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Earnings per share

The following tables summarize the net income and weighted average number of common shares used in calculating basic and diluted 
earnings per share.

Years ended December 31, 2007 2006

Net income adjustments

Net income, basic  $ 47,551  $ 14,798

 Interest expense on convertible debentures 551 -

Net income, diluted  $ 48,102  $ 14,798

Weighted average common share adjustments

Weighted average common shares outstanding, basic 96,561,235 87,153,395

 Effect of convertible debentures 250,446 -

 Effect of stock options and deferred common shares 1,506,140 -

Weighted average common shares outstanding, diluted 98,317,821 87,153,395

NOTE 6 – BANK DEBT

At December 31, 2007, the Company had drawn $10.0 million on its secured credit facility ($9.3 million – net of financing costs). The Company’s 
borrowing base under this facility as at December 31, 2007 was $50.0 million and subsequent to year end is being increased to $80.0 million. The 
facility bears interest at a rate equal to LIBOR (London Interbank Offered Rate) plus three percent per annum. The facility is secured by a pledge over 
all property of the Company. The borrowing base is reviewed semi-annually.

The Company has a $7.2 million operating line of credit under which the Company can borrow at the fixed term deposit rate set by the Central Bank 
of Colombia plus six percent. Advances under the facility are collateralized by a promissory note provided by the Company. The Company has used 
$5.5 million of its Colombian operating lines of credit for letters of credit to guarantee work commitments under exploration blocks.

NOTE 7 – CONVERTIBLE DEBENTURES

On December 6, 2007, the Company issued $100 million of convertible debentures due December 6, 2010. The debentures are convertible into 
common shares of the Company at a conversion price of $27.3485 per share, which represented a 38 percent premium to the share price when 
initially priced, and have an annual coupon of 3.375 percent. Interest on the debentures is payable semi-annually. Upon conversion, a total of 
3,656,508 common shares may be issued, subject to normal provisions for adjustments of the conversion price such as a special distribution to 
shareholders or upon a change of control of the Company. Petrominerales has an option to force conversion of the debentures at the prevailing 
conversion price after December 6, 2009, should the price of the Company’s common shares exceed 130 percent of the prevailing conversion price 
of the debentures over a specified period.  

The debentures have been classified into their debt and equity components based on fair values. On issuance, this resulted in $83.4 million being 
classified as a liability and $12.7 million being classified as equity. The liability portion will accrete up to the principal balance over the term of 
the debentures. The accretion, and the interest accrued are expensed as interest expense in the consolidated statement of operations, creating an 
effective yield of 9.7 percent. If the debentures are converted to common shares, the relative portion of the value of the conversion feature under 
shareholders’ equity will be reclassified to common share capital along with the principal amounts converted.

The following table summarizes the accumulated accretion and the debentures’ liability and equity components at December 31, 2007:

Amount

Gross proceeds  $ 100,000

Costs (3,882)

Net proceeds  $ 96,118

Fair value of equity component on issuance 12,738

Value attributed to liability component on issuance 83,380

 Accretion to December 31, 2007 320

Balance of liability component, December 31, 2007  $ 83,700
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NOTE 8 – ASSET RETIREMENT OBLIGATIONS

The total future asset retirement obligations were estimated by management based on the estimated costs to reclaim and abandon wells and well sites 
based on the Company’s contractual requirements.

Changes to asset retirement obligations were as follows:

2007 2006

Asset retirement obligations, beginning of year  $ 930  $ 539

 Obligations incurred 352 341

 Accretion expense 104 50

 Changes in estimate 96 -

Asset retirement obligations, end of year  $ 1,482  $ 930

The obligations have been calculated using an inflation rate of four percent and discounted using a credit-adjusted risk free rate of nine percent per 
annum. The majority of these obligations are expected to be paid before the end of the related IPC, approximately 15 years in the future, and are 
expected to be funded from the Company’s general resources available at the time of settlement. The total undiscounted amount of estimated cash 
flows required to settle the obligations at December 31, 2007 was $6.5 million (2006 – $3.1 million).

NOTE 9 – TAXES 

The provision for income taxes differs from the amount that would have been expected by applying expected statutory corporate income tax rates to 
income before taxes. The Company does not pay tax in the Bahamas. The principal reasons for this difference are as follows:

Years ended December 31, 2007 2006

Income before taxes  $ 50,005  $ 16,685

Statutory income tax rate 34.0% 38.5%

Expected tax expense  $ 17,002  $ 6,424

Increase (decrease) in income tax provision resulting from:

 Non-deductible expenses 2,951 240

 Enhanced tax allowances (13,282) (6,975)

 Changes in tax rates - 834

 Stock-based compensation 470 204

 Future tax asset recognized and other (8,220) (727)

Future income tax expense (recovery) (1,079) -

Presumptive income and equity taxes 3,533 1,887

Tax expense  $ 2,454  $ 1,887

Presumptive income and equity taxes are based on equity levels in Colombia and can be recovered against income taxes in future periods, and can be 
carried forward for five years.
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The components of the Company’s future income tax assets and liabilities arising from temporary differences are as follows:  

As at December 31, 2007 2006

Future income 
tax assets

Future income 
tax liabilities

Future income 
tax assets

Future income 
tax liabilities

Loss carry forwards  $ 6,326  $ -  $ 7,822  $ -

Excess presumptive tax - - 3,748  -

Capital assets 3,945 - 2,373  -

Asset retirement obligations 489 - 307  -

10,760 - 14,250  -

Valuation allowance (9,681) - (14,250)  -

 $ 1,079  $ -  $ -  $ -

As at December 31, 2007 non-capital losses totalled $19.2 million and expire between 2008 and 2011.

Based on tax reforms enacted on December 27, 2006 which became effective January 1, 2007, tax losses may be carried forward without limitations 
to offset to taxable income; the presumptive income tax rate was reduced from six percent to three percent on the prior tax year’s net tax equity; 
the seven percent remittance tax was eliminated; a 1.2 percent equity tax was introduced, the income tax rate was reduced from 38.5 percent to 
34 percent in 2007, and to 33 percent for subsequent years; and, the special deduction for the acquisition or construction of real fixed assets was 
increased to 40 percent from 30 percent.

NOTE 10 – RELATED PARTY TRANSACTIONS

The Company pays Petrobank a monthly fee of Cdn$75,000 pursuant to a Management Services Agreement made effective May 1, 2006. The fee is 
based on a negotiated value of services provided. Costs under this agreement totalled $0.8 million for the year ended December 31, 2007 (2006 – 
$0.5 million) and were recorded as general and administrative expense.

On June 29, 2006, the Company repaid a loan outstanding to Petrobank using a portion of the proceeds from the IPO (see Notes 1 and 5). The loan 
was only available from April 1, 2006 until the closing of the IPO and the outstanding balance ranged from $nil to $8.6 million. Interest expense was 
incurred at a rate equal to Petrobank’s cost of borrowing of nine percent and totalled $0.1 million.

NOTE 11 – FINANCIAL INSTRUMENTS AND FINANCIAL RISK MANAGEMENT

The nature of the crude oil operations and the issuance of debt expose the Company to fluctuations in commodity prices, foreign currency exchange 
rates and interest rates. The Company manages these risks through periodic use of derivative instruments. The Board of Directors periodically reviews 
the results of all risk management activities and all outstanding positions.

Credit risk

A substantial portion of the Company’s accounts receivable are with customers in the oil industry and are subject to normal industry credit risks. The 
carrying amount of accounts receivable reflects management’s assessment of the credit risk associated with these customers. Crude oil production 
is sold, as determined by market based prices adjusted for quality differentials, to two counterparties, the Colombian state oil company, Ecopetrol, 
and a large international oil company. Typically, the Company’s maximum credit exposure to customers is revenue from two months’ sales. While 
counterparties to risk management contracts expose the Company to losses in the event of non-performance, the Company currently deals with one 
large credit-worthy institution, who is also the Company’s senior lender, and does not anticipate non-performance by this counterparty.

Interest rate risk

The Company is exposed to interest rate cash flow risk on floating interest rate bank debt due to fluctuations in market interest rates and interest rate 
risk on fixed rate convertible debentures. The remainder of the Company’s financial assets and liabilities are not exposed to interest rate risk.

Foreign currency exchange risk

The Company is exposed to foreign currency fluctuations as certain expenditures are denominated in Colombian pesos and Canadian dollars.
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Fair value of financial instruments

The Company’s financial instruments are classified as cash and cash equivalents, accounts receivable and other current assets, accounts payable and 
accrued liabilities, risk management liabilities, bank debt and convertible debentures on the balance sheet. The carrying value and fair value of these 
financial instruments at December 31, 2007 is disclosed below by financial instrument category, as well as any related loss and interest expense for 
the year ended December 31, 2007:

Financial instrument Carrying value Fair value Loss Interest expense

Assets held for trading

 Cash and cash equivalents 171,096 171,096 - -

Loans and receivables

 Accounts receivable and other current assets 7,011 7,011 - -

Liabilities held for trading

 Risk management contracts 5,797 5,797 5,797(1) -

Other liabilities

 Accounts payable and accrued liabilities 62,107 62,107 - -

 Bank debt 9,309 10,000 - 2,275(2)

 Convertible debentures 83,700  n/a(3) - 551(4)

(1) Included in loss on risk management contracts on the statement of operations and retained earnings, statement of comprehensive income and statement of cash flow.

(2) Included in interest expense on the statement of operations and retained earnings and statement of comprehensive income. The amortization of deferred financing costs 

of $0.2 million in relation to the Company’s bank debt is included on the statement of cash flow.

(3) The fair value of the convertible debentures cannot be measured reliably due to the lack of trading information and further cannot be separated in a manner that is 

comparable to the carrying value of the liability component of the convertible debentures.

(4) Included in interest expense on the statement of operations and retained earnings and statement of comprehensive income. The non-cash interest expense 

relating to the accretion of the initial discount and transaction costs that are netted against this liability are included in accretion on convertible debentures on 

the statement of cash flow.

The risk management contracts are recorded at their fair value based on quoted market prices on the balance sheet date; accordingly, there is no 
difference between fair value and carrying value. Bank debt is recorded on the balance sheet net of deferred financing costs which results in a 
difference between carrying value and the fair value. Due to the short term nature of cash and cash equivalents, accounts receivable and other current 
assets, accounts payable and accrued liabilities, their carrying values approximate their fair values.

Commodity price risk management

The Company had the following risk management contracts outstanding at December 31, 2007:

Term Volume (bopd) Price ($/bbl) Benchmark

Jan. 1, 2008 – Dec. 31, 2008 500 65.00 floor / 80.00 ceiling WTI

Jan. 1, 2008 – Dec. 31, 2008 500 75.25 fixed WTI

For the year ended December 31, 2007, the mark-to-market loss recognized in net income was $5.8 million (2006 – $nil) which also represents the 
carrying amount and fair value of these risk management liabilities at December 31, 2007.
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 NOTE 12 – CHANGES IN NON-CASH WORKING CAPITAL

Years ended December 31, 2007 2006

Change in:

 Accounts receivable and other current assets  $ (5,002)  $ 265

 Accounts payable and accrued liabilities 42,933 1,562

 Depletion related to other current assets 367 -

 Reporting currency (Note 3) - (431)

 $ 38,298  $ 1,396

Changes relating to:

 Attributable to operating activities  $ 18,724  $ 1,226

 Attributable to investing activities  $ 19,574  $ 170

NOTE 13 – COMMITMENTS AND CONTINGENCIES 

Pursuant to current exploration contracts, the Company has work commitments, to be completed by March 31, 2009, totalling $35.4 million. 
The work commitments are normal course of business exploration activities that include acquisition and processing of seismic data and drilling of 
exploration wells. The Company has secured five drilling rigs and two completion rigs with contract terms expiring April 2008 through November 2009 
in order to fulfill those exploration work commitments and future development plans. At December 31, 2007 the costs remaining on these contracts 
totalled $64.3 million, a significant portion which will be used to satisfy exploration work commitments. Petrominerales plans to fund these costs with 
existing cash balances, cash flow from operations, and available credit facilities. The Company has issued letters of credit totalling $5.5 million to 
guarantee the obligations on these exploration contracts.
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ABBREVIATIONS
ANH National Hydrocarbon Agency 

(Colombia)

bbl(s) barrel(s)

bopd barrels of oil per day

D&M DeGolyer and MacNaughton

IPC Incremental Production Contract

IPO initial public offering

km kilometres

m metres

mbbl thousand barrels

mmbbl million barrels

NPV net present value

2P proved + probable

3P proved + probable + possible

TEA Technical Evaluation Area

THAI™ Toe to Heel Air Injection

WI working interest

WTI West Texas Intermediate

Information requests and other investor 
relations inquiries can be directed to:
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+57 1 629 2701 or 403 750 4400.

 Forward-Looking Statements

This report contains forward-looking statements that are generally identifiable as any statements that 
express, or involve discussions as to, expectations, beliefs, plans, objectives, assumptions or future 
events of performance (often, but not always, through the use of words or phrases such as “will likely 
result,” “expected,” “is anticipated,” “believes,” “estimated,” “intends,” “plans,” “projection” and 
“outlook”). These statements are not historical facts and may be forward-looking and may involve 
estimates, assumptions and uncertainties which could cause actual results or outcomes to differ 
materially from those expressed in such forward-looking statements. Actual results achieved during 
the forecast period will vary from the information provided herein as a result of numerous known and 
unknown risks and uncertainties and other factors. Such factors include, but are not limited to: general 
economic, market and business conditions; fluctuations in oil and gas prices; the results of exploration 
and development of drilling and related activities; fluctuation in foreign currency exchange rates; the 
uncertainty of reserve estimates; changes in environmental and other regulations; risks associated 
with oil and gas operations and other factors, many of which are beyond the control of the Company. 
Accordingly, there is no representation by Petrominerales that actual results achieved during the forecast 
period will be the same in whole or in part as those forecast. All subsequent forward-looking statements, 
whether written or oral, attributable to Petrominerales or persons acting on the Company’s behalf, are 
qualified in their entirety by these cautionary statements. 
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