Crocotta Energy Inc.
Notes to the Consolidated Financial Statements
Year ended December 31, 2007

(Tabular amounts in 000s, unless otherwise stated)

8. SHARE CAPITAL

a)

b)

c)

Authorized

Unlimited number of voting common shares.
Unlimited number of non-voting common shares.
Class A preferred shares, issuable in series.
Class B preferred shares, issuable in series.

Issued and outstanding
On October 12, 2007, the Company’s outstanding common shares were consolidated on a three-to-one basis.
The amounts disclosed in the following table are presented on a post-consolidated basis.

Number Amount
Voting common shares
Balance at March 1, 2006 108 203
Private placements
- issued at $3.00 per share 7,462 22,385
- issued at $3.60 per share 140 504
Total private placements 7,602 22,889
Purchase of private company 140 504
Conversion of outstanding debentures to equity 130 704
Share issue costs (76)
Balance at December 31, 2006 7,980 24,224
Exercise of 2006 put and call obligations 2,037 6,110
Issued upon Plan of Arrangement to acquire Eastshore (note 2) 5,749 21,558
Private placement of flow-through shares 1,080 5,007
Exercise of 2007 put and call obligations 8,153 31,500
Issued upon Plan of Arrangement to acquire Diamond Tree (note 2) 8,046 32,587
Share issue costs - (421)
Future tax effect of flow-through share renunciation - (727)
Balance at December 31, 2007 33,045 119,838

During November 2006, Crocotta issued, by way of private placement, approximately 7.6 million shares for proceeds of
approximately $22.9 million. Of the 7.6 million shares issued, 0.5 million shares were issued on a flow-through basis at a
price of $3.00 per share and approximately 0.1 million shares were issued on a flow-through basis at a price of $3.60 per
share. In conjunction with the private placement, Crocotta entered into a put and call obligation agreement to issue
approximately 2.0 million additional common shares at $3.00 per share for proceeds of approximately $6.1 million. The
put and call obligation agreement was exercised during 2007.

During the year ended December 31, 2007, the Company renounced $2.5 million in flow-through share obligations, relating to
flow-through share issuances in November 2006. The Company issued approximately 1.1 million additional common shares
on a flow-through basis during the year ended December 31, 2007 for cash consideration of $5.0 million. Of these shares,
0.1 million were issued to directors and officers of the Company. Crocotta is obligated to spend the full amount on
qualifying exploration (“CEE”") expenditures during 2008.

Crocotta also entered into put and call financing arrangements to issue approximately 5.1 million common shares priced
at $3.75 per share for proceeds of $19.0 million and approximately 3.1 million common shares priced at $4.05 per share
for gross proceeds of $12.5 million for combined gross proceeds of $31.5 million. The put and call financing
arrangements were exercised on October 12, 2007 in conjunction with the acquisition of Diamond Tree.

Warrants

The Company has an arrangement that allows warrants to be issued to directors, officers, and employees. The maximum
number of common shares that may be issued, and that have been reserved for issuance under this arrangement, is 2.4
million, representing 24% of the total outstanding common shares and special voting shares as at February 28, 2007, on a
post-consolidated basis (see note 8(b)). Warrants granted vest over three years and have exercise prices ranging from
$3.75 per share to $6.75 per share.
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d)

e)

During the year ended December 31, 2007, the Company authorized the issuance of 2.4 million warrants as outlined
below:

Weighted

Number of Average Exercisable at

Warrants Price ($) December 31, 2007 Expiry Date
Warrants

- issued at $3.75 per share 747 3.75 249 December 23, 2009
- issued at $4.05 per share 21 4.05 7 December 23, 2009
- issued at $4.50 per share 781 4.50 260 December 23, 2009
- issued at $5.25 per share 54 5.25 18 December 23, 2009
- issued at $6.00 per share 747 6.00 249 December 23, 2009
- issued at $6.75 per share 54 6.75 18 December 23, 2009

2,404 4.80 801

The fair value of the warrants at the date of issue was determined to be $nil using the minimum value method as they
were issued prior to the Company becoming publicly traded.

Stock options

The Company has authorized and reserved for issuance 3.3 million common shares under a stock option plan enabling
certain officers, directors, employees, and consultants to purchase common shares. The Company will not issue options
exceeding 10% of the shares outstanding at the time of the option grants. Under the plan, the exercise price of each option
equals the market price of the Company’s shares on the date of the grant. The options vest over a period of 3 years and an
option’s maximum term is 5 years. As at December 31, 2007, 2.7 million options have been granted and are outstanding at
prices ranging from $3.00 to $3.75 per share with expiry dates ranging from January 23, 2012 to November 11, 2012.

The Company had the following stock options outstanding at December 31, 2007:

Weighted Weighted
Number of Average Average
Options Price ($)  Years to Expiry
Balance at December 31, 2006 - - -
Options granted 2,727 3.01 4.60
Balance at December 31, 2007 2,727 3.01 4.60

Exercisable at December 31, 2007 - - -

Stock-based compensation
The compensation cost recognized during the year ended December 31, 2007 for the stock option plan was $0.2 million.

The Company applied the minimum value method to determine the fair value of approximately 0.9 million options that
were granted prior to the Company becoming publicly traded. The fair value of the remaining 1.8 million options, which
were granted subsequent to the Company becoming publicly traded, was determined using the Black-Scholes option-
pricing model with the following assumptions:

Year Ended

December 31, 2007

Fair value per option $1.00
Risk-free rate 4.0%
Expected life 4.0 years
Expected volatility 41.0%

Dividend yield -
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f)

Per share information

The weighted average number of shares outstanding for the determination of basic and diluted per share amounts are as
follows:

Year Ended Ten Months Ended
December 31, 2007 December 31, 2006
Basic and diluted 16,605 1,215

9. FINANCIAL INSTRUMENTS

a)

b)

c)

Fair values

The carrying value of cash and cash equivalents, accounts receivable, prepaid expenses and deposits, and accounts
payable and accrued liabilities approximate their fair value due to the near term maturity of these instruments.

Credit risk

A substantial portion of the Company's accounts receivable are with customers and joint venture partners in the oil and
natural gas industry and are subject to normal industry credit risks. The credit risk on receivables is mitigated by selling to
a number of large credit-worthy purchasers.

Commodity price risk

The Company’s oil and natural gas production is marketed and sold on the spot market to area aggregators based on
daily spot prices that are adjusted for product quality and transportation costs.

The Company is exposed to foreign currency fluctuations as crude oil prices received are referenced to U.S. dollar
denominated prices.

10. SUPPLEMENTAL CASH FLOW INFORMATION

a)

Net change in non-cash working capital

Year Ended Ten Months Ended
December 31, 2007 December 31, 2006
Accounts receivable (7,449) (965)
Prepaid expenses and deposits (1,257) (109)
Accounts payable and accrued liabilities 14,717 3,313
Loan payable - (75)
Current portion of capital lease 218 -
Non-cash working capital deficiency acquired on Plan of
Arrangements (see Note 2) (4,227) -
Net change in non-cash working capital 2,002 2,164
Relating to:
Investing 7,618 (542)
Operating (5,616) 2,706
Net change in non-cash working capital 2,002 2,164
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b) Interest and taxes

Year Ended
December 31, 2007

Ten Months Ended
December 31, 2006

Cash interest received 336 44

Cash interest paid (102) (48)

234 (@]

Cash taxes paid - -

11. COMMITMENTS
The Company is committed to payments under an operating lease for office space as follows:

Amount
2008 630
2009 630
2010 619
2011 516
2012 -
2,395

12. RELATED PARTY TRANSACTIONS

During the year, drilling services were performed for Crocotta by a private company that is partially owned by a director of Crocotta.
The total amount of services performed for the Company during the year was $0.6 million. At December 31, 2007, the Company
had a balance outstanding to the related party of $0.6 million.

13. SUBSEQUENT EVENTS

On January 1, 2008, the Company amalgamated with its 100% wholly-owned subsidiaries.

On January 8, 2008, the Company sold non-producing oil and natural gas assets to an unrelated party for consideration of
approximately $3.2 million.
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Forward-Looking Statements

This Year-end Report may contain forward-looking information that involves a number
of risks and uncertainties that could cause actual results to differ materially from
those anticipated. For this purpose, any statements herein that are not statements
of historical fact may be deemed to be forward-looking statements. Such risks and
uncertainties include, but are not limited to: risks associated with the oil and gas
industry (e.g. operational risks in exploration, development and production; changes
and/or delays in the development of capital assets; uncertainty of reserve estimates;
uncertainty of estimates and projections relating to production and costs; commodity
price fluctuations; environmental risks; and industry competition).

For further information, please visit our website at www.crocotta.ca





