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So far, oil sands operations have been associated with surface 
mining extraction which consists of large mining pits, tailing ponds 
and associated upgraders. Oil sands mining looks similar to most 
surface mining operations worldwide and it is a fairly easy target if 
the goal is to capture photos of disturbed landscape.

Furthermore, oil sands mining operations use large amounts of 
water, mostly fresh water drained from the adjacent Athabasca 
River. Even though quite a few other industrial and farming 
operations are using comparatively larger amounts of fresh water, 
oil sands operations have become an easy target for criticism.

The profitability of new mining operations has changed as a result of 
the dramatic increase in labour costs in Alberta. Mining operations 
are very labour intensive throughout the life of the project and 
suffer during periods with high labour costs. In addition, the need 
for a costly upgrader makes an oil sands mining project very capital 
intensive with typical initial investments in the range of $140,000-
$160,000 per flowing barrel of synthetic crude oil (SCO), requiring 
a WTI price in the range of US$90-US$100 per barrel in order to 
provide a decent rate of return on the investments.

Non-integrated (without upgrader) SAGD operations are very 
different from both an environmental and economical perspective.  
A typical SAGD footprint is comparable to many other conventional 
oil and gas projects and with smaller footprints than for other 
projects such as a ski hill development. Water use per barrel is 
much less for SAGD than for a mining operation, and the water 
is predominantly saline, non-potable (not suitable for human 
consumption) and extracted from deep wells. Development costs 
have doubled over the last few years but it is still possible, with 
strong project management and cost control, to develop a SAGD 
project of 30,000 barrels per day for initial investments in the 
range of $30,000-$33,000 per flowing barrel. It is possible to 
launch such stand-alone SAGD projects with WTI price in the 
range of US$50 to US$60 per barrel and even lower WTI prices 
depending on other input variables, such as foreign currency 
exchange and construction costs. 

Although the whole equity market has suffered lately it seems 
clear that investors are starting to realize the major differences 
between SAGD and mining. Companies with pure mining assets 
and/or with upgrading projects in their business plan have been 
punished significantly more than average by the market. Size is 
another factor investors are now recognizing. Smaller projects 
are not enjoying full economy of scale and their developers may 
experience transport and marketing problems due to relatively low 
volumes, while those with resources capable of sustaining higher 

volumes (>20,000-30,000 b/d) have the ability to maximize 
value of the resource.

Emissions are an environmental concern that SAGD and mining 
operations have in common. So far the emission debate has 
portrayed oil sands operations as a major threat to climate change 
with very high emissions. Nevertheless, the debate is getting more 
sophisticated and the parties involved are beginning to compare 
“apples to apples”. Emissions should be considered on the basis of 
the “Life Cycle Assessment” (LCA), also called “Wells to Wheels”. 
The LCA principle ensures that total emissions generated from a 
barrel of oil measured and added for all parts of the value chain, 
from the oil producer to the end consumer. A complete LCA analysis 
shows that a barrel of oil from a typical SAGD production emits 
approximately 15% more CO

2
 than a barrel of Canadian light and 

just marginally more than a barrel of heavy Californian or Mexican 
oil. It also shows that approximately 75-80% of emissions from a 
barrel of oil are generated by the end user – by driving cars. This 
is an important point to bear in mind when designing emission 
reducing policies.  

It is very difficult to quantify costs of future emissions legislations. 
It is likely that some form of cap and trade system will be developed 
where an emitter may offset emissions by purchasing quotas 
elsewhere. A properly designed cap and trade system could be a 
fair one, where each emitter pays for real emissions, regardless 
of which part of the industry segment or which economical  
activity is performed.

The lower oil price is of course a concern even for SAGD developers. 
However, as previously mentioned, a good SAGD project should, 
under current cost structure, be economically viable at US$50-
US$60 WTI. A lower WTI price may also lead to lower gas prices 
and a lower exchange rate for the Canadian dollar, both important 
factors in project economics. In addition, cost reduction for 
important oilfield services is already being observed.

It is therefore with optimism that AOSC looks forward to the 
upcoming winter operations where we will work to add significant 
resources and advance our development plans.  

November 25, 2008

S. Svarte 
President & CEO
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Key Asset Areas



Athabasca Oil Sands Corp.  2008 Third Quarter Report  5

Management’s Discussion and Analysis

The following Management’s Discussion and Analysis (“MD&A”) of Athabasca Oil Sands Corp. (“AOSC” or “the Company”) is dated 
November 25, 2008 and should be read in conjunction with the audited consolidated financial statements for the year ending December 
31, 2007 and the unaudited consolidated financial statements for the three and nine months ended September 30, 2008 in this report.

BUSINESS DEVELOPMENT
AOSC was incorporated on August 23, 2006 under the laws governing the Province of Alberta and is in business to explore for, develop 
and produce oil sands-related assets in the Athabasca oil sands region of northeastern Alberta. AOSC is a privately held company.

The Company’s activities in 2008 were highlighted by land acquisitions, delineation drilling, and evaluations in the main asset areas of  
Dover, Thickwood/MacKay and Hangingstone. The Company now owns more than 1.3 million net acres of oil sands leases with estimated 
contingent recoverable resources at September 30, 2008 of approximately 6.9 billion barrels of bitumen (best estimate). In addition to 
adding oil sands assets, the Company has been successful in continuing to enhance the experienced management and technical team 
and further growth is anticipated for the remainder of 2008 as the focus shifts from resource acquisition and delineation to development 
of the assets.

Subsequent to September 30, 2008, AOSC also entered into a joint venture with an undisclosed third party for a 50/50 operating 
interest in more than 750,000 gross acres of oil sands leases focused in the carbonate area west of Dover, on trend with land held by  
Royal Dutch Shell.

SUMMARY OF FINANCIAL RESULTS
The following table summarizes selected consolidated financial information of the Company as at, and for the three and nine months 
ended September 30, 2008 and the year ended December 31, 2007:

				   Three months ended	 Nine months ended	 Year ended 	
				    September 30, 2008	 September 30, 2008	 December 31, 2007

Total assets		  	 		  $	 775,088,835	 $	 395,260,258
Working capital		  			   $	 324,041,528	 $	 97,811,155
Shareholders’ equity		  			   $	 368,538,388	 $	 384,069,958
Net loss		  	 $	 (9,701,424)	 $	 (14,789,708)	 $	 (13,827,122)
Net loss per share (basic and diluted)		  	 $	 (0.05)	 $	 (0.08)	 $	 (0.09)
Weighted average common shares outstanding (basic)	 		  181,130,434		  178,906,357		  151,348,502

CAPITAL ASSET ADDITIONS
As at September 30, 2008 the Company owned in excess of 1.3 million net acres of oil sands mineral rights and operates in excess  
of 1.7 million acres in the Athabasca region of northern Alberta. Capitalized costs associated with our year to date 2008 mineral 
property additions totaled $49,178,973.

Exploration and evaluation costs associated with the winter core hole programs incurred during the nine months ended  
September 30, 2008 were $73,174,916 for drilling and $16,241,914 for geological exploration and evaluation. These additions included 
costs for the 2007/8 program, primarily consisting of seismic, surveying, drilling, coring, and evaluation, and preliminary costs 
for the 2008/9 winter core hole drilling program. Engineering costs incurred during the nine months ended September 30, 2008  
were $10,433,759.

The Company also incurred $609,434 in additions associated with office furniture, fixtures, leasehold improvements, and information 
technology assets.
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The following table summarizes the capital additions of the Company for the referenced periods:

				   Three months ended	 Nine months ended	 Year ended 
				    September 30, 2008	 September 30, 2008	 December 31, 2007

Mineral properties		  	 $	 26,268,167	 $	 49,178,973	 $	 162,691,006
Exploration and evaluation – delineation drilling			   	 1,485,391		  73,174,916		  26,275,354
Exploration and evaluation – geological and geophysical		  	 2,967,991		  16,241,914		  6,287,113
Engineering			   	 5,358,417		  10,433,759		  1,519,770
Other – office and corporate assets			   	 222,625		  609,434		  394,161

Total capital additions		  	 $	 36,302,591	 $	 149,638,996	 $	 197,167,404

RESULTS OF OPERATIONS
During the three and nine months ended September 30, 2008, AOSC recorded a net loss of $9,701,424 and $14,789,708, respectively, 
(three and nine months ended September 30, 2007: $3,357,825 and $9,809,740).

The following table summarizes the Company’s results of operations for the three and nine months ended September 30, 2008:

			   Three months ended	Ni ne months ended 
			   September 30	 September 30

			   2008	 2007	 2008	 2007

Interest income	 $	 1,651,842	 $	 651,881	 $	 2,764,444	 $	 763,140

General and administrative expenses		  2,372,054		  1,185,570	 	 5,213,556		  2,319,086
Stock based compensation	 	 1,359,169	 	 2,869,276	 	 6,573,909	 	 8,637,966
Financing and interest costs	 	 10,278,806	 	 150,967		  10,314,986	 	 261,755
Depreciation and amortization	 	 47,745	 	 13,232	 	 117,123	 	 33,150
Research and development expense	 	 76,565		  -	 	 97,029	 	 -
Future income tax recovery	 	 (2,781,073)	 	 (209,339)	 	 (4,762,451)	 	 (679,076)

For the three and nine months ended September 30, 2008, interest income increased from $651,881 to $1,651,842, and $763,140 to 
$2,764,444, respectively, compared to the corresponding periods in 2007. The increase results from interest earned on higher cash and 
cash equivalent balances during 2008.

For the three and nine months ended September 30, 2008, general and administrative expenses increased from $1,185,570 to $2,372,054 
and from $2,319,086 to $5,213,556, respectively, compared to the corresponding periods in 2007. General and administrative expenses 
include salaries, consulting fees, rent, and other office related costs. Costs directly related to exploration and development activities are 
capitalized. Increases in general and administrative expenses are primarily due to the addition of staff and office space.

For the three and nine months ended September 30, 2008, financing and interest costs increased from $150,967 to $10,278,806 and 
from $241,755 to $10,314,986, respectively, compared to the corresponding periods in 2007 due to increased financing activities and 
the issuance of $400,000,000 of senior secured debentures. For the three and nine months ended September 30, 2008, depreciation 
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and amortization expense increased from $13,232 to $47,745 and from $33,150 to $117,123, respectively, compared to the corresponding 
periods in 2007 due to office asset additions. For the three and nine months ended September 30, 2008, research and development 
expense increased from $nil to $76,565 and from $nil to $97,029, respectively, compared to the corresponding periods in 2007 due to 
AOSC’s involvement in a joint industry project and internal AOSC employee work on research and development activities.

LIQUIDITY AND FINANCIAL RESOURCES
Working Capital

As at September 30, 2008 the Company had working capital of $324,041,528.

On July 30, 2008, the Company issued $400,000,000 of senior secured debentures. An amendment to the Company’s credit 
facility, reducing the available amount from $50,000,000 to $25,000,000, was made in conjunction with this issuance and the entire 
outstanding credit facility balance was repaid with the proceeds.

In accordance with the Trust Indenture dated July 30, 2008, the Company set aside the first two interest payments related to 
the debentures totaling $47,868,493, which is held in Trust, and included in working capital. These interest payments are due  
December 31, 2008 and June 30, 2009.

The debenture proceeds were invested in short-term cash equivalent banker’s acceptance and bank notes with terms currently ranging 
from 18 to 327 days, bearing interest rates from 3.15% to 3.50%.

Management anticipates that AOSC’s 2008 closing working capital surplus, will be sufficient to finance the Company’s 2009 capital 
expenditure program. Spending beyond the end of 2009 will be funded by existing cash and either additional equity financing, new debt 
arrangements, or some combination thereof.

Commitments and Contractual Obligations

Summary of Commitments:

$ (000’s)	 2008	 2009	 2010	 2011	 2012	 2013	 2014	 2015	 2016	 Total

Office leases	 466	 2,384	 2,384	 2,384	 2,384	 1,071	 480	 480	 442	 12,475
Drilling contracts	 4,285	 3,302	 -	 -	 -	 -	 -	 -	 -	 7,587
Total	 4,751	 5,686	 2,384	 2,384	 2,384	 1,071	 480	 480	 442	 20,062

Office Leases

During the nine months ended September 30, 2008, the Company entered into a new office lease for one additional floor in its current 
location. The new lease commitment is for approximately 4 years and includes basic rent, operating costs and property taxes. The term 
coincides with the lease commitment in the current office location. The Company also entered into a sublease for this new office space 
to partially offset the cost. The lease and sublease begin January 1, 2009. The sublease is for an initial period of six months until June 30, 
2009, and continues thereafter on a month-to-month basis, with a requirement for three months written notice of intent to terminate 
the sublease.
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Drilling Contracts

During the three months ended September 30, 2008, the Company entered into new agreements to add additional rigs for a minimum 
of 70 to 90 days throughout the 2008/9 drilling season, commencing December 1, 2008. Management estimates the minimum 
commitment on these contracts to be $4,403,000.

During the three months ended September 30, 2008, the Company entered into a new agreement to purchase materials related to the 
2008/9 drilling season. Management estimates the minimum commitment on this contract to be $3,115,000.

The Company also committed to drilling related requirements of $69,000.

Equity Financing

During the nine months ended September 30, 2008 the Company renounced $70,258,000 of qualifying exploration expenditures to 
flow-through common share subscribers under the look back rule for flow-through financing proceeds from 2007. The effective date of 
the renouncement was December 31, 2007, based on actual core hole drilling program expenditures incurred in the first three months 
of 2008. The future tax effect of this renouncement at a future estimated tax rate of 25% is $17,564,500 and has been recorded as a 
reduction to the share capital.

During the nine months ended September 30, 2008, 4,621,850 purchase warrants were exercised for proceeds of $5,777,313.

The following table summarizes the number of share capital instruments outstanding or contingently issuable (in the case of liquidity 
rights/warrants):

	 September 30, 2008	 December 31, 2007

Common shares	 	 181,994,661		  177,372,811
Purchase warrants	 	 105,816,250		  110,438,100
Series I performance warrants 	 	 9,500,000		  9,500,000
Series II performance warrants	 	 9,500,000	 	 9,500,000
Stock options issued	 	 1,427,000	 	 470,000
Liquidity rights / warrants	 	 3,736,445	 	 3,736,445

Total diluted share capital	 	 311,974,356	 	 311,017,356

Debt Financing

On July 30, 2008, the Company issued $400,000,000 of senior secured debentures with a term of three years, maturing  
July 30, 2011. The debentures bear an interest rate of 13% paid semi-annually in arrears on December 31 and June 30. The debentures 
also include an early payout feature depending on various conditions, which would result in payout between 105% and 110% of face 
value. The debentures are secured by a fixed and floating demand debenture and a general assignment of debt over unconventional oil 
sands leases.

Proceeds from the financing will be used to fund the winter 2008/09 core hole drilling program, business development, and company 
operations through 2009 and parts of 2010. In addition, in accordance with the Trust Indenture, the Company has set aside the first two 
interest payments related to the debentures, which is held in Trust.



Athabasca Oil Sands Corp.  2008 Third Quarter Report  9

An amendment to the Company’s credit facility reducing the available amount from $50,000,000 to $25,000,000 was made in 
conjunction with the debenture issuance.

FINANCIAL REPORTING UPDATE
Changes in Accounting Policies

On January 1, 2008, AOSC adopted Canadian Institute of Chartered Accountants (CICA) handbook section 3862 “Financial Instruments –  
Disclosures”, and section 3863 “Financial Instruments – Presentation”. These new sections placed increased emphasis on disclosures 
about the nature and extent of risks arising from financial instruments and how AOSC manages those risks.

On January 1, 2008, AOSC adopted Canadian Institute of Chartered Accountants (CICA) handbook section 1535 “Capital Disclosures”. 
Section 1535 requires the disclosure of the Company’s objectives, policies, and processes for managing capital.

During the nine months ended September 30, 2008, the Company incurred research costs. The Company engages in research and 
development activities to develop or improve processes and techniques to extract oil from oil sands deposits. Research involves planned 
investigation with the goal of attaining new knowledge. Development involves translating that knowledge into a new technology or 
process. Research costs are expensed as incurred. Development costs are capitalized once technical feasibility is established and if 
the Company intends to proceed with development. These costs are capitalized in Property and Equipment until the commencement 
of commercial operations or production. Otherwise, development costs are expensed as incurred. Development costs include pre-
operating revenues and costs.

Future Accounting Changes

The CICA issued a new accounting standard, section 3064 “Goodwill and Intangible Assets”, which is effective on January 1, 2009. 
The standard replaces section 3062 “Goodwill and other intangible assets” and section 3450 “Research and development costs”. This 
section establishes standards for the recognition, measurement, presentation and disclosure of goodwill and intangible assets. AOSC is 
currently evaluating the impact the adoption of this new section may have on the Company’s consolidated financial statements, but no 
material change is expected.

On February 13, 2008, the Canadian Accounting Standards Board (“AcSB”) confirmed the use of International Financial Reporting 
Standards (“IFRS”) for publicly accountable profit-oriented enterprises, beginning on January 1, 2011 with appropriate comparative data 
from the prior year. IFRS will replace the current CICA Handbook as Canadian generally accepted accounting principles (GAAP). Under 
IFRS, significantly increased disclosure is required, especially for interim reporting. While IFRS uses a conceptual framework similar 
to Canadian GAAP, there are significant differences in accounting policies which must be addressed. At this time, the Company has 
appointed internal staff to lead the conversion project along with sponsorship from Executive Management. In addition, an external 
advisor has been retained to assist the Company in scoping its conversion project.

CRITICAL ACCOUNTING ESTIMATES
The preparation of financial statements, based on Canadian GAAP, requires the use of estimates and assumptions derived from 
Management’s professional judgment. By definition, estimates and assumptions are subject to a certain degree of uncertainty and 
the effects of changes in these estimates and assumptions on the Company’s unaudited consolidated financial statements could be 
significant. Our critical accounting estimates are consistent with our 2007 annual MD&A dated June 13, 2008.

RISK MANAGEMENT
The financial performance of AOSC may be influenced by a variety of risks inherent to the oil and gas industry, many of which are outside 
the Company’s control. At this stage, AOSC does not have material operations and the Company’s primary assets consist of leases held 
for the purpose of oil sands exploration and development. AOSC’s ongoing success depends on the Company’s ability to execute the 
development projects currently planned. 
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Factors currently influencing the Company’s ability to succeed include, but are not limited to, the following:

Resources, Development and Production

The success of AOSC will largely depend on its ability to continue drilling successful exploration/appraisal wells, prove up economic 
resources and develop economic projects. AOSC’s first two drilling seasons were successful and Management’s geological model and 
understanding of the Company’s acreage was solidified by the well results. Management is optimistic about the future potential, however, 
there is no guarantee that all lands are representative of the drilling results. 

Resources have to be produced and important reservoir engineering and modeling has to be done before the true potential of the leases 
are known. Every well drilled contributes important data to the model, which invariably reduces the Company’s overall risk.

Cost Environment

Competition and increased activity within the oil sands industry has, until recently, contributed to an escalating cost environment for 
most, if not all, aspects of the business. The cost to acquire exploration leases and the price of the professional services and skilled 
labor necessary to evaluate and develop acquired lands has steadily increased. The recent market downturn has increased availability of 
certain services, which is already evident in suppliers renegotiating rates downward in exchange for steady work. AOSC’s success will be 
contingent on its ability to secure key services at costs that align, when integrated into full project economics.

Commodity Prices

History has demonstrated that the price of hydrocarbon-based commodities fluctuates considerably in response to supply and demand 
economics at the regional, national and global level, all of which is outside the control of AOSC and its Management. The Company’s 
future financial success is also dependent on the equilibrium of bitumen supply and demand, which would result in prices that justify oil 
sands development.

Ability to Finance Capital Requirements

The exploration, evaluation and development of oil sands assets requires the infusion of substantial capital on an ongoing basis due 
to the lack of internally generated cash flows in the early stages of corporate growth. These exploration, evaluation and development 
activities must therefore be financed by either equity, debt or some combination of equity and debt. Although the Company does its best 
to manage the timing of financial activities to coincide with favorable market conditions, there is no guarantee that such financing will 
be available based on terms and/or timing that would be acceptable to Management.

Recent developments in capital markets have restricted access to new debt and equity for many companies. AOSC is reviewing its  
2009/2010 capital spending requirements to ensure existing cash is  sufficient until our planned next stage of financing. The Company 
is also reviewing its options for financing its future capital programs in the context of the present financing environment, which may 
include sourcing additional debt facilities, equity markets or potentially joint ventures.

Regulatory, Fiscal and Environmental

The development of oil sands properties depends on a large number of regulatory approvals, both federal and provincial. Government 
regulations change from time to time and there is no guarantee that future project plans can be executed in the same manner  
as existing projects. 
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The fiscal regime within which AOSC currently operates may also change and it is a possibility that oil sands royalty rates  
may be amended in the future. There is always a risk that royalty rates will increase and, to some degree, have an adverse effect on 
project economics. 

CO
2
 taxation is currently being debated in Canada. It is expected that future CO

2
 taxes will increase and may have a negative impact on oil 

sands producers, especially those with existing projects or projects already under construction, where required technical modifications 
may be difficult to implement. In addition, responsible use of water as an input to oil sands exploitation is an issue resource companies 
must address in the early stages of development planning.

Management believes that government regulators realize the importance of oil sands projects to both Alberta and Canada and that 
a competitive economic environment will be maintained. However, Management cannot guarantee this assumption and there can be 
no assurance that currently enacted or potential future environmental legislation will not have an adverse affect on the Company’s  
financial condition.

OUTLOOK
AOSC is pursuing business development activities that Management believes will further increase shareholder value. The planned 
drilling program for winter 2009 is anticipated to be between 80 and 120 wells. These wells will be located to further appraise new and 
existing AOSC leases and enable optimization of the development strategy. 

During 2007, AOSC decided to proceed with a 2,000 barrel per day pilot regulatory application in the Dover Central area. The application 
was submitted June 2nd, 2008. Regulatory approval is expected mid-2009 and first steam is planned for the second half of 2010.

The Thickwood/MacKay drilling results were so encouraging, AOSC decided to “fast track” a pilot application, which was submitted 
October 14th, 2008. It is anticipated the pilot will be between 1,000-1,500 barrels per day capacity with regulatory approval expected 
by the end of 2009 and first steam mid-2010. The area is ideally located just 35 km from Fort McMurray.

Commercial development planning is just starting, but AOSC anticipates the areas identified have the potential for more than  
500,000 barrels per day of production fully developed. AOSC’s first commercial development is expected to be a 30,000 to 40,000 
barrels-per-day project in the Thickwood/MacKay area with submission of the regulatory application in 2009 and first steam 2014.
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Consolidated Balance Sheets
(Unaudited) (Note 1)		

	 As at September 30, 2008	 As at December 31, 2007

Assets				  
Current assets				  
	 Cash and cash equivalents	 $	 137,282,765	 $	 107,250,033
	 Short term investments	 	 146,138,500		  -
	 Cash held in trust (Note 7)	 	 47,868,493	 	 -
	 Accounts receivable	 	 7,782,697	 	 1,268,786
	 Prepaids and other		  240,204	 	 482,636

				    339,312,659	 	 109,001,455
Deferred charges	 	 85,500	 	 90,000
Property and equipment (Notes 4, 6 and 7)	 	 435,690,676	 	 286,168,803

			   $	 775,088,835	 $	 395,260,258

Liabilities and Shareholders’ equity				  
Current liabilities				  
	 Accounts payable and accrued liabilities (Note 5)	 $	 15,271,131	 $	 11,190,300

			   	 15,271,131	 	 11,190,300
Long-term debt (Note 7)	 	 376,963,896	 	 -
Future income tax liability (Note 9)	 	 14,315,420	 	 -

			   	 406,550,447	 	 11,190,300

Shareholders’ equity				  
	 Common shares (Note 12)	 	 372,015,802	 	 383,871,683
	 Warrants (Note 12)	 	 1,494,578	 	 1,494,578
	 Contributed surplus (Notes 12 and 13)	 	 39,872,403	 	 28,758,384
	 Accumulated deficit	 	 (44,844,395)	 	 (30,054,687)

			   	 368,538,388	 	 384,069,958

			   $	 775,088,835	 $	 395,260,258

Commitments (Notes 12, 15 and 17)

See accompanying notes to the unaudited interim consolidated financial statements

Consolidated Financial Statements 
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Consolidated Statements of Loss, Comprehensive Loss and Accumulated Deficit 
(Unaudited)

			   Three months ended	Ni ne months ended 
			   September 30	 September 30

			   2008	 2007	 2008	 2007

Revenue								      
	 Interest income	 $	 1,651,842	 $	 651,881	 $	 2,764,444	 $	 763,140
Expenses								      
	 Stock based compensation (Note 13)		  1,359,169	 	 2,869,276	 	 6,573,909		  8,637,966
	 Personnel costs	 	 1,313,597	 	 825,337	 	 2,812,118		  1,317,025
	 Consulting services	 	 233,438	 	 148,348	 	 467,631	 	 470,337
	 Office and corporate costs	 	 825,019	 	 211,885	 	 1,933,807		  531,724
	 Financing and interest costs (Notes 6 and 7)	 	 8,923,888	 	 150,967		  8,960,068		  261,755
	 Deferred borrowing cost amortization	 	 1,354,918		  -		  1,354,918		  -
	 Depreciation and amortization	 	 47,745		  13,232		  117,123	 	 33,150
	 Research and development expense	 	 76,565	 	 -	 	 97,029		  -

			   	 14,134,339	 	 4,219,045	 	 22,316,603		  11,251,956

Net loss before income taxes	 	 (12,482,497)		  (3,567,164)	 	 (19,552,159)	 	 (10,488,816)
Future income tax recovery (Note 9)	 	 (2,781,073)		  (209,339)		  (4,762,451)		  (679,076)
Net loss and comprehensive loss	 $	 (9,701,424)	 $	 (3,357,825)	 $	 (14,789,708)	 $	 (9,809,740)
Accumulated deficit, beginning of period	 	 (35,142,971)		  (22,679,480)		  (30,054,687)	 	 (16,227,565)

Accumulated deficit, end of period	 $	 (44,844,395)	 $	 (26,037,305)	 $	 (44,844,395)	 $	 (26,037,305)

								      
Net loss per share, basic & diluted (Note 14)	 $	 (0.05)	 $	 (0.02)	 $	 (0.08)	 $	 (0.07)

See accompanying notes to the unaudited interim consolidated financial statements
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Consolidated Statements of Cash Flows
(Unaudited)

			   Three months ended	Ni ne months ended 
			   September 30	 September 30

			   2008	 2007	 2008	 2007

Cash provided by (used in)								      
								      
Operating activities								      
	 Net loss	 $	 (9,701,424)	 $	 (3,357,825)	 $	 (14,789,708)	 $	 (9,809,740)
	 Items not effecting cash								      
		  Stock based compensation (Note 13)		  1,359,169		  2,869,276		  6,573,909		  8,637,966
		  Future income tax recovery	 	 (2,781,073)	 	 (209,339)	 	 (4,762,451)		  (679,076)
		  Changes to long term deferred charges		  1,500		  1,500	 	 4,500		  4,500
		  Deferred borrowing cost amortization (Note 7)	 1,354,918		  -		  1,354,918		  -
		  Depreciation and amortization	 	 47,745	 	 13,232		  117,123	 	 33,150

				    (9,719,165)	 	 (683,156)	 	 (11,501,709)	 	 (1,813,200)
	 Changes in non-cash working capital (Note 8)		 9,339,031	 	 (584,769)	 	 7,892,640	 	 (854,266)

			   	 (380,134)	 	 (1,267,925)	 	 (3,609,069)	 	 (2,667,466)

Financing activities								      
	 Proceeds from share / warrant issuances	 	 4,669,813		  250,000,500	 	 5,777,313		  250,000,500
	 Share issuance costs	 	 (24,946)	 	 (17,550,817)		  (68,694)	 	 (17,547,669)
	 Proceeds from senior secured debentures 
	 (Note 7)	 	 400,000,000		  -		  400,000,000	 	 -
	 Senior secured debenture  
	 borrowing costs (Note 7)	 	 (24,391,022)		  -	 	 (24,391,022)	 	 -
	 Cash held in trust (Note 7)	 	 (47,868,493)		  -	 	 (47,868,493)		  -
	 Shareholder loan	 	 -		  -		  -		  9,797,000
	 Changes in non-cash working capital (Note 8)		 201,101	 	 -	 	 (26,899)	 	 21,783,923

			   	 332,586,453	 	 232,449,683	 	 333,422,205	 	 264,033,754

Investing activities								      
	 Additions to property and equipment	 	 (33,531,291)	 	 (100,766,930)	 	 (143,585,515)	 	 (154,156,134)
	 Short term investments		  (146,138,500)		  -	 	 (146,138,500)		  -
	 Changes in non-cash working capital (Note 8)		 (1,524,134)	 	 40,639	 	 (10,056,389)	 	 230,064

				    (181,193,925)	 	 (100,726,291)		  (299,780,404)	 	 (153,926,070)

Net increase in cash and cash equivalents		  151,012,394	 	 130,455,467	 	 30,032,732	 	 107,440,218
Cash and cash equivalents, beginning of period	 	 (13,729,627)	 	 (19,681,600)	 	 107,250,033	 	 3,333,649

Cash and cash equivalents, end of period	 $	 137,282,765	 $	 110,773,867	 $	 137,282,765	 $	 110,773,867

Cash and cash equivalents comprises								      
	 Deposits with banks	 $	 18,126,045	 $	 11,963,867	 $	 18,126,045	 $	 11,963,867
	 Term deposits	 	 119,156,720	 	 98,810,000	 	 119,156,720		  98,810,000

			   $	 137,282,765	 $	 110,773,867	 $	 137,282,765	 $	 110,773,867

See accompanying notes to the unaudited interim consolidated financial statements 
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Notes to Unaudited Interim Consolidated Financial Statements
As at September 30, 2008 and for the three and nine months ended September 30, 2008

1.	 NATURE OF OPERATIONS
Athabasca Oil Sands Corp. (“AOSC” or the “Company”) was incorporated on August 23, 2006 under the laws governing the Province of 
Alberta. AOSC is in business to explore for, develop and produce oil sands-related assets in the Athabasca oil sands region of northeastern 
Alberta. To date, AOSC has not earned significant revenues and is considered to be a development stage company.

Due to the long lead times and high costs associated with implementing the technology and creating the infrastructure necessary to 
bring identified resources to market, the success of AOSC is heavily dependent upon its ability to raise additional capital to fund further 
exploration to maintain its interests in existing oil sands properties and to identify and develop commercially productive resources.

These financial statements have been prepared in accordance with Canadian generally accepted accounting principles (GAAP) assuming 
that AOSC will continue to operate for the foreseeable future and will be able to realize its assets and discharge its liabilities in the normal 
course of business. If the going concern assumption was not appropriate for these statements, adjustments would be required to the 
Company’s overall financial presentation.

2.	 SIGNIFICANT ACCOUNTING POLICIES AND BASIS FOR PRESENTATION
The interim consolidated financial statements of the Company have been prepared in accordance with Canadian GAAP. These interim 
consolidated financial statements have been prepared using the same accounting policies and methods of computation as the financial 
statements for the year ended December 31, 2007 except as disclosed in note 3. These interim consolidated financial statements do 
not include all disclosures required in the annual financial statements and should be read in conjunction with the Company’s audited 
consolidated annual financial statements and notes thereto for the year ended December 31, 2007.

3.	 CHANGES IN ACCOUNTING POLICIES
a)	 Financial Instruments

On January 1, 2008, AOSC adopted Canadian Institute of Chartered Accountants (CICA) handbook section 3862 “Financial Instruments –  
Disclosures”, and section 3863 “Financial Instruments – Presentation”. Sections 3862 and 3863 replace section 3861 “Financial 
Instruments – Disclosures and Presentation” which revises financial instruments disclosure requirements and leaves unchanged its 
presentation requirements. These new sections placed increased emphasis on disclosures about the nature and extent of risks arising 
from financial instruments and how AOSC manages those risks. See note 10.

b)	 Capital Disclosures

On January 1, 2008, AOSC adopted Canadian Institute of Chartered Accountants (CICA) handbook section 1535 “Capital Disclosures”. 
Section 1535 requires the disclosure of the Company’s objectives, policies, and processes for managing capital. This includes qualitative 
information regarding AOSC’s objectives, policies and processes for managing capital and quantitative data about what the Company 
manages as capital. These disclosures are based on information used internally by AOSC management. See note 11.
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c)	 Future Accounting Changes

The CICA issued a new accounting standard, section 3064 “Goodwill and Intangible Assets”, which is effective on January 1, 2009. 
The standard replaces section 3062 “Goodwill and other intangible assets” and section 3450 “Research and development costs”. This 
section establishes standards for the recognition, measurement, presentation and disclosure of goodwill and intangible assets. AOSC is 
currently evaluating the impact the adoption of this new section may have on the Company’s consolidated financial statements, but no 
material change is expected.

On February 13, 2008, the Canadian Accounting Standards Board (“AcSB”) confirmed the use of International Financial Reporting 
Standards (“IFRS”) for publicly accountable profit-oriented enterprises, beginning on January 1, 2011 with appropriate comparative data 
from the prior year. IFRS will replace the current CICA Handbook as Canadian GAAP. Under IFRS significantly increased disclosure 
is required, especially for interim reporting. While IFRS uses a conceptual framework similar to Canadian GAAP, there are significant 
differences in accounting policies which must be addressed. The effects of these new standards on the Company’s consolidated financial 
statements will be reviewed in the coming months.

d)	 Property and Equipment

During the nine months ended September 30, 2008, the Company incurred research costs. The Company engages in research and 
development activities to develop or improve processes and techniques to extract oil from oil sands deposits. Research involves planned 
investigation with the goal of attaining new knowledge. Development involves translating that knowledge into a new technology or 
process. Research costs are expensed as incurred. Development costs are capitalized once technical feasibility is established and if 
the Company intends to proceed with development. These costs are capitalized in Property and Equipment until the commencement 
of commercial operations or production. Otherwise, development costs are expensed as incurred. Development costs include pre-
operating revenues and costs.

4.	 PROPERTY & EQUIPMENT
The following table summarizes AOSC’s property and equipment accounts as at September 30, 2008 and December 31, 2007:

				    Cost	 Accum. DD&A	 Net Book Value

September 30, 2008						    
Oil Sands Assets						    
	 Mineral properties		  	 $	 299,588,205	 $	 -	 $	 299,588,205
	 Exploration and evaluation			   	 123,140,535		  -		  123,140,535
	 Engineering and development			   	 11,953,529		  -		  11,953,529

					     	 434,682,269				    434,682,269
Corporate assets			   	 1,181,352		  (172,945)		  1,008,407

					     $	 435,863,621	 $	 (172,945)	 $	 435,690,676
December 31, 2007						    
Oil Sands Assets							     
	 Mineral properties		  	 $	 250,409,232	 $	 -	 $	 250,409,232
	 Exploration and evaluation			   	 33,723,705		  -		  33,723,705
 	 Engineering and development			   	 1,519,770		  -		  1,519,770

				    		  285,652,707				    285,652,707
Corporate assets		  		  571,918		  (55,822)		  516,096

				    	 $	 286,224,625	 $	 (55,822)	 $	 286,168,803
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The cost of the Oil Sands Assets is not being amortized as the properties have not been fully developed and there is no commercial 
production associated with these assets. All other corporate assets are currently being depreciated.

For the three and nine months ended September 30, 2008, the Company capitalized $597,545 and $649,943 (three and nine months 
ended September 30, 2007: $377,333 and $547,681) of borrowing costs directly attributed to development activity. 

For the three and nine months ended September 30, 2008, the Company capitalized (recovered) $992,536 and $2,019,347 (three 
and nine months ended September 30, 2007: ($24,739) and $190,208) of general and administrative costs directly attributed to 
development activity. 

As at September 30, 2008, AOSC’s property and equipment includes $8,873,479 of capitalized stock-based compensation  
(December 31, 2007: $2,819,998).

5.	 ACCOUNTS PAYABLE & ACCRUED LIABILITIES
The following table summarizes AOSC’s accounts payable and accrued liabilities accounts as at September 30, 2008 and  
December 31, 2007:

	 September 30, 2008	 December 31, 2007

Trade payables	 $	 335,220	 $	 2,235,347
Accrued trade payables	 	 5,933,876	 	 8,936,120
Accrued debenture interest	 	 8,975,342	 	 -
Other payables	 	 26,693		  18,833

Total	 	 $	 15,271,131	 $	 11,190,300

	

6.	 SHORT TERM CREDIT FACILITY
As at September 30, 2008, AOSC had a $25,000,000 revolving demand credit facility with a Canadian Chartered Bank. Interest on 
drawings against the facility is payable at prime, and there are no stand-by fees associated with undrawn amounts. The effective interest 
rate on amounts borrowed under the facility for the three and nine months ended September 30, 2008 is 0.4% and nil (three and nine 
months ended September 30, 2007: nil and nil). The credit facility is secured by a fixed and floating demand debenture and a general 
assignment of debt over unconventional oil sands leases.

7.	 LONG TERM DEBT
On July 30, 2008, the Company issued $400,000,000 of senior secured debentures with a term of three years, maturing July 30, 2011. 
The debentures bear an interest rate of 13% paid semi-annually in arrears on December 31 and June 30. The debentures also include 
early redemption and change of control features, which would result in payout between 105% and 110% of face value. The debentures 
are secured by a fixed and floating demand debenture and a general assignment of debt over unconventional oil sands leases.
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Borrowing costs related to the debentures are capitalized and amortized to the balance over the term of the debentures. The following 
table summarizes AOSC’s long term debt accounts as at September 30, 2008 and December 31, 2007:

	 September 30, 2008	 December 31, 2007

Debentures – face value	 $	 400,000,000	 $	 -
Deferred borrowing costs	 	 (24,391,022)	 	 -
Amortization of deferred borrowing costs	 	 1,354,918	 	 -

Total	 	 $	 376,963,896	 $	 -

In accordance with the Trust Indenture dated July 30, 2008, the Company has set aside the first two interest payments related to the 
debentures totaling $47,868,493, which is held in trust.

8.	 NET CHANGE IN NON-CASH WORKING CAPITAL
The following table summarizes the Company’s changes in non-cash working capital for the three and nine months ended  
September 30, 2008 and 2007:

			   Three months ended	Ni ne months ended 
Source/(use)	 September 30	 September 30

			   2008	 2007	 2008	 2007

Operating activities								      
	 Accounts receivable	 $	 758,699	 $	 (186,073)	 $	 (1,176,219)	 $	 (607,807)
	 Prepaids and other	 	 (347)	 	 (138,644)		  41,828		  (180,927)
	 Accounts payable and accrued liabilities	 	 8,580,679		  (260,052)		  9,027,031		  (65,532)

			   	 9,339,031	 	 (584,769)	 	 7,892,640		  (854,266)

Financing activities								      
	 Subscription proceeds held in trust	 	 -		  -		  -		  18,314,641
	 Accounts receivable		  -		  -		  -		  3,682,645
	 Accounts payable and accrued liabilities		  201,101		  -	 	 (26,899)		  (213,363)

			   	 201,101	 	 -		  (26,899)		  21,783,923

Investing activities								      
	 Accounts receivable	 	 (872,496)		  -	 	 (5,337,692)	 	 57,925
	 Prepaids and other	 	 77,825		  -	 	 200,604		  500,000
	 Accounts payable and accrued liabilities	 	 (729,463)	 	 40,639		  (4,919,301)	 	 (327,861)

			   	 (1,524,134)	 	 40,639	 	 (10,056,389)		  230,064

Net change in non-cash working capital	 $	 8,015,998	 $	 (544,130)	 $	 (2,190,648)	 $	 21,159,721
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9.	 INCOME TAXES
The following table summarizes the tax effects of significant temporary differences that give rise to future income tax assets and liabilities 
as at September 30, 2008 and December 31, 2007:

	 September 30, 2008	 December 31, 2007

Future income tax assets				  
	 Share issuance costs	 $	 3,246,340	 $	 3,979,455
	 Debt issuance costs	 	 76,311	 	 62,205
	 Non capital loss carry-forward	 	 14,876,325	 	 8,745,711
Future income tax liabilities				  
	 Capital assets in excess of tax values	 	 (32,514,396)	 	 (11,258,947)
Valuation allowance		  -	 	 (1,528,424)

Net future income tax asset (liability)	 $	 (14,315,420)	 $	 -

The following table reconciles income taxes calculated at the Canadian statutory rate of 29.5 percent (2007 – 32.12 percent) with actual 
income taxes:

			   Three months ended	Ni ne months ended 
		  	 September 30	 September 30

			   2008	 2007	 2008	 2007

Net loss before income taxes	 $	 (12,482,497)	 $	 (3,567,164)	 $	 (19,552,159)	 $	 (10,488,816)
								      
Expected income tax recovery								      
	 Income tax recovery at statutory rate	 	 (3,682,337)	 	 (1,145,773)	 	 (5,767,887)	 	 (3,369,008)
Actual income tax reconciliation								      
	 Stock-based compensation		  400,955	 	 921,611	 	 1,939,303	 	 2,774,515
	 Reversal of valuation allowance	 	 -	 	 -	 	 (1,528,424)		  (144,947)
	 Effects of tax rate changes, timing of use & other		  500,309	 	 14,823	 	 594,557	 	 60,364

Income tax (recovery)	 $	 (2,781,073)	 $	 (209,339)	 $	 (4,762,451)	 $	 (679,076)

As at September 30, 2008, the Company had approximately $401.0 million of tax pools available for deduction against future  
taxable income.

In 2008 the Company renounced $70,258,000 of qualifying exploration expenditures to flow-through common share subscribers under 
the look back rule for flow-through financing proceeds from 2007. The effective date of the renouncement was December 31, 2007 based 
on actual core hole drilling program expenditures incurred in the first three months of 2008. The future tax effect of this renouncement 
at a future estimated tax rate of 25% is $17,564,500 and has been recorded as a reduction to the share capital.
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10.	FINANCIAL INSTRUMENTS
Fair Value

The Company’s financial instruments are comprised of cash and cash equivalents, cash held in trust, and short term investments classified 
as available-for-sale, accounts receivable, classified as loans and receivables, and accounts payable and accrued liabilities, demand 
credit facility, and senior secured debentures, classified as other liabilities. The fair values of the financial instruments approximate their 
carrying value, with the exception of the senior secured debentures.

Because no observable market exists, the fair value for the senior secured debentures is estimated based on discounted cash flow 
analysis using an estimated discount rate, with consideration for changes in economic and market conditions since issuance. Changes in 
the discount rate will impact the fair value of the senior secured debentures. A 1% change in the discount rate will impact the fair value of 
the senior secured debentures by approximately $9.0 million. As at September 30, 2008 the fair value of the senior secured debentures 
was estimated at $369.0 million (present value using an estimated current interest rate of 15.5%).

Credit Risk

Credit risk is the risk of a financial loss to the Company if a counter party to a financial instrument fails to meet its contractual obligation. 
The Company’s financial assets that are exposed to credit risk consist of cash and cash equivalents and accounts receivable. The 
Company mitigates this risk by investing cash and cash equivalents with major financial institutions. The Company has not had any 
credit losses in the past and the risk of financial loss is considered to be low. 

The maximum exposure to credit risk is represented by the carrying amount on the balance sheet. The Company’s general accounts 
receivable terms are net 30 days. There are no material financial assets the Company considers impaired due to credit risk  
related defaults.

As at September 30, 2008, 78% of the Company’s consolidated accounts receivable are due from one counter party, compared to nil as 
at December 31, 2007. This counter party is considered to have high credit worthiness.

Liquidity Risk

Liquidity risk is the risk that the Company will not meet its financial obligations as they come due. Financial liabilities are comprised 
of accounts payable and accrued liabilities, demand credit facility, and senior secured debentures. The Company actively manages its 
liquidity through cash, debt and equity management strategies. Such strategies include continuously monitoring forecasted and actual 
cash flows from operating, financing, and investing activities, available credit under existing banking arrangements and opportunities to 
issue additional debt and equity instruments. Liquidity risk is mitigated by maintaining a sufficient cash balance as well as maintaining 
a sufficient current and projected liquidity cushion to meet expected future payments. 

For the nine months ended September 30, 2008, the Company met all obligations associated with its financial liabilities. The Company’s 
outstanding financial liabilities mature within one year, with the exception of the Company’s senior secured debentures, which mature 
July 30, 2011.
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Market Risk

Market risk is the risk that changes in market prices, such as foreign exchange rates, commodity prices, and interest rates will affect 
the Company’s net earnings or value of financial instruments. The objective of market risk management is to mitigate exposures within 
acceptable limits, while maximizing returns. The Company is exposed to changes in interest rates.

Interest Rate Risk

Interest rate risk is the risk that future cash flows will fluctuate as a result of changes in market interest rates. The Company has variable 
interest rates on its cash and cash equivalents and demand credit facility, resulting in exposure to fluctuations in interest rates. The 
interest rate on the Company’s long-term debt is fixed. 

For the three and nine months ended September 30, 2008, the Company’s exposure to interest rate fluctuations on interest earned on 
the average cash and cash equivalents balance or interest charged on the average outstanding credit facility balance, from a 1% change 
in interest rates, would have an insignificant impact on the consolidated financial statements.

11.	 CAPITAL MANAGEMENT
The Company’s objectives when managing capital are to maintain a capital structure which optimizes the costs of capital at an acceptable 
risk, allowing the Company to:

•	 Fund its development and exploration program
•	 Provide financial flexibility to execute on strategies

AOSC manages the following capital:

•	 Common shares and warrants
•	 Demand credit facility
•	 Working capital (defined as current assets, excluding cash held in trust, minus current liabilities,  

excluding the demand credit facility)
•	 Long-term debt

The following table summarizes AOSC’s capital structure as at September 30, 2008 and December 31, 2007:

	 September 30, 2008	 December 31, 2007

Common shares and warrants (Note 12)	 $	 373,510,380	 $	 385,366,261
Demand credit facility	 	 -		  -
Working capital	 	 276,173,035	 	 97,811,155
Long-term debt	 	 (376,963,896)	 	 -

Total capitalization	 $	 272,719,519	 $	 483,177,416
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The Company does not have commercial operations. As a development stage company, AOSC Management and the Board of Directors 
ensure sufficient funds are available to meet capital requirements, but no formal quantitative measures around capital management 
have been established. The reduction in total capitalization results from the issuance of long-term debt, the tax effect of the flow through 
share renouncement, and spending on property and equipment. AOSC manages its capital structure through the issuance of both debt 
and equity. The Company has established access in past transactions to both debt and equity markets. AOSC anticipates continuing to 
access both debt and equity markets to fund future growth of the business. 

12.	SHARE CAPITAL
a)	 Authorized

Authorized share capital of AOSC consists of an unlimited number of common shares.

b)	I ssued and outstanding

The following table summarizes changes to the Company’s common share capital during the period:

Common shares outstanding	 NUMBER	 $

Balance at December 31, 2006	 	 138,446,461	 	 124,029,175
Issued common shares for cash (ii)	 	 29,581,000	 	 205,883,760
Issued flow-through shares for cash (ii)	 	 7,783,450	 	 69,946,662
Warrants exercised (iv)	 	 1,561,900	 	 1,952,375
Share issue costs (net of tax benefit)	 	 -	 	 (14,605,443)
Tax effect of flow-through shares (i)	 	 -	 	 (3,334,846)

Balance at December 31, 2007	 	 177,372,811		  383,871,683
Purchase warrants exercised (iv)	 	 4,621,850		  5,777,313
Share issue costs		  -		  (68,694)
Tax effect of flow-through shares (iii)		  -		  (17,564,500)

Balance at September 30, 2008	 	 181,994,661		  372,015,802

i.	 During the year ended December 31, 2007 the Company renounced $13,339,383 of qualifying exploration expenditures to flow-
through common share subscribers under the look back rule for flow-through financing proceeds from December 2006. The 
effective date of the renouncement was December 31, 2006 based on actual core hole drilling program expenditures incurred in the 
first three months of 2007. The future tax effect of this renouncement at a future estimated tax rate of 25% is $3,334,846 and has 
been recorded as a reduction to the share capital.

ii.	 During August 2007, the Company issued 29,581,000 common share securities at a price of $6.96/share and 29,581,000 
liquidity rights at a price of $0.04/right, and 5,051,000 flow-through securities consisting of 5,051,000 flow-through shares at 
a price of $8.46/share and 5,051,000 flow-through liquidity warrants at a price of $0.04/warrant. For further description see  
section (c) below.

	 In December 2007, the Company issued 2,732,450 flow-through securities consisting of 2,732,450 flow-through shares at a  
price of $9.96/share and 2,732,450 flow-through liquidity warrants at a price of $0.04/warrant. For further description see  
section (c) below.
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iii.	 During the three months ended March 31, 2008 the Company renounced $70,258,000 of qualifying exploration expenditures to 
flow-through common share subscribers under the look back rule for flow-through financing proceeds from 2007. The effective 
date of the renouncement was December 31, 2007 based on actual core hole drilling program expenditures incurred in the first 
three months of 2008. The future tax effect of this renouncement at a future estimated tax rate of 25% is $17,564,500 and has 
been recorded as a reduction to the share capital.

iv.	 The Company reserved 112,000,000 common shares for issuance upon exercise of certain issued and outstanding purchase 
warrants, each whole purchase warrant exercisable at a price of $1.25 per share on or before five years from the date of issuance. 
The following table summarizes changes to the Company’s purchase warrants during the period:

Purchase warrants outstanding		  NUMBER

Balance at December 31, 2006				    112,000,000
Exercised				    (1,561,900)
Balance at December 31, 2007			   	 110,438,100
Exercised			   	 (4,621,850)
Balance at September 30, 2008			   	 105,816,250

No value was assigned to these warrants at the time of issuance.

c)	 Outstanding Liquidity Rights/Warrants

The Company has reserved 3,736,445 common shares which will be issued providing the Company does not meet the liquidity event 
requirements as outlined in the August 2007 and December 2007 share subscriptions. These common shares represent 0.10 shares per 
right/warrant issued under the 2007 financings.

Each flow-through liquidity warrant provides the security holder with a right to 0.10 additional common shares per warrant subscribed 
if the Company does not satisfy a liquidating event by February 16, 2009. Each common share subscribed during the August 2007 
offering has a similar right to an additional 0.10 common shares for each share subscribed if the liquidating event does not take place 
before February 16, 2009.

A liquidity event, as it relates to the securities described above, means:

I.	 an initial public offering whereby the common shares of the Company are listed and posted for trading on a recognized Canadian 
or U.S. stock exchange, or

II.	 the completion of any transaction as a result of which all or substantially all of the outstanding common shares are exchanged for 
the securities of another issuer, and such securities will be listed on a recognized exchange.
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The following table summarizes changes to the Company’s liquidity rights/warrants during the period:

			   		N  UMBER OF COMMON 
			   	N UMBER OF	 SHARES ISSUED	  
Liquidity rights/warrants outstanding		   RIGHTS/WARRANTS	 IF CONVERTED	 $

Liquidity rights issued with 29,581,000  
	 common shares (Aug. 2007)			   	 29,581,000		  2,958,100	 	 1,183,240
Liquidity warrants issued with 5,051,000  
	 flow-through shares (Aug. 2007)			   	 5,051,000		  505,100	 	 202,040
Liquidity warrants issued with 2,732,450  
	 flow-through shares (Dec. 2007)			   	 2,732,450		  273,245	 	 109,298

Balance at September 30, 2008 and December 31, 2007	 		  37,364,450		  3,736,445	 	 1,494,578

d)	 Outstanding Performance Warrants

Two series of performance warrants were initially issued totaling 19,000,000 warrants. 9,500,000 Series I performance warrants and 
9,500,000 Series II performance warrants were issued, which are exercisable for a period of nine years from the date of issuance and 
only if the net asset value per fully diluted common share is equal to or greater than $1.50 or $2.50 per share (for the Series I and II 
performance warrants respectively), and certain liquidity thresholds have been achieved.

During 2007 all performance criteria associated with these performance warrants were achieved.

e)	 Contributed Surplus 

The following table summarizes changes to the Company’s contributed surplus for the period:

		

Balance at December 31, 2006			   $	 16,020,591
Capitalized stock-based compensation			   	 2,041,486
Expensed stock-based compensation			   	 10,696,307

Balance at December 31, 2007			   	 28,758,384
Capitalized stock-based compensation			   	 4,540,110
Expensed stock-based compensation			   	 6,573,909

Balance at September 30, 2008		  	 $	 39,872,403

13.	STOCK-BASED COMPENSATION
The Company has a stock-based compensation (SBC) plan that currently consists of Founders’ common share option grants, performance 
based warrants to acquire common shares, and stock options issued to directors, executive, management, employees and consultants.

The stock option plan is a rolling plan and currently limits the number of common shares that may be issued on exercise of options 
awarded under the plan to an aggregate of 10 percent of the common shares outstanding from time to time.
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The Company uses the fair value method to calculate stock based compensation. For employees and consultants who are specifically 
working on capital projects the fair value of the cost is allocated to property and equipment, the remainder is expensed. The fair value 
calculation assumes risk free interest rates ranging from 3.23 percent to 4.63 percent based on the date of grant, is amortized over the 
applicable vesting periods and assumes no estimated volatility rate.

Since there is no recognized market for AOSC’s private shares, the fair value of the instruments included in the stock-based compensation 
calculation during the period have been estimated based on the per share price obtained from the private equity issuance that immediately 
preceded the share grant. Between private equity issuances, a smoothing effect (straight line basis) of the price appreciation is utilized. 
The Company has not incorporated a volatility factor into its fair value estimate of the share grants.

A compensation expense is recognized with an offsetting increase to contributed surplus as common shares are paid for or distributed 
in the form of employee-related compensation.

For the three and nine months ended September 30, 2008 the Company expensed $1,359,169 and $6,573,909 (three and nine months 
ended September 30, 2007: $2,869,276 and $8,637,966), and capitalized $2,771,271 and $6,053,481 (three and nine months ended 
September 30, 2007: $979,892 and $1,773,122) of stock based compensation, including the future income tax effect. See note 12(e).

Founders’ Common Share Options and Performance Warrants

The Founders’ common share options and performance warrants being distributed as part of the Company’s stock-based compensation 
plan are drawn from the original Founders’ common shares issued to Avenir Capital Corporation. These Founders’ common shares are 
considered fully paid and have been treated as outstanding in the Company’s share capital accounts. The Founders’ common share 
options and performance warrants that give rise to stock based compensation are subject to specific vesting criteria.

Founders’ common shares initially issued were 20,000,000 of which 17,065,000 were available for allocation to directors, executive, 
management, employees and consultants. As at September 30, 2008 16,888,750 Founders’ common share options were allocated 
of which 14,186,045 had vested. Similarly, 9,500,000 Series I and 9,500,000 Series II performance warrants were issued of which 
7,502,500 Series I and 7,502,500 Series II were available for allocation to employees. As at September 30, 2008 7,338,125 of  
each Series I and Series II performance warrants were granted of which 5,694,268 of each Series I and Series II performance warrants 
were vested.

Stock Options

The Company has a Stock Option Plan, approved in 2006 which allows options to be granted to employees, directors and consultants. 
The specific terms are to be set out by the Board of Directors when each specific tranche of options is approved. All options issued by 
the Company permit the holder to purchase one common share of the Company at the stated exercise price or to receive a cash payment 
equal to the appreciated value of the stock option.
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In 2007, the Company reserved the first tranche of 2,000,000 common shares in connection with this plan for use in attracting and 
rewarding employees. The effects of awarding options to employees have been included in the Company’s stock based compensation 
calculation. The following table summarizes changes to the Company’s stock options during the period:

		  WEIGHTED AVERAGE 
Options outstanding	 NUMBER	 EXERCISE PRICE

Balance at December 31, 2006	 	 -	 $	 -
Granted 		  470,000		  7.35

Balance at December 31, 2007	 	 470,000		  7.35
Granted		  957,000		  8.30

Balance at September 30, 2008	 	 1,427,000	 $	 8.02

The following table summarizes exercisable options as at September 30, 2008:

 			 
		  WEIGHTED AVERAGE 
exercisable Options outstanding	 NUMBER	 EXERCISE PRICE

Balance at September 30, 2008		  335,669	 $	 8.11

Incentive Bonus Plan

A cash incentive bonus plan was approved by the Board in 2008. The plan provides for a cash payment of $4.50 per outstanding option 
to certain specified holders of stock options in the event of a specified Change of Control. As at September 30, 2008, the potential 
liability associated with these incentive rights is $5,400,000.

14.	PER SHARE COMPUTATIONS
The weighted average number of common shares outstanding for the three and nine months ended September 30, 2008 was  
181,130,434 and 178,906,357 (three and nine months ended September 30, 2007: 153,503,852 and 143,539,402). Per share amounts 
are calculated without the inclusion of dilutive securities during periods in which there is a loss. There were 129,979,695 outstanding 
dilutive securities available for future periods at September 30, 2008.

15.	COMMITMENTS
Summary of Commitments

$ (000’s)	 2008	 2009	 2010	 2011	 2012	 2013	 2014	 2015	 2016	 Total

Office leases	 466	 2,384	 2,384	 2,384	 2,384	 1,071	 480	 480	 442	 12,475
Drilling contracts	 4,285	 3,302	 -	 -	 -	 -	 -	 -	 -	 7,587
Total	 4,751	 5,686	 2,384	 2,384	 2,384	 1,071	 480	 480	 442	 20,062
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Office Leases

During the nine months ended September 30, 2008, the Company entered into a new office lease for one additional floor in its current 
location. The new lease commitment is for approximately 4 years and includes basic rent, operating costs and property taxes. The term 
coincides with the lease commitment in the current office location. The Company also entered into a sublease for this new office space 
to partially offset the cost. The lease and sublease begin January 1, 2009. The sublease is for an initial period of six months until June 30, 
2009, and continues thereafter on a month to month basis, with a requirement for three months written notice of intent to terminate 
the sublease.

Drilling Contracts

During the three months ended September 30, 2008, the Company entered into new agreements to add additional rigs for a minimum 
of 70 to 90 days throughout the 2008/9 drilling season, commencing December 1, 2008. Management estimates the minimum 
commitment on these contracts to be $4,403,000.

During the three months ended September 30, 2008, the Company entered into a new agreement to purchase materials related to the 
2008/9 drilling season. Management estimates the minimum commitment on this contract to be $3,115,000.

The Company also committed to drilling related requirements of $69,000.

16.	RELATED PARTY TRANSACTIONS
Expense Reimbursements

During the three months ended September 30, 2008 the Company reimbursed Avenir Capital Corporation for certain expenses incurred 
related to employee business travel and financing costs. Avenir Capital Corporation is the Company’s founding shareholder and trustee 
of the Company’s employee stock-based compensation plan. The expenses of $195,319 were all recorded at the exchange amount.

17.	 SUBSEQUENT EVENTS
Subsequent to September 30, 2008, the Company entered into an agreement with a non-profit industry group of in situ oil sands 
organizations, with the objective of representing the interests of in situ oil sands producers and developers in public and private matters 
of interest to the group. Management estimates a commitment up to $1,000,000 over the 5 year term, under the funding agreement 
for this group.

Subsequent to September 30, 2008, 3,250,000 of each Series I and Series II performance warrants were exercised.

Subsequent to September 30, 2008, AOSC signed a Joint Venture Agreement with an undisclosed third party. The Company has 
acquired a 50% interest and operatorship in more than 750,000 acres of joint venture lands.
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