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President’s Message 
 

Madalena made significant progress during the third quarter 2008 in the evaluation of its international prospects 
in Tunisia and Argentina. 

In Tunisia, the Company’s first international exploration well was drilled and completed during Q2 and Q3 of 
2008. Testing operations conducted during Q3 indicates the discovery appears capable of producing light oil at 
commercial production rates.  The well has been temporarily suspended pending submission of a development 
plan to ETAP, the Tunisian National Oil Company and receipt of the appropriate production approvals.  
Madalena has earned a 15% working interest in approximately 600,000 acres by the drilling of the TT 2 well. 
Madalena retains the option to drill a second earning well to earn a 15% working interest in an additional 
600,000 acres.  Madalena anticipates the TT2 discovery well will be placed on production during Q1, 2009, 
pending final approvals.  The TT2 well was drilled on a large structure, with an areal extent of approximately 70 
square kilometres, which had the Ordovician as the primary formation of interest. The discovery of light oil in this 
significant structure at relatively shallow depths on the eastern side of the 1.2 million acre block confirms the 
presence of a mature source rock and effective hydrocarbon migration route increasing the chance of success 
for several other prospects identified on the block. During 2009 the Company anticipates participating in a new 
3D seismic program to further delineate the extent of the TT2 discovery, and the subsequent commencement of 
development drilling operations following interpretation of the 3D seismic program.  

Madalena owns a 70% majority working interest in the Cortadera, Curamhuele and Coiron Amargo Blocks in the 
Neuquen Basin of Argentina.  The Company was very active in further evaluating these Blocks during Q3, 2008.  
During Q3 Madalena negotiated a drilling contract for the drilling of the first exploration well to be drilled by the 
Company in Argentina.  The well is scheduled to commence drilling in January 2009 on a prospective feature 
identified by 3D seismic on the Coiron Amargo Block. During Q3 the Company also commenced the shooting of 
two extensive 3D seismic programs over the Curamhuele and Cortadera Blocks to further delineate the 
prospectivity of the Blocks. The seismic programs are now completed and are in processing, with interpretation 
to be underway during Q1 2009.  The Company is also analyzing the testing data from the previously tested 
Yapai X-1 well and is evaluating the potential development, tie-in and marketing options available for the 
production from the well.   

Despite the current state of the financial and equity markets throughout the world, Madalena remains well 
positioned to survive and grow shareholder value during this difficult time.  The Company remains debt free and 
has sufficient remaining funds to proceed with an exploration and development program specifically designed to 
advance its lower risk projects to the stage of positive cash flow during early 2009. We remain highly optimistic 
as we begin to actively drill and develop the opportunities that have been assembled from the ground floor over 
the past two years.  We look forward to providing our shareholders with updates as we implement our 
exploration and development program during the remainder of 2008 and 2009. 

 

Ken Broadhurst 

President and Chief Executive Officer 
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MANAGEMENT’S DISCUSSION AND ANALYSIS 
 

This Management Discussion and Analysis (“MD&A”) is provided by management of Madalena Ventures Inc. 
(“Madalena” or the “Company”), for the three and nine months ended September 30, 2008 and 2007.  This 
MD&A should be read in conjunction with the Company’s MD&A and audited financial statements for the year 
ended December 31, 2007 and the unaudited interim consolidated financial statements for the period ended 
September 30, 2008.  The Company’s financial statements and other public disclosure documents, including its 
annual information form (“AIF”), are filed on SEDAR at www.sedar.com. The commentary in this MD&A is based 
on information available to November 25, 2008. Unless otherwise stated, all dollar amounts are expressed in 
Canadian dollars.  
 
In this MD&A, all calculations converting natural gas to barrels of oil equivalent (“boe”) have been made using a 
conversion ratio of six thousand cubic feet (six “Mcf”) of natural gas to one barrel of oil, unless otherwise stated. 
The use of boe may be misleading, particularly if used in isolation, as the conversion ratio of six Mcf of natural 
gas to one barrel of oil is based on an energy equivalency conversion method primarily applicable at the burner 
tip and does not represent a value equivalency at the wellhead. 
 
Forward-looking Statements 
 
This MD&A contains forward-looking statements and assumptions with respect to the Company’s strategies, 
future operations, and intended activities and discusses issues risks and uncertainties that may have an impact 
on such matters. 
 
By their nature, forward-looking statements are subject to numerous risks and uncertainties which could cause 
actual future results to differ materially from those described in such forward-looking statements described in 
this MD&A. These risks and uncertainties, many of which are beyond the Company’s control, include, but are 
not limited to, the impact of general economic conditions, industry conditions, fluctuation of commodity prices, 
fluctuation of foreign exchange rates,, environmental risks, industry competition, availability of qualified 
personnel and management, stock market volatility, and timely and cost-effective access to sufficient capital 
from internal and external sources. The reader is cautioned not to place undue reliance on such forward-looking 
statements.  
 
The forward-looking statements contained in this MD&A are made as of the date of this document, and except 
as provided by law, the Company does not undertake any obligation to update any of the forward-looking 
statements contained in this MD&A should circumstances or management’s estimates or opinions change. 
 
Non-GAAP Measurements 
 
This MD&A contains the terms “funds from operations”, “funds from operations per share”, “netback” and 
“operating netback”, which are not defined under Generally Accepted Accounting Principles (“GAAP”), and may 
not be comparable to similar measures reported by other companies.  Management considers these measures 
to be useful supplementary information. Funds from operations, is a useful measure of how the Company 
generates funds to cover operating and capital spending. Operating netback is a useful measure for comparing 
prices received, royalties paid and operating costs incurred with competitors. 
 
Funds from operations, is defined as cash flow from operating activities before changes in non-cash working 
capital items.  Funds from operations and cash flow from operating activities per share, is calculated using the 
same weighted average shares outstanding as net loss per common share.  The following table reconciles 
funds from operations to cash flow from operating activities: 

2008 2007 2008 2007

Cash flow from operating activities (184,345)$            (161,182)$            (651,249)$            (146,287)$            
Change in non-cash working capital 71,240                 (129,350)              183,883               (75,424)                
Funds from operations (255,585)$            (31,832)$              (835,132)$            (70,863)$              

Three months ended September 30, Nine months ended September 30,

 
Netback and operating netback is defined as total petroleum and natural gas revenue less royalties, operating 
expenses and transportation expenses. 
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DISCLOSURE CONTROLS AND PROCEDURES 
 
Disclosure controls and procedures (“DC&P”) are designed to provide reasonable assurance that information 
required to be disclosed in the Company’s annual and interim filings, or other reports filed or submitted under 
various securities legislation, are recorded, processed, summarized, and reported within the time limits specified 
by the relevant securities legislation, and include controls and procedures designed to ensure that information is 
accumulated and communicated to management to allow timely decisions regarding required disclosures. The 
Chief Executive Officer (“CEO”) and Chief Financial Officer (“CFO”) of the Company are responsible for 
designing DC&P, or causing them to be designed under their supervision, to provide reasonable assurance that 
material information related to the Company is made known to them.  
 
The CEO and CFO have evaluated the effectiveness of the Company’s DC&P as of September 30, 2008 and 
have concluded that the DC&P provide a reasonable level of assurance that material information related to the 
Company is recorded, processed, summarized, and reported in a timely fashion and that material information is 
made known to them by others within the organization except as described in “Internal Controls over Financial 
Reporting” below.  
 
INTERNAL CONTROLS OVER FINANCIAL REPORTING 
 
The design of internal controls over financial reporting (“ICFR”) is a process under the supervision of, the CEO 
and CFO, and effected by the Company’s Board of Directors, management and other personnel, to provide 
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements 
for external purposes in accordance with Canadian GAAP, and includes those policies and procedures that: 

(a) pertain to the maintenance of records that accurately and fairly reflects, in reasonable detail, the Company’s 
transactions; 

(b) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial 
statements in accordance with Canadian GAAP, and that receipts and expenditures are being made only in 
accordance with authorizations of management and the Board of Directors; and  

(c) provide reasonable assurance regarding prevention or timely detection of unauthorized transactions that 
could have a material affect on the Company’s annual or interim financial statements.  

 
In designing the ICFR, management has identified the following inherent weaknesses: 

• A lack of segregation of incompatible duties within the accounting and reporting functions.  

• A lack of sufficient financial reporting personnel with sufficient technical accounting knowledge in all 
areas to address all complex and non-routine accounting transactions that may arise. 

• A lack of sufficient information system controls with respect to access and documentation of 
spreadsheet information. 

Management believes that the size of the Company and cost of correcting these inherent weaknesses does not 
justify the additional assurance remediation will provide, and therefore, does not plan to remediate these 
weaknesses.  Management also believes that the Board of Directors and management possess significant 
knowledge of all events occurring in the Company which mitigates the possibility that a material error will occur.   

There were no changes in the Company’s ICFR during the first nine months of 2008 that have materially 
affected, or are reasonable likely to materially affect the Company’s ICFR. 
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HIGHLIGHTS 

2008 2007 2008 2007

Financial

Petroleum and natural gas revenues 196,260$             200,514$             647,035$             687,260$             
Interest income 61,313                 164,981               223,129               532,911               

Funds from operations
(1) 

(184,345)              (161,182)              (651,249)              (146,287)              

Funds from operations per common share - basic and diluted
(1) 

(0.002)                  (0.002)                  (0.006)                  (0.001)                  

Cash flow from operating activities (255,585)              (31,832)                (835,132)              (70,863)                

Cash flow from operating activities - basic and diluted
(1)

(0.002)                  -                       (0.008)                  (0.001)                  

Net loss for the period (246,875)              (462,486)              (964,553)              (2,408,779)           
Net loss per common share - basic and diluted (0.002)                  (0.004)                  (0.009)                  (0.023)                  

Capital expenditures 2,607,546$          92,535$               5,090,731$          3,281,314$          

Operations

Daily production

Oil (bbls/d) 8                          8                          9                          12                        

Natural gas (Mcf/d) 108                      180                      106                      165                      
Natural gas liquids (bbls/d) 3                          7                          4                          7                          

Oil equivalent (boe/d) 29                        45                        31                        47                        

Average sales price

Oil ($/bbl) 118.31$               78.66$                 112.07$               73.04$                 

Natural gas ($/Mcf) 8.17                     6.04                     9.24                     7.39                     
Natural gas liquids ($/bbl) 108.00                 65.26                   95.15                   58.45                   

Oil equivalent ($/boe) 73.56$                 48.43$                 76.18$                 53.56$                 

Operating netback per boe 
(1)

43.59$                 25.41$                 39.02$                 32.44$                 

Three months ended September 30, Nine months ended September 30,

1) See “Non-GAAP measurements” above. 

Highlights of the quarter include: 

• On-going testing of the initial TT-2 well in Tunisia confirmed commercial flow rates of light crude oil and 
application to place the well on production test for an additional six month period is was prepared and 
submitted. 

• Seismic programs continue in Argentina and a drilling rig has been secured with initial drilling planned 
for Q4 2008 or Q1 2009. 

OVERVIEW 

In the first nine months of 2008 Madalena completed evaluation of seismic data, selected a drilling site, and 
drilled and tested the TT-2 well on the Remada Sud concession in southern Tunisia.   The TT-2 well reached 
target depth in the second quarter of 2008 and testing in the third quarter confirmed initial flow rates of 300 bbls 
of oil per day.  The Company believes the reservoir is a candidate for horizontal drilling development.  The 
operator of Remada Sud is applying for a permit to place the well on production for a six month testing period.  
Permit approval and final completion of the well is expected in early 2009.  Additional testing of one of two 
potential up-hole zones identified during drilling and testing of the TT-2 well did not result in any indication of 
additional hydrocarbons in this zone.  Additional studies on the two zones will be conducted in subsequent 
wells, and additional 3D seismic evaluation will be conducted on the entire structure during the fourth quarter of 
2008 and the first quarter of 2009.  

In the first nine months of 2008 the Company solidified its branch operations in Argentina. Banking operations 
were established, a petroleum industry consultant has been contracted, and a three year office lease has been 
signed. By September 30, 2008 3D seismic exploration programs on the Curamhuele and Cortadera blocks 
were substantially complete. Processing and evaluation of the seismic data is expected to be complete by the 
end of the first quarter of 2009.  Evaluation of two existing well bores on the Curamhuele block continued during 
the third quarter of 2008.  Testing to date shows positive results for natural gas and high quality oil and 
condensate. Final testing and evaluation of the results will be complete by the end of 2008.  At Coiron Amargo 
seismic data evaluation, drilling site selection, and environmental studies have been completed and the 
Company has entered into a drilling contract with a major drilling contractor to drill the first test well on the block.  
The Company anticipates drilling to take place by the end of 2008.   
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RESULTS OF OPERATIONS 
 
Production 
 
For the three months ended September 30, 2008, Madalena averaged production of 29 boe/d compared to 45 
boe/d in the third quarter of 2007.   The decrease in production is due to natural declines in new wells brought 
on production in the first and second quarters of 2007. Oil production remained flat at 8 bbls/d in both the third 
quarter of 2008 and 2007, natural gas production decreased from 180 Mcf/day in the third quarter of 2007 to 
108 Mcf/day in the third quarter of 2008, and natural gas liquids decreased from 7 bbls/d in the third quarter of 
2007 to 3 bbls/d in the third quarter of 2008. 
 
Natural declines and shut-in production for repairs and maintenance also resulted in a decrease in average 
production to 31 boe/d for the nine months ended September 30, 2008, from 47 boe/d for the first nine months 
of 2007.  Oil production decreased from an average of 12 bbls/d in the nine months ended September 30, 2007 
to 9 bbls/d in the same period of 2008.  Natural gas averaged 106 Mcf/d in the first nine months of 2008 
compared to 165 Mcf/d for the same period in 2007.  Natural gas liquids averaged 4 bbls/d in the first nine 
months of 2008 compared to 7 bbls/d for the same period in 2007.   
 
Petroleum and natural gas revenue 
 
Revenue for the three months ended September 30, 2008 totaled $196,260 compared to $200,514 in the third 
quarter of 2007.  The decrease in revenue is due to production declines noted above, partially offset by 
increased realized commodity prices consistent with market trends for oil and natural gas.  In the third quarter of 
2008, Madalena received an average of $118.31/bbl for oil, $8.17/Mcf for natural gas and $108.00/bbl for 
natural gas liquids, compared to $78.66/bbl for oil, $6.04/Mcf for natural gas and $65.26/bbl for natural gas 
liquids in the first quarter of 2007.   
 
Revenue for the nine months ended September 30, 2008 totaled $647,035 compared to $687,260 for the first 
nine months of 2007.   The decrease in revenue is due to production declines, partially offset by increased 
realized commodity prices, consistent with market trends for oil and natural gas.  In the first nine months of 
2008, Madalena received an average of $112.07/bbl for oil, $9.24/Mcf for natural gas and $95.15/bbl for natural 
gas liquids, compared to $73.04/bbl for oil, $7.39/Mcf for natural gas and $58.45/bbl for natural gas liquids in the 
first nine months of 2007.   
 
Interest Income 
 
Interest income for the three months ended September 30, 2008 totaled $61,313 compared to $164,981 for the 
third quarter of 2007.  Interest income for the nine months ended September 30, 2008 totaled $223,129 
compared to $532,911 for the same period in 2007.  The decrease in interest income in 2008 is due to the use 
of cash-on-hand in exploration and development activities, particularly in Tunisia and Argentina and reduced 
interest rates on cash and cash equivalent balances. 
 
Royalties 
 
For the three months ended September 30, 2008, crown royalties totaled $32,333 ($12.12/boe or 16.5% of 
revenue) compared to $27,261 ($6.58/boe or 13.6% of revenue) for the third quarter of 2007.  For the nine 
months ended September 30, 2008, crown royalties totaled $151,763 ($17.87/boe or 23.5% of revenue) 
compared to $68,262 ($5.32/boe or 9.9% of revenue) for the same period in 2007.   Crown royalties increased 
in magnitude and on a per boe basis in 2008 as a result of the elimination of the crown royalty holidays 
associated with the Company’s primary gas producing wells.  Further, additional crown royalty expense was 
incurred in the second quarter of 2008 related to adjustments made by the joint venture operator for crown 
royalties actually incurred in prior months as the operator determined that a well was incorrectly subject to a 
royalty holiday. 
 
For the three months ended September 30, 2008, gross overriding royalties (“GORR”) totaled $9,793 ($3.67/boe 
or 5.0% of revenue) compared to $4,237 ($1.02/boe or 2.1% of revenue) for the third quarter of 2007.  For the 
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nine months ended September 30, 2008, GORR totaled $33,175 ($3.91/boe or 5.1% of revenue) compared to 
$17,444 ($1.36/boe or 2.5% of revenue) for the same period in 2007.   GORR increased in magnitude and on a 
per boe basis in 2008 as a result of new production attracting these types of royalties.    
 
Operating expenses 
 
Total operating expenses, including minimal transportation costs, totaled $37,830 ($14.18/boe) for the three 
months ended September 30, 2008 compared to $63,831 ($15.42/boe) for the third quarter of 2007.  Total 
operating expenses, including minimal transportation costs, totaled $130,631 ($15.38/boe) for the nine months 
ended September 30, 2008 compared to $185,305 ($14.44/boe) for the first nine months of 2007.  Total 
operating expenses decreased in 2008 because some wells were shut-in for repairs and maintenance in 2008 
and variable operating expenses decreased as production volumes decreased.  In contrast, operating expenses 
per boe have actually increased in 2008 because certain fixed operating costs do not decrease when wells are 
shut-in or production volumes decline.  
 
Operating Netbacks 
 

Amount Per boe Amount Per boe

Petroleum and natural gas revenue 196,260$             73.56$                 200,514$             48.43$                 
Royalties 42,126                 15.79                   31,498                 7.61                     

Operating expenses, including transportation costs 37,830                 14.18                   63,831                 15.42                   
Operating netback 116,304$             43.59$                 105,185$             25.41$                 

Amount Per boe Amount Per boe

Petroleum and natural gas revenue 647,035$             76.18$                 687,260$             53.56$                 

Royalties 184,938               21.77                   85,706                 6.68                     
Operating expenses, including transportation costs 130,631               15.38                   185,305               14.44                   
Operating netback 331,466$             39.02$                 416,249$             32.44$                 

2008

2008
Three months ended September 30, 

Nine months ended September 30, 
2007

2007

 
Operating netbacks are a non-GAAP measure - see “Non-GAAP measurements” above. 
 
The Company realized an operating netback of $43.59/boe for the three months ended September 30, 2008 
compared to $25.41/boe in the third quarter of 2007.  For the nine months ended September 30, 2008, the 
Company realized an operating netback of $39.02/boe compared to $32.44/boe for the same period in 2007.  
Netbacks have increased in 2008 as a result of increased commodity prices, partially offset by increased crown 
and GORR royalty rates. 
 
General and administrative (“G&A”) expenses 
 
Net G&A expenses totaled $469,880 for the three months ended September 30, 2008 compared to $301,998 for 
the third quarter of 2007. G&A expenses for the nine months ended September 30, 2008 totaled $1,408,974 
compared to $1,020,023 for the same period in 2007. The increase in G&A expenses in 2008 is due to the 
increased activity in Argentina, including increased travel costs for our Calgary-based executives and local 
Argentina office expenses. 
 
For the three months ended September 30, 2008, the Company capitalized $85,371 of G&A expenses directly 
related to exploration and development activities, compared to $84,637 in the third quarter of 2007.  The 
Company capitalized approximately $221,394 of G&A expenses directly related to exploration and development 
activities in the nine months ended September 30, 2008, compared to $163,670 in the same period in 2007.   
The rate at which the Company is capitalizing G&A began increasing in the third quarter of 2007 and has 
continued through the third quarter of 2008 consistent with the increase in exploration activity in Argentina and 
Tunisia. 
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Stock-based compensation (“SBC”) expense 
 
SBC expense in the three months ended September 30, 2008 totaled $158,983 compared to $158,692 in the 
third quarter of 2007.  SBC expense in 2008 and 2007 reflects the amortization of existing stock options granted 
to employees and consultants which vest over three years. 
 
SBC expense for the nine months ended September 30, 2008 totaled $475,519 compared to $1,429,644 for the 
same period in 2007. SBC expense was unusually high in the nine months ended September 30, 2007 as a 
result of granting stock options with immediate vesting to directors and a one time charge of $679,000 related to 
the revaluation of options that were transferred between directors. 
 
SBC for consultants is capitalized to property and equipment to the extent that the consultant’s activities are 
directly related to the exploration or development of petroleum and natural gas.  SBC for consultants is revalued 
each quarter based on the price of the Company’s outstanding common stock at the end of the quarter. In the 
three months ended September 30, 2008, the Company capitalized $12,760 of SBC to property and equipment, 
compared to $24,626 in the third quarter of 2007.  SBC capitalized decreased in the third quarter of 2008 versus 
2007 because of a decrease in the stock price at September 30, 2008. The Company capitalized $82,317 of 
SBC in the nine months ended September 30, 2008, compared to $36,934 in the same period in 2007.   The 
increase in capitalized SBC expense for the nine months ended September 30, 2008 is due to additional stock 
options granted to consultants directly involved in exploration and development activities during the period. 
 
At September 30, 2008, the Company has approximately $452,000 of unamortized SBC that will be charged to 
income over the remaining vesting period of the outstanding options. 
 
Depletion, depreciation and accretion expense 
 
Depletion and depreciation (“D&D”) expense for the three months ended September 30, 2008 totaled $89,100 
compared to $159,120 in the third quarter of 2007.  D&D expense for the nine months ended September 30, 
2008 totaled $280,300 compared to $792,220 in the same period in 2007.  The decrease in depletion and 
depreciation in 2008 is due to a lower carrying value on the Company’s Canadian oil and gas properties 
resulting from ceiling test write downs in 2007.  Only the Canadian oil and gas properties are subject to 
depletion as activity in Argentina and Tunisia is considered to be in the development stage.  There were no 
impairments to carrying value associated with the Canadian, Argentina or Tunisia oil and gas properties at 
September 30, 2008. 
 
Accretion expense associated with the Company’s asset retirement obligation totaled $1,452 for the three 
months ended September 30, 2008 compared to $1,317 for the third quarter of 2007.   Accretion expense for 
the nine months ended September 30, 2008 totaled $4,358 compared to $4,527 for the same period in 2007.   
There were no significant changes to the assumptions used to calculate the asset retirement obligation or 
related accretion in 2008 compared to 2007. 
 
Foreign exchange gain (loss) 
 
In 2008 the Company’s operations in Tunisia and Argentina are subject to foreign exchange rate fluctuations for 
account balances denominated in US dollars and Argentine Pesos.  The weakening of the Canadian dollar 
against the US dollar and Argentine Peso resulted in foreign exchange gains of $294,293 and $650,003 in the 
third quarter and first nine months of 2008, respectively.  The Company started holding US dollar denominated 
cash balances in the third quarter of 2007 when the Canadian dollar was strengthening against the US dollar. 
As a result, translation of US dollar denominated cash and cash equivalents resulted in a foreign exchange loss 
of $111,525 in the three and nine months ended September 30, 2007.  Currently, the Company does not hedge 
its exposure to foreign currency fluctuations. 
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Net loss and other comprehensive loss 
 
The Company realized a net loss of $246,875 for the three months ended September 30, 2008, compared to a 
net loss of $462,486 in the third quarter of 2007.  The net loss for the nine months ended September 30, 2008 
totaled $964,553, compared to a net loss of $2,408,779 for the same period in 2007.  The net loss in 2007 was 
largely due to one time charges related to the write down of the Company’s Canadian oil and gas properties and 
higher stock compensation expense noted previously.  Increased commodity prices and the foreign exchange 
gain recorded by the Company in the first nine months of 2008 also reduced the net loss by partially offsetting 
production declines and increased royalty and G&A expense. 
 
Income taxes 
 
Future income tax assets and liabilities arise due to the difference between the tax basis of assets and their 
respective accounting carrying cost.  The Company has Canadian tax losses and other cumulative tax 
deductions in excess of net book values, but to date, has not recognized the income tax benefit of these future 
tax assets as their recoverability is uncertain at this time. 
 
Capital expenditures 
 

Three months ended September 30, Nine months ended September 30,

2008 2007 2008 2007

Argentina

Geological and geophysical 1,818,708$   32,600$        2,223,347     60,200$        

Land -                (115,267)       (331,498)       (232,407)       

Drilling and completion 102,441        -                131,490        -                

Other 219,127        46,237          483,912        70,670          

2,140,276     (36,430)         2,507,251     (101,537)       

Tunisia

Geological and geophysical -                5,800            7,500            2,319,255     

Land -                -                -                -                

Drilling and completion 468,499        2,543,637     -                

468,499        5,800            2,551,137     2,319,255     

Canada

Land 729               -                729               49                 

Drilling and completion (1,958)           150,886        30,162          809,269        

Well equipment and facilities (27,721)         1,311            252,976        

Other 141               1,302            

(1,229)           123,165        32,343          1,063,596     

Total capital expenditures 2,607,546     92,535          5,090,731     3,281,314      
 
Madalena spent $2,607,546 on petroleum and natural gas properties and office furniture and fixtures in the third 
quarter of 2008 compared to $92,535 in the third quarter of 2007.  For the nine months ended September 30, 
2008 the Company incurred $5,090,731 on capital expenditures compared to $3,281,314 in the first nine months 
of 2007. The capital expenditure increase in 2008 is due to the ongoing seismic and exploration activity in 
Argentina and drilling activity in Tunisia. 
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LIQUIDITY AND CAPITAL RESOURCES  
 
Madalena is in the initial exploration stage on its international oil and gas prospects.  The Company earns 
interest income on its cash reserves and has revenue related to its Canadian oil and gas properties, but the 
cash generated from these activities is not always sufficient to cover operating costs and other overhead.  The 
Company had negative funds from operations in the three months ended September 30, 2008 totaling $292,573 
compared to negative funds from operations of $31,382 in the third quarter of 2007.  The Company had 
negative funds from operation of $872,120 in the nine months ended September 30, 2008, compared to 
negative funds from operations of $70,863 for the same period in 2007 (funds from operations is a non-GAAP 
measurement – see the paragraph on non-GAAP measurements above for a comparison to cash flow from 
operations).   
 
At September 30, 2008 Madalena had working capital of $10,373,391 (including $11,725,677 in cash and cash 
equivalents) compared to $13,236,239 (including $13,082,472 in cash and cash equivalents) at December 31, 
2007.  The decrease in working capital at September 30, 2008 is due to funding on-going exploration and 
development activities, primarily in Argentina and Tunisia. 
 
Historically, the Company raised funds from equity financings to fund exploration and development activities and 
overhead expenses.  The Company’s ability to continue operations will be dependant on identifying commercial 
oil and gas reserves, generating profitable operations and raising sufficient capital to complete planned 
exploration and development activities. 
 
On April 4, 2008, the Company closed a non-brokered private placement for the issuance 4,375,003 common 
shares at $0.56 per share for total proceeds of $2,450,000.  These funds will be used to meet the Company’s 
capital expenditure requirements and G&A costs. 
 
TRANSACTIONS WITH RELATED PARTIES 
 
There are no transactions with related parties in 2008 and no amounts are due to or from related parties at 
September 30, 2008. 
 
During the three and nine months ended September 30, 2007 two of the Company’s directors were also 
directors of a company that was a joint interest owner and operator of Madalena’s Canadian oil and gas 
properties.  This company is no longer the operator or joint interest owner of any of Madalena’s oil and gas 
properties.   
 
During the three and nine months ended September 30, 2007 the Company used the services of a law firm in 
which one of the Company’s directors was a partner.  During the three and nine months ended September 30, 
2007 the Company incurred $19,200 and $74,700, respectively, for legal services at market rates from the law 
firm.   
 
SHARE INFORMATION  
 
At September 30, 2008 and November 25, 2008, the Company has 111,743,702 common shares and 
10,130,000 stock options outstanding.  In the second quarter of 2008 the Company completed a private 
placement resulting in the issuance of 4,375,003 common shares and all previously outstanding warrants to 
purchase common shares expired unexercised. 
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BUSINESS RISKS  
 
The Company’s ability to increase reserves will depend on its ability to select and acquire suitable prospects 
and to secure the capital to develop those prospects in a timely fashion.  The oil and gas industry is inherently 
risky and there is no assurance that oil and gas reserves will be discovered or economically produced.  Inherent 
operational risks include, but are not limited to, securing markets for production, complex regulatory and 
environmental requirements, uncertainties related to reservoir performance, and competition.  Inherent financial 
risks include, but are not limited to, access to capital and fluctuations in commodity prices, interest rates and 
foreign currency exchange rates.  
 
The Company is focused on the international oil and gas exploration market.  Conducting oil and gas exploration 
and development activities in foreign jurisdictions creates additional inherent risks which include, but are not 
limited to, currency instability, potential civil disturbances, currency and funds movement controls, price controls, 
political instability, changes in foreign ownership restrictions, and potential expropriation of property. 
 
For addition detail regarding the Company’s risks and uncertainties, refer to the Company’s most recent AIF on 
SEDAR at www.sedar.com.  
 
NEW ALBERTA ROYALTY REGIME 
 
In October of 2007 the Government of Alberta announced that it would be altering the royalty regime in the 
province effective January 1, 2009.  With the assistance of an independent petroleum engineering firm, the 
Company evaluated the affect of the increased royalty rates on its existing reserves at December 31, 2007. At 
December 31, 2007 the Government had not yet clarified the details of all aspects of the royalty changes, 
therefore the independent group of petroleum engineers provided a range of estimated affects of the royalties 
on the Company’s production.  The evaluation concluded that the Company’s undiscounted future cash flow 
could be reduced by approximately $179,000 to $358,000. The Company believes that these estimates have not 
changed as of September 30, 2008.  At December 31, 2007 the impact of these changes were included in the 
ceiling test calculation and in our review of the third quarter ceiling test calculations, so no additional impairment 
charges are anticipated from the increased royalties. On November 19, 2008 the Government of Alberta 
announced revised alternatives with respect to implementation of the royalty regime on January 1, 2009.  The 
announcement provides relief to new wells drilled in the Province of Alberta. The Company does not expect the 
revised alternatives to have any impact as the Company does not plan any addition drilling in Alberta.  
 
CONTRACTUAL OBLIGATIONS  
 
The Company has a lease commitment for its Calgary, Canada head office through June 15, 2011.  The total 
estimated remaining lease payments at September 30, 2008, including operating costs, are approximately 
$350,000.   
 
The Company has lease commitments for two apartments in Argentina which expire in December of 2008 and 
October of 2009.  The total estimated remaining lease payments at September 30, 2008 are USD $19,000. In 
the second quarter of 2008 the Company entered into a lease agreement for office space in Argentina which 
expires in 2011. The total estimated remaining lease payments at September 30, 2008 is USD $72,000. 
 
The Company has agreed to work programs which have been approved by the Province of Neuquen in 
Argentina for three exploration blocks in the Province.  The work programs require the Company to undertake 
specific activities on each block. At September 30, 2008 the Company’s share of the remaining minimum work 
commitments is USD $5,551,000.  
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APPLICATION OF CRITICAL ACCOUNTING ESTIMATES  
 
Significant accounting policies used by Madalena are disclosed in note 2 to the December 31, 2007 audited 
financial statements. Preparing financial statements in accordance with Canadian GAAP requires management 
to make judgments and estimates with respect to the critical accounting policies. Changes to these judgments 
and estimates could have a material effect on the Company’s financial statements and financial position. There 
were no changes to Madalena’s critical accounting estimates during the nine months ended September 30, 
2008.  
 
CHANGES IN ACCOUNTING POLICIES 
 
Principles of consolidation 
 
In the first quarter of 2008 the Company adopted the Canadian accounting standard for “Consolidated Financial 
Statements” which requires the consolidation of all wholly owned subsidiaries and elimination of all inter-
company balances.  The standard was adopted in conjunction with the creation of two wholly owned Barbados 
subsidiaries on January 1, 2008 to which the Company sold its interests in the Tunisian seismic option 
agreements. 
 
Foreign currency translation 
 
In the first quarter of 2008 the Company commenced operations in Tunisia and Argentina.  Both locations are 
considered to be an “integrated foreign operation” for accounting purposes and their financial results are 
translated into Canadian dollars using the temporal method. Accordingly, the Company translates foreign 
denominated monetary assets and liabilities at the exchange rate prevailing at the period end; non-monetary 
assets, liabilities and related depletion, depreciation and accretion are translated at historic rates; and revenues 
and expenses are translated at the rate in effect at the time of the transaction.  Any resulting foreign exchange 
gains or losses are included in earnings. 
 
Capital disclosures 
 
On January 1, 2008 the Company adopted the new Canadian accounting standard for “Capital Disclosures” 
which requires disclosure of objectives, policies and processes for defining and managing capital.  There was no 
financial impact as a result of implementing this new standard. 
 
Financial instruments disclosure and presentation 
 
On January 1, 2008 the Company adopted the new Canadian accounting standards for “Financial Instruments – 
Disclosures” and “Financial Instruments – Presentation”.  These standards require disclosure of the significance 
of financial instruments to an entity’s financial position and performance, the risks associated with the financial 
instruments, and how the entity manages those risks.  There was no financial impact as a result of implementing 
these new standards. 
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NEW ACCOUNTING PRONOUNCEMENTS 

 
As of January 1, 2009, the Company will be required to adopt the new Canadian accounting standard for 
"Goodwill and Intangible Assets", which will replace the existing Goodwill and Intangible Assets standard. The 
new standard revises the requirement for recognition, measurement, presentation and disclosure of intangible 
assets. The adoption of this standard currently has no impact on Madalena's Consolidated Financial 
Statements. 
 
Over the next three years GAAP will be modified to converge with International Financial Reporting Standards 
(“IFRS”).  The date of convergence to IFRS is January 1, 2011.    On May 9, 2008 the Canadian Securities 
Administrators issued staff notice 52-320 which provides guidance on the disclosure of changes in expected 
accounting policies related to the change over to IFRS. The notice indicates that an issuer should disclose 
certain information in its interim and annual MD&A three years prior to the January 1, 2011 change over, if at the 
time of preparing the MD&A, the issuer has developed an IFRS change over plan. The Company has not yet 
developed a comprehensive accounting conversion plan but continues to monitor and assess the impact of the 
convergence on its financial statements and financial position.  
 
 
OUTLOOK 
 
During the last quarter of 2008 and the first quarter of 2009 the Company will continue its efforts to explore and 
develop its exploration blocks in Argentina, complete its evaluation of two wellbores on one of its blocks in 
Argentina and look for opportunities to produce from these wellbores.    In Tunisia, the Company will work with 
its partners to complete testing of its Remada Sud well and determine its commercial viability and potential for 
development of additional zones.  The Company will also work to evaluate additional international opportunities 
as they are presented. 
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QUARTERLY FINANCIAL INFORMATION 

As at and for the three months ended September 30, June 30, March 31, December 31,

2008 2008 2008 2007
Operations

Daily production

Oil (bbl/d) 8                    11                  9                    18                  

Natural gas (mcf/d) 108                96                  114                136                

Natural gas liquids (bbl/d) 3                    4                    5                    6                    

Oil equivalent (boe/d) 29                  31                  32                  47                  

Average sales price

Oil price ($bbl) 118.31$         121.26$         94.46$           77.07$           

Natural gas price ($/mcf) 8.17               11.32             8.53               6.32               

Natural gas liquids price ($/bbl) 108.00           106.20           78.39             65.82             

Oil equivalent price ($/boe) 73.56             91.65             66.66             56.75             

Operating net back ($/boe) 43.59$           43.26$           32.28$           31.74$           

Financial

Petroleum and natural gas revenues 196,260$       255,466$       195,309$       245,704$       

Interest income 61,313           70,188           91,628           128,382         

Net loss (246,875)       (528,911)       (188,767)       (3,624,808)     

Basic and diluted per share (0.002)           (0.005)           (0.002)           (0.030)            

Capital expenditures 2,607,546      424,618         2,058,566      2,079,747      

Working capital 10,373,391$  12,978,586$  11,232,647$  13,236,239$  
Shares outstanding (000's) 111,744         111,744         107,369         107,369         

As at and for the three months ended September 30, June 30, March 31, December 31,

2007 2007 2007 2006*

Operations

Daily production

Oil (bbl/d) 8                    28                  -                

Natural gas (mcf/d) 180                155                161                198                

Natural gas liquids (bbl/d) 7                    8                    6                    7                    

Oil equivalent (boe/d) 45                  62                  33                  40                  

Average sales price

Oil price ($bbl) 78.66$           71.42$           -$              -$               

Natural gas price ($/mcf) 6.04               8.31               8.03               7.54               

Natural gas liquids price ($/bbl) 65.26             58.81             50.41             51.65             

Oil equivalent price ($/boe) 48.38             60.88             48.60             46.39             

Operating net back ($/boe) 25.38$           43.14$           23.15$           25.11$           

Financial

Petroleum and natural gas revenues 200,514$       341,338$       145,408$       171,532$       
Interest income 164,981         177,874         190,056         147,948         

Net loss (462,486)       (836,521)       (1,109,773)    (2,895,425)     

Basic and diluted per share -                (0.008)           (0.010)           (0.032)            

Capital expenditures 92,069           2,487,592      701,188         1,471,112      

Working capital 15,144,359$  15,380,251$  17,713,097$  18,309,436$  
Shares outstanding (000's) 107,369         107,369         106,869         106,391          

* Comparative information for 2006 has been re-stated to reflect adjustments to stock-based compensation, oil and gas revenues, royalties, 
operating costs, and depletion.  Net loss and other comprehensive loss in the three months ended December 31, 2006 was increased by 
$99,178 as a result of previously understated stock based compensation.. 

 
 



 

 

 
 

MADALENA VENTURES INC. 
Consolidated Balance Sheets (unaudited) 
 
 

As at  September 30, December 31,

2008 2007

Assets

Current assets

Cash and cash equivalents 11,725,677$       13,082,472$    

Accounts receivable 434,501              306,281           

Prepaid expenses 74,882                58,189             

12,235,060         13,446,942      

Property and equipment (note 5) 12,991,861         8,099,113        
25,226,921$       21,546,055$    

Liabilities

Current liabilities

Accounts payable and accrued liabilities 1,861,669$         210,703$         

Asset retirement obligations (note 6) 101,530              114,913           

1,963,199           325,616           

Commitments (note 10)

Shareholders' equity

Share capital and warrants (note 7) 31,491,768         31,941,768      

Contributed surplus (note 7) 6,529,761           3,071,925        

Deficit (14,757,807)        (13,793,254)    

23,263,722         21,220,439      
25,226,921$       21,546,055$     

See accompanying notes 
 
 



 

MADALENA VENTURES INC. 
Consolidated Statements of Operations and Deficit (unaudited) 

2008 2007 2008 2007

Revenue

Petroleum and natural gas 196,260$             200,514$             647,035$           687,260$           

Royalties (42,126)                (31,498)                (184,938)            (85,706)              

154,134               169,016               462,097             601,554             

Interest income 61,313                 164,981               223,129             532,911             

Foreign exchange gain/(loss) 294,923               (111,525)              650,003             (111,525)            

510,370               222,472               1,335,229          1,022,940          
Expenses

Operating 37,830                 63,831                 130,631             185,305             

General and administrative 469,880               301,998               1,408,974          1,020,023          

Stock-based compensation 158,983               158,692               475,519             1,429,644          

Depletion, depreciation and accretion 90,552                 160,437               284,658             796,747             

757,245               684,958               2,299,782          3,431,719          

Net loss and other comprehensive loss (246,875)              (462,486)              (964,553)            (2,408,779)         

Deficit - beginning of period (14,510,932)         (9,235,960)           (13,793,254)       (7,289,667)         

Deficit - end of period (14,757,807)$       (9,698,446)$         (14,757,807)$     (9,698,446)$       

Net loss and other comprehensive loss

per common share - basic and diluted (0.002)$                (0.004)$                (0.009)$              (0.023)$              

Weighted average number of shares:

Basic and diluted 111,743,702 107,308,259 110,226,821 106,955,446

Three months ended September 30, Nine months ended September 30,

See accompanying notes 
 



 

MADALENA VENTURES INC. 
Consolidated Statements of Cash Flows (unaudited) 

 

2008 2007 2008 2007

Cash provided by (used in):

Operating activities

Net loss and other comprehensive loss (246,875)$           (462,486)$           (964,553)$          (2,408,779)$       

Items not involving cash
Stock-based compensation 158,983               158,692               475,519              1,429,644           

Depletion, depreciation and accretion 90,552                 160,437               284,658              796,747              

Foreign exchange (gain)/loss (257,935)             111,525               (613,015)            111,525              

Abandonment costs (310)                    -                          (17,741)              -                         

(255,585)             (31,832)               (835,132)            (70,863)              

Change in non-cash working capital items (note 9) 71,240                 (129,350)             183,883              (75,424)              

(184,345)             (161,182)             (651,249)            (146,287)            

Financing activities

Issue of common shares -                          -                          2,450,000           298,625              

Investing activities

Additions to property and equipment (2,607,546)          (92,535)               (5,090,731)         (3,281,314)         

Change in non-cash working capital items (note 9) 1,343,584            (499,623)             1,322,170           (780,744)            
(1,263,962)          (592,158)             (3,768,561)         (4,062,058)         

Change in cash and cash equivalents (1,448,307)          (753,340)             (1,969,810)         (3,909,720)         

Cash and cash equivalents, beginning of the period 12,916,049          15,903,335          13,082,472         19,059,715         

Impact of foreign exchange on cash balances 257,935               (111,525)             613,015              (111,525)            
Cash and cash equivalents, end of period 11,725,677$        15,038,470$        11,725,677$       15,038,470$       

Three months ended September 30, Nine months ended September 30,

 
 

See accompanying notes



MADALENA VENTURES INC. 
Notes to the Consolidated Financial Statements (unaudited) 
 
As of and for the period ended September 30, 2008 

 

 

 
 
1. Nature of business and basis of presentation 
 

Madalena Ventures Inc. (“Madalena” or the “Company”) was incorporated pursuant to the laws of the 
Province of British Columbia on September 30, 2004 and continued under the laws of the Province of 
Alberta on September 26, 2006. Madalena is based in Calgary, Alberta and is involved in the exploration, 
development and production of petroleum and natural gas in Alberta, Tunisia and Argentina.  
 
These financial statements have been prepared on the basis that the Company is a going concern and will 
realize assets and discharge liabilities in the normal course of operations for the foreseeable future. 
Presently, Madalena has limited production and limited cash flow from operating activities.  The Company 
currently relies on equity financing to pay for exploration activities and overhead expenses. The Company’s 
ability to continue operations is dependent on identifying commercial oil and gas reserves, generating 
profitable operations and raising sufficient capital to complete planned exploration and development 
activities.  
 
These interim consolidated financial statements have been prepared in accordance with Canadian generally 
accepted accounting principles (“GAAP”), and have been prepared following the same accounting policies 
and methods of computation as the audited financial statements for the year ended December 31, 2007 
except as described in note 3.  These notes do not include all disclosures required in annual financial 
statements and are incremental to, and should be read in conjunction with, the audited financial statements 
and notes for the year ended December 31, 2007. 

 
2. Principles of consolidation 
 
 These interim consolidated financial statements include the accounts of Madalena Ventures Inc. and its 

wholly owned subsidiaries Madalena Ventures International Holding Company Inc. and Madalena Ventures 
International Inc.  All inter-company transactions and balances have been eliminated.  
 

3. Recent accounting pronouncements and changes in significant accounting policies 
 

Goodwill and intangible assets 

 
As of January 1, 2009, the Company will be required to adopt the new Canadian accounting standard for 
"Goodwill and Intangible Assets", which will replace the existing Goodwill and Intangible Assets standard. 
The new standard revises the requirement for recognition, measurement, presentation and disclosure of 
intangible assets. The adoption of this standard currently has no impact on Madalena's Consolidated 
Financial Statements. 

 
International Financial Reporting Standards ("IFRS") 
 
In January 2006, the CICA Accounting Standards Board (“AcSB”) adopted a strategic plan for the direction 
of accounting standards in Canada. As part of that plan, the AcSB confirmed in February 2008 that IFRS will 
replace Canadian GAAP in 2011 for profit-oriented Canadian publicly accountable enterprises. As Madalena 
will be required to report its results in accordance with IFRS starting in 2011, the Company is assessing the 
potential impacts of this change over and developing its plan accordingly. 
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Notes to the Consolidated Financial Statements (unaudited) 
 
As of and for the period ended September 30, 2008 

 

 

Foreign Currency Translation 
 
The Company has petroleum exploration and development operations in Tunisia and Argentina.  Both 
locations are considered “integrated foreign operations” for accounting purposes. The financial results for 
Tunisia and Argentina are translated to Canadian dollars using the temporal method. Under the temporal 
method, foreign denominated monetary assets and liabilities are translated at the exchange rate prevailing 
at the period end; non-monetary assets, liabilities and related depletion, depreciation and accretion are 
translated at historic rates; and revenues and expenses are translated at the rate in effect at the time of the 
transaction.  Foreign exchange gains or losses arising from the translation are included in earnings. 

 
Capital disclosures 
 
On January 1, 2008 the Company adopted the new Canadian accounting standard for “Capital Disclosures” 
which requires disclosure of objectives, policies and processes for defining and managing capital.  There 
was no financial impact as a result of implementing this new standard. The required additional disclosures 
are provided in note 4.  
 
Financial instruments disclosure and presentation 
 
On January 1, 2008 the Company adopted the new Canadian accounting standards for “Financial 
Instruments – Disclosures” and “Financial Instruments – Presentation”.  These standards require disclosure 
of the significance of financial instruments to an entity’s financial position and performance, the risks 
associated with the financial instruments, and how the entity manages those risks.  There was no financial 
impact as a result of implementing these new standards. The required additional disclosures are provided in 
note 4.  

 
4. Financial risk and capital management 

 
The Company is exposed to various risks that arise from its business environment and the financial 
instruments it holds. The Board of Directors has overall responsibility for the establishment and oversight of 
the Company’s risk management framework, policies and procedures. The following outlines the Company’s 
risk exposures, quantifies the risks, and explains how these risks and its capital structure are managed. 
 
Capital management 
 
The Company’s objective is to maintain a strong capital position in order to execute on its exploration and 
development plans and maximize shareholder value.  
 
The Company currently defines its capital as shareholders’ equity and working capital. Changes to the 
relative weighting of the capital structure is driven by our business plans, changes in economic conditions 
and risks inherent in the oil and gas industry. In order to maintain or adjust the capital structure, the 
Company may consider any or all of the following activities: 
 

� Issue new shares through a public offering or private placement 
� Raise fixed or floating interest rate debt 
� Consolidate outstanding common shares 
� Farm-out existing exploration opportunities 
� Sale of assets 

 
The Company periodically reviews its capital structure in relation to its expected exploration and 
development budgets. As the Company is in the exploration phase, certain quantitative measures used by 
industry peers, such as return on equity, return on capital employed and debt to equity ratios, are not 
relevant measures for the Company.  
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Notes to the Consolidated Financial Statements (unaudited) 
 
As of and for the period ended September 30, 2008 

 

 

 
The Company is not subject to any external restrictions on its capital structure and has no debt facilities. 
  
There have been no material changes to the Company’s processes and objectives related to capital 
management compared to prior periods. 
 
Credit Risk 
 
The Company is exposed to credit risk in relation to its cash and cash equivalents and accounts receivable.  
 
Cash and cash equivalents are held with highly rated international banks and are considered to have 
negligible credit risk. 
 
The Company’s accounts receivable are exposed to the risk of financial loss if the counterparty fails to meet 
its contractual obligations. The Company’s accounts receivable include amounts due from its Canadian 
operator which are subject to normal industry credit risk.  The carrying amounts of accounts receivable 
represents the Company’s maximum credit exposure. The Company does not record an allowance for 
doubtful accounts and has not written off any accounts receivable in the nine months ended September 30, 
2008 or 2007.  As of September 30, 2008, production-related receivables of approximately $40,400 are 
considered past due as a result of differences between our estimates of production volumes and those 
reported by our operator. The Company fully expects to resolve these differences with the operator and 
collect all outstanding receivables. 
 
The Company also has accounts receivable from local government agencies with respect to value-added 
taxes on capital and operating expenditures. The Company anticipates that all input tax credits will be 
recovered and no amounts are past due. 
 
Liquidity Risk 
 
Liquidity risk is the risk that the Company will not meet its financial obligations as they fall due. The 
Company manages its liquidity risk through management of its capital structure and annual budgeting of its 
revenues, expenditures, and cash flow.  
 
Market Risk 
 
Changes in commodity prices, interest rates and foreign currency exchange rates can expose the Company 
to fluctuations in its net earnings and in the fair value of its financial assets and liabilities. 
 
Commodity Price Risk 
 
Price fluctuations for both crude oil and natural gas are determined by world and North American supply and 
demand factors. The Company has no influence over the pricing of oil and natural gas and has not 
attempted to mitigate commodity price risk through the use of financial derivatives. 
 
Interest Rate Risk 
 
The Company is exposed to interest rate fluctuations on its investments of excess cash in discount notes 
issued by international banks.   
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Notes to the Consolidated Financial Statements (unaudited) 
 
As of and for the period ended September 30, 2008 

 

 

 
Foreign Currency Exchange Rate Risk 
 
A substantial portion of the Company’s exploration and development activities are conducted in foreign 
jurisdictions and a portion of the Company’s cash and cash equivalents are denominated in US dollars 
(USD) and Argentine Pesos (ARS).  Consequently, the Company is exposed to foreign currency exchange 
risk on a substantial portion of its financial assets.  The Company has not yet entered into derivative 
exchange rate contracts to mitigate this risk. 
 
Sensitivity analysis  
 
The following table presents an estimate of the impact on net loss and other comprehensive loss of each of 
the market risk factors discussed above based on the assumption that the market factor changed by the 
amount noted, applied to the volume for the period, or the balance at the end of the period. 

Change in Impact on
Market risk market factor net income

Commodity prices - effect of change in market factor for: $
Crude oil and liquids produced in the period $10/bbl 35,000          

Natural gas produced in period $0.50/mcf 15,000          

Foreign exchange - effect of change in market factor for:
USD denominated financial assets and liabilities 3% 171,000        

ARS denominated financial assets and liabilities 3% 37,000          

Interest rates - effect of change in market factor for:
Interest bearing accounts and discount notes 1% 88,000  

 
Fair value of financial instruments:  
 
The Company’s financial instruments at September 30, 2008 include cash and cash equivalents, accounts 
receivable, accounts payable and accrued liabilities. At September 30, 2008, the carrying value of the cash 
and cash equivalents, accounts receivable, accounts payable and accrued liabilities, approximate their fair 
value due to their short-term nature. The Company has no bank indebtedness. 
 
The Company has designated its investments in discount notes issued by Canadian chartered banks, which 
are included in cash and cash equivalents, as held-for-trading financial assets on acquisition.  The fair value 
of these assets has been determined at September 30, 2008 based on trading prices issued by the 
chartered banks for these instruments. The difference between fair value and cost of the notes is recorded 
as interest income.  
 
The following table provides information on the foreign currency denominated financial instruments held by 
the Company at September 30, 2008: 

 
Total CAD$

USD ARS equivalent

Cash and cash equivalents 5,358,730  8,474,501  8,555,278  

Accounts receivable -                344,718     116,032     
Accounts payable and accrued liabilities 18,590       4,902,056  1,669,815  

Balanced denominated in

 



MADALENA VENTURES INC. 
Notes to the Consolidated Financial Statements (unaudited) 
 
As of and for the period ended September 30, 2008 

 

 

 
The following table provides information for the discount notes held by the Company at September 30, 
2008. 
 

Maturity Interest

Cost value Yield Fair value income

CDN$ note due October 8, 2008 CDN 3,020,701$  3,029,000$  2.95% 3,026,910$  6,209$   

USD$ note due October 10, 2008 US 4,085,101$  4,093,000$  2.17% 4,088,707    3,606     

Foreign exchange gain 262,495       194        

Canadian dollar carrying value 7,378,112$  10,009$  
 
5. Property and equipment 

 

Accumulated Net
depletion and book

As at September 30, 2008 Cost depreciation value

Canadian petroleum and natural gas properties 10,381,105$       (7,436,341)$     2,944,764$    
Argentina pre-production costs 5,037,496           -                   5,037,496      
Tunisia pre-production costs 4,944,258           -                   4,944,258      

Furniture and fixtures 114,213              (48,870)            65,343           

20,477,072$       (7,485,211)$     12,991,861$   

Accumulated Net
depletion and book

As at December 31, 2007 Cost depreciation value

Canadian petroleum and natural gas properties 10,348,904$       (7,168,341)$     3,180,563$    
Argentina pre-production costs 2,453,162           -                   2,453,162      
Tunisia pre-production costs 2,387,886           -                   2,387,886      

Furniture and fixtures 114,072              (36,570)            77,502           

15,304,024$       (7,204,911)$     8,099,113$     
 
At September 30, 2008 the cost centers for Argentina and Tunisia were considered to be in the pre-
production stage and all costs directly attributable to these centers were capitalized and excluded from costs 
subject to depletion and depreciation.  There has been no commercial revenue to date from these cost 
centers.  
 
General and administrative expenses and stock-based compensation totaling $221,394 and $82,317 
respectively, directly related to exploration and development activities were capitalized in the nine months 
ended September 30, 2008 (2007 – $163,670 and $36,934, respectively) and $85,371 and $12,760 
respectively for the three months ended September 30, 2008 (2007 – $84,637 and $24,626, respectively). 
The depletion and depreciation calculation for Canadian petroleum and natural gas properties for the three 
and nine months ended September 30, 2008 includes future development costs of proved reserves of 
$380,000 (2007 - $460,000). 
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6.  Asset retirement obligations  

 
Asset retirement obligations result from net ownership interests in petroleum and natural gas assets 
including well sites, gathering systems and processing facilities. At September 30, 2008, the estimated total 
undiscounted amount of cash flows required to settle the Company’s asset retirement obligations is 
approximately $222,000 (December 31, 2007 - $229,000) which will be incurred over the next 15 years. A 
credit-adjusted risk-free rate of 8% and an inflation rate of 2% were used to calculate the fair value of the 
asset retirement obligations. A reconciliation of the asset retirement obligations is provided below:  
 

As at September 30, December 31,

2008 2007

Balance, beginning of period $ 114,913           $ 80,262           
Accretion expense 4,358               5,844             
Costs incurred (17,741)           (2,214)            
Adjustment to estimate of accrued obligations -                      31,021           

Balance, end of period $ 101,530           $ 114,913          
 
7.  Share capital and warrants 
 

Authorized 
 
The authorized share capital of the Company consists of an unlimited number of common shares without 
nominal or par value.  
 
Issued and outstanding 
 
The following table provides a summary of the issued and outstanding common shares and warrant activity: 

Warrants

Weighted

average

exercise Share capital
Number Amount Number price Amount & warrants

Balance - December 31, 2006 106,391,449  28,648,893$     15,071,690   0.89$      2,541,700$    31,190,593$    

Options exercised 500,000         102,550            -                   -                     102,550           

Warrants exercised 477,250         290,325            (477,250)      (0.50)      (51,700)          238,625           

Warrants expired -                    -                       (2,016,815)   (0.91)      (70,000)          (70,000)            

Warrants extended -                    -                       -                   480,000         480,000           

Balance - December 31, 2007 107,368,699  29,041,768       12,577,625   0.90        2,900,000      31,941,768      
Private placement 4,375,003      2,450,000         -                   -                     2,450,000        

   Warrants expired -                    -                       (12,577,625) (0.90)      (2,900,000)     (2,900,000)       
Balance - September 30, 2008 111,743,702  31,491,768$     -                   -             -$               31,491,768$    

Common shares

 
 
On April 4, 2008 the Company closed a non-brokered private placement for the issuance 4,375,003 
common shares at $0.56 per share for total proceeds of $2,450,000, with no associated issue costs. 
 
On May 2, 2008 all outstanding warrants expired. 
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Stock options 
 
Under the Company’s stock option plan, directors, officers, employees and consultants are eligible to 
receive options to acquire common stock.  The exercise price of each stock option is the average market 
price of the Company’s stock for the five trading days prior to the grant date. Total options granted cannot 
exceed 10% of the issued and outstanding common shares of the Company. 
 
Options granted to directors vest immediately. Options granted to officers, employees, and consultants vest 
equally over three years on each anniversary of the grant date.   All options expire five years from the grant 
date. 
 
The following table presents the Company’s stock option activity:  

Period ended

Weighted Weighted

average average

Number exercise Number exercise 
of options price ($) of options price ($)

Outstanding - beginning of period 10,150,000  0.62         8,400,000    0.59          
Granted 30,000         0.41         2,250,000    0.60          

Exercised -              -           (500,000)     (0.12)         

Forfeited (50,000)       (0.85)        -              -            
Outstanding - end of period 10,130,000  0.62         10,150,000  0.62          

Exercisable - end of period 7,116,666    0.58         5,200,000    0.55          

December 31, 2007September 30, 2008

 
 
The following table presents the estimated remaining life of outstanding stock options and the number of 
shares that may be issued at September 30, 2008: 

Weighted

average Number 

Number remaining of options
of options life (years) exercisable

$0.12 1,000,000 2.01 1,000,000  

$0.41 330,000 2.44 300,000     

$0.60 2,150,000 3.72 1,583,333  

$0.66 4,300,000 2.40 2,966,667  

$0.70 100,000 4.05 -                 

$0.73 1,100,000 2.47 833,333     

$0.85 1,150,000 3.04 433,333     
10,130,000 2.75 7,116,666  

Outstanding
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Stock-based compensation and contributed surplus 
 
The Company accounts for its stock-based compensation using the fair value method.  The fair value of 
each stock option granted is estimated using the Black-Scholes option pricing model with the following 
weighted average assumptions: risk free interest rate of 3.93%, expected life of 3.45 years, expected 
volatility of 62.5% and 0% dividend yield.  The fair value, estimated at the grant date for options issued to 
directors, officers and employees and the measurement date for options issued to consultants, is expensed 
on a straight-line basis over the vesting terms of the options. 

 
The following table presents the Company’s stock-based compensation and contributed surplus: 
 

Period ended September 30, 2008 December 31, 2007

Balance - beginning of period 3,071,925$               1,392,406$              
Stock-based compensation expensed 475,519                    1,591,591                
Stock-based compensation capitalized 82,317                      60,478                     
Balance transferred on expiration of warrants 2,900,000                 70,000                     
Exercise of stock options -                                (42,550)                    

Balance - end of period 6,529,761$               3,071,925$               
 
8.  Segmented information 

 
The Company has determined its three operating segments to be Canada, Tunisia and Argentina. Financial 
information pertaining to these operating segments is presented in the following table: 

 

Three months ended September 30, Canada Argentina Tunisia Total Canada Argentina Tunisia Total

Gross revenue, including interest 257,502$       -$            71$              257,573$       365,495$       -$            -$            365,495$       

Net loss and other comprehensive loss (216,194)$     (6,069)$       (24,612)$     (246,875)$     (462,486)$     -$            -$            (462,486)$     

Nine months ended September 30, Canada Argentina Tunisia Total Canada Argentina Tunisia Total

Gross revenue, including interest 870,093$       -$            71$              870,164$       1,220,171$    -$            -$            1,220,171$    

Net loss and other comprehensive loss (851,478)$     (76,793)$     (36,282)$     (964,553)$     (2,408,779)$  -$            -$            (2,408,779)$  

As of and for the periods ended Canada Argentina Tunisia Total Canada Argentina Tunisia Total

Property and equipment, net 3,010,107$    5,037,496$  4,944,258$  12,991,861$  3,258,064$    2,453,162$  2,387,887$  8,099,113$    

Property and equipment expenditures 32,343           2,551,137    2,507,251    5,090,731      1,111,461      1,917,543    2,331,592    5,360,596      

Total assets 14,931,293$  5,184,131$  5,111,497$  25,226,921$  16,705,007$  2,453,162$  2,387,886$  21,546,055$  

September 30, 2008 December 31, 2007

2008 2007

2008 2007
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9. Supplemental cash flow information  
 

Changes in non-cash working capital items are comprised of the following: 

 

2008 2007 2008 2007

Accounts receivable (150,651)$           2,168$                 (128,220)$          52,608$              

Prepaid expenses 1,562                   13,855                 (16,693)              (3,895)                
Accounts payable and accrued liabilities 1,563,913            (644,996)             1,650,966           (904,881)            

Change in non-cash working capital 1,414,824            (628,973)             1,506,053           (856,168)            

Attributable to:

Operating activities 71,240                 (129,350)             183,883              (75,424)              
Investing activities 1,343,584            (499,623)             1,322,170           (780,744)            

1,414,824$          (628,973)$           1,506,053$         (856,168)$          

Three months ended September 30, Nine months ended September 30,

 
 
10. Commitments 

 
The Company entered into a lease agreement for its Calgary office premises which expires June 15, 2011. 
The minimum rentals payable including estimated operating costs at September 30, 2008 are: 

2008  $         33,000 

2009           129,000 

2010           129,000 

2011             59,000 

Total  $       350,000  
 
The Company has entered into two leases for rental apartments in Argentina, one of the leases expires in 
December of 2008 and the other expires in October of 2009.  The minimum rentals payable, including 
estimated operating costs at September 30, 2008 are $7,000 US for the remainder of 2008 and $12,000 US 
for 2009. 
 
The Company has entered into a lease for office space in Argentina which expires in May of 2011.  The 
minimum lease rentals payable without operating costs in US dollars at September 30, 2008 are: 

USD

2008  $           7,000 

2009             27,000 

2010             27,000 

2011             11,000 

Total  $         72,000  
 
The Company has agreed to work programs which have been approved by the Province of Neuquen in 
Argentina for three exploration blocks in the Province. The work programs require the Company to 
undertake specific activities on each block. At September 30, 2008 the Company’s share of the remaining 
minimum work commitments is $5,551,000 US which is due to be completed by November of 2010. 
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