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HIGHLIGHTS

e Sales volumes averaged 3,200 boe/d in the second quarter of 2008, an increase of 309% from the
second quarter of 2007. Sales volumes averaged 3,959 boe/d in the first six months of 2008, an
increase of 394% from the first six months of 2007.

e Field production volumes averaged 3,355 boe/d in the second quarter of 2008, an increase of 278% from
the second quarter of 2007. Field production volumes averaged 3,675 boe/d in the first six months of
2008, an increase of 362% from the first six months of 2007.

e Field production decreased 16% from 3,995 boe/d in the first quarter of 2008 to 3,355 boe/d in the
second quarter of 2008 as a result of facility downtime that was largely related to non-recurring events,
including a wor ker s 6uthgdfineiy khat foarad a shutedow of dhe Foetiesopipeline
system and the installation of gas compression facilities on the Ula platform. Field production averaged
approximately 3,850 boe/d in the month of June and daily production continues to average between
3,800 to 4,000 boe/d when all fields are producing at capacity.

e Funds flow in the second quarter of 2008 was $24.0 million ($0.28 per share), which represents a
significant increase from funds flow of $0.5 million ($0.01 per share) in the second quarter of 2007.
Funds flow in the first six months of 2008 was $55.9 million ($0.65 per share), representing an increase
from funds flow of $3.5 million ($0.04 per share) in the first six months of 2007. Funds flow decreased
from $31.9 million ($0.37 per share), in the first quarter of 2008 to $24.0 million ($0.28 per share), in the
second quarter of 2008. The decrease in funds flow from the first quarter of 2008 is mainly attributable
to lower sales volumes being recorded in the second quarter.

e The Company recorded earnings of $9.8 million in the second quarter of 2008 (income of $0.11 per
share), an increase over earnings of $4.2 million in the second quarter of 2007 (income of $0.05 per
share). On a year-to-date basis, the Company has recorded earnings of $6.6 million (income of $0.07
per share), an increase over earnings of $4.7 million (income of $0.06 per share) in the first six months of
2007. Year-to-date earnings were negatively affected by an unrealized foreign exchange loss of $6.5
million due to the weakening of the Canadian dollar relative to the U.S. dollar and British pound sterling
and by a $5.6 million unrealized fair value impairment
Commercial Paper (AABCPO) holdings.

e Second quarter 2008 U.K. operating netbacks were robust, averaging $102.44 per boe, an increase of
88% from the operating netbacks in second quarter of 2007 and an increase of 25% from the operating
netbacks in the first quarter of 2008. Operating and transportation costs averaged $7.38 per boe in the
second quarter of 2008.

e The Company recorded capital spending of $33.9 million in the second quarter of 2008 and $74.7 million
in the first six months of 2008.
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FINANCIAL AND OPERATING SUMMARY TABLE

Three Months Ended June 30, Six Months Ended June 30,
2008 2007 % Change 2008 2007 % Change

Financial ($000s except as noted)
Gross oil and gas revenue 31,948 4,562 600 70,054 9,175 664
Funds flow 23,982 491 4,784 55,858 3,461 1,514

Basic and diluted per share ($/share) 0.28 0.01 2,700 0.65 0.04 1,525
Earnings (Loss) 9,807 4,203 133 6,594 4,732 (39)

Basic and diluted per share ($/share) 0.11 0.05 128 0.07 0.06 a7)
Debt and w orking capital (deficiency) (155,127) (91,023) (70) (155,127) (91,023) (70)
Capital expenditures

Alaska 5,007 2,234 124 11,508 12,539 (8)

United Kingdom 31,922 111,595 (71) 66,247 135,506 (51)

Total 36,928 113,829 (68) 77,755 148,045 (47)
Shares outstanding (000s)

Basic 86,135 84,541 2 86,135 84,541 2
Weighted average (000s)

Basic 86,135 80,741 7 86,130 76,915 12

Diluted 86,529 82,501 5 86,806 78,946 10
Operating
Sales

Natural gas (mcf/d) 2,287 1,710 34 2,665 1,558 71

Oil and NGL (bbl/d) 2,819 498 466 3,514 542 548

Oil equivalent (boe/d) (6:1) 3,200 783 309 3,959 802 394
Prices

Natural gas ($/mcf) 3.97 7.02 (43) 3.58 7.76 (54)

Oil and NGL ($bbl/d) 121.34 76.58 58 106.81 71.17 50

Oil equivalent ($/boe) (6:1) 109.74 64.03 71 97.25 63.23 54
Drilling activity (gross)

Oil - 2 (100) - 2 (100)

Natural gas - - - - - -

Abandoned - - - 1@ - 100

Suspended - 1 (100) 4@ 1 300

Service 1 - 100 1 - 100

Total drilling activity (gross) 1 3 (67) 6 3 100
Drilling activity (net)

Oil - 0.30 (100) - 0.30 (100)

Natural gas - - - - - -

Abandoned - - 100 0.70 @ - 100

Suspended - 0.20 (100) 0.90 @ 0.20 348

Service 0.13 - - 0.13 - 100

Total drilling activity (net) 0.13 0.50 (75) 1.72 0.50 244

@) The 16/27a-8 shallow exploration w ell did not encounter hydrocarbons and has been abandoned.

@ Includes the Ettrick E3 oil development w ell; the 9/28b-19a exploration w ell; the Tofkat #1 exploration w ell 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
w ell encountered ten feet of gross pay, six feet of net pay, how ever the w ellbore has been plugged back to the bottom of the surface casing and
suspended for possible re-entry and tw inning as a future production w ell.
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COMPANY UPDATE

UNITED KINGDOM

Net production during the quarter has remained relatively steady at 3,800 to 4,000 boe/d during producing
days, however quarterly average production volumes were negatively affected by several facility related
shut-downs that resulted in a significant number of non-producing days in certain fields. The net result was
average production of 3,355 boe/d and average sales of 3,200 boe/d in the second quarter. These realized
production and sales volumes are less than the prior quarter, but are not fully reflective of the underlying
performance of the three producing fields, Kyle, Blane and Enoch.

Facility downtime was largely relatedtonon-r ecurring events including a workers
refinery that forced a shut-down of the Forties pipeline system and the installation of gas compression
facilities on the Ula platform.

Most of the down-time occurred in April and May and production capability returned to more representative
volumes in June. Production volumes from the three fields averaged approximately 3,850 boe/d for the
month of June and daily production continues to average between 3,800 to 4,000 boe/d when all three fields
are producing at capacity.

Additional production volumes wi |l soon be added to the
Chestnut and Ettrick, are brought on stream in the second half of 2008. At the Chestnut field, the Sevan

Hummingbird FPSO commissioning is nearing completion with first oil expected shortly. The Chestnut field

is expected to add approximately 1,500 boe/d of additional net production.

The partnership group in the Ettrick field development have been busy drilling the development and water

injection wells in anticipation of delivery of the Aoka Mizu FPSO in the fourth quarter 2008. The Ettrick field

development has also been expanded to include an additional well to develop the North Ettrick pod which

was not included in the original Field Development Plan. The Ettrick field is forecast to add approximately

2,400 boe/d to the Companydés product i onheendoffthe foeth when t h
quarter.

Significant planning, engineering and commercial work is underway to design a Field Development Plan for
the Peik field. A draft plan is expected to be circulated amongst partners during the fourth quarter of 2008,
representing a significant first step toward developing the field. The Company is wholly supportive of moving
the Field Development Plan forward.

The Companyo6s financi al performance continues to outpe
netbacks during the second quarter averaged $102.44 per boe. This represents an increase of 88% from

operating netbacks in the second quarter of 2007 and 25% from the operating netbacks in the first quarter of

2008. Robust net backs are pags low eoktlsyucture. 1Opesating tand o f t he
transportation costs averaged $7.38 per boe in the second quarter of 2008.

The Company has been active in its exploration effort during the second quarter. The Company participated

in the 25th U.K. offshore licensing round and bid on several blocks of interest. It has been reported that this
licensing round received a | evel of participation not s
awaits the governmento6s announcement romds are pateatelly af u l awa |
significant source of future exploration activity. The Company has also been very active in evaluating farm-

in opportunities and has committed to participating in two additional exploration wells in the U.K. North Sea

within the next three to six months. As a result of farm-i n opportuni ti es and the Com
exploration prospects, the Company expects to participate in the drilling of four exploration wells in the next

nine months. The Blackbird exploration well is an indicated discovery and the well results are currently

being evaluated. An announcement on the Blackbird well results will be made at the conclusion of

operations which is expected imminently.
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ALASKA

During the exploration phase, the Alaskan field operations are confined mainly to the winter months. The
Companyds 2008 drilling program was complete by
Tof kat. The well resul ts of the Tof kat di s chehere
discovery have been previously reported. Current activity is now largely concentrated on geological and
seismic interpretations in an effort to establish new prospects and evaluate the existing discoveries.
Deci sions regar di nygvil notbe madeunti thefoudthsquaater of 0OS.

OUTLOOK

The Companyds current production profile is diversifi

only is production anticipated to be steady and predictable, but it is forecast to grow significantly with
additional production from the Chestnut and Ettrick field developments. The Company has experienced
delays in bringing new production on stream and has been subject to cost escalation, but this is outweighed
by the benefits of higher oil prices. In addition, the delays are only delays, they do not represent an erosion
of reserves nor are they expected to alter the direction or growth the Company can achieve.

Higher oil prices have created an extremely competitive environment in the world oil market, especially in the
exploration effort to find new oil resources. The increased competitive market is the primary reason for the
time delays and cost escalation that are being experienced by the entire industry.

The Company has a strategic advantage over many of its competitors given its established production and
revenue base which provides excess funds flow to support exploration efforts. The Company is
transitioning into a full cycle exploration and production company wherein there is a balanced exposure to
devel opment , exploration and acquisition. In pr
were directed toward developing the Kyle, Blane, Enoch, Chestnut and Ettrick fields. As these fields have
reached or are near production, resources can be directed toward acquisitions such as the purchase of an
interest in the Peik field in 2007 and a more aggressive exploration effort. In the past eight months, the
Company operated its first offshore exploration wells on Blocks 9/28b and 16/27a. The exploration effort
continued in the second quarter of 2008 with the drilling of the Blackbird prospect; participation in four more
exploration wells is planned in the next nine months. The Company anticipates participating in
approximately five exploration wells per year at a level of activity self-financed from internally generated cash
flow.

On June 16, 2008, the Company announced the resignation of Matthew L. Janisch, Vice President Finance
and Chief Financial Officer. The Company wishes to thank Mr. Janisch for his many contributions to the
Company over the past few years and wish him well in any future endeavours. On July 23, 2008, the
Company announced the appointment of C.W. Leigh Cassidy, CA, CFA to the position of Vice President,
Chief Financial Officer. Mr. Cassidy will commence employment with the Company on August 18, 2008.
The Company has also added technical and administrative staff to manage the expanding scope of its
activities. In the last quarterly report, the Company announced the addition of Peter Gunn as Finance
Director of Bow Valley Petroleum (UK) Limited and Norman McLeod as Technical Director of Bow Valley
Petroleum (UK) Limited. The skill set of each of these individuals adds a new dimension to the capability of

t he

ry

evi

the Companyo6s management team and i mproves the abil
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MANAGEMENTO6S DI SCUSSI ON AND ANALYSI S

This managementds discussion and analysis (" MD&A")

unaudited consolidated financial statements and the related notes thereto for the six month period ended
June 30, 2008 and the audited consolidated financial statements, the related notes thereto and the MD&A
for the year ended December 31, 2007. 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 August 11, 2008.

Throughout this MD&A the followi ng terms are used: 6funds fl ow
generated from operating activities before changes in non-c ash wor ki ng capital

which is the net 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 Accepted Accounting Principles (AGAAPO)

definitions of the terms. Management utilizes these measures to analyze operating performance. Funds flow
from operations is not intended to represent operating profit for the period nor should it be viewed as an
alternative to operating profit, net income, cash flow from operations or other measures of financial
performance calculated in accordance with GAAP. 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?", fseeko, ficont i
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 effects 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 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
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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
affecting the wvalue of the Companyds investments. Read:«
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 avww.livenergyedms i t e at

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.

Regulatory Updates

The Canadian Securities Administrators decided not to proceed with the proposed Multilateral Instrument 52-

111 Reporting on Internal Control over Financial Reporting and instead proposed to repeal and replace

Multilateral Instrument 52-109Cer t i fi cati on of Disclosure i.Asaresdtuer sdé An
the Chief Executive Officer and Chief Financial Officer will be required to certify in the annual 52-109

certificates that they have evaluated the effectiveness of Internal Controls over Financial Reporting

(Al COFRO0) and Disclosure Controls and Procedures (ADC&PO
in the annual MD&A their conclusion about the effectiveness of ICOFR and DC&P. There will be no
requirement to obtain an internal control audit opinion
assessment of the effectiveness of ICOFR. This proposed amendment is expected to apply for the year

ended December 31, 2008. The Company is continuing with its evaluation of ICOFR and DC&P to ensure it

meets the criteria for the proposed certification deadline.

In February of 2008, the Canadian Accounting Standards Board confirmed January 1, 2011 as the effective

dat e for t he requirement t o report under I nternationa
comparative 2010 periods converted as well. The Canadian Securities Administrators are in the process of

examining the changes to securities rules as a result of this initiative. The Company has not completed

development of its IFRS changeover plan, which will include an analysis of key GAAP differences and a plan

to assess accounting policies under IFRS as well as the potential IFRS 1 exemptions.
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Discontinued Operations

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

Financial statement comparative figures for the three and six month periods ended June 30, 2008 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 June 30,

2008 2007 % Change

$000s $/boe $000s $/boe $000s $/boe
Operating revenue 31,948 109.74 4,562 64.03 600 71
Interest and other income 50 0.17 28 0.40 79 (57)
Royalties (26) (0.09) (104) (1.46) (75) (94)
Net revenue 31,972 109.82 4,486 62.97 613 74
Operating costs 2,079 7.14 498 6.99 317 2
Transportation expense 71 0.24 97 1.37 27) (82)
Operating net back 29,822 102.44 3,891 54.61 666 88
General and administrative costs 2,135 7.33 1,006 14.12 112 (48)
Interest expense 881 3.03 753 10.56 17 (71)
Foreign exchange loss (gain) - realized (53) (0.18) (1,351) (18.96) (96) (99)
Risk management loss (gain) - realized - - 435 6.11 - -
Abandonment costs incurred 3,085 10.60 - - - -
Total cash expenses 6,048 20.77 843 11.83 617 76
Funds flow from operations 23,775 81.66 3,048 42.78 680 91
Stock based compensation 277 0.95 328 4.61 (16) (79)
Depletion and depreciation 9,491 32.60 2,028 28.46 368 15
Foreign exchange loss (gain) - unrealized (463) (1.59) (6,670) (93.61) (93) (98)
Risk management loss (gain) - unrealized 1 0.00 (191) (2.68) (101) (100)
Accretion expense 121 0.42 144 2.02 (16) (79)
Future income tax expense 6,980 23.98 813 11.41 759 110
Total non-cash expenses 16,407 56.36 (3,548) (49.79) (562) (213)
Net income ® 10,452 35.90 6,596 92.57 58 (61)
@ Net income relates only to the Company's U.K. operations and excludes abandonment costs incurred.

Six Months Ended June 30,
2008 2007 % Change

$000s $/boe $000s $/boe $000s $/boe
Operating revenue 70,054 97.25 9,175 63.23 664 54
Interest and other income 353 0.49 60 0.41 488 20
Royalties (419) (0.58) (601) (4.14) (30) (86)
Net revenue 69,988 97.16 8,634 59.50 711 63
Operating costs 4,780 6.64 7 5.36 515 24
Transportation expense 127 0.18 192 1.32 (34) (87)
Operating net back 65,081 90.34 7,665 52.82 749 71
General and administrative costs 4,539 6.30 1,431 9.86 217 (36)
Interest expense 2,110 2.93 772 5.32 173 (45)
Foreign exchange loss (gain) - realized (140) (0.19) (1,041) (7.18) (87) 97)
Risk management loss (gain) - realized - - 435 3.00 - -
Abandonment costs incurred 3,085 4.28 8 0.06 nm nm
Total cash expenses 9,594 13.32 1,605 11.06 498 20
Funds flow from operations 55,488 77.03 6,060 41.76 816 84
Stock based compensation 747 1.04 328 2.26 128 (54)
Depletion and depreciation 22,350 31.03 3,838 26.45 482 17
Foreign exchange loss (gain) - unrealized 6,049 8.40 (7,803) (53.78) (178) (116)
Risk management loss (gain) - unrealized 2 0.00 79 0.54 97) (99)
Accretion expense 238 0.33 288 1.98 a7 (83)
Future income tax expense 17,234 23.92 1,700 11.71 914 104
Total non-cash expenses 46,620 64.72 (1,570) (10.84) (3,069) (697)
Net income ® 11,952 16.59 7,638 52.66 56 (68)

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

Three Months Ended June 30, Six Months Ended June 30,
2008 2007 % Change 2008 2007 % Change
Production
Natural gas (mcf/d) 2,287 1,710 34 2,665 1,558 71
Oil and NGL (bbl/d) 2,974 603 393 3,231 536 502
Oil equivalent (boe/d) 3,355 888 278 3,675 796 362
Increase (decrease) in Inventory
Natural gas (mcf/d) - - - - - -
Oil and NGL (bbl/d) 155 105 48 (283) (6) nm
Oil equivalent (boe/d) 155 105 48 (283) (6) nm
Sales
Natural gas (mcf/d) 2,287 1,710 34 2,665 1,558 71
Oil and NGL (bbl/d) 2,819 498 466 3,514 542 548
Oil equivalent (boe/d) 3,200 783 309 3,959 802 394

Field production averaged 3,355 boe/d in the second quarter of 2008, an increase of 278% compared to
production of 888 boe/d in the second 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 field which reached first production on May 31, 2007 and from the Blane field which reached first
production on September 12, 2007. Second quarter 2007 comparative production volumes were generated
from the Kyle field, combined with only one month of production from the Enoch field.

Field production averaged 3,675 boe/d in the first six months of 2008, an increase of 362% compared to
production of 796 boe/d in the first six months of 2007. Both oil and NGL production volumes and natural
gas production volumes increased year-over-year due to the addition of production volumes from the Enoch
and Blane fields as discussed above.

Field production volumes of 3,355 boe/d in the second quarter of 2008 represent a decrease of 16% from
3,995 boe/d in the first quarter of 2008. The decrease in production volumes from the first quarter and from
previous guidance of volumes estimated to average between 3,500 and 3,800 boe/d is mainly attributable to
facility downtime that resulted in shut-in production during the second quarter. Shut-in production occurred at
the Blane field for ten days in April while the Ula platform underwent an upgrade to gas compression
facilities and the Enoch field experienced three weeks of sporadic production during April and May when the
Forties pipeline system was shut down due to the workers strike at the Grangemouth refinery.

Sales volumes averaged 3,200 boe/d in the second quarter of 2008, as compared to production of 3,355
boe/d in the same period. Sales were lower than production in the second quarter of 2008 due to Kyle field
lift quantities being less than production, resulting in an inventory build in the second quarter. On a year-to-
date basis, sales have exceeded production due to liftings in excess of production, resulting in a net
inventory draw. At the end of the first quarter of 2008, the Company held approximately 64,600 barrels of oil
and NGL inventory. At the end of the second quarter of 2008, the Company held approximately 81,500
barrels of oil and NGL inventory. Oil and NGL inventory is included in current other assets on the
consolidated balance sheet at cost.

The Company estimates its third quarter 2008 production volumes will average between 3,500 to 3,750
boe/d. Estimated third quarter production volumes are lower than combined field production capacity
volumes due to regularly scheduled maintenance expected to be performed at the Enoch and Kyle fields
during the third quarter. Third quarter sales are expected to exceed estimated production, resulting in an
expected draw of oil and NGL inventory volumes. Lifting schedules are adjusted frequently and may result
in changes from current expectations.

Prices
Three Months Ended June 30, Six Months Ended June 30,
2008 2007 % Change 2008 2007 % Change

Natural gas

BVX (Cdn$/mcf) 3.97 7.02 (43) 3.58 7.76 (54)
Oil and NGL

Brent (US$/bbl) 122.45 68.68 78 110.25 63.30 74
BVX (Cdn$/bbl) 121.34 76.58 58 106.81 71.17 50
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Operating Revenue

Operating revenue of $31.9 million was recorded in the second quarter of 2008, an increase of 600%
compared to $4.6 million in the second quarter of 2007. Operating revenue of $70.0 million was recorded in
the first six months of 2008, an increase of 664% compared to $9.2 million in the first six months of 2007.
Operating revenue has increased quarter-over-quarter and year-over-year mainly due to increased sales
volumes generated by the addition of the Enoch and Blane fields, combined with higher average realized oil

andNGL prices. More than 80% of the Companyods production

for oil and NGLs sales in the second quarter of 2008 was $121.34 per boe, an increase of 58% over $76.58
per boe in the second quarter of 2007. The operating revenue increase attributable to higher sales volumes
and oil and NGL prices was patrtially offset by the decrease in realized natural gas prices. The realized price
for natural gas declined 43% quarter-over-quarter and 54% year-over-year as a result of introducing Blane
and Enoch field natural gas volumes which are sold on platform at contracted rates below end-market prices
and 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 decreased 16% from $38.1 million in the first quarter of 2008 to $31.9 million in the
second quarter of 2008. The decrease in quarter to quarter operating revenues is due to lower sales
volumes being recorded in the second quarter, stemming partly from lower production volumes as explained
above and also due to the significant draw on inventory volumes during the first quarter of 2008. Sales
volume declines are offset somewhat by higher average realized oil and NGL prices.

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 and NGL 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. There are also overriding
royalties which become payable on the Companyds
recovery thresholds are met. These volume recovery thresholds have not presently been met.

In the second quarter of 2008, royalty payments and NPI accruals totaled $0.03 million as compared to $0.1
million in the second quarter of 2007. On a year-to-date basis, royalty payments and NPI accruals totaled
$0.4 million as compared to $0.6 million in the first six months of 2007. Royalties are lower quarter-over-
guarter and year-over-year as a result of a 2007 NPI accrual adjustment recorded in the second quarter of
2008. The 2007 estimated NPI payable in respect of the Kyle field was adjusted and a credit was recorded in
the second quarter.

Royalty payments and NPI accruals totaled $0.03 million in second quarter of 2008 as compared to $0.4
million in the first quarter of 2007. The decrease in royalties from the first quarter is as a result of the change
in the 2007 NPI accrual estimate discussed above.

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 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 influence the average operating and transportation
costs expensed in the period.

The operating and transportation expense for the second quarter of 2008 was $2.1 million ($7.38 per boe)
compared to $0.6 million ($8.36 per boe) in the second quarter of 2007, representing an increase of 261%
(decrease of 12% per boe). The increase in operating and transportation expense quarter-over-quarter is
due to higher sales volumes. The comparative operating and transportation expense per boe relates mainly
to the Kyle field and consequently has been influenced by the addition of Enoch field production which
commenced on May 31, 2007 and Blane field production which commenced on September 12, 2007. The
operating and transportation expense per boe from the Kyle field is on average higher than the operating
and transportation expense per boe from the Enoch and Blane fields due to different tariff arrangements.
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Operating and Transportation Expense (contdd)

Operating costs are expected to increase when the Chestnut and Ettrick fields commence production due to
higher average tariff rates.

The operating and transportation expense for the first six months of 2008 was $4.9 million ($6.82 per boe)
compared to $1.0 million ($6.68 per boe) in the first six months of 2007, representing an increase of 406%
(increase of 2% per boe). The increase in operating and transportation expense year-over-year is due to
higher sales volumes. The comparative operating and transportation expense per boe relates mainly to the
Kyle field. In the current period, the operating and transportation expense per boe relates to a combination of
Kyle, Enoch and Blane

field costs. As discussed above, the operating and transportation expense per boe from the Kyle field is on
average higher than the operating and transportation expense per boe from the Enoch and Blane fields,
however the year-to-date comparative 2007 Kyle field operating and transportation expense per boe is lower
than average due to a higher proportion of natural gas sales relative to oil sales in the first quarter of 2007.
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 $7.38 per boe in the second quarter of 2008 increased 15% from
$6.42 per boe the first quarter of 2008 due to the costs associated with platform maintenance and upgrades
performed in the second quarter.

Operating costs of $0.7 million relating to oil and NGL volumes held 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
Il vishak formation was tested at a st abl aegreaAP&oil.oThe
North Shore #1 well also encountered saturation in an upper zone in the Sag River formation with oil to the
surface; however mechanical problems have hindered the evaluation of the Sag River formation. The joint
venture group anticipates additional potential through seismically defined offset exploration targets and
appraisal locations. The North Shore area will likely see continued drilling activity in the 2009 drilling season.

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 six
feet of net pay. 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 acquired approximately 210 square miles of 3D seismic over the prospective area
which is currently being processed in Calgary. This completed seismic will be used to evaluate the Tofkat
discovery and uphole Brookian aged potential identified in each of the wellbores. It is anticipated the Tofkat
seismic interpretation will not be completed in time for a 2009 drilling program in the area.

The Company incurred $11.5 million in cash capital expenditures on its Alaska operations in the first six
months of 2008 and has spent approximately $29.7 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 $0.3 million in the second quarter of 2008, compared to
$0.06 million in the second quarter of 2007. On a year-to-date basis, the Company recorded interest and
other income of $0.5 million, compared to interest and other income of $0.09 million in the first six months of

2007. I nterest income is earned on the Companyés Canadi
cash deposits. Interestincome i s al so accrued in respect of the Compan)
investments (refer to expanded discussion below). The quarter-over-quarter and year-over-year increase in

interest income is partially due to interest income generated from the Company6s Uu. K. oper at

Production and funds flow from operations have increased significantly compared to 2007 comparative

figures and higher cash balances have resulted in the generation of more interest earnings thereon. The

Company began investing in asset backed commercial paper late in the second quarter of 2007 using the

proceeds from the disposition of the Canadian oil and natural gas interests and a portion of the funds from

the April 5" 2007 equity issue. Current quarter and year-to-date figures include interest income accruals in

respect of the Companyos asset backed commerci al paper
comparative figures include less than one month of asset backed commercial paper interest income accruals

(albeit at a higher interest rate). Interest and other income increased from $0.2 million in the first quarter of

2008 to $0.3 million in the second quarter of 2008 as a result of higher average cash balances on deposit

throughout the period.

General and Administrative Expenses

Three Months Ended June 30, Six Months Ended June 30,
$000s 2008 2007 % Change 2008 2007 % Change
U.K. 2,135 1,006 112 4,539 1,431 217
Alaska 344 266 29 499 286 75
Stock based compensation 369 124 198 996 563 7
Lawsuit defense costs / judgement 266 1,720 (85) 389 1,723 (77)
Other 101 24 321 (30) 24 (226)
Total 3,215 3,140 2 6,393 4,027 59

General and administrative expenses for the second quarter of 2008 were $3.2 million, an increase of 2%
compared to $3.1 million in the second quarter of 2007. On a year-to-date basis, general and administrative
expenses were $6.4 million, an increase of 59% compared to $4.0 million in the first six months of 2007.
General and administrative expenses have increased significantly quarter-over-quarter and year-over-year

as a result of the growth in the Companyods u. K. oper a
operations. The 2008 increase in general and administrative expense is offset somewhat by lower 2008

|l awsuit defense costs in respect of the Companyds Bal al
for further discussion). In addition, reallocation of corporate costs have contributed to increased general and
administrative expenses in 2008. Corporate costs are all

segments using a cost allocation methodology which is intended to reflect the benefit of management time

and office resources received by each of the operating segments. In comparative 2007 figures some of the

common corporate costs were allocated to the Canadian operating segment. General and administrative

expenses of $3.2 million in the second quarter of 2008 are comparable to the $3.2 million of general and

administrative expenses recorded in first quarter of 2008. The Company expects general and administrative
expenses to continue to trend higher due to the expansio
has been active in recruiting 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 $1.0 million of interest expense in the second quarter of 2008, compared to $0.8
million in the second quarter of 2007. On a year-to-date basis, the Company recorded $2.2 million of
interest expense, compared to $0.8 million in the first six months of 2007. During the comparative periods 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.
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Interest Expense( cont 6d)

Interest expense decreased from $1.2 million in the first quarter of 2008 to $1.0 million in the second quarter
of 2008 as a result of a decrease int he London I nterbank Offered
component in the calculation of interest on the

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

Foreign Exchange

The reporting currency of the Company -dwseed Subsidiarg Bavn
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 whol |y dBown ¥alley AlaskasCGomgboragion,y has current 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 foreign currency monetary

assets and liabilities 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 $0.7 million in the second quarter of 2008, compared to a realized
gain of $0.8 million in the second quarter of 2007. The Company recorded an unrealized gain of $0.02
million in the second quarter of 2008, compared to an unrealized gain of $6.6 million in the second quarter of
2007.

On a year-to-date basis, the Company recorded a realized gain of $0.8 million, compared to a realized gain
of $0.4 million in the first six months of 2007. On a year-to-date basis, the Company recorded an unrealized
loss of $6.5 million, compared to an unrealized gain of $7.7 million in the first six months of 2007.

The realized foreign exchange gain recorded in the second quarter of 2008 and on a year-to-date basis 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 on a year-to-date basis was driven by the weakening of the
Canadian dollar relative to the U.S. dollar and British pound sterling. The unrealized loss is mainly
attributable to the revaluation of the Companyos
indebtedness which totaled CAD$152.4 million as at June 30, 2008 and made up approximately $4.1 million

of the unrealized | o s s , combined with the revaluation of t he

tax liability which totaled CAD$68.5 million as at June 30, 2008 and made up approximately $1.6 million of
the unrealized loss. The residual unrealized foreign exchange loss of $0.8 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 June 30, 2008, which is detailed in note
14 to 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.

On a year-to-date basis, the Company has recorded a realized loss of nil and an unrealized loss of $0.002
million in respect of its outstanding risk management contract. The outstanding risk management contract
has been marked-to-market at a value of nil as at June 30, 2008.

Depletion, Depreciation and Amortization

Depletion, depreciation and amortization ("DD&A") expense was $9.5 million ($32.60 per boe) for the second
quarter of 2008 compared to $2.0 million ($28.33 per boe) for the second quarter of 2007. On a year-to-date
basis, DD&A expense was $22.4 million ($31.03 per boe), compared to $3.8 million ($26.50 per boe) for the
first six months of 2007. The increase in the DD&A rate per boe quarter-over-quarter and year-over-year is
due to increased capital spending at the Kyle field and the addition of the Enoch (year-over-year
comparatt ve only) and Bl ane fieldsod6 capital costs to
lower ratio of proved reserves per dollar of capital spending than the Kyle field, which increases the
depletion on a per boe basis.
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