











5. 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

$13.4 million (December 31, 2007 -

$13.1 million), which will be paid over the next
20 years, with the majority of costs incurred
between 2018 and 2028. A credit adjusted
risk-free rate of 8% 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:

Asset retirement obligation, beginning of period
Liabilities incurred, net of liabilities disposed
Accretion expense

Asset retirement obligation, end of period
6. Share Capital

Authorized

An unlimited number of non-voting common
shares
An unlimited number of voting common shares

Issued
Balance as at December 31, 2007

Stock options exercised
Balance as at June 30, 2008

Stock-Based Compensation Plans

June 30, 2008 December 31, 2007

$ 6918 $ 5925
142 531
244 462
$ 7,304 $ 6918

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.

Number of Shares Consideration
44,532 $ 86,994

125 756

44,657 $ 87,750

i) The Company has a stock option plan under which it may grant, at the Company’s discretion,
options to purchase common shares to directors, officers and employees. Under the stock option
plan, a total of 3,700,000 common shares has been reserved for issuance. Details of the options

outstanding at June 30, 2008 are as follows:

Number of

Options

Range of Exercise Price Outstanding
$2.60 to $3.61 290
$3.91to $5.71 1,313
$6.03 to $8.57 758
$9.00to $11.40 8
2,369

Outstanding Options Exercisable Options
Weighted Weighted Weighted
Average Average Number of Average
Remaining Exercise Options Exercise
Life (years) Price  Outstanding Price
1.6 $ 3.27 218 $ 3.27

2.8 $ 5.46 367 $ 5.29

4.4 $ 7.98 60 $ 6.66

4.7 $11.40 = =

3.1 $ 6.02 645 $ 474
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7. Per Share Amounts

Three Months to Three Months to Six Months to Six Months to
June 30, 2008 June 30, 2007 June 30, 2008 June 30, 2007
Basic
Net income per share $ 0.21 $ 0.06 $ $0.36 $ 0.18
Weighted average number of
shares outstanding (000s) 44,634 42,915 44,610 42,915
Diluted
Net income per share $ 0.20 $ 0.06 $ 0.34 $ 0.18
Weighted average number of
shares outstanding (000s) 46,179 43,708 46,101 43,702

The reconciling items between the basic and diluted average common shares are the stock options
described in Note 6.

8. Supplemental Cash Flow Information

Changes in non-cash working capital

Three Months to Three Months to Six Months to Six Months to
June 30, 2008 June 30, 2007 June 30, 2008 June 30, 2007
Accounts receivable $ 3,086 $ 1,247 $ 665 $ 1,881
Prepaid costs and deposits (384) (403) (1,036) 516
Accounts payable and
accrued liabilities (5,875) (10,002) (1,109) (7,270)
Change in non-cash
working capital $ (3,173) $ (9,158) $ (1,480) $ (4,873)
Relating to:
Financing activities $ - $ - $ = $ =
Investing activities (4,813) (8,859) (482) (6,940)
Operating activities 1,640 (299) (998) 2,067
$ (3,173) $  (9,158) $  (1,480) $  (4,873)
Interest paid during
the period $ 944 $ 868 $ 2,005 $ 1,537
Income taxes paid
during the period $ - $ - $ = $ =
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9. Financial Instruments

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

o creditrisk;

o market risk; and

e 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 unaudited consolidated balance sheet
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.

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 these concentrations

of credit risk to be minimal, 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.

Market risk

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

e commodity prices;

* interest rates; and

« 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 orin part, an
acquisition using bank debt, the Company may
enter into oil and natural gas hedging contracts
in order to provide stability to future cash

flow. These contracts reduce the fluctuation in
production revenue by fixing prices of future
deliveries of oil and natural gas.

For the three and six month periods ended
June 30, 2008, the Company realized a hedging
loss of $802,000. (2007 - Nil) This amount has
been offset against production revenues.
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As at June 30, 2008, Storm had the following gas volume hedges in place:
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Volume

Fixed price financial sale
12,000 GJ/d

Physical Collar
11,000 GJ/d

These financial instruments have been designated
as meeting the criteria for hedge accounting.
Correspondingly, at June 30, 2008, the market
value, being the cost to exit the contracts, of $3.7
million (net of related income tax of $1.6 million)
has been charged to Other Comprehensive
Income and not included in the determination of
net income for the year to date.

Interest rates

Interest on the Company’s revolving bank facility
varies, 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
June 30, 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 June 30, 2008, the Company had no
contracts in place to reduce foreign exchange risk.
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Term

July 1, 2008 - Sept. 30, 2008

Term

July 1, 2008 - Sept. 30, 2008

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 and on
terms compatible with the Company’s capital
requirements. Generally the Company will, over
areasonable 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.



10. Capital Management

Capital management is fundamental to the
Company’s objective of growing production
cost-effectively, while simultaneously replacing
continuous production declines. The Company’s
capital comprises shareholders’ equity, bank
debt and working capital. Management of
capital involves the preparation of an annual
budget, which may only be implemented after
approval by the Company’s Board of Directors.

Current assets
Accounts payable and accrued liabilities

Working capital deficiency
Bank indebtedness

Net debt

Annualized cash flow for the period
Net debt to cash flow ratio

The ratio of net debt to cash flow 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 and generally
is not subject to restrictions which would
potentially affect the Company’s operations.
However, 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

As the Company’s business 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
non-GAAP measurement of net debt to cash
flow to measure and control debt levels. This
measurement is established as follows:

June 30, 2008 December 31, 2007

$ 14,264 $ 13,894
22,994 24,103
8,730 10,209
66,414 74,472

$ 75,144 $ 84,681

$ 93,000 $ 51,943
0.8:1 1.6:1

changing at certain threshold levels of net debt to
cash flow.

From time to time, the Company may enter into
hedging arrangements if capital programs or
acquisitions result in a high net debt to cash flow
ratio. Such arrangements provide for stability

of cash flow during periods when the Company
applies cash flow to reduce its net debt.

The Company may issue share capital when
debt levels are high and potentially constrain
operations, usually in circumstances when the
Company has completed a large acquisition.
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