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CORPORATE PROFILE

Calvalley Petroleum Inc. is an international oil and gas company based in Calgary, Alberta which is
focused on exploration and development of Block 9 in the Republic of Yemen. Calvalley is well-financed
and debt-free and expects to fund its 2008 capital program from cash generated by operating activities
and from cash currently on hand. Calvalley® common shares are listed and posted for trading on the
Toronto Stock Exchange under the symbol @VI.A.O

Calvalley® principal assets and operations are related to its 50% operated working interest in the
production sharing agreement for Block 9, for which Calvalley® wholly-owned subsidiary, Calvalley
Petroleum (Cyprus) Ltd., is the operator. Block 9 includes 2,234 km? (552,000 acres) of land within the
prolific Sayun-Masila basin, within which Calvalley has recently made several significant hydrocarbon
discoveries. Calvalley declared commerciality during 2005 and started commercial production in
December of that year. Calvalley has progressed significantly in its plans to complete several major
production infrastructure projects, including a 60,000 bopd central processing facility. In addition to the
development and production activities in respect of the existing discoveries, Calvalley plans to actively
continue its exploration program and has identified several promising leads and prospects.

FORWARD LOOKING STATEMENTS

Some of the statements contained herein including, without limitation, financial and business prospects
and financial outlooks, may be forward-looking statements which reflect management® expectations
regarding future plans and intentions, growth, results of operations, performance and business prospects
and opportunities. Words such as @nayQ @villQ GhouldQ @ouldQ QnticipateQ MelieveQ @xpectQ GntendQ
@lanQ QotentialQ @ontinueQ and similar expressions have been used to identify these forward-looking
statements. These statements reflect management® current beliefs and are based on information
currently available to management. Forward-looking statements involve significant risk and uncertainties.
A number of factors could cause actual results to differ materially from the results discussed in the
forward-looking statements including, but not limited to, changes in general economic and market
conditions and other risk factors. Although the forward-looking statements contained herein are based
upon what management believes to be reasonable assumptions, management cannot assure that actual
results will be consistent with these forward-looking statements. Investors should not place undue
reliance on forward-looking statements. These forward-looking statements are made as of the date
hereof.

Forward-looking statements and other information contained herein concerning the oil and gas industry
and Calvalley® general expectations concerning this industry are based on estimates prepared by
management using data from publicly available industry sources as well as from reserve reports, market
research and industry analysis and on assumptions based on data and knowledge of this industry which
Calvalley believes to be reasonable. However, this data is inherently imprecise, although generally
indicative of relative market positions, market shares and performance characteristics. While Calvalley is
not aware of any misstatements regarding any industry data presented herein, the industry involves risks
and uncertainties and is subject to change based on various factors.

ABBREVIATIONS

bbls barrels

mbbls thousands of barrels
bopd barrels of oil per day
mmcfd million cubic feet per day
km®  square kilometre
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HIGHLIGHTS

Financial

These key financial indicators are discussed in more detail in the following sections.

Three months ended Nine months ended
September 30 September 30

(in thousands of US dollars) 2008 2007 2008 2007
Revenue from crude oil sales 15,664 13,276 44,328 25,192
EBITDA @ 13,127 10,601 34,069 17,158
Operating income 10,021 7,822 25,409 11,723
Net income (loss) 9,105 7,907 19,136 12,978
Capital expenditures 5,965 8,573 22,817 24,071
Funds flow from operations ™ 12,050 10,645 30,717 19,983
Funds flow from operating activities 4,511 21,001 38,881 25,033

" See lon-GAAP MeasuresO

Calvalley® revenue from crude oil sales was $15.6 million for the third quarter ended
September 30, 2008 (2007 - $13.3 million). Revenue for the nine month period was $44.3
million versus $25.2 million in 2007.

Net income was $9.1 million for the three months September 30, 2008, as compared to $7.9
million for the same period of 2007. The increase to the crude oil sales revenue during the
third quarter reflected the strong average price of US$111.12 per barrel as compared to
$73.49 per barrel for the second quarters of 2008 and 2007 respectively.

Funds flow from operations was $12.1 million for the three months ended September 30,
2008, as compared to $10.6 million for the same period of 2007. Funds flow from operations
for the nine month period was $30.7 million versus $20.0 million for 2007.

Calvalley continues to be well financed and capitalized with no outstanding debt and working
capital of $79.0 million.

Operating
Three months ended
September 30, September 30,
(barrels of oil per day) 2008 2007
Total Block 9 production 4,743 5,355
Calvalley working interest (50.0%) 2,372 2,678

I Average daily production from the Block 9 for the three months ended September 30, 2008 was
4,743 gross barrels per day (Calvalley working interest 2,372 bopd), comparable to the previous
quarter® average of 4,759 bopd (2,380 bopd working interest share) and down from 5,218 bopd
(2,609 bopd working interest share) for the third quarter of 2007. Production was lower than the
same period in 2007 due to a temporary shortage of pumps for wells requiring pump
replacements, and limited crude processing capacity. Production continues to be constrained due
to solution gas handling capacity at the temporary production facility.

I Construction of the Central Processing Facility (CPFQ is completed. The CPF is currently in the
process of being certified by a third party engineering firm, upon which the plant will be fully
commissioned.
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I Construction of water and gas injection facilities at Hiswah are underway with completion targeted
for mid-2009.

I Calvalley has commenced construction of a heavy crude blending facility at the CPF, which will
enable the Company to produce from the currently shut-in Al Roidhat field.

' Production testing of Qarn Qaymah 2 well continued through the quarter. The test program
encountered delays due to lack of specialized completion services in Yemen. A coiled tubing
unit, which will be used to clean up the open hole section of the fractured basement, arrived early
November. The clean up and flow test program is now underway.

I Technical work associated with six deep wells targeting multiple horizons including the fractured
basement have been completed. The first of these wells is expected to be drilled before year-end.
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CHAIRMAN AND CHIEF EXECUTIVE OFFICER®& REPORT

Calvalley remains in an excellent position for future growth with a strong balance sheet and opportunities
for organic growth through the drill bit. We have a positive working capital of US$79 million with no debt.
Our drilling inventory continues to grow through our generation of development and exploration drilling
locations for a multi-year drilling program.

Calvalley® production growth has been hindered by the pace of infrastructure development and special
reservoir studies. During the quarter, we made significant progress towards removing these obstacles to
position ourselves to take advantage of existing discoveries in our block.

Calvalley continued to make progress towards the completion of key infrastructure, including the Central
Processing Facility (CPF) and blending facilities, both of which are key to our production and reserves
growth from existing and future discoveries. The CPF, which has a 60,000 bopd capacity, is now
complete and currently in the process of being certified by a third party engineering firm, upon which the
plant will be fully commissioned. The CPF will eliminate processing bottlenecks, a key above surface
constraint to our production growth. A drilling rig will be fully dedicated to drill Hiswah development wells.
In addition, we are now technically better equipped with the Hiswah simulation study, which enables us to
optimally develop the field. Construction of water and gas injection facilities at Hiswah are underway with
completion targeted for mid-2009.

The Qarn Qaymah 2 testing program continued during the third quarter. The complex nature of reservoirs
encountered necessitate an extensive test program. In addition, the test program has encountered
delays due to lack of specialized completion services in Yemen. A coiled tubing unit, which will be used
to clean up the open hole section of the fractured basement, arrived in early November. The clean up and
flow test program is now underway.

Commodity prices remained strong with Calvalley® average sales price exceeding $111 per barrel but
lower than $123 per barrel realized in the previous quarter. Net income for the quarter totaled $9.1 million
or $0.10 per share. Funds flow from operations totaled $12.1 million ($0.12 per share), more than
sufficient to fund capital expenditures of $6.0 million, primarily for drilling and facility construction projects.
With working capital of $79 million, Calvalley remains debt-free and well positioned to fund its capital
program without further dilution to its shareholders. The company continued with its ongoing share buy
back program spending $2.1 million to buy back 596,500 shares during the quarter.

The global financial crisis has impacted all sectors of the world economy. Oil prices have dropped more
than 50% from their peak of $145 in July. Expectations remain mixed on whether we have reached the
bottom of the cycle or if an protracted recession will follow. Calvalley has taken a cautious approach to its
use of working capital and as a result of its clean balance sheet the Company is well positioned to not
only weather the storm but to continue to execute its business plan to be even stronger when the next
cycle begins.

The Hiswah field continues to produce suboptimally from eighteen producing wells through temporary
production facilities. The temporary production facilities have limited solution gas handling capacity which
restricts the production volumes that can currently be processed. Calvalley commenced the final
commissioning of the Central Processing Facility (@CPFQ in early November. Upon completion of
commissioning work at CPF, we expect to increase production from the existing wells. In addition, we
plan to expedite full field development at Hiswah, targeting an additional 29 future development wells.

Calvalley has commenced construction of a heavy crude blending facility at the CPF, which will enable
the Company to produce from the currently shut-in Al Roidhat field. Currently, four wells are fully
equipped and ready to produce. Four additional wells have been drilled but not completed. Once fully
developed, Al Roidhat production is estimated to peak at 10,000 bopd.

Our exploration team has identified numerous high impact exploration targets, the first of which is planned
to be drilled before yearend. These targets include several exploration horizons including the fractured
basement which currently comprises approximately 30% of the total production from Yemen. Success in
the exploration program will guide the direction of future development of Block 9 in Yemen.

| HIB( N6 - ' 012'3456'7, "*)W'BIW+4)"2": | ; < L (=@



During October, Calvalley expanded its operations beyond Yemen, entering into a production sharing
contract for over 46,000 km2 (11.5 million acres) in Ethiopia. Our entry into this relatively underexplored
country allows us to leverage the expertise we have developed in operating internationally in the region.

CEdmund ShimoonO

Edmund M. Shimoon
Chairman and Chief Executive Officer
November 14, 2008
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OPERATIONS REPORT
Production Overview

During the third quarter of 2008, daily production from Block 9 averaged 4,743 barrels of oil per day
(®opdd (2007 - 5,355 bopd), with the Company® working interest share being 2,372 bopd (2007 2,678
bopd). Despite expected performance from the existing producing wells at Hiswah field, production has
been constrained due to limitations of the temporary production facilities. Additionally, drilling of new
development wells has been slowed down pending the completion of the reservoir simulation study.
Upon full commissioning of the Central Production Facility (@CPFQ, which is currently in the pre-
commissioning phase, and completion of the simulation study, the results of which are now available to
us, we expect to expedite Calvalley® production growth by increasing production from existing wells,
drilling additional development wells and implementing a pressure maintenance program. At least 29
future development wells are planned to be drilled at Hiswah.

The Hiswah field continues to produce suboptimally from its eighteen producing wells due to the limited
solution gas handling capacity of the temporary production facility. Upon completion of the CPF, we
expect to increase production from existing wells by optimizing their production as the bottleneck for gas
handling will be eliminated.

Calvalley has commenced construction of a heavy crude blending facility at the CPF, which will enable
production to commence from the currently shut-in Al Roidhat field. Currently, four wells are fully
equipped and ready to produce. An additional four wells have been drilled but not completed. Once fully
developed, Al Roidhat is estimated to peak at 10,000 bopd. First production from Roidhat filed is
expected in the first quarter of 2009.

Hiswah Field Development

Development drilling operations during the 3" Quarter of 2008 included the completion of the Hiswah-25
horizontal well followed by the drilling of two additional horizontal wells and the beginning of a third
horizontal well, all at Hiswah.

The Hiswah 25 water-injection well, which was spud on June 19, and completed in early July to a total
horizontal depth of 1,754 metres measured depth in the Saar-Naifa reservoir. The Hiswah 25 well was rig
released on July 11 and the rig moved to the second water injection location, Hiswah 26. The Hiswah 26
well was spud on July 18 and reached total horizontal depth of 1,732 metres measured depth, resulting in
414 metres of open hole in the Saar-Naifa reservoir.

The rig was then moved to Hiswah 27Q in order to drill a shallow Qishn Clastics appraisal well. The
Hiswah 27Q well was spud on August 16 and the decision was made to continue drilling into the Saar-
Naifa reservoir. The horizontal hole was drilled to a total depth of 1,534 metres measured depth, with 375
metres of open hole in the reservoir. Following Hiswah 27Q the rig was moved to drill a vertical well at
the southeastern part of the Hiswah field.

Hiswah 28 vertical hole was spud on September 29 and was drilling vertically towards the Saar-Naifa
reservoir at the end of this reporting period. A vertical well is planned to be drilled to the basement which
will then be plugged back and kicked off to drill a horizontal Saar-Naifa producer.

Once the Hiswah 28 vertical and horizontal wellbores have been completed, the forward plan for the
Hiswah oil field is to proceed with a multi-well drilling program driven by the recently completed Hiswah
Dynamic Simulation Study. This reservoir model was constructed by Schlumberger on behalf of Calvalley
and the Yemen Block 9 Joint Venture in order to define the full field development plans for the Saar-Naifa
reservoir at Hiswah.

Facilities

The CPF, with a 60,000 barrel per day capacity, is in the pre-commissioning phase. The plant is
expected to be fully commissioned in late November. Construction of key components of water injection
and gas re-injection facilities for the Hiswah have commenced. Long-lead items for these facilities have
been ordered. Both facilities are expected to be commissioned mid-2009. The Hiswah field currently
produces approximately 4.5 mmcfd of solution gas which is being flared.
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Exploration Drilling Program

No exploration wells were drilled during the third quarter. Testing of the Qarn Qaymah 2 well continued
during the quarter but experienced delays due to the lack of specialized completion services in Yemen. A
coiled tubing unit, which will be used to clean up the open hole section of the fractured basement, arrived
in early November. The clean up and flow test program is now underway.

Future Plans

Drilling plans for the balance of 2008 include development, appraisal and exploration wells. Up to three
additional horizontal producers are expected to be drilled at Hiswah. Calvalley plans to start drilling of
one of its ready-to-drill exploration targets before the yearend.
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MANAGEMENT® DISCUSSION AND ANALYSIS

References to (@alvalleyO or the @ompanyO refer to Calvalley Petroleum Inc. and its share of
consolidated subsidiaries and joint ventures unless the context indicates otherwise. All currency
references are to United States dollars unless otherwise specifically indicated. References to @$Oare to
Canadian dollars.

The purpose of this Management® Discussion and Analysis is to provide readers the ability to view
Calvalley in much the same way as Management. The following combination of historic and prospective
information and financial and business analyses, together with the consolidated financial statements, are
intended to impart useful knowledge to investors and other readers. This Management® Discussion and
Analysis should be read in conjunction with the unaudited interim consolidated financial statements and
related notes of Calvalley for the three month period ended September 30, 2008. Additional information
relating to the Company, including the Company® Annual Information Form, is available on SEDAR at
www.sedar.com or on the Company® web site at www.calvalleypetroleum.com.

This Management® Discussion and Analysis is as of November 14, 2008.
Forward-Looking Statements

This Management® Discussion and Analysis contains certain forward-looking statements. Some of the
statements contained herein including, without limitation, financial and business prospects and financial
outlooks of the Company may be forward-looking statements which reflect management's expectations
regarding future plans and intentions, growth, results of operations, performance and business prospects
and opportunities. Words such as "may", "will", "should", "could", "anticipate", "believe", "expect", "intend",
"plan”, "potential”, "continue", and similar expressions have been used to identify these forward-looking
statements. These statements reflect management's current beliefs and are based on information
currently available to management. Forward-looking statements involve significant risk and uncertainties.
A number of factors could cause actual results to differ materially from the results discussed in the
forward-looking statements including, but not limited to, changes in general economic, political and
market conditions and other risk factors. Although the forward-looking statements contained herein are
based upon what management believes to be reasonable assumptions, management cannot assure that
actual results will be consistent with these forward-looking statements. Investors should not place undue
reliance on forward-looking statements. These forward-looking statements are made as of the date
hereof.

Forward-looking statements and other information contained herein concerning the oil and gas industry
and Calvalley's general expectations concerning this industry are based on estimates prepared by
management using data from publicly available industry sources as well as from reserve reports, market
research and industry analysis and on assumptions based on data and knowledge of this industry
which Calvalley believes to be reasonable. However, this data is inherently imprecise, although generally
indicative of relative market positions, market shares and performance characteristics. While Calvalley is
not aware of any misstatements regarding any industry data presented herein, the industry involves risks
and uncertainties and is subject to change based on various factors. See @Risk Factors.O

Non-GAAP Measures

Funds flow from operations is a non-GAAP measure that represents funds generated from operating
activities before changes in non-cash working capital. Funds flow from operations should not be
considered an alternative to, or more meaningful than, cash flow from operating activities. Management
believes that funds flow from operations is a useful supplemental measure to analyze the Company®
ability to generate cash flow to fund capital investment and working capital requirements. Funds flow from
operations may not be comparable to similar measures used by other companies.

Earnings before interest, taxes, depreciation and amortization (EBITDAQ and operating income are non-
GAAP measures. The Company calculates EBITDA as revenue net of royalties, operating expenses and
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general and administrative expenses. The Company calculates operating income by deducting depletion,
depreciation and accretion expense from EBITDA. Management believes that EBITDA and operating
income are useful supplemental measures to analyze operating performance and to provide an indication
of the results generated by the Company® principal business activities prior to the consideration of other
income and expenses. EBITDA and operating income may not be comparable to similar measures used
by other companies.

Netback is a non-GAAP measure that represents revenue net of royalties, operating expenses and
current taxes. Management believes that netback is a useful supplemental measure to analyze operating
performance and provide an indication of the results generated by the Company® principal business
activities prior to the consideration of other income and expenses. Netback may not be comparable to
similar measures used by other companies.

Overall Performance

Net income for the three month period ended September 30, 2008 was $9.1 million versus $7.9 million for
2007. Funds flow from operations increased to $12.1 million from $10.6 million in 2007. Working capital
at September 30, 2008 was $79.0 million versus $75.1 million at December 31, 2007. Funds flow from
operations are anticipated to finance the Company® capital program during 2008 without the requirement
for external financing.

Canadian Oil and Gas Properties

The Company disposed of most of its Canadian oil and gas properties in 2004 and existing properties are
comprised of a working interest in one property in Saskatchewan and some overriding royalties. The
remaining Canadian properties are not material to the overall financial position and results of operations
of the Company.

Comparability with Prior Periods

Revenue may fluctuate from year to year due to the timing of shipments of oil from the export port at Ras
Isa. Revenue is recognized only when oil is loaded onto a tanker. Oil in tanks at period-end is recorded
as inventory at the cost of production and depletion and in situations where the take-or-pay provisions of
the crude marketing agreement take effect, any receivable related to those provisions is recorded as
deferred revenue.

Block 9 Republic of Yemen b Exploration and Development Program

Joint Operating Agreement

Substantially all of Calvalley® operations and assets are related to its 50% working interest in the Block 9
Production Sharing Agreement (®PSAQ with the Government of Yemen. Calvalley is the operator of Block
9 pursuant to the Joint Operating Agreement (QOAQ between Calvalley, HoodQil Ltd. (HoodQilQ,
Reliance Industries Limited (RelianceQ and a subsidiary of the Yemen Oil and Gas General Corporation
(&remen Co.0Q, an entity owned by the Government of Yemen. Yemen Co.® interest under the JOA
consists of an override of 15% of the joint venture® allocation of profit oil under the PSA, less applicable
income taxes.

Production Sharing Agreement

The Company has a 50% working interest in Block 9. Oil and gas production from Block 9 is allocated
between the joint venture (the QVQ and agencies of the Government of Yemen pursuant to the terms of
the PSA. The Government of Yemen receives a 10% royalty in kind from all Block 9 production, after
which the remaining oil production is shared between the JV and the Government of Yemen. The JV is
first allocated up to 45% of gross production to recover operating and capital costs incurred in order to
operate Block 9. To the extent that recoverable costs exceed 45% of the fair value of gross production,
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any excess costs are carried forward for recovery against future production. After deducting cost oil, the
remaining profit oil is allocated between the Government of Yemen and the JV as follows:

¥ 39.23% of total profit oil to the JV (before deducting 35% income tax on JV® share of profit oil
and after deducting 15% override to Yemen Co.); and

¥ 60.77% to the Government of Yemen (including Yemen Co.@ override and before including
income tax on JV® share of profit oil).

Provided that total recoverable costs do not exceed 45% of gross production, the JV may recover
operating costs during the year in which they are incurred and may deduct 50% of capital costs incurred
during the year of expenditure and 50% during the following year.

As at September 30, 2008, the Company® share of capital costs to be carried forward for recovery
against future production was approximately $45 million. Until these costs have been recovered, together
with future operating and capital costs that become eligible for recovery, the Company® net oil production
will equal 31.33% of gross oil production (22.5% from cost oil and 8.83% from profit oil). Following full
recovery of all capital costs, the Company® net oil production will range between 17.65% and 31.33% of
gross oil production, which will vary depending upon prevailing crude oil selling prices and the capital and
operating costs incurred by the JV. The Company@® share of profit oil is subject to 35% income tax to the
Government of Yemen.

Outlook

Production from Block 9 continues to be constrained as the Hiswah field continues to produce
suboptimally from eighteen producing wells through temporary production facilities. The temporary
production facilities have limited solution gas handling capacity which restricts the production volumes
that can currently be processed. Upon full commissioning of the Central Processing Facility (CPFQ, we
expect to increase production from the existing wells. Furthermore, full field development of Hiswah
requires at least 29 future development wells.

Final commissioning of the CPF is expected in November following certification of the facility by a third
party engineering firm. Pre-commissioning work by Independent engineers is nearing completion.

Calvalley has commenced construction of a heavy crude blending facility, which will enable the Company
to produce from the currently shut-in Al Roidhat field. Currently, four wells are fully equipped and ready to
produce. Four additional wells have been drilled but not completed. Once fully developed, Al Roidhat
production is estimated to peak at 10,000 bopd.

Calvalley continues its effort to fully test the Qarn Qaymah 2 discovery well which was drilled into the
granite basement and encountered multiple fractured intervals containing hydrocarbons. The Company
was awaiting a coiled tubing unit which arrived in early November to clean up the open hole section of
the fractured granitic basement. The delay in the test program is largely due to lack of specialized
equipment in Yemen. The extensive test program is designed to gather information on the fractured
basement characteristics and to determine the commercial viability of the discovery, which requires a
long-term test to fully understand the reserve potential of the discovery and the production capacity of the
well.

Calvalley has identified a number of deep exploration targets on the Block. The near-term plan includes
drilling of three additional deep exploration prospects in the Qarn Qaymah area targeting hydrocarbons
in multiple horizons including the fractured granite and Kohlan Sands. Drilling of the first well is expected
to commence prior to the yearend. Calvalley is gearing up to commence an extensive development
drilling campaign in Hiswah and Al Roidhat fields. Upon completion of the reservoir simulation study,
expected to be finalized before yearend, development drilling of the Hiswah field will be accelerated with
a multiple well program. Development of Al Roidhat is expected to occur concurrently with development
of the Hiswah field.

Calvalley intends to leverage its strong balance sheet and experience operating internationally by
focusing its attention toward acquiring additional exploration concessions in the Middle East and Africa.




Calvalley recently signed a Production Sharing Contract (B®PSCQ with the Ethiopian Government on the
Metema and Gimbi Blocks covering a total area of 11.5 million acres.. The combination of these newly
acquired Ethiopian exploration opportunities and those being actively pursued in Yemen's Block 9 significantly
enhance Calvalley's petroleum resources development potentia in the region.

Selected Quarterly Information

Earnings Earnings
Net Income per Basic per Diluted Long
Revenue Expenses for the Period Share Share Total Assets Term Debt
2008
Third 16,066 5,370 9,105 $0.10 $0.10 172,526 ;
Quarter ! ! ! ' ' ’
Second 16,242 10,134 4,432 $0.03 $0.03 169,097 -
Quarter
First
Ouarter 13,150 6,149 5,599 $0.06 $0.06 158,833 -
2007 -
Fourth
Quarter 21858 10,614 10,322 $0.10 $0.10 162,730 -
Third Quarter 15,194 6,858 7,907 $0.08 $0.08 151,325 -
Second 1,733 2,814 889 $0.01 $0.01 138,724 -
Quarter
First
Ouarter 11,753 6,991 4,182 $0.04 $0.04 127,019 -
2006
Fourth 9,946 6,200 1,215 0.01 0.01 129,667 -
Quarter

The past eight quarters have witnessed the growth of all aspects of Calvalley® business.
Commercialization of Block 9 has resulted in increased revenues, operating expenses and general and
administrative expenses. Additionally, assets have continued to grow as the Company continues to
develop the field and build related infrastructure. Volatility of revenue amounts is caused by the timing of
loading crude oil onto tankers (See @omparability with Prior PeriodsQ.

Key Financial Indicators
Calvalley uses key financial indicators to help assess its business performance and manage its
operations. These financial indicators measure business growth (revenue and capital expenditures), cash

generation (EBITDA and funds flow from operations) and profitability (operating income and net income).

These key financial indicators are discussed in more detail in the following sections.

Three months ended Nine months ended
September 30 September 30

(in thousands of dollars) 2008 2007 2008 2007
Revenue from crude oil sales 15,664 13,276 44,328 25,192
EBITDA 13,127 10,601 34,069 17,158
Operating income @ 10,021 7,822 25,409 11,723
Net income (loss) 9,105 7,907 19,136 12,978
Capital expenditures 5,965 8,573 22,817 24,071
Funds flow from operations 12,050 10,645 30,717 19,983
Funds flow from operating activities 4,511 21,001 38,881 25,033

@ See Mlon-GAAP MeasuresO

Revenue
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Calvalley recorded oil revenue of $15.7 million during the three month period ended September 30, 2008
as compared to oil revenue of $13.3 million for the corresponding period in 2007. During the third quarter
of 2007 some crude was not lifted on behalf of the joint venture until early October and those revenues
were deferred. During the three months ended September 30, 2008, gross oil production from Block 9 in
Yemen averaged 4,743 barrels of oil per day (®opdQ (2007 - 5,355 bopd), with the Company® working
interest share being 2,372 bopd (2007 B 2,677 bopd).

For the nine months ended September 30, 2008 oil revenues totaled $44.3 million compared to $25.2
million the nine months ended September 30, 2007. The increase is a result of the timing of sales in
2007 and strong commodity prices received in 2008.

Substantially all of the Company@® crude oil production in 2008 and 2007 came from the Hiswah oil field,
which produces high-quality, lighter crude oil that is sold at prices comparable to the Brent crude oil
reference price. All of the Company® crude oil production was trucked more than 250 kilometers to the
Safer Exploration and Production Operations Co, processing facility on Block 18, where the crude oil was
processed and shipped via pipeline to the Ras Isa marine terminal facility for export.

Production and sales information

2008 2007
Q3 Q2 Q1 Q4 Q3 Q2

Gross Qil Production (bopd) 4,743 4,759 4,602 5,218 5,355 5,135
Company working interest share 2,372 2,380 2,301 2,609 2,678 2,568
(bopd)

Company net share (bopd) @ 1,484 1,489 1,440 1,633 1,676 1,607
Company net production (mbbl) 137 135 131 136 139 132
Company net sales (mbbl) @ 141 130 124 220 231 14

Notes:
(1) Company net share is equal to the working interest share less government share of production under the terms of the PSA
(2) Company net sales varies from Company net production due to changes in inventory and shrinkage

Selected operating information 2008 2007
(thousands of dollars)
Q3 Q2 Q1 Q4 Q3 Q2
Oil sales 15,664 16,018 12,646 22,008 13,276 1,034
Royalties (167) (144) (144) (225) (283) (6)
Operating expenses (2,045) (2,841) (2,018) (3,832) (2,076) (134)
Current taxes (1,499) (1,654) (1,289) (1,223) (1,774) (355)
Netback"’ 11,953 11,379 9,195 16,728 9,143 539
EBITDAY 13,127 11,587 9,355 16,786 10,601 (312)
Operating income®™ 10,021 8,810 6,578 10,921 7,822 (499)

(1) See Mon-GAAP MeasuresO

Netbacks on a per barrel of oil basis are as follows:

(dollars) 2008 2007

Q3 Q2 Q1 Q4 Q3 Q2
Oil sales 111.12 123.60 98.44 82.64 73.49 71.62
Royalties (1.18) (1.15) (1.14) (0.84) (1.57) (0.41)
Operating (7.74) (14.64) (10.09) (3.95) (8.97) (12.34)
expenses
Current (10.96) (12.61) (9.71) (8.13) (11.50) (2.43)
taxes
Netback® 91.24 95.21 77.50 69.72 51.45 56.44

(1) See Mon-GAAP MeasuresO




Other Revenue

Other revenue, comprised primarily of interest revenue, amounted to $0.4 million for the three month
period ended September 30, 2008 (2007 - $0.7) and $1.2 million for the nine months ended September
30, 2008 (2007 - $1.8). Interest revenue resulted from maintaining significant cash reserves and GIC®
throughout the period. Interest income has declined from 2007 due to lower interest rates.

Operating Expenses

Operating expenses for the third quarter of 2008 were $2.0 million as compared to $2.1 million in 2007.
Operating expenses for the quarter amounted to $7.74 per barrel (2007 - $8.97). The operating costs for
the nine months ended September 30, 2008 increased to $6.9 million compared to $5.8 million at
September 30, 2007.

Operating expenses include $4.35 per gross barrel for trucking costs, third party processing costs, and
tariffs for use of pipeline and marine terminal facilities. As production volumes increased throughout 2007,
the Company actively constructed new facilities and infrastructure required for production, resulting in
higher labour and other operating expenses as these assets became operational. Operating expenses
per barrel are expected to decrease as production increases.

General and Administration

General and administration expenses totaled $0.5 million for the three months ended September 30,
2008, net of $0.7 million that was capitalized into resource development costs, as compared to $1.9
million for the three months ended September 30, 2007. For the nine months ended September 30, 2008
general and administration costs were $3.3 million compared to $3.9 million during same period of 2007.
The reduction in expenses is a result of lower staffing levels in the third quarter and an adjustment due to
factors affecting the amount of capitalized overhead. General and administrative costs directly
associated with Block 9 become recoverable costs and will be recovered from revenue associated with
cost oil under the terms of the PSA.

EBITDA

During the third quarter of 2008, the Company generated EBITDA of $13.1 million compared with $10.6
million during the third quarter of 2007. For the nine month period ended September 30, 2008 EBITDA
was $34.1 million compared to $19.7 million in the corresponding period of 2007. The increases are
primarily related to the significant increase in sales volumes and stronger commodity prices during 2008.

Depletion and Depreciation

Calvalley recorded depletion, depreciation and accretion (D&AQ expenses of $3.1 million for the three
months ended September 30, 2008 (2007 - $2.8 million). For the nine months ended September 30,
2008 the Company recorded $8.7 million (2007 - $5.4 million) of DD&A expenses. The increase is related
primarily to capital spending in 2008.

Operating Income

During the quarter, the Company generated operating income of $10.0 million compared with $7.8 million
during the third quarter of 2007. During the nine month period ended September 30, 2008, operating
income was $25.4 million compared to $11.7 million for the nine months ended September 30, 2007. The
increase is primarily related to the increase in sales and strong commaodity prices.

Foreign Exchange Loss




The Company began 2008 with C$6.5 million of Canadian dollar deposits with financial institutions. Due
to a decrease in the value of the Canadian dollar, a year to date foreign exchange loss of $0.2 million was
recorded. The Company periodically converts US dollars to Canadian funds to satisfy Canadian
operating requirements.

Income Taxes

Current income tax expenses in the third quarter of 2008 were $1.5 million (2007 - $1.8 million); and
income tax for the nine months ended September 30, 2008 totaled $4.4 million (2007 - $3.0 million). This
represents income taxes incurred and paid under the laws of Yemen pursuant to the PSA. The income
tax is calculated as 35% of the Company® profit oil revenue in Yemen, and is paid by the Government of
Yemen out of its portion of profit oil.

Consolidated Cash Flow

Three months ended | Nine months ended
(in thousands of dollars) September 30 September 30
2008 2007 2008 2007
Funds flow from operations 12,050 10,645 30,717 19,983
Change in non-cash working capital related to
operating activities (7,539) 10,356 8,164 5,050
Funds provided by (used in) operations(l) 4,511 21,001 38,881 25,033

B See Mlon-GAAP MeasuresO

As at September 30, 2008, the Company held cash and cash equivalents of $24.4 million compared with
$51.4 million at the end of the preceding year. Additionally, the Company held Guaranteed Investment
Certificates totaling $43.0 million with an initial term of greater than 90 days (2007 B 5.0 million). The
Company did not at any time during the period hold asset backed commercial paper.

Funds flow from operations of $12.1 million during the three months period ended September 30, 2008
was sufficient to fund all of the additions to property and equipment in the amount of $6.0 million. During
the corresponding period in 2007, funds flow from operations was $10.6 million. For the nine months
ended September 30, 2008 funds flow from operations amounted to $30.7 million compared to $20.0
million during the nine month period in 2007 and was sufficient to fund all of the additions to property and
equipment in the amount of $22.8 million.

During the nine month period ended September 30, 2008, proceeds from the issuance of Class QO
common voting shares was related solely to the exercise of stock options and totaled $513,000. During

the corresponding period of 2007, the Company realized cash proceeds of $663,000 from the exercise of

stock options during the period.

Capital Expenditures

During the third quarter of 2008, the Company incurred capital expenditures of $6.0 million compared with
$8.6 million for the third quarter of 2007. During the quarter, the Company drilled 2 successful
development wells and began drilling a third. The Company continued the development of the Hiswah
central processing facility. For the nine months ended September 30, 2008 the capital expenditures
amounted to $22.8 million compared to $24.1 million in 2007.

Consolidated Financial Position

As at September 30, 2008, the Company® total assets were $172.5 million, an increase of $9.8 million
from December 31, 2007. Cash and cash equivalents amounted to $24.4 million compared with $51.4
million at the beginning of the year. This decrease in cash and cash equivalents was offset by an increase
in Guaranteed Investment Certificates with initial terms to maturity in excess of 90 days of $38.0 million.
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Accounts receivable decreased by $12.8 million to $4.1 million being the revenue receivable and due in
October 2008 from oil sold during September 2008. Amounts due from joint venture partners decreased
from $22.2 million at the beginning of the year to $19.6 million as at September 30, 2008.

Oil inventory increased from $71,000 to $240,000 as a result of production from Block 9 subsequent to
the September sale of oil. The oil inventory relates to oil production in storage at the end of the period,
valued at the moving average cost of production.

Property and equipment increased to $80.9 million as at September 30, 2008 compared with $66.8 million
as at the end of 2007. The increase in property and equipment resulted from capital expenditures of
$22.8 million, which was partially offset by depletion, depreciation and amortization expense of $8.7
million.

Accounts payable and accrued liabilities decreased to $12.6 million as at September 30, 2008, compared
with $20.9 million as at December 31, 2007. The primary reason for this decrease was a reduction in
capital spending and operating costs from the fourth quarter of 2007.

Asset retirement obligations totaled $56,000 as at September 30, 2008, relatively unchanged from the
beginning of the year. All of the asset retirement obligations are related to the Company® Canadian oil
and gas properties. No provision has been made for asset retirement obligations in respect of the Yemen
properties because the Company is not under a legal requirement for reclamation expenses and therefore
is not required to recognize an asset retirement obligation under GAAP.

Share capital decreased to $118.7 million as at September 30, 2008 from $119.5 million as at the end of
2007, as a result of the repurchase of common shares which was partially offset by the issuance of Class
@OCcommon voting shares from the exercise of stock options during the period.

Liquidity and Capital Resources

As at September 30, 2008, the Company® total assets were $172.5 million, an increase of $9.8 million
from December 31, 2007. Cash and cash equivalents amounted to $24.4 million compared with $51.4
million at the beginning of the year. Cash equivalents are invested with high quality financial institutions
with terms to maturity of less than three months. Additionally, the Company held Guaranteed Investment
Certificates totaling $43.0 million with an initial term of greater than 90 days. Interest rates on US
denominated funds have decreased substantially over the past year as the Federal Reserve attempts to
stimulate the US economy. Most of Calvalley® funds are deposited at a credit union where deposits are
ultimately guaranteed by the Government of Alberta.

As at September 30, 2008 the Company® working capital was $79.0 million as compared to $75.1 million
as at December 31, 2007.

The Company has no outstanding bank debt or other interest bearing indebtedness as at September 30,
2008. The Company has not arranged any undrawn operating lines of credit with any financial institutions
as the Company intends to fund its near-term capital expenditure programs from available cash on hand,
funds flow from operations and, if required, from the issuance of additional share capital. The current
capital resources of the Company are expected to be sufficient to fund capital requirements currently
planned for 2008. Additional financing may be required in 2009 depending on the capital requirements of
new opportunities.

At December 31, 2007 the Company had Canadian tax pools of approximately $33.0 million of which
$12.8 million were non-capital losses, $5.2 million were Canadian resource tax pools, $10.2 million were
undepreciated capital cost allowance and $4.2 million were deferred financing costs. No provision has
been made to record these pools as an asset.

The Company has no long-term contractual obligations in Canada other than an operating lease for office
space of approximately $0.4 million, $0.4 million and $0.3 million for the calendar years of 2008 to 2010,
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respectively. Its long-term commitments regarding its Yemen property include its 50% proportionate share
of government allowances and bonuses payable under the terms of the PSA of $0.45 million per year,
plus its 50% proportionate share of certain other bonus payments of $2 million, $3 million and $4 million
when and if sustainable production exceeds 25,000, 75,000 and 100,000 barrels of oil per day,
respectively.

Calvalley had no off balance sheet arrangements as at September 30, 2008 or at
December 31, 2007.

Risk Factors

Calvalley is exposed to a number of risks inherent in exploring for, developing and producing oil and gas.
This section describes the risks and other matters that would be most likely to influence an investor®
decision to purchase securities of Calvalley.

Calvalley manages a number of risks in its business in order to achieve an acceptable level of risk without
hindering the ability to maximize returns. Management has procedures to identify and manage significant

operational and financial risks.

Commodity Risk

Calvalley® principal business is the production and sale of crude oil. Revenues, earnings and cash flows
from the sale of crude oil are sensitive to change in market prices, over which the Company has little or
no control. The Company has the ability to address its price related exposures through the limited use of
options, future and forward contracts, but generally does not enter into such arrangements.

Currency Fluctuations

Calvalley undertakes transactions in currencies other than the United States dollar. The Company®
primary foreign exchange risk is to changes in the value of the Canadian dollar relative to the United
States dollar. Fluctuations in exchange rates between the United States dollar and other currencies will
give rise to foreign currency exposure, either favourable or unfavourable, which may have material affects
on the Company® operations and financial condition. The Company has the ability to address its currency
related exposures through the use of foreign exchange contracts. It generally does not enter into such
hedging arrangements but maintains a portion of its currency in Canadian dollars to meet its Canadian
dollar requirements.

Interest Rates

The Company has no interest bearing debt. The Company invests surplus cash balances in short-term
investments with highly rated financial institutions. Fluctuations in interest rates, either favourable or
unfavourable, may have material affects on the Company@® interest income on short-term cash
investments.

Credit risk and concentration of sales risk

In January 2007, the Company entered into a long-term crude oil marketing agreement under which the
Company sells all of its crude oil production to a single purchaser for a period of eighteen months. The
purchaser is a subsidiary of Reliance Industries Limited, India® largest business enterprise, which is a
party to the JOA for Yemen Block 9. The purchaser® obligations under the crude oil marketing agreement
are guaranteed by Reliance Industries Limited, which has been assigned credit ratings of BAA2 Stable
Outlook by Moody® and BBB Stable Outlook by S&P (above Sovereign Rating). The contract was
extended in March 2008 for an additional period which expires in June, 2009 and can be extended for
additional twelve month periods if agreed by the Company and the purchaser.
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Credit risk also relates to the risk that joint venture partners may not fulfill their contractual obligations for
financial contributions towards exploration, development, appraisal and production operations.

During the initial agreement negotiations and ratification, these risks are considered and incorporated into
the terms of the contracts. Furthermore, cash calls can be made in advance of incurring costs to help
ensure costs are recovered. However, it is possible that the interest of Calvalley and its joint venture
partners are not aligned resulting in project delays, additional costs or disagreements, which could
adversely affect business results.

Insurable Risk

Calvalley employs risk management practices to reduce and mitigate operational risks and other hazard
risks and exposures, although it is impossible to completely protect its operations from all such risks. The
Company places types and an amount of insurance that it considers consistent with industry practice to
the extent coverage is available and cost effective. Such coverage includes third-party liability insurance
and property and business interruption insurance.

The Company may become liable for damages arising from unforeseen events which it cannot insure
against or chooses to self-insure. Costs incurred to repair such uninsured damage or to pay associated
liabilities may have a material effect on the financial condition of the Company.

Legal Contingencies

The Company has been named in a claim filed in the Commercial Court of Yemen by a Saudi Arabian
company. The claimant alleges that, pursuant to an agency agreement entered into in 1996, it is entitled
to a percentage of the net profit attributable to Calvalley. The matter was heard and a ruling was made
which awarded the claimant 10% of Calvalley Petroleum (Cyprus) Limited® net profit from the production
of Block 9 from the date of commercial production to February 13, 2008.

The decision of the Commercial Court of Yemen is now under appeal. The Company® legal advisors in
Sana@ and Calgary are pursuing the appeal jointly. The outcome of the action in the Yemen Commercial
Court of Appeal is undeterminable at this time. No amounts have been accrued in the Financial
Statements for the three months ended September 30, 2008 as the ultimate resolution is uncertain. The
Company will record any amounts due once the outcome of the contingency is likely and estimable.

Concentration of Producing Assets

Substantially all of Calvalley® production is generated from highly productive individual wells in Yemen.
The production and sale of crude oil in Yemen involves the use of central production facilities, oil
pipelines, and export terminals, either operated by the Company or by third parties. As significant
production is generated from each of these assets, any single event causing an interruption to any one of
these operations could result in the loss of production.

Exploration, Development and Production Risks

Acquiring, developing and exploring for oil and natural gas involves many risks which include but are not
limited to encountering unexpected formations or pressures, premature declines of reservoirs, blow-outs,
well bore collapse, equipment failures and other accidents, craterings and sour gas releases,
uncontrollable flows of oil, natural gas or well fluids, and environmental risks.

In many oil and natural gas producing countries, oil and gas properties, together with related production
and transportation infrastructure, are often situated in remote areas. In addition to the operational risks
described above, oil and gas properties in some of these countries may be vulnerable to premeditated
acts of violence which have the potential to cause significant damage to oil and gas operations and injury
to personnel. The Company relies on the Government of Yemen® support in providing appropriate
security for crude oil operations in Block 9.

V8" H#HOB( Ny +90- ./ 012"3456'7, "*)%'89W+*)"2": ; ; < ("=C



Calvalley may not be fully insured against all of these risks. Losses resulting from the occurrence of these
risks could have a material impact on the Company@ financial results.

Reserve Additions

Calvalley® future crude oil reserves and production, and therefore its operating cash flows and results of
operations, are highly dependent upon the Company@® success in exploiting its current reserve base and
acquiring or discovering additional reserves. Without reserve additions through exploration, development
or acquisitions, the Company® reserves and production will decline over time as reserves are produced.
The business of exploring for, developing or acquiring reserves is capital intensive. To the extent cash
flows from operations are insufficient and external sources of capital become limited or unavailable,
Calvalley® ability to make the necessary capital investments to maintain and expand its oil and reserves
will be impaired.

Environment, Health, Safety and Regulatory Approvals

Environmental, health and safety laws and regulations are continually evolving. Compliance with such
laws and regulations can require significant expenditures which may materially affect the Company®
financial condition or results of operations.

Expansion of existing operations and the development of new operating sites generally require approval
of regulatory authorities. If such approvals are delayed or not achieved, the Company® ability to meet
project schedule or cost objectives or to operate at expanded or existing levels could be materially
impacted.

Workplace health and safety risks for workers arise from the inherent nature of the Company®
operations.

Competition

There is strong competition relating to all aspects of the oil and gas industry. Calvalley actively competes
for skilled industry personnel which are in high demand, particularly at its Canadian headquarters, with a
substantial number of other oil and gas companies, many of which have significantly greater financial and
other resources.

Changes in Legislation

There can be no assurance that laws and regulations relating to the oil and gas industry will not be
changed in a manner which would adversely affect the operations of the Company. Under the PSA, the
Company is not obligated to comply with regulatory changes that are inconsistent with the provisions of
the PSA. Further, the PSA stipulates that the interests, rights and obligations of the Government of
Yemen and the Company shall be solely governed by the provisions of the PSA unless altered or
amended by mutual agreement. In particular, the PSA requires that the Government of Yemen pay profit
taxes on the Company@® behalf, out of the Government of Yemen@® share of profit oil,

Critical Accounting Estimates

Because a precise determination of certain assets and liabilities is dependent upon future events, the
preparation of financial statements necessarily involves the use of estimates and approximations, which
have been made using careful judgment. The financial information provided in this Management
Discussion and Analysis and in the consolidated financial statements has, in management® opinion,
been properly prepared within reasonable limits of materiality and within the framework of the accounting
policies summarized below. Financial results incorporate estimates on the following items:

¥ depletion, depreciation and accretion are based on estimates of oil and gas reserves;

¥ estimated value of income tax liabilities;

¥ estimated value of asset retirement obligations that is dependent upon the future costs and timing
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of related expenditures;

¥ ceiling tests in respect of oil and gas properties are based on estimates of oil and gas reserves;
and

¥ estimated fair value of stock-based compensation.

Proven and probable reserve estimates are determined based on professional evaluations provided by
internal or external qualified persons. Reserve estimates should not be interpreted as assurances of the
life or of the profitability of current or future operations. Estimates of the reserves may change based on
additional knowledge gained subsequent to the assessment date. This may include additional data
available from continuing exploration and development, results from the reconciliation of actual production
data against the original reserve estimates, or the impact of economic factors such as changes in the
price of commodities or the cost of components of production.

The estimation of reserves is a subjective process, all of which are subject to numerous uncertainties and
various interpretations. A change in the estimate of reserves will result in a change in the rate of depletion
and amortization of the related assets or could result in impairment of the assets resulting in a write down.

Measurement Uncertainty

The preparation of consolidated financial statements requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets
and liabilities at the date of the consolidated financial statements and revenue and expenses during the
reporting period. Actual results, including petroleum and natural gas sales, royalties and operating
expenses can differ from these estimates.

In particular, amounts recorded for depreciation and depletion and amounts used for ceiling test
calculations are based on estimates of petroleum and natural gas reserves and future costs required to
develop those reserves. The Company® reserve estimates are evaluated annually by an independent
engineering firm. By their nature, these estimates of reserves and the related future cash flows are
subject to measurement uncertainty and the impact on the consolidated financial statements of future
periods could be material.

The Black-Scholes option valuation model was developed for use in estimating the fair value of traded
options which were fully tradable with no vesting restrictions. This option valuation model requires the
input of highly subjective assumptions including the expected stock price volatility. Because the
Company@® stock options and warrants have characteristics significantly different from those of traded
options and because changes in the subjective input assumptions can materially affect the calculated fair
value, such value is subject to measurement uncertainty.

Amounts recorded as due from joint venture partners are based on the Company@® interpretation of
underlying agreements and may be subject to joint approval. The Company has recorded balances due
based on costs incurred and its interpretation of allowable expenditures. Any adjustments required as a
result of joint venture audits are recorded in the period of settlement with joint venture partners.

Additional Information

As at September 30, 2008, the Company had 100.6 million common shares outstanding. Additionally,
there were 3.9 million options outstanding which were issued pursuant to the Company® stock option
plan.

Disclosure Controls and Procedures

As of September 30, 2008, an evaluation was carried out under the supervision of, and with the
participation of Calvalley® management including the Chief Executive Officer and the Chief Financial
Officer, of the design and effectiveness of Calvalley® disclosure controls and procedures. Based on that
evaluation, the Chief Executive Officer and the Chief Financial Officer concluded that the design and
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operation of Calvalley® disclosure controls and procedures were effective as at September 30, 2008, and
would provide reasonable assurance that material information relating to Calvalley and its consolidated
subsidiaries would be made known to them by others within those entities. Various opportunities to
improve the design and operation of the disclosure controls and procedures have been identified and
approved by management. The actions necessary to implement such improvements have been identified
and are being implemented in 2008. Such improvements do not affect the conclusions of the Chief
Executive Officer and the Chief Financial Officer described above.

Internal Controls over Financial Reporting

As of September 30, 2008, an evaluation was carried out under the supervision of, and with the
participation of Calvalley® management including the Chief Executive Officer and the Chief Financial
Officer, of the design of Calvalley® internal control over financial reporting (OCFRQ. Based on that
evaluation, the Chief Executive Officer and the Chief Financial Officer concluded that the design of
internal control over financial reporting was effective as at September 30, 2008, to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with Canadian GAAP.

Although management has been able to reach this conclusion, we have identified certain weaknesses in
ICFR which are:

¥ due to the limited number of staff, it is not possible to achieve segregation of all duties; and
¥ due to the limited number of staff, the Company has a risk of material misstatement related to
non-routine complex accounting matters that may arise.

These weaknesses essentially arise because of the small size of the Company® accounting staff.
Management and the board of directors have attempted to mitigate the risk of material misstatement in
financial reporting related to segregation of duties through a combination of extensive and detailed review
by the Chief Financial Officer of the financial reports, the integrity and reputation of senior financial and
accounting personnel, and the candid discussion of this risk with our external advisors. The Company
also employs outside consultants and accounting firms to assist with complex accounting and technical
issues. Additionally, steps have been taken to augment the accounting department with additional
personnel to reduce this risk. In spite of management® best efforts, there can be no assurance that
these risks can be reduced to less than a remote likelihood of a material misstatement.

There have been no other changes in Calvalley® internal control over financial reporting during the period
ended September 30, 2008 that have materially affected, or are reasonably likely to materially affect,
Calvalley@ internal control over financial reporting.

New Accounting Pronouncements

Effective January 1, 2008, the Company adopted the Canadian Institute of Chartered Accountants (CICA)
Handbook Section 1535, Capital Disclosures as issued by the Accounting Standards Board (AcSBOQ. The
main features of this section are to establish requirements for an entity to disclose qualitative information
about its objectives, policies and processes for managing capital, quantitative data about what it regards
as capital, and whether it has complied with any externally imposed capital requirements and, if not, the
consequences of such non-compliance.

Effective January 1, 2008, the Company adopted CICA Handbook Section 3862, Financial Instruments
Disclosures, and CICA Section 3863, Financial Instruments Presentations, which require incremental
disclosures regarding the significance of financial instruments for the entity® financial position and
performance; and the nature, extent and management of risks arising from financial instruments to which
the entity is exposed.

Effective January 1, 2008, the Company adopted CICA Handbook Section 3031 Inventories. The new
section provides guidance regarding the measurement of inventories including the allocation of costs
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such as overhead / fixed production costs, allows for the reversal of previous write-downs and requires
additional disclosure.

EFFECT OF FUTURE CHANGES IN ACCOUNTING POLICIES

In February 2008, the CICA issued Section 3064, Goodwill and intangible assets, replacing Section 3062,
Goodwill and other intangible assets and Section 3450, Research and development costs. Various
changes have been made to other sections of the CICA Handbook for consistency purposes. The new
Section will be applicable to financial statements relating to fiscal years beginning on or after October 1,
2008. Accordingly, the Company will adopt the new standards for its fiscal year beginning January 1,
2009. It establishes standards for the recognition, measurement, presentation and disclosure of goodwill
subsequent to its initial recognition and of intangible assets by profit-oriented enterprises. Standards
concerning goodwill are unchanged from the standards included in the previous Section 3062. The
Company is currently evaluating the impact of the adoption of this new Section on its Consolidated
Financial Statements.

In January 2006, the AcSB adopted a strategic plan for the direction of accounting standards in Canada.
On February 13, 2008, the AcSB has confirmed that effective for interim and annual financial statements
related to fiscal years beginning on or after January 1, 2011, International Financial Reporting Standards
will replace Canada® current Generally Accepted Accounting Principles (@GAAPQ for all publicly
accountable profit-oriented enterprises. The Company is currently evaluating the impact of this
changeover on its Consolidated Financial Statements.

NORMAL COURSE ISSUER BID

On April 14, 2008, the Company made the necessary filings, and received the necessary approvals, to
make a normal course issuer bid through the facilities of the Toronto Stock Exchange commencing April
16, 2008 and ending April 15, 2009, or on such earlier date as Calvalley may complete its purchases
under the bid. A copy of the notice filed with the Toronto Stock Exchange can be obtained by any
shareholder of the Company, without charge, by contacting the Company.

A total of 3,000,000 Class A Common Shares (the @ommon SharesQ) may be acquired under the bid,
representing approximately 2.96% of the 101,470,498 Common Shares outstanding as of April 14, 2008.
Calvalley will acquire Common Shares under the bid at the market price at the time of purchase, and all
Common Shares acquired will be canceled. Unless Calvalley is utilizing a Block Purchase Exemption as
permitted by the TSX, purchases are subject to a daily purchase restriction equal to 25% of the average
daily trading volume of the Common Shares over the past six calendar months, or a maximum of 45,895
Common Shares per trading day.

In the opinion of Calvalley® Board of Directors, Calvalley® Common Shares are, from time to time,
undervalued by the market, and the cost of acquiring the shares is an expense prudently incurred by
Calvalley to increase shareholder value.

The Company acquired 596,500 shares during the quarter ended September 30, 2008 for a total cost of
$2.1 million. Year to date, the Company has acquired 1,220,000 shares at a total cost of $4.5 million.
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Calvalley Petroleum Inc.

CONSOLIDATED BALANCE SHEETS
(Unaudited - Expressed in thousands of US Dollars)

September 30,

December 31,

2008 2007
ASSETS
Current
Cash and cash equivalents [note 3] $24,414 $51,441
Guaranteed Investment Certificate [note 4] 43,025 5,027
Accounts receivable 4,144 16,975
Due from joint venture partners [note 5] 19,565 22,219
Oil inventory [note 6] 240 71
Prepaid expenses 262 179
91,650 95,912
Property and equipment [note 7] 80,876 66,818
$172,526 $162,730
LIABILITIES AND SHAREHOLDERSCEQUITY
Current
Accounts payable and accrued liabilities $12,647 $20,853
12,647 20,853
Asset retirement obligations [note 8] 56 60
12,703 20,913
Commitments [note 16]
Contingency [note 17]
ShareholdersCequity
Share capital [note 9] 118,697 119,485
Contributed surplus [note 10] 6,689 4,019
Accumulated other comprehensive income 3,963 3,963
Retained earnings (deficit) 30,474 14,350
159,823 141,817
$172,526 $162,730
See accompanying notes
On behalf of the Board:
GignedO GignedO
Edmund Shimoon Gary Robertson
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Calvalley Petroleum Inc.
CONSOLIDATED STATEMENTS OF OPERATIONS

AND RETAINED EARNINGS (DEFICIT)
(Unaudited - Expressed in thousands of US Dollars)

Nine months ended

September 30

Nine months ended

September 30

2008 2007 2008 2007
REVENUE
Oil sales $13,276 $44,328 $25,192
Royalties (167) (283) (455) (455)
15,497 12,993 43,873 24,737
Management fees 184 1,546 382 2,152
Interest and other 385 655 1,203 1,791
16,066 15,194 45,458 28,680
EXPENSES
Operating 2,045 2,076 6,904 5,799
General and administration, net of 509 1,862 3,932
recoveries 3,282
Stock-based compensation (290) 141 2,807 1,497
Depletion, depreciation and accretion 3,106 2,779 8,660 5,435
5,370 6,858 21,653 16,663
Income (loss) before other items 10,696 8,336 23,805 12,017
Foreign exchange gain (loss) (92) 1,345 (227) 3,998
Income before income tax 10,604 9,681 23,578 16,015
Income tax 1,499 1,774 4,442 3,037
Net income and comprehensive 9,105 7,907
income 19,136 12,978
Retained earnings (deficit), beginning of
period 22,763 (3,879) 14,350 (8,950)
Common share repurchases [note 18] (1,394) - (3,012) -
- Retained earnings (deficit), end of
period $30,474 $4,028 $30,474 4,028
Earnings per share [note 14]
Basic $0.10 $0.08 $0.19 $0.13
Diluted $0.10 $0.08 $0.19 $0.13
See accompanying notes
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Calvalley Petroleum Inc.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited - Expressed in thousands of US Dollars)

Three months ended
September 30

Nine months ended
September 30

2008 2007 2008 2007
($000)
OPERATING ACTIVITIES
Net income (loss) for the period $9,105 $ 7,907 $ 19,136 12,978
Non cash items:
Stock based compensation (290) 141 2,807 1,497
Depletion and depreciation 3,106 2,779 8,660 5,435
Unrealised foreign exchange gain 129 (182) 114 73
12,050 10,645 30,717 19,983
Change in non-cash working capital related
to operating activities [note 12] (7,445) 10,356 8,218 5,050
Unrealized foreign exchange gain relating
to non-working capital (94) - (54) -
Funds provided by (used in) operating
activities 4,511 21,001 38,881 25,033
INVESTING ACTIVITIES
Additions to property & equipment (5,965) (8,573) (22,817) (24,071)
Change in non-cash working capital related
to investing activities [note 12] 583 (2,126) (1,092) (2,906)
Investment in GIC (6,221) - (61,515) -
Redemption of GIC 18,490 - 23,517 -
Cash used in investing activities 6,887 (10,699) (61,907) (26,977)
FINANCING ACTIVITIES
Issuance of share capital - - 513 663
Common share repurchase [note 18] (2,098) - (4,450) -
(2,098) - (3,937) 663
Effect of exchange rate changes on cash
and cash equivalents (37) 4 (64) (10)
Increase (decrease) in cash 9,263 10,306 (27,027) (1,291)
Cash and cash equivalents beginning of
period 15,151 52,473 51,441 64,070
Cash and cash equivalents end of
period 24,414 62,779 24,414 62,779

See accompanying notes
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Calvalley Petroleum Inc.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited - Expressed in thousands of US Dollars)

September 30, 2008

1. BASIS OF PRESENTATION

The interim consolidated financial statements include the accounts of Calvalley Petroleum Inc. and
its subsidiaries (@alvalleyO or the @ompanyQ for the three and nine month periods ended
September 30, 2008 and 2007 and are presented in accordance with Canadian generally accepted
accounting principles on the same basis as the audited consolidated financial statements as at and
for the year ended December 31, 2007, except as outlined in Note 2. These interim consolidated
financial statements should be read in conjunction with the consolidated financial statements and
the notes thereto in Calvalley® annual report for the year ended December 31, 2007. In these
interim consolidated financial statements, unless otherwise indicated, all dollars are expressed in
thousands of United States (US) dollars. All references to US$ or to $ are US dollars and
references to C$ are to Canadian dollars.

2. CHANGES IN ACCOUNTING POLICIES

Effective January 1, 2008, the Company adopted the Canadian Institute of Chartered Accountants
(ICAQ Section 1535, Capital Disclosures as issued by the Accounting Standards Board (@AcSBO.
The main features of this section are to establish requirements for an entity to disclose qualitative
information about its objectives, policies and processes for managing capital, quantitative data
about what it regards as capital, and whether it has complied with any externally imposed capital
requirements and, if not, the consequences of such non-compliance.

Effective January 1, 2008, the Company adopted CICA Section 3862, Financial Instruments
Disclosures, and CICA Section 3863, Financial Instruments Presentations, which require
incremental disclosures regarding the significance of financial instruments for the entity® financial
position and performance; and the nature, extent and management of risks arising from financial
instruments to which the entity is exposed.

The Company has applied these new standards prospectively in Note 11 - Capital disclosures for
Section 1535 Capital Disclosures and in Note 15 - Financial instruments and risk management for
Sections 3862 Financial Instruments Disclosures and 3863 Financial Instruments Presentations.

Effective January 1, 2008, the Company adopted CICA Handbook Section 3031 Inventories. The
new section provides guidance regarding the measurement of inventories including the allocation of
costs such as overhead / fixed production costs, allows for the reversal of previous write-downs and
requires additional disclosure. The additional disclosure required has been disclosed in Note 6.

New accounting standards

In February 2008, the CICA issued Section 3064, Goodwill and intangible assets, replacing Section
3062, Goodwill and other intangible assets and Section 3450, Research and development costs.
Various changes have been made to other sections of the CICA Handbook for consistency
purposes. The new Section will be applicable to financial statements relating to fiscal years
beginning on or after October 1, 2008. Accordingly, the Company will adopt the new standards for
its fiscal year beginning January 1, 2009. It establishes standards for the recognition,
measurement, presentation and disclosure of goodwill subsequent to its initial recognition and of
intangible assets by profit-oriented enterprises. Standards concerning goodwill are unchanged from
the standards included in the previous Section 3062. The Company is currently evaluating the
impact of the adoption of this new Section on its Consolidated Financial Statements.




Calvalley Petroleum Inc.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited - Expressed in thousands of US Dollars)

September 30, 2008

2. CHANGES IN ACCOUNTING POLICIES (continued)
In January 2006, the AcSB adopted a strategic plan for the direction of accounting standards in
Canada. On February 13, 2008, the AcSB has confirmed that effective for interim and annual
financial statements related to fiscal years beginning on or after January 1, 2011, International
Financial Reporting Standards will replace Canada® current Generally Accepted Accounting
Principles (@AAPQ for all publicly accountable profit-oriented enterprises. The Company is
currently evaluating the impact of this changeover on its Consolidated Financial Statements.

3. CASH AND CASH EQUIVALENTS

Cash and cash equivalents at September 30, 2008 include various short-term deposits of $20,484
(2007 - $48,085), bearing interest at 1.65% to 2.25% (2007 - 3.65% to 4.65%) and maturing from
October 16, 2008 to October 30, 2008 and $3,930 (2007 b $3,356) of cash.

4. GUARANTEED INVESTMENT CERTIFICATE

Guaranteed investment certificates (@ICQ with original maturity dates in excess of 90 days have
been excluded from cash and cash equivalents.

Maturity Face Value Interest Rate
December 10, 2008 $10,000 2.25%
March 15, 2009 $6,209 2.00%
March 25, 2009 $26,744 2.25%

The GIC@® are carried at cost plus interest, which approximates fair value and can be redeemed at
any time without penalty.

5. DUE FROM JOINT VENTURE PARTNERS

Amounts due from joint venture partners are comprised primarily of amounts due for operating costs
and capital expenditures. The balances are due under normal trade terms.

6. OIL INVENTORY

Oil Inventory represents the volume of crude oil in storage, which is valued at the aggregate of
average production costs and depletion costs per barrel. Inventory is stated at the lower of cost and
net realizable value. Inventory sold is expensed through production and depletion expenses in the
period when it is sold. During the quarter, $684 (2007 - $4,694) was expensed with respect to oil
which was sold.

|8 HIR( W+ - '] 012'3456'7, "*)W'8IW+*)"2": ; ; < "("=%C



Calvalley Petroleum Inc.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited - Expressed in thousands of US Dollars)

September 30, 2008

7. PROPERTY AND EQUIPMENT
September 30, 2008

Accumulated Net
Depletion and Book
Cost Depreciation Value
Canada
Oil and gas properties and $128 $66 $62
equipment
Other capital assets 260 114 146
388 180 208
Yemen
Oil and gas properties 106,854 26,186 80,668
$107,242 $26,366 $80,876
December 31, 2007
Accumulated Net
Depletion and Book
Cost Depreciation Value
Canada
Oil and gas properties and $120 $35 $85
equipment
Other capital assets 220 115 105
340 150 190
Yemen
Oil and gas properties 84,085 17,457 66,628
$84,425 $17,607 $66,818
Ceiling Test

The Company performed a ceiling test to assess the recoverable value of its property and
equipment. The crude oil future prices are based on commodity prices forecasted by independent
reserve engineers adjusted for differentials specific to the Company® reserves. The following table
summarizes the benchmark prices used in the ceiling test calculation. Based on these assumptions,
the value of future net revenues from the Company® reserves exceeded the carrying value of
property and equipment at September 30, 2008.

Year Brent Crude Oil
Price $ US/BBL
2008 89.00
2009 85.70
2010 82.20
2011 78.50
2012 77.40
2013 76.20
2014 77.70
2015 79.30
Annual escalation thereafter 2.0%




Calvalley Petroleum Inc.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited - Expressed in thousands of US Dollars)

September 30, 2008

7.

8.

PROPERTY AND EQUIPMENT (continued)

Canada

Existing properties are comprised of a working interest in one property in Saskatchewan and
overriding royalties.

Yemen

The Company has a 50% working interest in the Malik Block 9 Joint Venture in Yemen. The
Company@ right to produce crude oil under the Production Sharing agreement (BPSAQ continues to
2025, with a provision for a 5 year extension. The ownership of all assets, tangible and intangible,
remains with the Yemen authority.

During the period the Company capitalized overhead costs relating to oil and gas exploration and
development activities of $1,648 (2007 - $ 539). The Company excluded from capital costs subject
to the depletion expense calculation an amount of $15,546 (2007 - $10,030) in respect of the capital
costs incurred for processing facilities under construction and not in use at period end.

ASSET RETIREMENT OBLIGATIONS

The total undiscounted amount of estimated cash flows required to settle the obligations in Canada
is $70 (2007 - $70), which has been discounted using a credit adjusted risk-free rate of 5 percent
(2007 - 5%). These obligations relate to its Canadian oil and gas property and are expected to be
settled by 2011.

2008 2007
Opening balance 60 48
Accretion expense - -
Foreign exchange difference (4) 5
Closing balance 56 53

No provision has been made for retirement obligations associated with property and equipment
situated in Yemen. The PSA provides that all property and equipment will be transferred to the
Government of Yemen prior to the end of the expiration of the agreement. All asset retirement
activities during the term of the agreement are fully cost recoverable from the proceeds of cost oil
under the terms of the PSA.
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Calvalley Petroleum Inc.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited - Expressed in thousands of US Dollars)

September 30, 2008

9. SHARE CAPITAL

a. Common shares

Authorized:

Unlimited number of Class A Common Voting Shares.

Issued:

Nine Months Ended Year Ended

September 30, 2008 December 31, 2007

. Shares Shares

Class A Common Voting Shares (000) Amount  (000) Amount
ngl‘gzs outstanding, beginning of 101,430 $119485 101,007 $118,678
Issued on the exercise of options 440 513 423 663
Stock ba;ed compensation reclassified i 137 i 144
on exercise of options
Repurchased and canceled under
Normal Course Issuer Bid (1,220) (1,438) i i
Balance, end of period 100,650 $118,697 101,430 $119,485

b.

The following is a continuity of stock options outstanding:

Stock options

The Company® restated stock option plan, as approved effective May 21, 2006 provides for the

issue of stock options to directors, officers, employees and consultants.

Vesting terms are

determined by the Board as they are granted and currently include periods ranging from
immediately to evenly over 3 or 5 years. The optionsOmaximum term is 5 years (10 years for
options granted prior to October 1, 2001).

A total of 10,065,050 (2007 B 10,143,050) shares have been reserved for issue under this plan.
Forfeited options are available for reissue.

Nine months ended Year ended
September 30, 2008 December 31, 2007
Weighted Weighted
Average Average
Options Exercise Options Exercise
(000) Price (000) Price
Opening Balance 2,970 C$3.92 2,895 C$3.34
Granted 1,865 C$4.26 715 C$6.71
Forfeited (450) C$6.22 (217) C$5.35
Exercised (440) C$1.15 (423) C$1.71
Ending balance 3,945 C$3.59 2,970 C$3.92
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September 30, 2008

Calvalley Petroleum Inc.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited - Expressed in thousands of US Dollars)

9. SHARE CAPITAL (continued)

Stock options outstanding at September 30, 2008 were as follows:

Number of Options

(000)
Exercise
Granted Exercisable Price Expiry Date
50 50 C$0.90 2011
50 50 C$1.40 2009
500 500 C$1.60 2009
75 75 C$1.60 2010
30 - C$2.54 2013
55 - C$3.45 2013
30 - C$3.51 2013
125 125 C$3.80 2010
500 - C$4.00 2013
480 370 C$4.05 2010
350 350 C$4.20 2010
200 150 C$4.25 2013
950 950 C$4.50 2013
200 - C$6.05 2012
75 75 C$6.86 2011
200 200 C$7.61 2012
75 50 C$8.05 2011
3,945 2,945 C$3.59

During the nine months ended September 30, 2008,

following assumptions:

stock based compensation expense of
$2,807 was expensed and credited to contributed surplus. The fair value of the options granted
during the period ended September 30, 2008 was C$4,332 or C$2.32 per option. The fair value
of the options granted during the year ended December 31, 2007 was C$3,424 or C$4.79 per
option. The Black-Scholes Option Pricing model was used for the valuation of options with the

Nine months ended

September 30,

2008 2007
Risk-free interest rate 2.9t0 3.4% 3.94 to 4.54%
Expected hold period to exercise 5years 5years
Volatility in the price of the Company® 66.1 to 73.6% 81to 87%
shares
Dividend yield Nil Nil
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Calvalley Petroleum Inc.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited - Expressed in thousands of US Dollars)

September 30, 2008

10. CONTRIBUTED SURPLUS

Nine months Year ended

ended December 31,
September 30, 2007
2008
Opening balance $4,019 2,407
Stock based compensation 2,807 1,776
Stock based compensation associated with exercised (137) (144)
options and warrants
Foreign exchange adjustment - (20)
Closing balance $6,689 4,019
11. CAPITAL DISCLOSURE
The Company defines and computes its capital as follows:
September 30, December 31, 2007
2008
ShareholdersCGequity $159,823 $141,817
Long-term debt - -
Cash (24,414) (51,441)
Guaranteed Investment Certificates (43,025) (5,027)
Total capital $92,384 $85,349

The Company® objectives when managing capital are to safeguard the company® ability to continue
as a going concern, so that it can continue to provide returns for shareholders and benefits for other
stakeholders. The Company sets the amount of capital in proportion to risk. The Company manages
the capital structure and makes adjustments to it in the light of changes in economic conditions and
the risk characteristics of the underlying assets. In order to maintain or adjust the capital structure,
the Company may adjust the amount of dividends paid to shareholders, return capital to
shareholders, issue or repurchase shares, incur debt or sell assets to reduce debt.

The Company currently has no requirement for debt financing and has not required debt financing
over the last two completed fiscal years. The objectives and strategy for utilizing capital are
monitored to provide the appropriate capital structure for the risk profile of corporate objectives.

The Company has no financial covenants.
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Calvalley Petroleum Inc.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited - Expressed in thousands of US Dollars)

September 30, 2008

12. SUPPLEMENTAL CASH FLOW INFORMATION

Three months ended Nine months ended
September 30, September 30,
2008 2007 2008 2007
$ $ $ $
Changes in non-cash working
capital
Accounts receivable 1,399 5,992 12,830 326
Due from joint venture
partners (5,421) (3,025) 2,654 (2,906)
Oil inventory 357 180 (69) (1,469)
Prepaid expenses 89 352 (83) (264)
Deferred revenue - (3,474) - 3,552
Accounts payable and
accrued liabilities (3,286) 8,205 (8,206) 2,905
(6,862) 8,230 7,126 2,144
Changes in non-cash working
capital
Operating activities (7,445) 10,356 8,218 5,050
Investing activities 583 (2,126) (1,092) (2,906)
(6,862) 8,230 7,126 2,144

During the period ended September, 2008, the Company paid $Nil in interest (2007 B $Nil) and
$Nil in taxes (2006 - $Nil). Yemen income taxes are paid to the government through their
allocation of oil under the PSA.

13. GEOGRAPHICAL INFORMATION

The Company has defined its continuing operations as oil and gas operations. The majority of the
Company@ oil and gas operations are located in Yemen with minor operations in Canada.

Segmented information is as follows:

Nine months ended

September 30, 2008 Yemen Canada Total

$ $ $
Revenue 44,211 1,247 45,458
Property and equipment 80,668 208 80,876

Year ended December 31, 2007

Yemen Canada Total
Revenue 46,868 3,670 50,538
Property and equipment 66,628 190 66,818
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Calvalley Petroleum Inc.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited - Expressed in thousands of US Dollars)

September 30, 2008

14. PER SHARE AMOUNTS

At September 30, 2008, the weighted average number of shares used in the computation of basic
earnings per share was 101,057,598 (September 30, 2007 B 101,321,536) and the weighted
average number of shares used in the computation of diluted earnings per share was 101,542,372
(September 30, 2007 B 102,148,931). A total of 3,030,000 options at September 30, 2008
(September 30, 2007 B515,000) were excluded from the dilutive calculation.

15. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT
Carrying Values and Estimated Fair Values of Financial Assets and Liabilities

The Company has classified its cash and cash equivalents and GIC® as assets held for trading
and which are measured at fair value with changes being recognized in net income. Accounts
receivable and amounts due from joint venture partners are classified as loans and receivables,
which are measured at amortized cost.

The carrying value and fair value of financial assets and liabilities are summarized as follows:
September 30, 2008

Classification Carrying Value Fair Value
Financial assets held for trading $67,439 $67,439
Loans and receivables $23,709 $23,709
Credit Risk

The majority of the accounts receivable are in respect of oil and gas operations and are due from
the Company@® joint venture partners or its customer for oil sales. Management believes the risk is
mitigated by the size and reputation of the companies to which they extend credit. The Company
has not experienced any material credit loss in the collection of accounts receivable to date.

The Company is currently under contract to sell all of its production to one purchaser until July 1,
2009. The selling price is based on the quoted Brent price on the date of shipment adjusted for the
official selling price differential posted by the Government of Yemen. At September 30, 2008,
$4,111 was receivable under the contract and was received in October, 2008. Payment is secured
by a guarantee issued by the purchaser® parent company. The Company has an option to extend
the contract on the same terms for a further 12 months.

The Company funds capital and operating costs and bills joint venture partners their share of those
costs. In the event that a joint venture partner was incapable of fulfilling their obligations to pay
their share of the costs, the Company could, under the terms of the joint operating agreement,
recover the costs from the joint venture partnersGshare of proceeds from crude oil sales.

Trade and other receivables from continuing operations are analyzed in the table below. With
respect to the trade and other receivables that are neither impaired nor past due, there are no
indications as of the reporting date that the debtors will not meet their payment obligations.




Calvalley Petroleum Inc.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited - Expressed in thousands of US Dollars)

September 30, 2008

15. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (continued)

Trade and other receivables at September 30, 2008

Neither impaired nor past due $18,011
Impaired (net of valuation allowance) -
Not impaired and past due in the following period

Within 30 days 1,630
31-60 days 1,530
61-90 days 1,029
Over 90 days 1,509

Commodity Price Risk Management
The Company has commodity price risk associated with its sale of crude oil.
Concentration and Foreign Exchange Risk

The Company holds substantially all of its cash at one financial institution. Approximately, $1,081
of the $24,414 in cash and cash equivalents is held in Canadian dollar denominated accounts. As
such, the Company is exposed to foreign currency risk.

16. COMMITMENTS
The Company is committed to operating leases for office space. Additionally, certain payments

become due for the Company® proportionate share of various allowances and bonus payments to
the Government of Yemen.

2008 $46
2009 $591
2010 $504
2011 $225
2012 $225

In addition to the payments indicated above, the Company is obligated to pay to the Government of
Yemen its 50% proportionate share of bonus payments of $2,000, $3,000 and $4,000 when
sustainable production exceeds 25,000, 75,000 and 100,000 barrels of oil per day, respectively.

The Company is also committed to pay $ 1.25 per barrel of oil produced from the Yemen properties
to an arms length party. The total commitment outstanding at September 30, 2008 under this
obligation is approximately $ 3,496 ($3,900 at December 31, 2007)

17. CONTINGENCY

The Company has been named in a claim filed in the Commercial Court of Yemen by a Saudi
Arabian company. The claimant alleges that, pursuant to an agency agreement entered into in 1996,
it is entitled to a percentage of the net profit attributable to the Company. The matter was heard and
a ruling was made which awarded the claimant 10% of the Company® profit oil, calculated as being
the oil produced in excess of the production that the Company is entitled to for cost recoveries as
defined in the PSA, from the production of Block 9 from the date of commercial production to
February 13, 2008.
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Calvalley Petroleum Inc.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited - Expressed in thousands of US Dollars)

September 30, 2008

17. CONTINGENCY (continued)

The decision of the Commercial Court of Yemen is now under appeal by both parties. The
Company@® legal advisors in Sana@ and Calgary are pursuing the appeal jointly. The outcome of
the action in the Yemen Commercial Court of Appeal is undeterminable at this time. No amounts
have been accrued in the financial statements for the year ended December 31 2007 as the ultimate
resolution is uncertain. The Company will record any amounts due once the outcome of the
contingency is likely and estimable.

18. NORMAL COURSE ISSUER BID

On April 14, 2008, the Company made the necessary filings, and received the necessary approvals,
to make a normal course issuer bid through the facilities of the Toronto Stock Exchange
commencing April 16, 2008 and ending April 15, 2009, or on such earlier date as Calvalley may
complete its purchases under the bid. A copy of the notice filed with the Toronto Stock Exchange
can be obtained by any shareholder of the Company, without charge, by contacting the Company.

A total of 3,000,000 Class A Common Shares (the @ommon SharesQ may be acquired under the
bid, representing approximately 2.96% of the 101,470,498 Common Shares outstanding as of April
14, 2008. Calvalley will acquire Common Shares under the bid at the market price at the time of
purchase, and all Common Shares acquired will be canceled. Unless Calvalley is utilizing a Block
Purchase Exemption as permitted by the TSX, purchases are subject to a daily purchase restriction
equal to 25% of the average daily trading volume of the Common Shares over the past six calendar
months, or a maximum of 45,895 Common Shares per trading day.

As at September 30, 2008, 1,219,996 shares had been repurchased for a total of $4,450. The cost
of these shares reduced share capital by $1,438 and retained earnings by $3,012.

19. SUBSEQUENT EVENT

Subsequent to quarter end, Calvalley entered into its first Production Sharing Contract ("PSC") with
the Ethiopian Government for the exploration, development and production of petroleum resources
in the Gimbi and Metema blocks under a single contract covering a total area of over 46,470 square
kilometers (11.5 million acres). Both blocks are located in the western part of the country, adjacent
to the Sudan border. As part of the PSC, the Company has entered into certain commitments to
spend approximately $9 million during the first four years of its work program.
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CALVALLEY PETROLEUM INC.

Head Office
#700, 600 D 6" Ave SW
Calgary, Alberta
Canada T2P 0S5

Sana@ Office

PO Box 7090,

Hadda, Sana@
Republic of Yemen

www.calvalleypetroleum.com

For further investor information contact

investorrelations@calvalleypetroleum.com

Edmund Shimoon, CEO
Memet Kont, COO
Bill Cummins, CFO

(403) 297-0490
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