189)

Tax benefit on share issue costs - 2,594

Tax effect of 2006 flow-through issue - (4,350)

Performance warrants exercised 3 22

Balance, December 31, 2007 34,741 $ 370,517

On January 25, 2006, 3,905,675 common shares were issued in exchange for a one percent interest

in the Joslyn oil sands properties, valued at $5.00 per common share.

On September 12, 2006, Laricina closed a private placement of 1,200,000 flow-through common

shares at a price of $12.50 per flow-through common share for total gross proceeds of $15.0 million.

In accordance with the terms of the offering and pursuant to the Income Tax Act, the Company has

renounced, for income tax purposes, exploration expenditures of $15.0 million to the holders of the

flow-through common shares effective December 31, 2006. The Company incurred the associated

qualifying exploration expenditures by December 31, 2007.

On December 12, 2006, the Company closed a private placement of 6,400,000 common shares at

$12.50 per common share for total gross proceeds of $80.0 million.

On March 15, 2007, Laricina closed a private placement of 862,300 flow-through common shares at a

price of $25.00 per flow-through common share for total gross proceeds of $21.6 million. In

accordance with the terms of the offering and pursuant to the Income Tax Act, the Company has

renounced, for income tax purposes, exploration expenditures of $21.6 million to the holders of the

flow-through common shares effective December 31, 2007. As at December 31, 2007, $18.4 million

of qualifying exploration expenditures are required to be incurred by December 31, 2008.
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On December 20, 2007, the Company closed a private placement of 5,080,000 common shares at

$32.50 per common share for total gross proceeds of $165.1 million.

On December 20, 2007, Laricina closed a private placement of 285,000 flow-through common shares

at a price of $40.60 per flow-through common share for total gross proceeds of $11.6 million. In

accordance with the terms of the offering and pursuant to the Income Tax Act, the Company has

renounced, for income tax purposes, exploration expenditures of $11.6 million to the holders of the

flow-through common shares effective December 31, 2007. As at December 31, 2007, there had

been no associated qualifying exploration expenditures incurred by the Company. The total

expenditure amount of $11.6 million is required to be incurred by December 31, 2008.

Performance Warrants

The Company has a Performance Warrants Plan under which directors, officers, employees of, and

providers of services to the Company are eligible to receive grants of warrants. Performance

warrants were issued in five series with the targeted exercise prices ranging from $6.00 to $16.00,

vesting over three years, and for each warrant exercised the holder will receive one common share.

2007 2006

Number
(thousands)

Weighted
Average
Exercise
Price ($)

Number
(thousands)

Weighted
Average
Exercise
Price ($)

Outstanding, beginning of year 4,221 $ 11.20 3,820 $ 11.20

Granted - - 401 11.20

Exercised (3) 6.00 - -

Forfeited (47) 11.53 - -

Outstanding, end of year 4,171 $ 11.20 4,221 $ 11.20

Exercisable, end of year 2,647 $ 11.20 1,273 $ 11.20

The following table is an analysis of outstanding and exercisable warrants as at December 31, 2007:

Outstanding Exercisable

Exercise Price
($/warrant)

Number
(thousands)

Weighted
Average

Remaining
Contractual
Life (years)

Weighted
Average
Exercise

Price
($/warrant)

Number
(thousands)

Weighted
Average
Exercise

Price
($/warrant)

$ 6.00 834 5.0 $ 6.00 530 $ 6.00

$ 8.00 834 5.0 $ 8.00 529 $ 8.00

$ 12.00 834 5.0 $ 12.00 529 $ 12.00

$ 14.00 834 5.0 $ 14.00 529 $ 14.00

$ 16.00 835 5.0 $ 16.00 530 $ 16.00

4,171 5.0 $ 11.20 2,647 $ 11.20

For the year ended December 31, 2007, compensation cost of $0.9 million ($0.9 million in 2006) has

been recognized for the warrants that have been granted.
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6. Share Capital (continued)

The estimated fair value of warrants was calculated at the date of grant using the Black-Scholes

model and the following assumptions:

2007 2006

Weighted average fair value per warrant $ - $ 0.70

Expected volatility (percent) - 25.0

Average risk-free interest rate (percent) - 4.3

Expected life (years) - 7

Stock Options

The Company has a Stock Option Plan under which directors, officers, employees of, and providers

of services to the Company are eligible to receive grants of options. The exercise price and vesting

period of options granted is determined by the Board of Directors at the time of grant.

2007 2006

Number
(thousands)

Weighted
Average
Exercise
Price ($)

Number
(thousands)

Weighted
Average
Exercise
Price ($)

Outstanding, beginning of year 1,737 $ 5.05 1,477 $ 5.00

Granted 540 18.41 260 5.35

Forfeited (28) 12.50 - -

Outstanding, end of year 2,249 $ 8.17 1,737 $ 5.05

Exercisable, end of year 1,071 $ 5.03 492 $ 5.00

The following table is an analysis of outstanding and exercisable options as at December 31, 2007:

Outstanding Exercisable

Exercise Price
($/option)

Number
(thousands)

Weighted
Average

Remaining
Contractual
Life (years)

Weighted
Average
Exercise

Price
($/option)

Number
(thousands)

Weighted
Average
Exercise

Price
($/option)

$ 5.00 1,719 5.0 $ 5.00 1,065 $ 5.00

$ 10.00 18 5.8 $ 10.00 6 $ 10.00

$ 12.50 86 6.1 $ 12.50 - $ -

$ 20.00 426 6.4 $ 20.00 - $ -

2,249 5.3 $ 8.17 1,071 $ 5.03

For the year ended December 31, 2007, compensation cost of $1.7 million ($1.0 million in 2006) has

been recognized for options that have been granted.
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The estimated fair value of options was calculated at the date of grant using the Black-Scholes model

and the following assumptions:

2007 2006

Weighted average fair value per option $ 6.86 $ 2.00

Expected volatility (percent) 25.0 25.0

Average risk-free interest rate (percent) 4.1 4.2

Expected life (years) 7 7

Performance Share Units

The Company has a Performance Share Unit Plan under which directors, officers, employees of, and

providers of services to the Company are eligible to receive grants of units. Performance share units

have an exercise price of $0.01 per unit and vest on dates determined by the Board of Directors at

the time of grant, and for each unit exercised the holder will receive one common share. The units

outstanding at December 31, 2007, have a weighted average remaining contractual life of 6.2 years.

2007 2006

Number
(thousands)

Weighted
Average
Exercise
Price ($)

Number
(thousands)

Weighted
Average
Exercise
Price ($)

Outstanding, beginning of year 44 $ 0.01 - $ -

Granted 157 0.01 44 0.01

Forfeited (4) 0.01 - -

Outstanding, end of year 197 $ 0.01 44 $ 0.01

Exercisable, end of year 51 $ 0.01 15 $ 0.01

For the year ended December 31, 2007, compensation cost of $1.6 million ($0.1 million in 2006) has

been recognized for units that have been granted.

The estimated fair value of units was calculated at the date of grant using the Black-Scholes model

and the following assumptions:

2007 2006

Weighted average fair value per unit $ 19.87 $ 5.56

Expected volatility (percent) 25.0 25.0

Average risk-free interest rate (percent) 4.2 4.2

Expected life (years) 7 7
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6. Share Capital (continued)

Per Share Amounts

The following table summarizes the number of common shares used in calculating net income per

common share.

(thousands) 2007 2006

Weighted average common shares outstanding – basic 29,362 21,338

Effect of performance warrants 1,722 -

Effect of stock options 1,084 310

Effect of performance share units 128 25

Weighted average common shares outstanding – diluted 32,296 21,673

7. Contributed Surplus

2007 2006

Contributed surplus, beginning of year $ 2,072 $ 43

Performance warrants granted 927 912

Performance warrants exercised (2) -

Stock options granted 1,708 1,004

Performance share units granted 1,628 113

Contributed surplus, end of year $ 6,333 $ 2,072

8. Commitments

The Company has operating lease obligations on office space until 2011 as follows:

2008 $ 1,662

2009 $ 1,815

2010 $ 1,506

2011 $ 1,130

The Company entered into a Letter of Commitment with a third party for engineering services and

initial design for the Company’s gas supply and transmission system requirements. In the event the

Company does not proceed with the project in conjunction with this third party, the maximum

obligation would be $0.2 million.
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9. Income Taxes

The provision for income taxes differs from the amount which would be expected by applying the

combined statutory income tax rates to income before income taxes. A reconciliation of the

difference is as follows:

2007 2006

Loss before income taxes $ (2,188) $ (600)

Canadian statutory income tax rate (percent) 32.12 34.50

Expected income tax recovery at statutory rate $ (703) $ (207)

Increase (decrease) in income taxes resulting from:

Resource allowance - 121

Non-deductible costs 1,032 337

Recognition of future income tax assets - (1,313)

Reduction in statutory income tax rates (3,410) (1,085)

$ (3,081) $ (2,147)

The temporary differences that give rise to the future income tax assets and liabilities are as follows:

2007 2006

Future income tax liabilities

Capital assets $ 23,947 $ 22,075

Future income tax assets

Non-capital losses (1,499) (429)

Share issue costs (3,429) (2,162)

Capital losses (4,135) (4,797)

14,884 14,687

Valuation allowance 4,135 4,797

$ 19,019 $ 19,484

The Company has non-capital losses of $6.0 million which will begin to expire in 2026.



34 LLaarriicciinnaa EEnneerrggyy LLttdd.. AAnnnnuuaall RReeppoorrtt 22000077

10. Supplemental Cash Flows Disclosure

Changes in non-cash working capital

Cash provided by (used in) 2007 2006

Operating activities

Accounts receivable $ (146) $ (190)

Prepaid expenses and deposits (54) (2)

Accounts payable and accrued liabilities 90 303

$ (110) $ 111

Investing activities

Accounts receivable $ (630) $ (852)

Prepaid expenses and deposits (148) (49)

Accounts payable and accrued liabilities 4,297 2,437

$ 3,519 $ 1,536

Financing activities

Accounts receivable $ (15) $ (68)

Accounts payable and accrued liabilities 76 2

$ 61 $ (66)

Other cash flow information

2007 2006

Interest paid $ - $ -

Large Corporations Tax paid $ - $ 26

11. Subsequent Events

Subsequent to December 31, 2007, Laricina acquired property at Crown land sales for $22.1 million.
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