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HIGHLIGHTS

e Sales volumes averaged 4,717 boe/d in the first quarter of 2008, an increase of 475% from the first
guarter of 2007 and 25% from the fourth quarter of 2007.

e Field production volumes in the first quarter of 2008 were 3,995 boe/d, 3% lower than fourth quarter
estimated field volumes of 4,134 boe/d (reported as 4,388 boe/d due to positive prior period volume
accrual adjustments booked in the fourth quarter of 2007).

e Funds flow in the first quarter of 2008 was $31.9 million ($0.37 per share), which represents a
significant increase from funds flow of $3.0 million ($0.04 per share) in the first quarter of 2007 and
funds flow of $22.2 million ($0.26 per share) in the fourth quarter of 2007.

e The Company recorded a net loss of $3.2 million in the first quarter of 2008 (loss of $0.04 per
share), a decrease over earnings from the first quarter of 2007 (income of $0.5 million). The
Company recorded an unrealized foreign exchange loss of $6.5 million in the first quarter of 2008,
driven by the weakening of the Canadian dollar relative to the U.S. dollar and British pound sterling.
The Company also recorded an unrealized fair value impairment of $4.8 million in respect of its
Asset Back Commerci al Paper (AABCPO) holdings.

e U.K. operating netbacks were robust, averaging $82.14 per boe, an increase of 61% from the first
quarter of 2007 and an increase of 14% from the operating netbacks during the fourth quarter of
2007. Operating and transportation costs averaged $6.43 per boe in the first quarter of 2008.

e The Company recorded capital spending of $40.8 million in the first quarter of 2008.

e« The ratio of working capital deficit to first quarter annualized funds flow equaled 1.1 times. If the
Company6s iimABERis inckided at the current carrying value, the working capital deficit
to first quarter annualized funds flow drops to 0.9 times.

e The Company announced a potential exploration success in Alaska. The Tofkat #1 well penetrated
10 feet of gross pay (6 feet of net pay) in the Kuparak formation.

e The Company is pleased to announce the hiring of two new employees in its U.K. office. Peter
Gunn has been hired as Finance Director of Bow Valley Petroleum (UK) Limited and Norman
McLeod has been hired as Technical Director of Bow Valley Petroleum (UK) Limited.
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FINANCIAL AND OPERATING SUMMARY TABLE

Three Months Ended March 31,
2008 2007 % Change

Financial ($000s except as noted)
Gross oil and gas revenue 38,106 4,613 726
Funds flow 31,876 2,969 974

Basic and diluted per share ($/share) 0.37 0.04 825
Earnings (Loss) (3,213) 528 (708)

Basic and diluted per share ($/share) (0.04) 0.01 (473)
Debt and working capital (deficiency) (145,534) (131,418) (11)
Capital expenditures

Alaska 6,501 10,304 37)

United Kingdom 34,346 23,911 44

Total 40,847 34,215 19
Shares outstanding (000s)

Basic 86,135 73,211 18
Weighted average (000s)

Basic 86,125 73,048 18

Diluted 87,084 75,350 16
Operating
Sales

Natural gas (mcf/d) 3,042 1,404 117

Oil and NGL (bbl/d) 4,210 587 617

Oil equivalent (boe/d) (6:1) 4,717 821 475
Prices

Natural gas ($/mcf) 3.28 8.68 (62)

Oil and NGL ($bbl/d) 97.09 66.57 46

Oil equivalent ($/boe) (6:1) 88.77 62.43 42
Drilling activity (gross)

Oil - - -

Natural gas - - -

Abandoned 1@ - 100

Suspended 4@ - 100

Service - - -

Total drilling activity (gross) 5 - 100
Drilling activity (net)

Oil - - -

Natural gas - - -

Abandoned 0.70 @ - 100

Suspended 0.90 @ - 100

Service - - -

Total drilling activity (net) 1.60 - 100

(@ The 16/27a-8 exploration well did not encounter hydrocarbons and has been abandoned.

@ Includes the Ettrick E3 oil development well; the 9/28b-19a exploration well; the Tofkat #1 exploration well
and Tofkat #1A sidetrack. The Ettrick E3 oil development well was suspended and will be sidetracked.
The 9/28b-19a exploration well encountered 105 feet of gross oil column. The potential reserves
associated with this well are smaller than anticipated and therefore the well has been suspended. The
Tofkat #1 exploration well encountered ten feet of gross pay, six feet of net pay, but the wellbore has been
plugged back to the bottom of the surface casing and suspended for possible re-entry and twinning as a
future production well.
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COMPANY UPDATE

UNITED KINGDOM

The first quarter of 2008 was the second consecutive quarter the Company had the Kyle, Enoch and
Blane fields on production. Sales production of 4,717 boe/d was positively affected by lifting of
volumes from inventory, largely attributable to the Blane field. The Company held approximately
64,000 barrels of oil in inventory at the end of the first quarter. Field production of 3,995 boe/d was
lower than the fourth quarter of 2007 volumes of 4,388 boe/d mostly due to positive prior period volume
accrual adjustments that were booked in the fourth quarter of 2007. Actual production in the fourth
quarter of 2007 was estimated to be 4,134 boe/d. Field production volumes of 3,995 boe/d in the first
guarter of 2008 represent a decrease of 3% from 4,134 boe/d in the fourth quarter of 2007. Overall,
the Companybés production from each of the Kyl
steady over the past six months with only modest declines. Production was up dramatically (468%)
over the first quarter of 2007, due to the addition of production from the Blane and Enoch fields.

Current production is approximately 4,000 boe/d. The Company expects production to average 3,500
to 3,800 boe/d in the second quarter of 2008. The expected decrease in production volumes in the
second quarter is due to platform maintenance and upgrades, the Forties pipeline system shut-down in
late April and natural declines in the period. The Company currently expects liftings in the second
quarter to be lower than first quarter liftings and lower than average production levels, resulting in a
build of oil inventory volumes. Lifting schedules are adjusted frequently and may result in changes
from current expectations.

U.K. field operating netbacks averaged $82.14 per boe, an increase of 61% from the first quarter of
2007 and 14% from the operating netbacks during the fourth quarter of 2007. The robust netbacks are
the result of the Company receiving high wellhead prices combined with low operating costs. The
average wellhead price realized during the first quarter of 2008 was $88.77 per boe compared to
$62.43 per boe in the first quarter of 2007 and $78.36 per boe in the fourth quarter of 2007
representing an increase of 42% per boe and 13% per boe respectively. Each of the three fields which
currently contribute to production are tied-back to production facilities which charge tariff based
operating and transportation costs. Operating and transportation costs averaged $6.43 per boe in the
first quarter of 2008, an increase of 17% per boe from the prior quarter. Operating and transportation
costs are expected to increase with the addition of production from the Chestnut and Ettrick fields
which will produce into Floating Production Storage and Offloading Vessels (fFPSOQ on a fixed cost
arrangement basis. However, the Chestnut and Ettrick fields will yield a higher proportion of oil sales
which should contribute to higher average wellhead prices.

The Company recorded U.K. capital expenditures of $34.3 million in the first quarter, which consisted of
$18.1 million in exploration expenditures, $13.4 million in development expenditures (largely
attributable to the Ettrick field development) and $2.8 million in capitalized interest and other.

The Chestnut field is expected to come on stream at the end of the second quarter or early in the third
quarter of 2008. This field is expected to add production of 10,000 boe/d gross (1,500 boe/d net). The
partners have agreed to drill a third Chestnut field well to access additional upside, which is expected
to be drilled in the third quarter of 2008.

The Ettrick field is expected to commence production early in the fourth quarter of 2008, later than
recent estimates of August, 2008, caused by the delayed deployment of the FPSO, from the
Sembewang Shipyard in Singapore.

The Company expects to participate in the drilling of three to five exploration wells over the next twelve
months, including a non-operated well on the Blackbird prospect (12% working interest) which was
spud in late April of 2008, oper at ed expl oration wells on the
and 22/11 (100% working interest) blocks in the second half of 2008 (subject to rig availability), as well
as a number of potential farm-in opportunities which are currently under consideration.
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ALASKA

The Co mRa0B gxplaration program in Alaska yielded an oil discovery at Tofkat. The Tofkat #1
exploration well (20% working interest) encountered 10 feet of gross pay (6 feet of net pay),
comparable to the Nanugq field. The Company does not yet have a clear understanding of the aerial
extent of the discovery. The joint venture group was able to acquire approximately 210 square miles of
3D seismic over the prospective area which will be used to evaluate the extent of the accumulation.
The 3D seismic will be processed and analyzed in mid to late 2008, in preparation for an appraisal
drilling program in the 2009 winter drilling season. The 3D seismic will also be used to evaluate uphole
potential in the Brookian aged formations encountered in each of the wellbores. The Company
recorded capital expenditures of $6.5 million in the first quarter of 2008 in respect of its Alaska
operations.

CORPORATE

The Company was very active during the first quarter of 2008 and also reached some significant
milestones. Bow Valley operated its first offshore exploration program by drilling the 9/28b-19a and
16/27a-8 wells in the central portion of the UK North Sea. The outcome of the first two wells is
disappointing, but represents a kick-off of the Co mp a nopdiased exploration program. The 9/28-19a
well encountered a four-way dip closed structure with 105 feet of oil charged reservoir. Although the
results appear exciting, the associated reserves are considered too small to develop as a stand-alone
development. The second well at 16/27a-8 was a shallow test to evaluate an Eocene seismic anomaly.
The well encountered reservoir with no hydrocarbons.

The sale of the Canadian assets in 2007 resulted in a significant shift and weighting of the Compan y 6 s
operations to the U.K. Building on this platform, the Company has been active in recruiting additional
staff to manage its operations and help lead further growth. In this regard, the Company is pleased to
announce the addition of Mr. Peter Gunn as Finance Director of Bow Valley Petroleum (UK) Limited
and Mr. Norman McLeod as Technical Director of Bow Valley Petroleum (UK) Limited. The Company
also intends to hire an Exploration Director. Mr. Gunn joins the Company with 30 years of experience
working for various oil and gas companies. Mr. Gunn is a qualified Chartered Accountant and most
recently held the position of Finance Director at Newfield Petroleum UK Limited. Mr. Gunn is
responsible for U.K. financial reporting. As Technical Director, Mr. McLeod will be responsible for
managing the Comp any éverseging Giett wpeiatioms, fldusedied dsvelopments and
helping to evaluate new opportunities. Mr. McLeod is an engineer with over 30 years of industry
experience, most recently with RPS Energy.

The Company's working capital deficiency, including bank debt, was $145.5 million due to continued

capital spending related to U.K. development and exploration activities. The working capital deficiency

willbef i nanced vi a WSBR5 ndllomgeron, YB$25 million mezzanine and £17.5 million

term debt facilities with a syndicate of banks, led by the Bank of Scotland. In addition, the Company

has a US$30 million facility with the National Bank whichiss ecur ed by t heCPQ@adngsanyds A
and certain guarantees.

The Company has fair valued its investment in ABCP at $30.2 million, representing a $10.1 million
(25%) impairment. Subsequent to the end of the first quarter, ABCP noteholders voted by an
overwhelming margin in favour of the proposed restructuring plan for ABCP. The restructuring plan will
now go before an Ontario Superior Court judge, who is to give a fairness ruling in respect of the
restructuring plan in May.
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OUTLOOK

The level of activity that started to climb in 2007 and continues throughout 2008 is exciting and
illustrates the emergence of our balanced full-cycle strategy. Production growth commenced in May of
2007 with the addition of Enoch field volumes followed later in the year with the addition of Blane field
volumes. Continuing into 2008, production will grow with the addition of Chestnut field volumes at mid-
year and Ettrick field volumes in the fourth quarter. The Company has positioned itself as a low cost
producer in the U.K. North Sea. An increasing production profile, combined with high netbacks, is
providing significant growth int h e C o mpeeenugsasd funds flow. Revenue recorded in the first
guarter of 2008 represents the highest revenue quarter in corporate history.

One of the challenges faced over the past several years was financing the large capital expenditures

required to developt h e C o mpaatfolip 6f sield developments ahead of production revenue. The

Company currently has a working capital deficiency of approximately $145.5 million. When compared

to the current revenue and funds flow being generated, debt levels are manageable and represent a

working capital deficit to first quarter annualized funds flow equal to 1.1 times. If oil prices hold at

current levels, funds flow is expected to exceed capital expenditures in 2008 andt he Companyés
financial position will strengthen further.

Part oft h e C o mprawthystiasegy has been to balance risk and capital spending commensurate
with t he Co mppizen yThesbest value added growth in the oil industry is usually successful
exploration. The Company has always had an ambition to become a full-cycle exploration company,
but has waited to establish sufficient funds flow before beginning an exploration program. The
C o mp a mphiléssphy is to finance exploration out of available funds flow. Bow Valley Energy Limited
believes exploration risk can be mitigated by farming out and obtaining a carried interest on a portion of
the exploration effort. The Company followed this strategy for both of the exploration wells drilled in the
first quarter of 2008. Exploration risk can also be balanced with an acquisition strategy. In 2007, the
Company bought an interest in the Peik field illustrating t h e C o m mlality yod execute on an
acquisition strategy.

The outlook for the Company is exciting. The business is sustainable and the financial health of the
Company is solid. The Company is emerging into its full-cycle business plan and it will manage capital
expenditures and exploration risk commensurate with corporate size and ability. The Company
continues to evaluate further investment opportunities, which include potential acquisitions, and the
possibility of a normal course issuer bid.

The Companyds Annual Ge n er & RO08vat 00 pmmag thewCialbaly Pétreleume | d  May
Club. An updated corporate pr of i | e and presentation wil/ be posted
time.
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MANAGEMENT®S DI SCUSSI ON AND ANALYSI S

Thi s management 6s di scussion and ann aojupcgian swith (theMD & A" )
Companyé6és wunaudited consolidated financi al statements
2008. All dollar amounts are expressed in Canadian dollars unless otherwise noted. The reader

should be aware that historical results are not necessarily indicative of future performance. The

effective date of this MD&A is May 6, 2008.

Throughout this MD&A we use the terms 6funds flow fro
operating activities before changes in non-cashwork i ng capi t al and 6operating ne:
revenue generated from operations less operating and transportation costs, measured on a per barrel

of oil equivalent basis. These terms do not have a standardized meaning under Canadian Generally

Accept ed Accounting Principles (AGAAPO) and may not be
of the terms. Management believes that these terms are useful supplementary measures that may

assist investors.

Certain statements included or incorporated by reference in this MD&A constitute forward-looking
statements or forward-looking information under applicable securities legislation. Such forward-looking
statements or information are provided for the purpose of providing information about management's
current expectations and plans relating to the future. Readers are cautioned that reliance on such
information may not be appropriate for other purposes, such as making investment decisions.
Forward-looking statements or information typically contain statements with words such as "anticipate”,
"believe”, "expect”, "plan”, "intend", "estimate”, "propose”, "project” or similar words suggesting future
outcomes or statements regarding an outlook. Forward-looking statements or information in this
MD&A include, but are not limited to, statements or information with respect to: business
strategy and objectives; development plans; exploration plans; acquisition and disposition plans and
the timing thereof; reserve quantities and the discounted present value of future net cash flows from
such reserves; future production levels; capital expenditures; net revenue; operating and other costs;
royalty rates and taxes.

Forward-looking statements or information are based on a number of factors and assumptions that
have been used to develop such statements and information but which may prove to be incorrect.
Although the Company believes that the expectations reflected in such forward-looking statements or
information are reasonable, undue reliance should not be placed on forward-looking statements
because the Company can give no assurance that such expectations will prove to be correct. In
addition to other factors and assumptions which may be identified in this MD&A, assumptions
have been made regarding, among other things: the impact of increasing competition; the general
stability of the economic and political environment in which the Company operates; the timely receipt of
any required regulatory approvals; the ability of the Company to obtain qualified staff, equipment and
services in a timely and cost-efficient manner; the ability of the operator of the projects which the
Company has an interest in to operate the field in a safe, efficient and effective manner; the ability of
the Company to obtain financing on acceptable terms; field production rates and decline rates; the
ability to replace and expand oil and natural gas reserves through acquisition, development or
exploration; the timing and costs of pipeline, storage and facility construction and expansion and the
ability of the Company to secure adequate product transportation; future oil and natural gas prices;
currency, exchange and interest rates; the regulatory framework regarding royalties, taxes and
environmental matters in the countries in which the Company operates; and the ability of the Company
to successfully market its oil and natural gas products. Readers are cautioned that the foregoing list is
not exhaustive of all factors and assumptions which may have been used.

Forward-looking statements or information are based on current expectations, estimates and
projections that involve a number of risks and uncertainties which could cause actual results to differ
materially from those anticipated by the Company and described in the forward-looking statements or
information. These risks and uncertainties which may cause actual results to differ materially
from the forward-looking statements or information include, among other things: the ability of
management to execute its business plan; general economic and business conditions; the risk of war
or instability affecting countries in which the Company operates; the risks of the oil and natural gas
industry, such as operational risks in exploring for, developing and producing crude oil and natural gas;
market demand; the possibility that government policies or laws may change or governmental
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approvals may be delayed or withheld; risks and uncertainties involving geology of oil and natural gas
deposits; the uncertainty of reserves estimates and reserves life; the ability of the Company to add
production and reserves through acquisition, development and exploration activities; the Company's
ability to enter into or renew leases; potential delays or changes in plans with respect to exploration or
development projects or capital expenditures; the uncertainty of estimates and projections relating to
production (including decline rates), costs and expenses; fluctuations in oil and natural gas prices,
foreign currency, exchange, and interest rates; risks inherent in the Company's marketing operations,
including credit risk; uncertainty in amounts and timing of royalty payments; health, safety and
environmental risks; risks associated with existing and potential future law suits and regulatory actions
against the Company; uncertainties as to the availability and cost of financing; and financial risks
af fecting the value of the Companyds investmen
exhaustive of all possible risks and uncertainties. Additional risk factors affecting the Company and its
business are contained in the Company's Annual Information Form filed on SEDAR at www.sedar.com.

The forward-looking statements or information contained in this MD&A are made as of the date hereof
and the Company undertakes no obligation to update publicly or revise any forward-looking statements
or information, whether as a result of new information, future events or otherwise unless required by
applicable securities laws. The forward-looking statements or information contained in this MD&A are
expressly qualified by this cautionary statement.

Where amounts are expressed on a barrel of oil equivalent (boe) basis, natural gas volumes have been
converted to barrels of oil equivalent at six thousand cubic feet to one barrel of oil equivalent (6 mcf = 1
boe). This conversion ratio is the conversion used in the oil and natural gas industry and is based on
an energy equivalency conversion method primarily applicable at the burner tip and does not represent
a value equivalency at the wellhead. The use of boe's may be misleading, particularly if used in
isolation.

Additional information relating to the Company, including the Annual Information Form, may be found
on the SEDAR website at www.sedar.comor on t he Co mp amww.livenergyedms i t e

Critical Accounting Policies

A summary of significant accounting policies is presented in note 2 of the financial statements,
including the changes made to accounting policies in the current year. Accounting pronouncements
which have been issued by the Canadian Accounting Standards Board, but were not in effect at the
date of the current financial statements are detailed in note 3 of the financial statements. In accounting
for oil and natural gas activities, the Company follows the full cost method.

Critical Accounting Estimates

The preparation of financial statements in conformity with GAAP requires management to make
estimates and assumptions regarding certain assets, liabilities, revenues and expenses. Changes to
these judgments and estimates could have a material effect on the financial statements and financial
position. Such estimates include those related to unsettled transactions and events as of the date of
the financial statements. Others include estimates related to depletion, depreciation, amortization,
accretion, asset retirement obligations, future income taxes, the ceiling test, the fair valuation of
financial instruments and litigation. Actual results may differ from estimated amounts.

Discontinued Operations

On April 30, 2007, the Company entered into an agreement with a third party for the sale of its
Canadian oil and natural gas interests. The sale closed on May 31, 2007. The Company no longer
owns any Canadian oil and natural gas interests.

First quarter 2008 financial statement comparative figures include the Canadian operations which have
been accounted for as discontinued operations in accordance with GAAP. Comparative figures
contained in this MD&A do not include discontinued operations and there is no discussion thereof.
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UNITED KINGDOM

Revenue, Funds Flow and Net Income

Three Months Ended March 31,
2008 2007 % Change

$000s $/boe $000s $/boe $000s $/boe
Operating revenue 38,106 88.77 4,613 62.43 726 42
Interest and other income 302 0.70 31 0.42 874 67
Royalties (393) (0.92) (496) (6.71) (21) (86)
Net revenue 38,015 88.56 4,148 56.14 816 58
Operating costs 2,701 6.29 279 3.78 868 66
Transportation expense 56 0.13 95 1.29 (41) (90)
Operating net back 35,258 82.14 3,774 51.07 834 61
General and administrative costs 2,404 5.60 425 5.75 466 3)
Interest expense 1,229 2.86 20 0.27 nm nm
Foreign exchange loss (gain) - realized (87) (0.20) 309 4.18 (128) (105)
Risk management loss (gain) - realized - - - - - -
Abandonment costs incurred - - 8 0.11 (100) (100)
Total cash expenses 3,546 8.26 762 10.31 365 (21)
Funds flow from operations 31,712 73.88 3,012 40.76 953 81
Stock based compensation 470 1.10 - - - -
Depletion and depreciation 12,859 29.96 1,810 24.50 610 22
Foreign exchange loss (gain) - unrealized 6,513 15.17 (1,133) (15.33) (675) (199)
Risk management loss (gain) - unrealized 1 0.00 270 3.65 (100) (100)
Accretion expense 117 0.27 144 1.95 (18) (86)
Future income tax expense 10,255 23.89 887 12.00 nm nm
Total non-cash expenses 30,215 70.39 1,978 26.77 1,428 163
Net income @ 1,497 3.49 1,042 14.10 44 (75)

@ Net income relates only to the Company's U.K. operations and excludes abandonment costs incurred.

Production and Sales Volumes

Three Months Ended March 31,
2008 2007 % Change

Production

Natural gas (mcf/d) 3,042 1,404 117

Oil and NGL (bbl/d) 3,488 470 643

Oil equivalent (boe/d) 3,995 704 468
Increase (decrease) in Inventory

Natural gas (mcf/d) - - -

Oil and NGL (bbl/d) (722) (117) 516

Oil equivalent (boe/d) (722) (117) 516
Sales

Natural gas (mcf/d) 3,042 1,404 117

Oil and NGL (bbl/d) 4,210 587 617

Oil equivalent (boe/d) 4,717 821 475

Field production averaged 3,995 boe/d in the first quarter of 2008, an increase of 468% compared to
production of 704 boe/d in the first quarter of 2007. Both oil and NGL production volumes and natural
gas production volumes increased quarter-over-quarter due to the addition of production volumes from
the Enoch and Blane fields which reached first production in May and September of 2007 respectively.
First quarter 2007 comparative production volumes were generated by the Kyle field alone.

Field production averaged 4,388 boe/d in the fourth quarter of 2007, which included prior period accrual
adjustments. Actual production in the fourth quarter of 2007 was estimated to be 4,134 boe/d. Field
production volumes of 3,995 boe/d in the first quarter of 2008 represent a decrease of 3% from 4,134
boe/d in the fourth quarter of 2007. The decrease in production volumes from the prior quarter is mainly
attributable to natural field declines and maintenance outages.
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Production and Sales Volumes (contéd.)

Sales volumes averaged 4,717 boe/d in the first quarter of 2008, as compared to production of 3,995
boe/d in the first quarter of 2008. Sales were higher than production in the first quarter of 2008 due to
liftings at the Kyle and Blane fields which were in excess of production, resulting in an inventory draw in
the first quarter. At the end of the fourth quarter of 2007, the Company held approximately 130,300
barrels of oil inventory. At the end of the first quarter of 2008, the Company held approximately 64,600
barrels of oil inventory. Oil inventory is included in current other assets on the Balance Sheet at cost.

The Company estimates its second quarter 2008 production volumes will average between 3,500 to
3,800 boe/d. The expected decrease in second quarter production volumes is as a result of platform
maintenance and upgrades, the Forties pipeline system shut-down in late April, and natural declines in
the period. Second quarter sales are expected to be lower than estimated production, resulting in an
expected build of oil inventory volumes. Lifting schedules are adjusted frequently and may result in
changes from current expectations.

Prices
Three Months Ended March 31,
2008 2007 % Change

Natural gas

BVX (Cdn$/mcf) 3.28 8.68 (62)
Oil and NGL

Brent (US$/bbl) 98.02 57.85 69
BVX (Cdn$/bbl) 97.09 66.57 46

Operating Revenue

Operating revenue of $38.1 million was recorded in the first quarter of 2008, an increase of 726%
compared to $4.6 million in the first quarter of 2007. Operating revenue increased quarter-over-quarter
mainly due to increased sales volumes generated by the Enoch and Blane fields, combined with higher
average realized oil and NGL prices. The realized price for natural gas declined 62% quarter-over-
quarter as a result of Blane and Enoch field natural gas volumes which are sold on platform at
contracted rates below end-market prices, which are lower than the natural gas prices received at the
Kyle field. The re-determination of the Kyle natural gas sales price at the end of third quarter of 2007
also contributed to lower realized natural gas prices. The Kyle field natural gas price is calculated
based on a number of factors, including trailing market prices for natural gas which declined from the
prior calculation.

Operating revenue increased to $38.1 million in the first quarter of 2008, from $27.2 million in the fourth
quarter of 2007, representing an increase of 40% due to higher sales volumes, combined with higher
average realized oil prices, offset somewhat by lower realized prices for natural gas.

The Company records sales volumes and associated revenues when title passes to an external party.
Payments received that relate to future sales are recorded as deferred revenue on the balance sheet
until title to the related production passes to the third party purchaser.

Royalties

There are no crown royalties payable on oil or natural gas production in the U.K. The Company is
required to pay a gross overriding royalty of $0.10 per barrel on oil sales from the Kyle field to a third
party, as well as a 5.5% net profits interest (NPI) based on the results of the Kyle field. In the first
quarter of 2008, royalty payments and NPI accruals totaled $0.4 million as compared to $0.5 million in
the first quarter of 2007 and $0.4 million in the fourth quarter of 2007.

Operating and Transportation Expense

Oil and NGL production from the Kyle, Enoch and Blane fields may differ from sales volumes in the
same period. In some periods, more volumes may be sold (or lifted) than produced, and in other
periods, the opposite may occur. Operating and transportation costs are recorded as inventory (or
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Operating and Transportation Expense(( cont 6 d)

product) on a production basis. Accumulated inventory costs are expensed on a unit of inventory basis
when sales occur. The Kyle, Enoch and Blane fields each have different average operating and
transportation costs therefore the relative contribution to sales volumes of each field will impact the
average operating and transportation costs expensed in the period.

Operating and transportation expense for the first quarter of 2008 were $2.8 million ($6.43 per boe)
compared to $0.4 million ($5.07 per boe) in the first quarter of 2007 representing an increase of 638%
(increase of 27% per boe). The increase in operating and transportation expense quarter-over-quarter
is due to higher sales volumes. Comparative operating and transportation expense per boe are for the
Kyle field alone as the Enoch and Blane fields did not reach first production until subsequent to the first
quarter of 2007.

The Kyle field operating and transportation expense in the first quarter of 2007 is low due to the high
proportion of natural gas sales relative to oil sales in the quarter. The Company does not pay a tariff on
natural gas production from the Kyle field and therefore operating and transportation expense per boe
is inversely correlated to the proportion of natural gas in the production stream.

Operating and transportation expense of $6.43 per boe in the first quarter of 2008 increased 17% from
$5.51 per boe the fourth quarter of 2007 due to Blane field prior period operating and transportation
expense adjustments recorded in the first quarter of 2008 and as a result of the lower proportion of
natural gas sales relative to oil sales in the quarter from the Kyle field. As discussed above, Kyle field
operating and transportation expense per boe is inversely correlated to the proportion of natural gas in
the production stream.

Operating costs of $0.2 million relating to oil in inventory have been included in current assets.
ALASKA
There is no production from the Alaska operations and accordingly no revenue is generated.

The North Shore #1 discovery well (working interest of 20%) which was drilled in the 2006/2007 drilling

season, was re-entered early in 2008. The bottom of the original well was re-drilled in a sidetrack and

the Ivishak formation was tested at a stabldegreer at e of
API oil. In addition to the Ivishak formation, an upper zone in the Sag River formation encountered oil

saturated sandstone in the Northshore #1 well, however mechanical problems have hindered the

evaluation of the Sag River formation. Oil from the Sag River formation has been confirmed in this well

with oil recovered at surface; however no production or flow test has been achieved. The joint venture

group anticipates additional potential through seismically defined offset exploration targets.

The Tofkat #1 exploration well (working interest of 20%) was drilled in 2008 to a total depth at 7,703
feet true vertical depth (13,174 feet measured depth). In April of 2008, the Company announced the
Tofkat #1 exploration well discovered oil bearing sandstone reservoir in the primary target, the Kuparak
formation. The discovery was confirmed through log analysis and testing with an MDT tool, which
showed an interval of ten feet of gross pay, six feet of net pay, comparable to the Nanuq field. No
oil/water contact was observed and no production test was attempted or performed. The discovery well
is interpreted to be near the edge of an accumulation and two sidetrack appraisal wells were drilled
which established the edge of the reservoir. The wellbore has been plugged back to the bottom of the
surface casing and the well will be suspended for possible re-entry and twinning as a future production
well. The joint venture partners are acquiring approximately 210 square miles of 3D seismic over the
prospective area which will be used to evaluate the extent of the accumulation. The 3D seismic will be
processed and analyzed in mid to late 2008, in preparation for an appraisal drilling program in the 2009
winter drilling season. The 3D seismic will also be used to evaluate uphole potential in the Brookian
aged formations encountered in each of the wellbores.

The Company spent $6.5 million in cash capital expenditures on its Alaska operations in the first
qguarter of 2008 and has spent approximately $25.0 million since late 2006 when the Company
announced it had entered into a Joint Venture Agreement to participate in an exploration program on
the North Slope of Alaska.
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CORPORATE
The following discussion applies to the consolidated results of the Company.

Interest and Other Income

The Company recorded interest and other income of $0.2 million in the first quarter of 2008, compared

to $0.03 million in the first guarter of 2007. I nter
dollar, U.S. dollar and British pound sterling cash deposits. The quarter-over-quarter increase in
interest income is due to interest income generated f

and funds flow have increased significantly compared to the first quarter of 2007 and higher cash

balances have resulted in the generation of more interest earnings thereon. Interest and other income

decreased from $0.9 million in the fourth quarter of 2007 to $0.2 million in the first quarter of 2008 as a

result of lower expected interest income recoverieson t he Companyds asset backed
holdings (refer to expanded discussion below).

General and Administrative Expenses

Three Months Ended March 31,
$000s 2008 2007 % Change
U.K. 2,404 425 466
Alaska 155 20 677
Stock based compensation 627 439 43
Lawsuit defense costs / judgement 123 - nm
Other (131) 3 nm
Total 3,178 887 258

General and administrative expenses for the first quarter of 2008 were $3.2 million, an increase of

258% compared to $0.9 million in the first quarter of 2007. General and administrative expenses have
increased significantly as a result of the growth of
investment in its Alaska operations. In addition, reallocation of corporate costs contributed to increased

general and administrative expenses in the first quarter of 2008. Corporate costs are allocated to the
Companydéds U. K. and Al aska operating segments using a
to reflect the benefit of management time and office resources received by each of the operating

segments.

General and administrative expenses increased from $2.7 million in the fourth quarter of 2007 to $3.2
million in the first quarter of 2008. The increase is attributable to the higher costs associated with
supporting the Co mpalheGorapany has beenoaptieerinardciiuiting staff for its U.K.
office in order to support and continue to grow its U.K. production and exploration program.

Interest Expense

The Company recorded $1.2 million of interest expense in the first quarter of 2008, compared to $0.02
million in the first quarter of 2007. In the first quarter of 2007, the Company had less bank
indebtedness and substantially all interest was being capitalized. Interest related to the debt financing
of the Enoch and Blane field capital developments has been expensed rather than capitalized, since
the fields reached first production in May and September of 2007 respectively. As a result, interest
expense has increased significantly.

Interest expense decreased from $1.3 million in the fourth quarter of 2007 to $1.2 million in the first
guarter of 2008 as a result of a decrease in the Lond
an input in the calculation of interest on the Compan

Interest expense is expected to continue to increase as the Company expenses more of its interest
costs as its development projects reach first production.
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Foreign Exchange

The reporting currency of the Company -awsed libsidiarg
Bow Valley Petroleum (UK) Limited, has debt facilities that are denominated in U.S. dollars and British
pound sterling (classified as current liabilities). Current U.K. accounts, including accounts payable and
accounts receivable, are denominated in British pound sterling, U.S. dollars, Euros and Norwegian
kroner. The Companyds wholly owned subsidia
accounts that are denominated in U.S. dollars. Both Bow Valley Petroleum (UK) Limited and Bow
Valley Energy Ltd. hold foreign currency denominated cash balances. The Company records foreign
exchange gains and losses (both realized and unrealized) as a result of rate movements between the
time debt, payables, receivables and foreign cash balances are incurred or recorded and the time they
are paid or received or valued on the balance sheet dates.

The Company recorded a realized gain of $0.09 million in the first quarter of 2008, compared to a
realized loss of $0.3 million in the first quarter of 2007. The Company recorded an unrealized loss of
$6.5 million in the first quarter of 2008, compared to an unrealized gain of $1.1 million in the first
quarter of 2007.

The realized foreign exchange gain recorded in the first quarter of 2008 is due to rate movements
between the time working capital amounts were recorded and the time they were paid or received.

The unrealized foreign exchange loss recorded in the first quarter of 2008 was driven by the weakening
of the Canadian dollar relative to the U.S. dollar and British pound sterling. The unrealized loss is
mai nly attributabl e to t he reval uati on of t h
denominated bank indebtedness which totaled CAD$146.9 million as at March 31, 2008 and made up
approximately $5.0 million o f the wunrealized | oss, combined
sterling denominated future income tax liability which totaled CAD$65.2 million as at March 31, 2008
and made up approximately $2.1 million of the unrealized loss. The residual unrealized foreign
exchange gain of $0.6 million relates to the revaluation of working capital amounts as at the balance
sheet date.

Commodity Risk Management

The Company has one risk management contract outstanding as at March 31, 2008, which is detailed
in note 14 of the financial statements. Risk management contracts are marked-to-market at each
reporting period with the change in estimated fair value recorded as a risk management gain or loss.

In the first quarter of 2008, the Company recorded a realized loss of nil and an unrealized loss of
$0.001 million in respect of its outstanding risk management contract. In the first quarter of 2007, the
Company recorded a realized loss of nil and an unrealized loss of $0.3 million.

Depletion, Depreciation and Amortization

Depletion, depreciation and amortization ("DD&A") expense was $12.9 million ($29.96 per boe) for the
first quarter of 2008 compared to $1.8 million ($24.47 per boe) for the first quarter of 2007. The
increase in the DD&A rate per boe quarter-over-quarter is due to increased capital spending at the Kyle
field and the addition of the Enoch and Blane field capital costs to the depletable base. The Enoch and
Blane fields have a lower ratio of proved reserves per dollar of capital spending than the Kyle field,
which increases the depletion on a per boe basis.

DD&A expense increased from $9.9 million ($28.61 per boe) in the fourth quarter of 2007 to $12.9
million ($29.96 per boe) in the first quarter of 2008 due to higher sales volumes in the first quarter.
DD&A expense per boe increased from the fourth quarter of 2007 due to the addition of unsuccessful
exploratory well costs to the full cost pool in the period.
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Asset Backed Commercial Paper

As at March 31, 2008, the Company had holdings of non-bank sponsored asset backed commercial

paper (AABCPO) with a face value of $40.5 million, c
million in accrued interest. The ABCP was purchased by the Company in 2007 using a portion of the

proceeds from the sale of its Canadian oil and natural gas interests. The ABCP held by the Company

was due to mature on September 13, 2007, but was not repaid to the Company due to liquidity issues

that arose in the Canadian ABCP market. The Pan-Canadian Investors Committee has been formed to

develop a solution to the Canadian ABCP liquidity issue.

On March 17, 2008, the Pan-Canadian Investors Committee announced that it had filed for and was

granted protection wunder the Compani esobequenmtlgdiet or s Ar
details of the associated restructuring plan were released. The reasoning provided for the CCAA

application is that the CCAA process allows meaningful efficiencies by restructuring all of the affected

ABCP simultaneously while also providing stakeholders, including noteholders, with more certainty that

the restructuring plan will be implemented.

The restructuring plan proposes to restructure the A
MAV 1 and MAV 2. A third MAV, MAV 3 has been established for traditional assets and 100% ineligible

assets held by various conduit trusts. The Company does not have any eligible MAV 3 ABCP holdings.

MAV 1 and MAV 2 allow noteholders the oppodtnsmuirtey to
with regard to the posting of additional collateral in the event margin calls are made in the future.

Noteholders who elect to participate in MAV 1 will be required to satisfy collateral posting obligations,

whereas noteholders who elect to participate in MAV 2 will avail themselves of the margin funding

facility being made available by certain third party lenders. The returns of notes issued by MAV 1 are

expected to be higher than those issued by MAV 2 due to the costs associated with the third party

margin funding facility required for MAV 2. The Company expects to participate solely in MAV 2.

The restructuring plan proposes to replace the affected ABCP with new longer-term floating rate notes
under the MAV 1 and MAV 2 structures. The replacement notes will have maturities that are designed
to more closely correspond to the maturities of the underlying assets. Under the restructuring plan,
noteholders will exchange their ABCP for some combination of Class A-1, Class A-2, Class B, Class C
and tracking notes. The specific quantity and type of notes received is dependent on the series of
affected ABCP held prior to exchange and the valuation thereof.

The Company holds two series of affected ABCP, Opus Trust i Series A and Silverstone Trust i
Series A. Under the proposed restructuring plan, the Company will receive approximately $18.4 million
of Class A-1 notes, $18.0 million of Class A-2 notes, $2.9 million of Class B notes and $1.2 million of
Class C notes. The Company does not expect to receive any tracking notes.

It is expected the Class A-1 and A-2 notes will be rated AA by DBRS. The Class B and Class C notes
will not be rated. The anticipated maturity and repayment of the notes is generally expected to occur
within nine years, although the restructured notes will have a legal final maturity that is significantly
longer than that.

The Pan-Canadian Investors Committee believes that the benefits of the restructuring plan to
noteholders include improved potential for value recovery over time, a lower risk of unfunded margin
calls as a result of the restructuring of margin call triggers within the new MAVs and the establishment
of committed margin funding facilities, an expected AA credit rating for the new Class A-1 notes and
the new class A-2 notes and improved transparency with regard to the underlying assets. Together
these benefits are expected to promote improved liquidity in the new notes and allow noteholders to
avoid costly and lengthy litigation that may otherwise be necessary.
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