


























NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Table 1
As at June 30, 2008 As at December 31, 2007

........................................ CarrymgFalrFaceCarrymgFawFace"
($000) Value Value Value Value  Value  Value
L .
Restricted term investments - - - 2,689 2,689 2,689
Accounts receivable 113 113 138 72 72 81
Financial liabilities
Accounts payable and

accrued liabilities 209 209 209 181 181 181

The budgeted capital expenditure to working capital base figures for June 30, 2008
and December 31, 2007 are presented below:

June 30, December 31,

($000) 2008 2007
Budgetedcap|ta|expendlture(December312007) ............ 6425 ........................ . 425"

Expenditures 2008 (2,798) -
Budgetedcap|ta|expendlture ................................................ 3627 ........................ . 425"
Numberofmonthsbudgeted ........................................................ g—— o
e 5487 ........................ . 559«

Current liabilities (209) (181)
Worklngcapltal ...................................................................... 5278 ........................ . 378”
Workmgcapltaltobudgetedcapltal ................................................................................. .

expenditure (in months) 8.7 15.7

b) Risks and mitigations

Market risk is the risk that the fair value or future cash flow of the Company’s financial
instruments will fluctuate because of changes in market prices. Components of market
risk to which Pine Cliff is exposed are discussed below.

Commodity price risk

The Company’s principal operation is the exploration and possible development of its
oil and gas properties in Argentina. The Company also engages in the exploration and
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development of oil and natural gas properties in Canada. Fluctuations in prices of these
commodities may directly impact the Company’s performance and ability to continue

with its operations.

The Company’s management currently does not use risk management contracts to set

price parameters for its production.
Sensitivity Analysis

The Company is still in the exploration stage of development of its exploration
properties and as such generates nominal cash flow or earnings from these properties.
In addition, the Company’s petroleum and natural gas operations provide only
moderate cash flow, and as such, changes of US $1.00 per barrel in the price of crude
oil, $0.10 per MCF in the price of natural gas and $0.01 change in the Cdn/US
exchange rate would have no material impact on the Company.

Interest rate risk

Interest rate risk refers to the risk that the value of a financial instrument or cash flows
associated with the instrument will fluctuate due to changes in market interest rates.
Interest rate risk arises from interest bearing financial assets and liabilities that
Comaplex uses. The principal exposure to the Company is on its cash balances which
have a variable interest rate which gives rise to a cash flow interest rate risk.

Pine Cliff's cash consists of Canadian dollar, US dollar and Argentinean Pesos
investment chequing accounts. Since these funds need to be accessible for the
development of the Company’s capital projects, management does not reduce its
exposure to interest rate risk through entering into term contracts of various lengths.
As discussed above, the Company generally manages its capital such that its budgeted

capital requirements to current working capital ratio are approximately six months.
Sensitivity Analysis

Based on historic movements and volatilities in the interest rate markets and
management’s current assessment of the financial markets, the Company believes that
a one percent variation in the Canadian prime interest rate is reasonably possible over
a 12 month period. No income tax effect has been calculated as the Company has
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more than sufficient tax pools.

The following illustrates the annual impact of a one percent fluctuation in the
Canadian prime interest rate:

As at As at
June 30, 2008 December 31, 2007
Plus 1% Minus 1% Plus 1% Minus 1%

($000) ings Equity Earnings Equi

Financial assets
Cash deposits 53 53 (53) (53) 58 58 (58) (58)
Restricted term

investments - - - - 27 27 (27) (27)

Accounts receivable - - - - _ _ _ _
Financial liabilities

Accounts payable and
accrued liabilities -

Foreign exchange risk

The Company has foreign operations, but no revenue from production from the
foreign properties and currently sells all of its Canadian product sales in Canadian
currency. The Company has a US cash and Argentina Pesos cash balance and earns an
insignificant amount of interest on its US and Argentinean Pesos bank accounts. Funds
held in foreign denominated accounts are generally held for short periods of time, as
the Company transfers and converts Canadian funds to foreign currency as payment
for foreign currency denominated payables come due. As such, Pine Cliff does not
mitigate CAD/USD/ARG exchange rate risk by using risk management contracts.

Credit risk

Credit risk is the risk that a contracting party will not complete its obligations under a
financial instrument and cause the Company to incur a financial loss. Pine Cliff is
exposed to credit risk on all financial assets included on the balance sheet. To help
mitigate this risk the Company maintains the majority of its cash balances with a major
Canadian chartered bank and invests in secure financial instruments.

Of the accounts receivable balance at June 30, 2008 ($98,000) and December 31,
2007 ($72,000), all relate to product sales with Canadian oil and gas companies and
interest income from major Canadian chartered banks all of which have always paid
within 30 to 60 days.
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The Company assesses quarterly if there has been any impairment of the financial
assets of the Company. During the six month period ended June 30, 2008, there was
no impairment provision required on any of the financial assets of the Company due
to historical success of collecting receivables. The Company does not have any
significant credit risk exposure to any single counterparty or any group of
counterparties having similar characteristics.

The carrying value of accounts receivable approximates their fair value due to the
relatively short periods to maturity on this instrument. The maximum exposure to
credit risk is represented by the carrying amount on the balance sheet. There are no

material financial assets that the Company considers past due.

Liquidity risk

Liquidity risk includes the risk that, as a result of Pine Cliff's operational liquidity
requirements:

e The Company will not have sufficient funds to settle a transaction on the due date,

e Pine Cliff will not have sufficient funds to continue with its financing of its major
exploration projects,

e The Company will be forced to sell assets at a value which is less than what they are
worth, or

¢ Pine Cliff may be unable to settle or recover a financial asset at all.
To help reduce these risks, the Company:

e Has a general capital policy of maintaining approximately six months of budgeted
capital requirements as its working capital base.

e Maintains a continuous evaluation approach as to the requirements for its largest
exploration programs; the Canadon Ramirez Concession, Laguna de Piedra
Concession and the pending San Jorge Basin Concession.
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