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LETTER TO SHAREHOLDERS
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MANAGEMENT’S DISCUSSION AND ANALYSIS
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FORWARD-LOOKING STATEMENTS
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Summary of Oil and Gas Reserves
as of December 31, 2007

Forecast Prices and Costs
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FINDING AND DEVELOPMENT COSTS
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LAND HOLDINGS
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BALANCE SHEETS

2007
As at December 31 $ $
ASSETS
Current
0 I+ + @ " T #— % 613,042
! " 2,947,278 )
1 11 11 211,965 ) )
3,772,285 ( )
LU= 40,477,106 (G
44,249,391 -
LIABILITIES
Current
17 ! 4,120,629 (&
4,120,629 (&
1 Vi— (% 1,650,495 oot
5,771,124
SHAREHOLDERS’ EQUITY #- &%
2+ 40,177,905 )
0] ! ! 1,224,512 & (
) (2,924,150) # (@G
38,478,267 "t &g
0] I #— "%
44,249,391 s

see accompanying notes to the financial statements
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STATEMENTS OF LOSS, COMPREHENSIVE LOSS AND DEFICIT

Year Ended
December 31, 2007
$ $
REVENUES
! 13,035,279
=7 ! (2,613,060) # ok
I 208,609 CC
10,630,828 )
EXPENSES
4 3,100,400 cCr
9 P 1,617,632 & ( (
2 /7 ! ! #— & 631,536 (G ¢
1 1 24,166
#— (% 7,942,440
13,316,174 (
Loss before taxes (2,685,346) " ( ¢
TAXES
1y " ThE-— b (2,433,034) =
(2,433,034) z
NET LOSS AND COMPREHENSIVE LOSS (252,312) # ( ¢
) ) (2,671,838) =
> 1 11 #— b - (
Deficit, end of period (2,924,150) # (G
Net loss per share (Note 9)
* 1 (0.02) #, G
Weighted average number of shares outstanding (Note 9)
> 1 11,835,883 & &&

see accompanying notes to the financial statements
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STATEMENTS OF CASH FLOWS

Year Ended
December 31, 2007
$ $
OPERATING
- 1 (252,312) #( ¢
! " 1<
7,942,440
2 /! ! 631,536 C
14 " 7h (2,433,034) =
5,888,630 &
O+ = +? / #— h (705,816) # %
5,182,814 # %
FINANCING
o+ " 1 n - &
7 7 - " %
2+ 4 7 - # %
1 )+ ! -
1 1) ? ! - (T
2+ 1 11 (6,832) # G
(6,832)
INVESTING
0] 1 ! (19,201,895) #( @
) + ! - 2" %
O+ = +?2 / #— b (1,066,410) )
(20,268,305) # 8
1 # I I+ + 0 " ! (15,092,323)
0!+ +@ " ! ) 15,705,365 =
Cash and cash equivalents, end of period (Note 5) 613,042

see accompanying notes to the financial statements



NOTES TO FINANCIAL STATEMENTS
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Petroleum and natural gas assets and production equipment
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; 1y 2Kk

Classification Carrying value Fair value
$ $
6 :) = - "
3 ! " ! &" ( &" (
6 = = 7 = =
" :) H | = =
4+ 1 " & - &
8+ 0 7 1 2 o+ 1Q + 7 )2+ + ! " 1ol ) ?+
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+ 1 ?+ 7 0] I ") + 1 + 1@ P )1+ = , b+
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! ) nmry - 2 ! ? + )
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1 1 ) 1 3
, CASH AND CASH EQUIVALENTS
2007
$ $
o+ + 613,042 # %
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, PETROLEUM AND NATURAL GAS ASSETS

2007
$ $
T 49,878,083 " (
0 111,998 &8 &&
T (9,471,998) # b
; @ (40,977) # &%
- /" 40,477,106 (( )
+ 7 + 0 7 $ & ) ! 1 1 1/
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7. CREDIT FACILITY
8+ 0O 7+ 1 .o ) 7?7+ O + / 1 )% , 8+ ) 7
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H 1 H 7, 1?2 ? I +1 ) e Q b+ +
) + )8 (! b7 )* o,
8+ 0 70! ) ! ! 7 ) + " ) + * ? DIl ! 7
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8+ ) 72 1+ 0 7 [
2007
$ $
> ) 1,413,444 =
3 1@ - C (
3 ! 130,994 )
O+ 1 1 1 - "( (
106,057 " (
> ) 1,650,495 oot
9. SHARE CAPITAL
Authorized
)" T
) =" 1+ |
)) ! ) 1+ 1 11 1
2007
Common Shares, voting Number $ - $
> ) 9,594,590 37,617,771 = =

1! + + v # % - - & )

1! ! + % - -

1 1 )2 ! ! + - - ( " (r

" : 2 1 1 - - z
1l + + " % - - "t &&
11 ) 2?2+ + I+ 1 - (1,297,634) = =
I 11 - (6,832) z #® (O
* ) 9,594,590 36,313,305 & &" &
Common Shares, non-voting
* ) 2,241,293 5,000,000 = =
1 + + " )) ? + + = = L
I+ 14 %
1 | ) " 4y = =
11 ) ?+ + I+ 1 = (1,135,400)
* ) 2,241,293 3,864,600 " &
Warrants (ii)
* ) = = = =
" )? I - - ( .

1 1 )2 ! z z # (h # %
H ;o) " ) 1 1 7 ! = = # & # %
* ) H H - -
First Preferred Shares
* ) H H H =

noo+ o+ iy - i
0 ) ) 1+ = = #h %
* ) H H = =
Total share capital and warrants at end of year 11,835,883 40,177,905 ( ((

#Y% J ( - n (, + 1§, " I+ ) 1 1)$ , C
1) ( "1 1 ) 1 7 A )+ 1l
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11. SUPPLEMENTAL CASH FLOW INFORMATION

Changes in non-cash working capital
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Concentration of credit risk, economic dependence and related party transactions
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CORPORATE INFORMATION

TRAFALGAR TEAM

President & Chief Executive Officer
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VP Finance & Chief Financial
Officer
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VP Engineering

VP Land

8 7
Chief Geologist

"0
Chief Geologist

2 7
Manager, Operations

K" 3 ! 7
Senior Geologist

- .

Controller

3,8 7
Operations Accountant

8 7 11
Office Manager

DIRECTORS OF

TRAFALGAR ENERGY LTD.
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Trafalgar Energy Ltd.




