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Strength in our results.

Driven by financial discipline and a first-class asset base.

Management’s Report

To the Shareholders of Storm Exploration Inc.

The consolidated financial statements of Storm Exploration
Inc. were prepared by management in accordance with
appropriately selected generally accepted accounting
principles in Canada. Management has used estimates
and careful judgment, particularly in those circumstances
where transactions affecting current periods are dependent
on information not known for certain until a future period.
The financial and operational information contained in

this annual report is consistent with that reported in the
financial statements.

Management is responsible for the integrity of the financial
and operational information contained in this report.

The Company has designed and maintains internal
controls to provide reasonable assurance that assets are
properly safeguarded and that the financial records are
well maintained and provide relevant, timely and reliable
information to management. The consolidated financial
statements have been prepared within reasonable limits
of materiality and within the framework of the significant
accounting policies summarized in the notes to the
consolidated financial statements.

External auditors appointed by the shareholders

have conducted an independent examination of the
corporate and accounting records in order to express
their opinion on the consolidated financial statements.
The Audit Committee has met with the external auditors
and management in order to determine if management
has fulfilled its responsibilities in the preparation of the
consolidated financial statements. The Board of Directors
has approved the consolidated financial statements on the
recommendation of the Audit Committee.

N 0 b j?),&
Donald McLean John Devlin
Vice President, Finance and CFO Controller

February 23, 2009

Auditors’ Report

To the Shareholders of Storm Exploration Inc.

We have audited the consolidated balance sheets of Storm
Exploration Inc. as at December 31, 2008 and 2007 and
the consolidated statements of income, comprehensive
income and retained earnings, and cash flow for each of
the years in the two year period ended December 31, 2008.
These consolidated financial statements are the
responsibility of the Company’s management. Our
responsibility is to express an opinion on these 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 financial statements are
free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and
disclosures in the 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, 2008 and 2007 and
the results of its operations and its cash flows for each

of the years in the two year period ended December 31,
2008 in accordance with Canadian generally accepted
accounting principles.

Dusenntihauatovprs (1P
Chartered Accountants

Calgary, Alberta,
February 23, 2009
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Consolidated Financial Statements

— - S—

Consolidated Balance Sheets

($000s) December 31,2008 December 31, 2007
ASSETS
Current
Accounts receivable $ 14,274 $ 11,949
Prepaid and other costs 2,916 1,945
17,190 13,894
Property and equipment — net (Note 3) 290,944 237,738
Investments (Note 4) 20,242 9,275
$ 328,376 $ 260,907
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current
Accounts payable and accrued liabilities $ 34,076 $ 24,103
34,076 24,103
Bank indebtedness (Note 5) 81,904 74,472
Asset retirement obligation (Note 6) 7,259 6,918
Future income taxes (Note 7) 22,875 10,519
146,114 116,012
Shareholders’ equity (Note 8)
Share capital 88,013 86,994
Contributed surplus 3,980 2,318
Retained earnings 90,269 55,583
Accumulated other comprehensive income - -
182,262 144,895
Commitments (note 13) - -
Subsequent event (note 14) - -
$ 328,376 $ 260,907

On behalf of the Board:

Director

e

Director
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Consolidated Statements of Income,

Comprehensive Income and Retained Earnings

Consolidated Financial Statements

Year Ended Year Ended
($000s) December 31,2008 December 31, 2007
Revenue
Production revenue $ 148,524 $ 98,291
Royalties (31,021) (20,341)
117,503 77,950
Expenses
Production 17,065 14,908
Transportation 5,279 4,959
Interest 3,503 3,811
General and administrative 3,441 2,329
Stock-based compensation 1,886 1,232
Provision for account receivable 725 -
Depletion, depreciation and accretion 42,089 34,852
73,988 62,091
Income before the following: 43,515 15,859
Investment gain (Note 4) 3,627 -
Income before taxes 47,042 15,859
Future income taxes (Note 7) (12,356) (4,810)
Net and comprehensive income for the year 34,686 11,049
Retained earnings, beginning of year 55,583 44,534
Retained earnings, end of year $ 90,269 $ 55,583
Net income per share (Note 9)
— basic $ 0.78 $ 0.25
— diluted $ 0.76 $ 0.25

Page 47



Consolidated Financial Statements
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Consolidated Statements of Cash Flows

($000s)

Year Ended
December 31, 2008

Year Ended
December 31, 2007

Operating activities

Net and comprehensive income for the year $ 34,686 $ 11,049
Less: Investment gain (Note 4) (3,527) -

Add non-cash items:
Depletion, depreciation and accretion 42,089 34,852
Future income tax 12,356 4,810
Stock-based compensation 1,886 1,232
Funds from operations 87,490 51,943
Net change in non-cash working capital items (Note 10) (1,518) 4,210
85,972 56,153

Financing activities
Issue of common shares — net of expenses 795 14,580
Increase in bank indebtedness 7,432 24,062
8,227 38,642

Investing activities
Increase in investments (7,440) -
Additions to property and equipment (99,934) (96,983)
Disposals of property and equipment 4,980 3,093
Net change in non-cash working capital items (Note 10) 8,195 (905)
(94,199) (94,795)
Change in cash during the year - -
Cash, beginning of year - -
Cash, end of year $ - $ -
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NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS

Years ended December 31, 2008 and 2007
Tabular amounts in thousands, except per share amounts

1. NATURE OF OPERATIONS

Storm Exploration Inc. (the “Company” or “Storm”) is an oil
and gas exploration and development company listed on
the Toronto Stock Exchange under the symbol “SEO.” The
Company operates in the provinces of Alberta and British
Columbia. The Company’s production base is largely
natural gas and natural gas liquids. These consolidated
financial statements include the accounts of Storm and its
wholly owned subsidiary and partnership.

2. SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements of Storm have been
prepared by management in accordance with accounting
principles generally accepted in Canada. The significant
accounting policies used in the preparation of these
consolidated financial statements are as follows:

Property and Equipment

Petroleum and Natural Gas Properties
and Equipment

The Company follows the full-cost method of accounting
for petroleum and natural gas properties, whereby all costs
associated with the exploration for and development of
petroleum and natural gas reserves, whether productive
or unproductive, are capitalized in a Canadian cost

centre. Such costs include land acquisition, drilling of

both productive and unproductive wells, geological and
geophysical costs, the cost of production equipment and
the present value of the future asset retirement obligation.
General and administrative costs are not capitalized.

Depletion and Depreciation

Capitalized costs are depleted using the unit-of-production
method based on estimated proved petroleum and

natural gas reserves, before royalties, as determined by
independent engineers. Production and reserves of natural
gas are converted to equivalent barrels of crude oil on the
basis of six thousand cubic feet of gas to one barrel of oil.
Costs of acquiring and evaluating unproved properties are
excluded from depletion calculations until it is determined
whether proved reserves are attributable to the properties
or impairment occurs. Proceeds from the sale of petroleum
and natural gas properties and related equipment are
applied against capitalized costs, with no gain or loss
recognized, unless such a sale would result in a change in
the rate of depletion of 20% or more.

Notes to the Consolidated Financial Statements

Processing facilities and well equipment are depreciated
on a straight-line basis over the estimated useful life of the
facilities and equipment.

Impairment

Net capitalized costs of the Company’s petroleum and
natural gas properties are subject, at least annually, to a
ceiling test to ensure that capitalized costs do not exceed
an estimate of future net revenues. This latter amount

is the aggregate of expected undiscounted future net
cash flows from proved reserves and the lower of cost or
market value of unproved properties. Future cash flows
are estimated using expected future prices and costs. If
the carrying amount is not fully recoverable, the amount
of impairment is measured by comparing the carrying
amounts of the capital assets to an amount equal to

the estimated net present value of future cash flows
from proved plus probable reserves. This impairment in
the carrying amount would be recognized and charged
to current operations as additional depletion. No such
charges have been incurred by the Company.

Office Furniture and Equipment

Furniture and equipment is recorded at cost and is
depreciated on a straight-line basis over its expected
useful life of 10 years.

Joint Operations

Significantly all of the Company’s exploration and
production activities are conducted through unincorporated
joint ventures, under joint operating agreements. The
accounts of the Company reflect its proportionate interest
in such activities.

Investments

The Company holds shares in two private companies,
Storm Gas Resource Corp. (“SGR”) and Storm Ventures
International Inc. (“SVI”), which are accounted for using
the equity method and the cost method, respectively.

Net income for SGR for the year ended December 31,
2008, was insignificant; correspondingly, the Company
has not included in its consolidated statements of income
any amount representing its equity interest in SGR’s net
income for the year ended December 31, 2008.

Asset Retirement Obligation

The Company recognizes the fair value of the retirement
obligation associated with properties in the period in
which this liability arises and when reasonable estimates
of fair value can be made. The fair value of the liability is
calculated as the present value of the expected future
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Notes to the Consolidated Financial Statements

costs of abandonment and reclamation. The obligation

is recorded as a long-term liability with a corresponding
increase to the carrying amount of property and equipment.
The liability is increased each reporting period through the
accretion of interest up to the future amount of the liability.
The charge for accretion is recorded as an expense in

the Company’s consolidated statements of income. The
addition to the carrying amount of the asset is amortized
on the same basis as property and equipment. Actual costs
incurred on settlement of the abandonment obligation are
charged against the liability.

Revenue Recognition

Revenues from the sale of crude oil, natural gas liquids
and natural gas are recorded when title passes to a
third party.

Income Taxes

Income taxes are calculated using the liability method of
tax accounting. Temporary differences arising from the
difference between the tax basis of an asset or liability and
its carrying amount on the consolidated balance sheets are
used to calculate future income tax assets and liabilities.
Future income tax assets and liabilities are calculated
using tax rates anticipated to apply in the periods that the
temporary differences are expected to reverse.

Flow-Through Shares

Flow-through shares were issued in 2006 and 2007,

with the proceeds used to fund qualifying exploration
expenditures within a defined period. Expenditures funded
by flow-through arrangements are renounced to investors
in accordance with tax legislation. Share capital is reduced
and the future tax liability is increased by the estimated
future income tax cost of the renounced tax deductions at
the time of renunciation to the shareholders.

Stock-Based Compensation

The Company has issued performance warrants and
options to acquire common shares to directors, officers
and employees of the Company. These warrants and
options are accounted for using the fair-value method,
which estimates the value of the warrants and options

at the date of the grant using the Black-Scholes option
pricing model. The fair value thus established is recognized
as an expense over the vesting period of the warrants
and options with an equivalent increase to contributed
surplus. All performance warrants expired in mid-2007;
correspondingly, stock-based compensation reflects only
options to acquire common shares.

Per Share Amounts

Net income per share is calculated using the weighted
average number of shares outstanding during each
reporting period. Diluted net income per share is calculated
using the treasury-stock method to determine the dilutive
effect of performance warrants and stock options. The

Storm Exploration Inc.

treasury-stock method assumes that the proceeds received
from the exercise of “in the money” stock options are used

to purchase common shares at the market price at the end
of the reporting period.

Measurement Uncertainty

The amounts recorded for depletion and depreciation

of property and equipment, the provision for the asset
retirement obligation and amounts used for ceiling

test calculations are based on estimates of reserves,
production rates and future commodity prices and costs.
These estimates of reserves and related future cash flows
are subject to measurement uncertainty and the effect on
the consolidated financial statements of changes in such
estimates in future periods could be material.

Changes In Accounting Policies

On January 1, 2008, the Company adopted additional
accounting pronouncements promulgated by the Canadian
Institute of Chartered Accountants (“CICA”). The new
accounting policies are set out in CICA Handbook Section
1535 “Capital Disclosures”; Section 3862 “Financial
Instruments — Disclosures”; and Section 3863 “Financial
Instruments — Presentation.” As required by the new
standards, prior periods have not been restated.

Capital Disclosures

This new accounting pronouncement requires companies
to describe their objectives, policies and processes
regarding management of capital. Information about what
constitutes capital is also required, and the existence

of any obligations relating to capital maintenance must
be disclosed, along with the consequences of non-
compliance. Note 12 to these consolidated financial
statements provides the required disclosures.

Financial Instruments — Disclosures

This pronouncement is an expansion of existing standards
relating to financial instruments and requires the disclosure
of information about financial instruments to which the
Company is a party. Information is provided about financial
instruments and their actual or potential effect on the
financial position and results of the Company. Further,
information is provided about risks to which the Company
is exposed through recognized and unrecognized financial
instruments and how these risks are managed.

See Note 11.

Financial Instruments — Presentation

This pronouncement enhances existing disclosure
requirements and establishes presentation standards for
financial instruments and non-financial derivatives.

See Note 11.

The adoption of these pronouncements had no effect on

the Company’s net income or cash flow from operating
activities in 2008.
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Future Accounting Changes

Convergence with International Financial
Reporting Standards

Canada’s Accounting Standards Board has confirmed
January 1, 2011 as the effective date for the convergence
of Canadian GAAP to International Financial Reporting
Standards (“IFRS”). The Company will be required to
begin reporting under IFRS in the first quarter of 2011
with comparative data for the prior year. IFRS uses a
conceptual framework similar to Canadian GAAP;
however, there could be significant differences in

3. PROPERTY AND EQUIPMENT

Notes to the Consolidated Financial Statements

recognition, measurement and disclosures that will
need to be addressed.

The Company has established a project team to review
the adoption of IFRS and its effect on financial reporting,
software, bank covenants, business contracts and internal
controls over financial reporting and to provide regular
updates to the Audit Committee.

December 31, 2008 December 31, 2007

Property and equipment $ 410,394 $ 315,587
Accumulated depletion and depreciation (119,450) (77,849)
$ 290,944 $ 237,738

At December 31, 2008, the depletion calculation excluded
unproved properties of $23.3 million (December 31, 2007
— $21.0 million) and included future development costs of
$140.3 million (December 31, 2007 — $23.1 million).

The prices used, in Canadian dollars, in the ceiling test
evaluation of the Company’s natural gas, crude oil and
natural gas liquids reserves at December 31, 2008 were:

Annual

Increase

2009 2010 2011 2012 2013 to 2024

Natural gas ($/Mcf) 7.80 8.71 9.18 9.57 10.23 2.5%
Crude oil ($/Bbl) 67.03 73.71 80.35 86.66 94.77 2.0%
Natural gas liquids ($/Bbl) 58.29 63.95 69.48 74.84 81.79 2.2%

4. INVESTMENTS

December 31, 2008 December 31, 2007

Investment in Storm Gas Resource Corp. $ 9,717 $ -
Investment in Storm Ventures International Inc. 10,525 9,275
$ 20,242 $ 9,275

The Company holds shares in a private company, Storm
Gas Resource Corp., and accounts for its holding using
the equity method. The Company’s initial investment,
comprising cash and lands transferred at fair value, totalled
$1,250,000 and represented a 45% interest. In July 2008,
the Company also participated in a private placement of
common shares in SGR in the amount of $4,940,000.

The terms of the private placement were such that the
Company’s ownership position was reduced from 45% to
22%. As the shares issued under the private placement
were sold at a share price greater than the price of Storm’s
initial investment, the Company recognized a dilution gain
of $3,527,000. The common shares of SGR are unlisted
and the carrying amount of the Company’s investment
does not represent a market valuation of the Company’s
investment in SGR.

The Company holds shares in another private company,
Storm Ventures International Inc. which is accounted
for using the cost method. In July 2008, the Company
participated in a private placement of common shares
of SVI in the amount of $1,250,000; as the Company’s
participation was not pro rata to its existing interest, the
Company’s ownership position in SVI was reduced from
13% to 12%. Subsequently, in December 2008, SVI issued
additional common shares, reducing the Company’s
ownership position to 6%. The common shares of SVI
are unlisted and the carrying amount of the Company’s
investment does not represent a market valuation of the
Company'’s investment in SVI.
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Notes to the Consolidated Financial Statements

5. BANK INDEBTEDNESS

The Company has an extendible revolving bank facility in
the amount of $110 million (December 31, 2007 —

$94 million), based on the Company’s producing reserves.
The revolving facility is available to the Company until

May 31, 2009, but may be extended at the Company’s
request until May 30, 2010, subject to the bank’s review of
the Company’s reserve lending base. If the revolving facility
is not renewed at the end of the current revolving phase,
the facility moves into a term phase whereby the loan is to
be retired with one payment on the 366th day following the
last day of the revolving phase, in an amount equal to the
outstanding principal. Interest is payable on the revolving
facility at bank prime rate or banker’s acceptance rates
plus a stamping fee. Security comprises a floating charge
demand debenture on the assets of the Company.

6. ASSET RETIREMENT OBLIGATION

The estimated future asset retirement obligation is based
on the Company’s net ownership interest in wells and
facilities, the estimated costs to abandon and reclaim

the wells and facilities and the estimated timing of the
costs to be incurred in future periods. The total estimated
undiscounted amount required to settle the Company’s
asset retirement obligations is approximately $13.0 million
(December 31, 2007 — $13.1 million), which will be paid
over the next 23 years, with the majority of costs incurred
between 2015 and 2031. A credit adjusted risk-free rate of
eight percent was used to calculate the present value of
the asset retirement obligations, amounting to $7.3 million
(December 31, 2007 — $6.9 million).

The following table provides a reconciliation of the carrying
amount of the obligation associated with the retirement of
oil and gas properties:

2008 2007
Asset retirement obligation, beginning of year $ 6,918 $ 5,925
Liabilities incurred 108 657
Liabilities disposed (255) (126)
Accretion expense 488 462
Asset retirement obligation, end of year $ 7,259 $ 6,918

7. FUTURE INCOME TAXES

The future income tax liability is based on the excess of
the accounting amounts over the related tax bases of the
Company'’s property and equipment and share capital.

The Company has tax pools associated with property and
equipment, for accounting purposes, of approximately
$202 million as well as capital losses of approximately
$10 million, all of which are not subject to expiry.

Under the terms of a flow-through share issue in
September 2007, the Company was obligated to

The differences are as follows:

incur Canadian Exploration Expenditures in the amount of
$15.1 million prior to December 31, 2008. As at December 31,
2008, the Company had incurred the full amount of
qualifying expenditures, and amounts renounced to
subscribers at December 31, 2007 have been deducted
from the Company’s tax pools.

The provision for future income taxes is different from the
amount computed by applying the combined statutory
Canadian federal and provincial tax rates to pre-tax income
for the period.

2008 2007
Statutory combined federal and provincial income tax rates 30% 32%
Expected income taxes $ 14,280 $ 5,126
Add (deduct) the income tax effect of:
Stock-based compensation 572 398
Investment gain (1,071) -
Rate adjustments (1,432) (719)
Other 7 5
Future income taxes $ 12,356 $ 4,810
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Notes to the Consolidated Financial Statements

The significant components of the future income tax liability are as follows:

December 31, 2008 December 31, 2007

Property and equipment $ 25,331 $ 13,073
Asset retirement obligation (2,033) (2,006)
Share issue costs (423) (548)
Future income taxes $ 22,875 $ 10,519

8. SHARE CAPITAL

Authorized
An unlimited number of non-voting common shares

An unlimited number of voting common shares

An unlimited number of preferred shares

Included in the following common share balances are
1,275,000 non-voting common shares.

Except for voting rights, non-voting and voting common
shares are identical.

Issued

Numbers of Shares Consideration
Balance as at December 31, 2006 42,914 $ 76,285
Flow-through common shares issued i) 1,400 15,050
Common shares issued under performance warrant plan ii) 131 127
Stock options exercised iii) 87 518
Tax effect of flow-through share renunciations - (4,365)
Share issue costs (net of income tax benefit) - (621)
Balance as at December 31, 2007 44,532 86,994
Stock options exercised iv) 171 1,019
Balance as at December 31, 2008 44,703 $ 88,013

i) On September 6, 2007, 1,400,000 flow-through
common shares were issued at a price of $10.75
per share for total proceeds of $15,050,000, before
commission and expenses. The terms of this share
issue require the Company to renounce to subscribers
Canadian Exploration Expenditures in the amount of
$15,050,000, to be incurred prior to December 31,
2008. The Company incurred all the required qualifying
expenditures related to these flow-through shares by
December 31, 2008.

i) On June 29, 2007, 170,834 warrants under the
performance warrant plan were exercised. Based on a
closing price of $8.55, 131,000 common shares were
issued. Proceeds were one cent per share and related
prior stock compensation expense of $127,000 was
added to share capital.

iii) During 2007, 87,000 stock options were exercised
for proceeds of $406,000 and related prior stock
compensation expense of $112,000 was added to
share capital.

iv) During 2008, 171,000 stock options were exercised
for proceeds of $795,000 and related prior stock
compensation expense of $224,000 was added to
share capital.
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Notes to the Consolidated Financial Statements

Stock-Based Compensation Plans

The Company has a stock option plan under which it may common shares have been reserved for issuance.
grant, at the Company’s discretion, options to purchase Details of the options outstanding at December 31, 2008
common shares to directors, officers and employees. are as follows:

Under the stock option plan, a total of 3,700,000

Weighted Average

Numbers of Options Exercise Price

Outstanding at December 31, 2006 1,934 $ 510
Issued during year 378 $ 8.15
Forfeited during year (59) $ 592
Exercised during year (87) $ 472
Outstanding at December 31, 2007 2,166 $ 562
Issued during year 292 $ 835
Forfeited during year (20) $ 749
Exercised during year 171) $ 466
Outstanding at December 31, 2008 2,267 $ 6.03

December 31, 2008 December 31, 2007

Average remaining life (years) 2.6 3.3
Number exercisable at end of year (000s) 1,001 670
Option prices $2.60 — $11.40 $2.60 — $8.57
Outstanding Options Exercisable Options
Weighted Weighted Weighted
Number of Average Average Number of Average
Range of Options Remaining Exercise Options Exercise
Exercise Price Outstanding Life (years) Price Outstanding Price
$2.60 to $3.61 266 1.2 $ 333 210 $ 327
$3.91 to0 $5.71 1,299 2.3 $ 546 668 $ 543
$6.03 to $8.57 694 3.7 $ 8.06 123 $ 7.61
$8.58 to $11.40 8 4.2 $ 11.40 - $ -
2,267 2.6 $ 6.03 1,001 $ 525
Using the Black-Scholes pricing model, the weighted The amortized cost of the options is charged as stock-
average fair value of the options granted in 2008 was based compensation in the consolidated statements of
estimated to be $8.68 (2007 — $2.75), using risk-free income with an equivalent offset to contributed surplus.

interest rates of 4.75% — 5.25%, volatility of 40% and an
expected average life of 30 months.
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Notes to the Consolidated Financial Statements

9. PER SHARE AMOUNTS

Year Ended
December 31, 2008

Year Ended
December 31, 2007

Basic

Net income per share $ 0.78 $ 0.25
Weighted average number of shares outstanding 44,654 43,449
Diluted

Net income per share $ 0.76 $ 0.25
Weighted average number of shares outstanding 45,877 44,132

The reconciling items between basic and diluted weighted average common shares are stock options described in Note 8.

10. SUPPLEMENTAL CASH FLOW INFORMATION

Changes in non-cash working capital

Year Ended Year Ended
December 31, 2008 December 31, 2007
Accounts receivable $ (2,325) $ 1,212
Prepaid and other costs 971) 563
Accounts payable and accrued liabilities 9,973 1,530
Change in non-cash working capital $ 6,677 $ 3,305
Relating to:
Operating activities $ (1,518) $ 4,210
Financing activities - -
Investing activities 8,195 (905)
$ 6,677 $ 3,305
Interest paid during the year $ 3,503 $ 3,811

Income taxes paid during the year

11. FINANCIAL INSTRUMENTS

The Company holds various financial instruments.
These financial instruments expose the Company to
the following risks:

O credit risk;
O market risk; and

o liquidity risk.

Management has primary responsibility for monitoring and
managing financial instrument risks under direction from
the Board of Directors, which has overall responsibility for
establishing the Company’s risk management framework.
In certain circumstances, for example hedging of future
production revenue, the Board has established policies

and has established risk limits and controls, and
monitors these risks in relation to market conditions.
In other circumstances, for example extending credit
to purchasers of the Company’s products, the Board
has delegated responsibility for credit assessment
to management, but receives frequent financial and
operating reports.

The Company’s financial instruments recognized on
the consolidated balance sheets consist of accounts
receivable, bank indebtedness and accounts payable
and accrued liabilities. The fair value of these financial
instruments approximates their carrying amounts based
on the short term to maturity.
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Credit Risk

A substantial portion of the Company’s accounts receivable
are concentrated with a limited number of purchasers of
commodities and joint venture partners in the oil and gas
industry and are subject to normal industry credit risk.
Management considers this concentration of credit risk

to be limited, as commodity purchasers are major industry
participants, and receivables from partners are protected
by effective industry standard legal remedies. In addition,
the Company’s high working interest in its major operating
properties mitigates the risk of partner default. The
Company requires cash calls from its partners on major
field projects in advance of commencement. Receivables
related to the sale of the Company’s production are
normally collected on the 25th day of the month

following delivery.

However, one purchaser of the Company’s products
became insolvent in 2008, resulting in a pre-tax loss of
$725,000 and the recent widespread disruption of credit
markets exposes the Company to greater credit risks,
necessitating additional vigilance regarding provision of
credit to customers and to joint venture partners.

Market Risk

Market risks are as follows and are largely outside of the
control of the Company:

O commodity prices;
O interest rates; and

o foreign exchange.

Commodity Prices

The Company is constantly exposed to the risk of declining
prices for its products with a corresponding reduction in
cash flow. Reduced cash flow may result in lower levels of
capital being available for field activity, thus compromising
the Company’s capacity to grow production while at the
same time replacing continuous declines from existing
properties. In certain circumstances, usually when debt
levels are forecast to increase due to capital expenditures
exceeding cash flow, or where the Company has financed,
in whole or in part, an acquisition using bank debt, the

Company may enter into oil and natural gas hedging
contracts to provide stability of future cash flow. These
contracts reduce potential fluctuations in production
revenue by fixing prices of future deliveries of oil and
natural gas.

For the year ending December 31, 2008, the Company
realized a hedging loss of $2.2 million (2007 — $2.6 million
hedging gain). These amounts have been recorded as part
of production revenues for each year.

As at December 31, 2008, Storm had no hedges
in place.

Interest Rates

Interest on the Company’s revolving bank facility varies
with changes in interest rates, and is most commonly
based on bankers’ acceptance rates plus a stamping fee.
The Company is thus exposed to increased borrowing
costs during periods of increasing interest rates, with a
corresponding reduction in both cash flows and project
economics. The Company had no interest rate swaps or
similar contracts in place at December 31, 2008 to reduce
interest rate risk.

Foreign Exchange

Although the Company’s product revenues are
denominated in Canadian dollars, the underlying market
prices are affected by the exchange rate between the
Canadian and the United States dollar. As at December 31,
2008, the Company had no contracts in place to reduce
foreign exchange risk.

Sensitivities

Using the Company’s actual production volumes, royalty
rates, income tax rates and debt levels for 2008 and 2007,
the estimated after-tax effects that changes in certain
factors would have on net income and net income per
share are as follows:
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2008 2007

Change in Change in

Change in Net Income Change in Net Income

Factor Net Income Per Diluted Share Net Income Per Diluted Share
$US 1.00/Bbl change

in the price of WTI $ 223,000 $ 0.00 $ 163,000 $ 0.00

$0.10/Mcf change
in the price of natural gas $ 749,000 $ 0.02 $ 611,000 $ 0.01
1% change in the interest rate $ 562,000 $ 0.01 $ 518,000 $ 0.01

Liquidity Risk

Liquidity difficulties would emerge if the Company was
unable to meet its financial obligations as they fell due
within normal credit terms. This may be the consequence
of diminished cash flows resulting from lower product
prices, production interruptions, or unexpected operating
or capital cost increases. Liquidity difficulties could also
occur if the Company’s bankers were unable to continue to
provide credit at a level, cost and on terms compatible

12. CAPITAL MANAGEMENT

Capital management is fundamental to the Company’s
objective of cost-effective production growth, while
simultaneously replacing continuous production declines.
The Company’s capital comprises shareholders’

equity, bank indebtedness and working capital. Capital
management involves the preparation of an annual budget,
which may only be implemented after approval by the
Company’s Board of Directors. As the Company’s business

with the Company’s capital requirements. Generally, the
Company will, over a reasonable period of time, limit its
capital programs to cash flow from operations. In addition,
the Company endeavours to maintain its debt at a level
somewhat less than the maximum amount of its total bank
facility to ensure financial flexibility to deal with unforeseen
or rapidly changing circumstances.

evolves during the fiscal year, the budget may be
amended; however, any changes are again subject to
approval by the Board of Directors. As part of the budget
process, and as part of capital management control
procedures, the Company continuously during the fiscal
year uses a measurement of net debt to non-GAAP funds
from operations to measure and control debt levels. This
measurement is established as follows:

December 31, 2008 December 31, 2007

Current assets 17,190 13,894
Accounts payable and accrued liabilities 34,076 24,103
Working capital deficiency 16,886 10,209
Bank indebtedness 81,904 74,472
Net debt 98,790 84,681
Funds from operations for the year 87,490 51,943
Net debt to non-GAAP funds from operations 1.1:1 16:1

The above measurement is subject to quarterly variations
and is usually highest in the first and fourth quarters of
each year, when capital expenditures normally exceed
cash flow, with a resulting increase in net debt.

The Company’s bank indebtedness is based on the
Company’s producing reserves. The ratio of net debt to
cash flow is used to determine the interest rate applied

to the Company’s bank indebtedness, with interest rates
changing at certain threshold levels of net debt to cash flow.
The Company’s bankers are entitled to complete a year-end

and a mid-year evaluation of the Company’s borrowing
base, which, in circumstances of falling commaodity prices,
negative changes to the Company’s operating activities, or
credit limitations affecting the Company’s banking syndicate,
may result in a decrease in the line of credit available to

the Company.

From time to time, the Company may enter into hedging
arrangements if capital programs or acquisition costs result
in a high net debt to cash flow ratio. Such arrangements
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provide for stability of cash flow during periods when the The Company may issue share capital when debt levels
Company applies cash flow to reduce its net debt. are high and potentially constrain operations.

13. COMMITMENTS

The Company has the following fixed-term commitments relating to its ongoing business:

2009 2010 2011 2012 2013

Lease of premises $ 811 $ 825 $ 838 $ 838 $ 419

Equipment leases 129 58 14 - -
Gas transportation and

processing commitments 2,235 1,437 1,146 599 198

Total $ 3,175 $ 2,320 $ 1,998 $ 1,437 $ 617

14. SUBSEQUENT EVENT

On February 11, 2009, the Company entered into a bought-  Proceeds after commission and expenses are estimated to

deal agreement with a syndicate of underwriters for the be $18,730,000. The closing of the offering is expected to
sale of 1,850,000 common voting shares of the Company occur on March 6, 2009.

under the short form prospectus rules at a price of $10.60

per share.
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Abbreviations

3-D
API
ARTC
Bbls
Bbls/d
Bcf
Bcfe
Boe
Boe/d
Bopd
$Cdn
DPIIP
GJ
GJid
Mbbls
Mboe
Mcf

Three-dimensional

American Petroleum Institute

Alberta Royalty Tax Credit

Barrels of oil or natural gas liquids
Barrels per day

Billions of cubic feet

Billions of cubic feet equivalent
Barrels of oil equivalent

Barrels of oil equivalent per day
Barrels of oil per day

Canadian dollar

Discovered Petroleum Initially in Place
Gigajoules

Gigajoules per day

Thousands of barrels

Thousands of barrels of oil equivalent
Thousands of cubic feet

Mcf/d  Thousands of cubic feet per day
Mmbbls Millions of barrels

Mmbtu  Millions of British Thermal Units
Mmbtu/d Millions of British Thermal Units per day
Mmcf  Millions of cubic feet

Mmcf/d Millions of cubic feet per day

Mstb Thousand stock tank barrels

NAV Net Asset Value

NGL Natural gas liquids

NPV Net present value

OGIP  Original Gas in Place

OPEC  Organization of Petroleum Exporting Countries
Scf/fton  Standard cubic foot per ton

STOOIP Stock Tank Original Qil in Place

TSX Toronto Stock Exchange

$US United States dollar

WTI West Texas Intermediate
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