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COASTAL ENERGY COMPANY
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President’s Report to the Shareholders
During the third quarter of 2008, Coastal continued to make strides toward achieving first oil production from
our offshore Gulf of Thailand assets by year end. The Company made excellent progress on many critical
path items during the third quarter which helped us realize our goal of first oil production from Songkhla in
early November 2008.
In late August we secured a three-month contract on the Deep Driller 7 newbuild jackup rig and mobilized it
to the Songkhla field in late September. This allowed us to spud the first development well, Songkhla A-01,
on 8 October. The successful results of Songkhla A-01 exceeded our expectations. The well reached a
total measured depth of 9,025 feet on 1 November and logged approximately 125 feet of net pay with 20%
porosity in the Lower Oligocene primary reservoir, approximately 43 feet more pay than encountered in the
original Songkhla #1 well which was drilled in 1989. We also encountered an additional pay zone which was
not seen in the original well. This interval added approximately 15 feet of pay.
Once the well was completed we commenced an extended production test. Songkhla A-01 has been
producing approximately 5,000 barrels of oil per day with no water using an electric submersible pump
(“ESP”). We completed our first sale of crude oil to a local Thai refinery on 14 November. Liftings on
Songkhla A-01 are expected to occur every five (5) days until permanent production facilities are installed.
Once Songkhla A-01 was completed, we immediately began drilling the second development well in our
program, Songkhla A-03. The A-03 well reached a total measured depth of 9,500 feet on 12 November.
We logged approximately 110 feet of net pay with 18% porosity in the Lower Oligocene primary reservoir.
Songkhla A-03 came in approximately 47 feet structurally higher than Songkhla A-01. Completion casing
has been run and drilling operations have commenced on the third well, Songkhla A-07. We plan to
complete Songkhla A-03 and A-07 once an additional tanker is on location in early December.
In addition to our positive drilling results, Coastal made encouraging progress on the regulatory front. We
received formal approval of our Environmental Impact Assessment (“EIA”) from the Thai government on 13
November. This will allow the Company to proceed with its planned development of Songkhla, including the
installation of permanent production facilities. The ONEP, the Thai regulatory body responsible for EIA
approval, has made some recent structural enhancements to its approval process. We fully expect to
benefit from these changes and anticipate shorter approval processes on our remaining development plans
in the Gulf of Thailand.
The Company has made remarkable progress in recent months. As you are doubtlessly aware, the past few
months have presented an increasingly challenging macroeconomic environment. We are proud of the
flexibility that both our operations team and management team have shown recently. Our team has adapted
well and has met its goals despite the challenges with which it has been presented. As we navigate this
difficult period we remain confident in our ability to continue delivering positive results. These are exciting
times for our Company notwithstanding the current economic disruption. We plan to continue our
development activities on Songkhla for the remainder of 2008. Once completed, we will shift our focus to
the development of Bua Ban and the exploration prospects on our offshore concession.

On behalf of the Board of Directors

Randy L. Bartley
President and Chief Executive Officer
November 25, 2008
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COASTAL ENERGY COMPANY
Three and nine months periods ended September 30, 2008
(All tabular amounts are expressed in US$000’s unless otherwise stated except share and per share amounts)
The following is Management’s Discussion and Analysis (“MD&A”) of the results and financial condition of
Coastal Energy Company (the “Company”). This MD&A, dated November 20, 2008, should be read in
conjunction with the accompanying unaudited consolidated financial statements for the three and nine
months ended September 30, 2008 and related notes thereto. Additional information related to the
Company is available on SEDAR at www.sedar.com.

Overview
The Company was incorporated under the Companies Law of the Cayman Islands on May 26, 2004 and is
engaged in the acquisition and exploration of petroleum and natural gas properties. The Company was
listed on the Alternative Investment Market (“AIM”) of the London Stock Exchange in January 2005 and on
the TSX Venture Exchange (“TSX-V”) in September 2005. The functional and reporting currency of the
Company and its subsidiaries is the US dollar (“USD”).
The Company’s oil and gas properties and assets consists of the following ownerships interests in petroleum
concessions awarded by the Kingdom of Thailand:
Petroleum Concession
Offshore Thailand
Block G5/43 in the Gulf of Thailand
Block G5/50 in the Gulf of Thailand (within the boundaries of G5/43)
Onshore Thailand (via the Company’s 36.1% ownership of Apico LLC (“Apico”)
Block EU-1 and E-5N containing the Phu Horm gas field
Block L15/43 (surrounding the Phu Horm gas field)
Block L27/43 (southeast of the Phu Horm gas field)
Block L13/48 (immediately east of the Phu Horm gas field)

Coastal
100.0%
100.0%
12.6%
36.1%
36.1%
21.7%

Third Quarter 2008 Highlights
•

The Company has reported $4.250 million as its share of earnings of a significantly influenced investee.
This represents $4.5 million (its 36.1% of Apico’s unaudited third quarter net income of $12.572 million)
less $0.292 million for amortization of the Company’s excess basis in Apico (see Note 4 to the Financial
Statements.)

•

On September 1, 2008, the Company announced it had signed a letter of intent (“LOI”) with Deep
Drilling 7 Pte., Ltd. for a three-month charter of the newbuild jackup rig “Deep Driller 7” to be used on
the Songkhla field in the Gulf of Thailand. The LOI allows for an extension of up to an additional three
months.

•

The Phu Horm gas field, in which the Company has a net 12.6% indirect interest, had an average daily
production of 94 mmcf/d for the quarter ended September 30, 2008.

Forward Looking Statements
Certain information included in this discussion may constitute forward-looking statements. Forward looking
statements are based on current expectations, estimates, and projections that involve various risks and
uncertainties. These risks and uncertainties could cause or contribute to actual results that are materially
different from those expressed or implied.

Management’s Discussion and Analysis
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COASTAL ENERGY COMPANY
Three and nine months periods ended September 30, 2008
(All tabular amounts are expressed in US$000’s unless otherwise stated except share and per share amounts)

Oil & Gas Properties
Summary of Oil & Gas Properties
Balance, December 31, 2006
Additions during the period:
Exploration & development
Equity contributions in Apico
Equity earnings in Apico
Amortization of excess basis in Apico
Balance, December 31, 2007
Additions during the period:
Exploration & development
Equity contributions in Apico
Cash distribution from Apico
Equity earnings in Apico
Amortization of excess basis in Apico
Balance, September 30, 2008
(a)

Thailand
Onshore
$44,046

Thailand
Offshore
$66,367

Totals
$110,413

1,463
9,212
(1,533)
53,188

9,320
75,687

9,320
1,463
9,212
(1,533)
128,875

903
(8,851)
11,564
(839)
$55,965

27,184
$102,871

27,184
903
(8,851)
11,564
(839)
$158,836

Thailand Offshore Properties

The Company maintains a 100% working interest in Block G5/43 (the “Block”) in the Gulf of Thailand. The
Block is approximately 8,500 square kilometres and average water depths are approximately 70 feet. Under
the terms of the Concession, the Company relinquished approximately 8,600 square kilometres of G5/43
back to the Kingdom of Thailand in July 2007. Company management used available seismic and technical
data to determine the less prospective acreage which was relinquished. As a result, under full cost
accounting, the Company incurred no financial impact related to this relinquishment.

Management’s Discussion and Analysis
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COASTAL ENERGY COMPANY
Three and nine months periods ended September 30, 2008
(All tabular amounts are expressed in US$000’s unless otherwise stated except share and per share amounts)
Three successful wells were drilled by the Company on the Bua Ban oil field (“Bua Ban”) in August 2005
which confirmed the existence of oil reserves. The three well program encountered the Lower Oligocene
reservoir with estimated net pay ranging from 66-77 feet and a confirmed oil column of 577-724 feet. As of
December 31, 2007, Bua Ban has proved and probable (“2P”) oil reserves of 19.2 million barrels (“mmbbls”).
The Songkhla oil field, which is smaller than Bua Ban, was discovered in 1989 and originally tested 1,500
barrels of production per day. As of December 31, 2007, it has 2P oil reserves of approximately 4.4
mmbbls. As part of a fast track development plan, environmental impact assessment and production area
applications have been submitted for the Songkhla field and are in process for the Bua Ban field. The
Company has contracted services for the Songkhla development and expects to be in production by the end
of the year (see Subsequent Events.)
In December 2007, the Company was awarded the petroleum concession to Block G5/50 in the Gulf of
Thailand in the Ko Kra Basin within the boundaries of Block G5/43.
(b) Thailand Onshore

The Thailand onshore interests are held indirectly through the Company’s equity investment in Apico. Apico
is considered a significant equity investee. Apico’s petroleum concessions are located in the Khorat Plateau
in north eastern Thailand.

Management’s Discussion and Analysis
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COASTAL ENERGY COMPANY
Three and nine months periods ended September 30, 2008
(All tabular amounts are expressed in US$000’s unless otherwise stated except share and per share amounts)
The tables below reflect 100% of Apico’s results of operations for the three and nine months ended
September 30 and its financial position. The Company owns 36.1% of Apico.

Total revenue
Total expenses
Income tax expense
Net income

Current assets
Property, plant and equipment
Other assets
Total assets
Current liabilities
Non-current liabilities
Members equity
Total liabilities and equity

Three months ended
September 30,
2008
2007
$24,656
$17,157
2,944
10,831
9,140
1,084
$12,572
$5,242
September 30,
2008
$34,042
105,489
2,614
$142,145
$28,907
4,210
109,028
$142,145

Nine months ended
September 30,
2008
2007
$64,230
$47,532
9,720
18,797
22,499
10,965
$32,011
$17,770
December 31,
2007
$36,414
89,884
1,981
$128,279
$26,691
2,571
99,017
$128,279

Production at the Phu Horm gas field commenced on November 30, 2006 and supplies the Nam Phong
power plant with over 500 billion cubic feet of gas, plus condensate, under a 15 year Gas Sales Agreement
with PTT Public Company Limited. Coastal’s net interest of 12.6% is held through its equity investment in
Apico which holds a 35% interest in Blocks EU-1 and E-5N. The other partners in the Block include Hess
Corporation (Operator - 35%), PTT Exploration & Production (20%) and Exxon Mobil Corp. (10%). For the
quarter ended September 30, 2008, four wells (PH-3, 4, 5 & 10) at Phu Horm had an average combined
daily production of 94 mmcf/d.
Block L15/43 surrounds the Phu Horm gas field. Drilling of the South Phu Horm-1 (“SPH-1”) appraisal well
on the southern extension of the Phu Horm gas field commenced February 15, 2008. The SPH-1 well was
drilled to a total depth of approximately 3,229 meters and encountered gas shows in both the Hua Hin Lat
and Pha Nok Khao (PNK) formations. In April 2008, a full suite of logs were run and an open hole test
conducted across the PNK primary target interval. The SPH-1 well tested gas at rates, after acid stimulation,
that would not support commercial production from this location. The drilling, log and test data suggest the
fracturing necessary to provide effective deliverability in the PNK carbonates is not present at the SPH-1
location and the well has been suspended pending further evaluation for a side track.
Block L27/43 is located 50 km southeast of the L15 concession. Seismic operations were conducted and
evaluated over the Dong Mun structure in 2006. The Dong Mun 3 (“DM3”) appraisal well was spudded on
November 8, 2007 reaching a total depth of 3,127 meters. The well encountered numerous gas shows in
the Jurassic, Triassic and Permian sections. Although gas was recorded over these intervals, no tests were
conducted due to the lack of suitable testing equipment.
Block L13/48 is located 40km east of the Phu Horm gas field. The L13 concession holds the Si That
discovery which tested gas in the Si That-2 well. Similar to Dong Mun, Si That offers an appraisal
opportunity for additional reserves with low geological and technical risk. The Si That B appraisal well is
expected to be drilled in 2Q 2009.

Management’s Discussion and Analysis
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COASTAL ENERGY COMPANY
Three and nine months periods ended September 30, 2008
(All tabular amounts are expressed in US$000’s unless otherwise stated except share and per share amounts)

Detailed Financial Analysis
Selected Information

Operating expenses
Other items:
Income tax expense

Three months ended
September 30,
2008
2007
$(3,737)
$(3,991)
3,261
413
-

Nine months ended
September 30,
2008
2007
$(10,143)
$(7,015)
8,661
3,022
(2,484)
-

Net earnings (loss) from continuing operations
Net loss from discontinued operations
Net earnings (loss)

$(476)
$(476)

$(3,578)
$(3,578)

$(3,966)
$(3,966)

$(3,993)
(2,012)
$(6,005)

Basic and diluted earnings (loss) per share
from continuing operations
Basic and diluted earnings (loss) per share

$(0.00)
$(0.00)

$(0.05)
$(0.05)

$(0.04)
$(0.04)

$(0.05)
$(0.08)

$16,620
$234,210

Working capital
Total assets

$13,503
$154,559

The reduction in the net loss for the three months ended September 30, 2008 compared to the prior period
is primarily the result of increased income from the Company’s investment in Apico offset by the increase in
foreign exchange loss for the same period. Most of the operating expenses are slightly up over the same
period last year. However, the overall operating expenses are down from the same period last year due to
the debt financing fees incurred in 2007.
Operating Expenses

Salaries and benefits
Professional fees
Office and general
Travel and entertainment
Regulatory and transfer agent
Interest expense
Debt financing fees
Depreciation and amortization

•

•
•
•
•
•
•

Three months ended
September 30,
2008
2007
$1,703
$721
430
218
415
289
370
102
135
164
642
383
0
2,072
42
42
$3,737
$3,991

Nine months ended
September 30,
2008
2007
$5,037
$2,063
1,280
743
1,070
948
900
262
422
364
1,302
489
2
2,072
130
74
$10,143
$7,015

Salaries and benefits include gross salaries, employee benefits and stock based compensation.
Coastal has steadily increased its staffing in proportion to its operating activities. Employee benefits
have also increased in the area of stock based compensation. This increase is the result of
compensation expense related to several grants (see Note 9 to the unaudited interim financial
statements for the period ended September 30, 2008.)
Professional fees have increased due to increased usage of consultants.
Office and general expenses have increased due to higher levels of corporate staffing.
Travel and entertainment has increased due to increased activity in preparation for first production of
our offshore Thailand properties.
Regulatory and transfer agent fees have increased due to Coastal’s increase in market capitalization
and fees that are based thereon.
The Company’s interest bearing debt totalled $49.7 million at September 30, 2008 compared to $30.1
million at September 30, 2007.
Depreciation and amortization expense is only being incurred on corporate assets (see Note 5 to the
unaudited financial statements for the period ended September 30, 2008.)

Management’s Discussion and Analysis
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COASTAL ENERGY COMPANY
Three and nine months periods ended September 30, 2008
(All tabular amounts are expressed in US$000’s unless otherwise stated except share and per share amounts)
Other Items
Three months ended
September 30,
2008
2007
Share of earnings (loss) of Apico:
36.1% of Apico’s unaudited net income
Amortization of Coastal’s excess basis
Total share of earnings (loss) of Apico

$4,542
(292)
4,250

$1,893
(349)
1,544

Nine months ended
September 30,
2008
2007
$11,564
(839)
10,725

$6,420
(1,165)
5,255

13

(983)

32

(983)

Interest income

316

61

831

288

Gain (loss) on sale of assets

122

-

122

(40)

Unrealized gain (loss) on derivative

Foreign exchange gain (loss):
Unrealized on Thai tax liability
Net effect of cash held in foreign currencies
Realized
Total foreign exchange gain (loss)

•

•
•
•

413
(1,895)
42
(1,440)

(216)
(6)
13
(209)

218
(1,846)
(1,421)
(3,049)

(1,336)
(68)
(94)
(1,498)

$3,261

$413

$8,661

$3,022

Under the equity method of accounting, the Company records its share of net income of Apico based on
the reported quarterly net income of Apico. Apico experienced higher revenue in the 3 months and the
9 months ended September 30, 2008 over the prior comparable periods as a result of higher production
volumes and higher pricing realized on the gas sales under contract. Production volume for 3Q 2008
averaged 94 mmcf/d compared to 85 mmcf/d for 3Q 2007. On September 25, 2006, the Company
acquired an additional interest in Apico for an amount greater than its proportionate share of net assets
of Apico (“excess basis”). The excess basis was allocated to Apico’s oil & gas properties and is being
amortized using the units of production method beginning in Q1 2007.
As a condition of the Company’s reserve based revolving debt facility, the Company purchased a
derivative agreement effective July 1, 2007. The Company adjusts the fair value of this agreement
(mark to market) every quarter with the changes in fair value recognized in net earnings.
Interest income is the result of the Company investing excess cash in highly liquid investments and
restricted cash held in interest bearing accounts.
The foreign exchange gain (loss) is a result of the Company carrying out transactions and maintaining
certain assets and liabilities in currencies other than the US Dollar, including the Canadian Dollar, the
British Pound, the Euro and the Thai Baht.
o On September 25, 2006, the Company acquired all of the issued and outstanding shares of
NuCoastal Thailand Limited in a transaction accounted for as a reverse takeover (“RTO”). As
part of this RTO, the purchase price allocation included the establishment of a future income
tax liability on assets located in Thailand. This liability relates to Thailand and is denominated
in Thai Baht. Every quarter it is re-valued and the corresponding gain/loss is recognized in net
earnings.

Management’s Discussion and Analysis
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COASTAL ENERGY COMPANY
Three and nine months periods ended September 30, 2008
(All tabular amounts are expressed in US$000’s unless otherwise stated except share and per share amounts)

Summary of Quarterly Results
_________2008________
Q3
Operating expenses
Share of earnings of Apico LLC
Unrealized gain (loss) on derivative
Interest income
Gain (loss) on sale of assets
Foreign exchange gain (loss)
Foreign income tax expense
Net earnings (loss) from continuing
operations
Net income (loss)
Basic and diluted earnings (loss) per
share from continuing operations
Basic and diluted earnings (loss) per
share

Q2

Q1

____________2007____________
Q4

Q3

Q2 (a)

Q1

2006
Q4

$(3,737)
4,250
13
316
122
(1,440)
-

$(2,687)
3,607
(8)
270
1,773
(2,484)

$(3,719)
2,868
27
245
(3,382)
-

$(3,310) $(3,991) $(1,628) $(1,396) $(2,600)
2,424
1,544
2,148
1,563
583
(183)
(983)
142
61
126
101
12
(40)
(301)
(209)
(282) (1,007) (1,763)
-

(476)

$471

$(3,961)

$(1,228) $(3,578)

(476)

$471

$(3,961)

$(1,228) $(3,578) $(1,688)

$(0.00)

$0.00

$(0.04)

$(0.02)

$(0.05)

$0.01

$(0.01)

$(0.05)

$(0.00)

$0.00

$(0.04)

$(0.02)

$(0.05)

$(0.02)

$(0.01)

$(0.05)

$324

$(739) $(3,768)
$(739) $(3,768)

Note (a) During Q2 2007, the Company took a write-down against its oil and gas investment in Nevada, USA. The total carrying value of this property was $2.0
million. This balance was expensed in Q2 as a period operating cost. Upon further review, the event has been determined to constitute a discontinuance of the
operations of Coastal’s United States cost centre. Accordingly, this write-down has now been reclassified from operating expenses to a loss from discontinued
operations.

Cash Flow Analysis
At September 30, 2008, the Company had cash and cash equivalents of $25.8 million, an increase of $12.7
million from $13.1 million at December 31, 2007. The Company’s primary source of funds came from net
proceeds of $54.9 million from its public stock offering in 2008. The Company also received $8.0 million
from Apico in net distributions. The Company repaid its borrowings under its credit facility of $25 million and
later borrowed $45 million under this same credit facility providing $20.0 million net cash proceeds. The
effect of foreign exchange rates on cash held in foreign currencies reduced the Company’s cash balances
by $1.8 million. At September 30, 2008 the Company had restricted cash of $4.3 million, an increase of $2.3
million from $2.0 million at December 31, 2007. Coastal used $50.7 million to invest in property plant and
equipment and $15.4 million to pay operating expenses.

Liquidity and Capital Resources
The current financial crisis has caused severe illiquidity in capital markets, economic uncertainty and
significant volatility in commodity prices. The Company’s share price has been adversely affected by the
uncertainty of future crude oil and natural gas prices as well as the general negative impact on the stock
markets caused by the aforementioned factors. The Company’s ability to raise incremental debt could be
restricted given the current uncertainties surrounding the global credit markets. Notwithstanding these
challenges, management believes that the Company is in position to begin producing its offshore Thailand
properties and use the related crude oil sales proceeds to improve its liquidity position and continue the
development of its offshore Thailand properties in 2009.
Lower world oil prices will result in lower per unit revenues and cash flow. It is management’s intention to be
prudent about the Company’s future development costs to ensure the Company’s liquidity position and
financial health. Management believes the Company has sufficient liquidity to complete the current
development of the main Songkhla structure; however, management has decided to release the “Deep
Driller 7” rig after its initial charter and delay development of the secondary Songkhla structure a couple of
months until it has built sufficient cash reserves from the Songkhla production to be able to fund the
resumption of the offshore drilling program out of Company cash and future production net revenues.
The current financial crisis has also increased the volatility in the exchange rates of various global
currencies. This volatility has caused the Company to report an increase in its foreign exchange losses as

Management’s Discussion and Analysis
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COASTAL ENERGY COMPANY
Three and nine months periods ended September 30, 2008
(All tabular amounts are expressed in US$000’s unless otherwise stated except share and per share amounts)
its expenditures in various currencies other than its reporting currency (United States dollars) have
increased with its development activities in Thailand. The Company anticipates using production revenue as
a natural hedge for its Thailand related expenditures.
At September 30, 2008, the Company had cash and cash equivalents of $25.8 million and restricted cash of
$4.3 million. After current borrowings of $45 million, the Company had available credit of approximately $1.7
million under its revolving credit facility at September 30, 2008. The availability under the Company’s credit
facility is subject to redetermination on a quarterly basis under the terms of the credit agreement. Factors
affecting the availability may potentially include changes to commodity prices, production assumptions and
capital and operating expenditure assumptions. The next redetermination will occur at December 31, 2008.
On October 3, 2008 the Company received a $4.0 million distribution from Apico and anticipates receiving a
$2.0 million distribution from Apico in December. On November 14, the Company invoiced its first delivery
of Songkhla crude oil for $0.9 million and anticipates receiving payment within seven days per the contract
terms. The Company anticipates invoicing approximately every five days and receiving payments
accordingly through year-end. In management’s opinion, the Company’s cash and available credit is
sufficient to cover ongoing obligations as they become due.
In order to put the offshore Gulf of Thailand property into commercial production, substantial capital will be
required. The additional sources of capital presently available to the Company for development are from its
cash and cash equivalents, borrowings under the Company’s revolving credit facility or the sale of equity.
As a requirement of the credit facilities, the Company entered into a derivative hedging agreement with an
affiliate of the lender under which the Company has the right to sell up to 96,000 metric tons of Singapore
fuel oil at a price of $290.00 per metric ton. The Company paid $1.166 million for this option and the option
expires on June 30, 2009. Derivative positions are recorded on the balance sheet at fair value with changes
in fair value recorded in the statement of operations and deficit.
a) Share Capital
250,000,000 common shares authorized with par value of $0.04 each; as of the date of this report, the
Company had 93,630,720 common shares outstanding.
b) Stock Options
On January 24, 2008, options for 62,500 shares were exercised. The Company granted options for
1,375,000 shares on January 25, 2008. On May 5, 2008 options for 125,000 shares were exercised and
options for 200,000 shares were granted. On May 6, 2008 options for 125,000 shares expired. On May 22,
2008 options for 15,000 shares were exercised. On July 1, 2008 options for 65,750 expired. On July 14,
2008 the Company granted options for 85,000 shares. On August 22, 2008, options for 193,750 expired.
The Company granted options for 100,000 shares on September 16, 2008. On September 23, 2008, the
Company granted options for 1,000,000 shares. The following table summarizes the outstanding and
exercisable options as of the date of this report:
Grant
Date
Jan. 25, 2005
Jul. 06, 2005
Dec. 27, 2006
Jun. 15, 2007
Jan. 25, 2008
May 05, 2008
Jul. 14, 2008
Sep. 16, 2008
Sep. 23, 2008

Number
Outstanding
187,500
112,500
2,597,500
312,500
1,178,000
200,000
85,000
100,000
1,000,000
5,773,000

Remaining
Contractual Life
0.25 years
1.75 years
3.25 years
3.75 years
4.25 years
4.25 years
4.75 years
5.00 years
4.25 years

Management’s Discussion and Analysis

Exercise
Price
$0.79 (£0.40)
$2.78 (£1.40)
$2.23 (C$2.20)
$3.00 (C$2.96)
$3.99 (C$3.94)
$4.49 (C$4.44)
$3.65 (C$3.61)
$2.30 (C$2.27)
$3.99 (C$3.94)

Expiry
Date
Jan. 25, 2009
Jul. 06, 2010
Dec. 27, 2011
Jun. 16, 2012
Jan. 26, 2013
May 06, 2013
Jul. 15, 2013
Sep. 16, 2013
Feb. 05, 2013

Number
Exercisable
187,500
112,500
1,310,000
187,500
338,750
50,000
21,250
25,000
250,000
2,482,500
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Three and nine months periods ended September 30, 2008
(All tabular amounts are expressed in US$000’s unless otherwise stated except share and per share amounts)
c) Warrants
As of the date of this report, the Company had 2,343,745 warrants outstanding exercisable at $4.98 (£2.80)
per share and expiring on July 20, 2010.

Off-Balance Sheet Arrangements
The Company has no off-balance sheet arrangements.

Transactions with Related Parties
In June 2008, the Company renegotiated its note payable to its shareholder to extend the maturity to
December 31, 2008. As part of this renegotiation, in July 2008 the Company paid the shareholder $410,964
which represented the accrued interest on the note payable through June 30, 2008. As of September 30,
2008, the accrued interest on this note payable was $54,724 and the principal due was $4.64 million.
Effective November 20, 2008 the note payable balance was renegotiated to mature on March 31, 2009 at an
interest rate of 7% per annum.

Discontinued Operations
In August 2007, the Company formally relinquished all its working interest in the Nevada leases to the
operator in exchange for the Company’s current obligation to pay the operator $21,000 related to well clean
up costs along with all future obligations surrounding this working interest. The Company wrote off its
interest in this property of approximately $2 million. These transactions are measured at the exchange
amount, which is the amount of consideration established and agreed to by the related parties. The
operator was considered a related party because a director of the Company is also an officer and director of
the Operator.

Commitments and Contingencies
During September 2008, the Company negotiated a release from its twelve month rig commitment and
retained an option to utilize the previously contracted rig. At December 31, 2007, the Company reported
contractual obligations under this contract of $24.2 million; however, with the negotiated release there are no
commitments remaining on this contract. The Company subsequently entered into a three month charter for
a new jack-up rig with mobilization commencing in late September 2008. The Company’s outstanding
contractual obligation under this new contract is approximately $8.8 million at September 30, 2008.

Subsequent Events
On November 4, 2008, the Company announced that it has completed a successful flow test of the
Songkhla A-01 well. The Songkhla A-01 well was drilled to a total measured depth of 9,025 feet (2,750
meters) and logged approximately 125 feet (41 meters) of net pay with 20% porosity in the Lower Oligocene
primary reservoir. Geological highlights include:
•
•
•

Approximately 43 feet (13 meters) more net pay than encountered in the original well, which was
measured at 82 feet of net pay with 19% porosity by Huddleston & Co, Inc.
The top of the main Oligocene pay zone seen in the original Songkhla #1 well (“the original well”)
came in as prognosed at 7,252 feet (2,210 meters) true vertical depth, which is approximately 86
feet (26 meters) structurally higher than the original well.
Another Lower Oligocene pay zone, not seen in the original well, was encountered above the two
previous known pay zones. This interval added an approximate additional 15 feet (4.5 meters) of
pay that is 160 feet (49 meters) structurally higher than the previously known pay zone in the
original well.
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Three and nine months periods ended September 30, 2008
(All tabular amounts are expressed in US$000’s unless otherwise stated except share and per share amounts)
Following the initial flow test, an extended production test began on November 3, 2008 and is currently
producing in excess of 4,500 barrels of oil per day with no water production using an Electric Submersible
Pump (“ESP”). The oil is a medium sweet grade with API gravity of 31.2 degrees and 0.24% sulfur content
and is being marketed to a local Thai refinery.
On November 12, 2008, the Company announced the successful completed drilling of the Songkhla A-03
well. This well was drilled to a total measured depth of 9,500 feet (2,895 meters) and logged approximately
110 feet (34 meters) of net pay with 18% porosity in the Lower Oligocene primary reservoir. The well came
in approximately 47 feet high compared to the Songkhla A-01 well. Completion casing has been run and the
rig has commenced drilling the Songkhla A-07 well. The Company plans to complete the Songkhla A-03
and A-07 wells once an additional tanker is on location in late November.
As of November 12, 2008, the Songkhla A-01 is producing approximately 5,000 barrels of oil per day with no
water. The first lifting of 25,000 barrels of crude from Songkhla A-01 occurred on November 10, 2008 and a
tanker is currently transporting the crude to a local Thai refinery.

Critical Accounting Policies and Estimates
A detailed summary of the company’s critical accounting policies and estimates is included in Management’s
discussion and analysis for the year ended December 31, 2007 and also in Note 2 to the annual audited
financial statements for the year ended December 31, 2007.

New Accounting Pronouncements
A detailed summary of new accounting pronouncements and their effect on the Company is included in Note
1 to the unaudited interim financial statements for the period ended September 30, 2008.

International Financial Reporting Standards Update
On February 13, 2008, the Canadian Accounting Standards Board (“AcSB”) confirmed the mandatory
changeover date to International Financial Reporting Standards (“IFRS”) for Canadian profit-oriented
publicly accountable entities (“PAE’s”) such as the Company.
The AcSB requires IFRS compliant financial statements be prepared for annual and interim financial
statements commencing on or after January 1, 2011. For PAE’s with December 31 year-end, the first
unaudited interim financial statements under IFRS will be the quarter ending March 31, 2011, with
comparative financial information for the quarter ended March 31, 2010. The first audited annual financial
statements will be for the year ending December 31, 2011, with comparative financial information for the
year ending December 31, 2010. This also means that all opening balance sheet adjustments relating to the
adoption of IFRS must be reflected in the January 2010 opening balance sheet which will be issued as part
of the comparative financial information in the March 31, 2011 unaudited interim financial statements.
The Company intends to adopt these requirements as set out by the AcSB and other regulatory bodies. At
this time, the impact of adopting IFRS cannot be reasonably quantified. During the remainder of 2008, the
Company will continue to evaluate the impact of IFRS on the Company and develop and put in place a plan
for the conversion to IFRS. If the Company decides not to early adopt the standards, the actual conversion
work will occur during 2009 and 2010, in anticipation of the preparation of the January 1, 2010 balance
sheet which will be required for comparative purposes for all periods ending in 2011.

Risks and Uncertainties
Coastal has published its assessment of its business risks in the Risk Factor section of its Annual
Information Form (“AIF”) dated April 28, 2008 (available on SEDAR at www.sedar.com.) It is recommended
that this document be reviewed for a thorough discussion of risks faced by the Company.
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The Company is subject to a number of risk factors due to the nature of the petroleum and gas business in
which it is engaged, not the least of which are adverse movements in commodity prices, which are
impossible to forecast. The Company is also subject to the oil and gas services sector which, at the present,
has limited available capacity and therefore may demand premium rates. The Company seeks to counter
these risks as far as possible by selecting exploration areas on the basis of their recognized geological
potential to host economic returns.
a) Going Concern
The accompanying unaudited interim consolidated financial statements have been prepared by
management in accordance with Canadian GAAP on a going concern basis, which assumes that the
Company will continue in operation for the foreseeable future and accordingly will be able to realize its
assets and discharge its liabilities in the normal course of operations. The Company is a development stage
entity and at September 30, 2008 the Company had no direct revenue from production; however, the
Company had earnings from its interest in Apico, which is accounted for under the equity method on the
consolidated statement of operations. The Company’s ability to continue as a going concern is dependent
upon its ability to obtain additional financing or bring one of its resource properties into commercial
production and ultimately achieve profitable operations. Although to date the Company has been successful
in obtaining financing, there can be no assurance that the Company will be successful in raising additional
share capital or generating revenue to generate sufficient cash flows from continuing operations to continue
as a going concern.
b) Industry
The Company is engaged in the acquisition of petroleum and natural gas properties, an inherently risky
business, and there is no assurance that an economic petroleum and natural gas deposit will ever be
discovered and subsequently put into production. Most exploration projects do not result in the discovery of
commercially viable petroleum and natural gas deposits. The geological focus of the Company is on areas
in which the geological setting is well understood by management.
c) Petroleum and Gas Prices
Prior to the third quarter of 2008, the petroleum and natural gas exploration industry experienced increased
global demand, led by India and China. During this period, prices for petroleum steadily increased, resulting
in multi-year price highs. However, during the third quarter of 2008 amid a global economic slowdown,
commodity prices have been in a decline and have resulted in high volatility. The Company is exposed to
these market conditions and can make no assurance that the current prices can e sustained.
d) Cash Flows and Additional Funding Requirements
The Company presently has earnings from its interest in Apico, which is accounted for under the equity
method on the consolidated statement of operations. In order to put the offshore Gulf of Thailand property
into commercial production, substantial capital will be required. The sources of capital presently available to
the Company for development are from borrowings under the Company’s revolving credit facility or the sale
of equity. The Company has sufficient financial resources to undertake its firm obligations for the next 12
months.
The Company is exposed to fluctuations in short-term interest rates on amounts drawn under its revolving
credit facility. The Company has not hedged these rates given the need to remain flexible in borrowing and
repaying the outstanding balances.
e) Environmental
The Company’s exploration activities are subject to extensive laws and regulations governing environmental
protection. Although the Company closely follows and believes it is operating in compliance with all
applicable environmental regulations, there can be no assurance that all future requirements will be
achievable on reasonable terms. Failure to comply may result in enforcement actions causing operations to
cease or be curtailed and may include corrective measures requiring capital expenditures.
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f) Laws and Regulations
The Company’s exploration activities are subject to local laws and regulations governing prospecting,
drilling, development, exports, taxes, labour standards, occupational health and safety, and other matters.
Such laws and regulations are subject to change, can become more stringent and compliance can therefore
become more costly.
There are also many risks associated with operations in international markets, including changes in foreign
governmental policies relating to crude oil and natural gas taxation, other political, economic or diplomatic
developments, changing political conditions and international monetary fluctuations. These risks include:
political and economic instability or war; the possibility that a foreign government may seize our property
with or without compensation; confiscatory taxation; legal proceedings and claims arising from our foreign
investments or operations; a foreign government attempting to renegotiate or revoke existing contractual
arrangements, or failing to extend or renew such arrangements; fluctuating currency values and currency
controls; and constrained natural gas markets dependent on demand in a single or limited geographical
area. The Company applies the expertise of its management, its advisors, its employees and contractors to
ensure compliance with current local laws.
g) Title to Oil & Gas Properties
While the Company has undertaken customary due diligence in the verification of title to its oil & gas
properties, this should not be construed as a guarantee of title. The properties may be subject to prior
unregistered Petroleum Agreements or transfers and title may be affected by undetected defects.
h) Dependence on Management
The Company strongly depends on the business and technical expertise of its senior management team and
there is little possibility that this dependence will decrease in the near term. The loss of one or more of
these individuals could have a materially adverse effect on the Company.
i) Apico Financial Reporting
The Company accounts for its 36.1% investment in Apico under the equity method whereby it records its
share of Apico’s earnings as earnings from a significantly influenced investee. Apico is required to provide
the partners its financial statements under the Joint Venture Agreement on a timely basis. While the
Company has a seat on the Board of Directors of Apico, it does not control the Board or the management of
Apico. Therefore, the Company relies heavily on Apico management to provide timely and accurate
financial information to the partners.

Risk Management and Financial Instruments
Coastal provides a risk management and financial instruments discussion as required by CICA handbook
section 3862 “Financial Instruments – Disclosures” on its exposure to and management of credit risk,
liquidity risk and market risk in Note 11 to the unaudited interim financial statements as at and for the period
ended September 30, 2008.

Disclosure Controls and Procedures and Internal Control over Financial
Reporting
Disclosure controls and procedures have been designed to ensure that information required to be disclosed
by the Company is accumulated and communicated to the Company’s management as appropriate to allow
timely decisions regarding required disclosure. The Company’s Chief Executive Officer and Chief Financial
Officer have concluded, based on their evaluation as of December 31, 2007, that the Company’s disclosure
controls and procedures as of December 31, 2007 are effective to provide reasonable assurance that
material information related to the Company is made known to them by others within the Company.
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In addition, the certifying officers of the Company are responsible for designing or causing internal controls
over financial reporting to be designed under their supervision in order to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with Canadian GAAP. The certifying officers have concluded that the Company’s
internal control over financial reporting, as defined in 52-109, is designed to provide reasonable assurance
regarding the reliability of financial reporting and preparation of the financial statements for the year ended
December 31, 2007, in accordance with Canadian GAAP.
There has been no change in the Company’s disclosure controls and procedures or internal control over
financial reporting that occurred during the most recently completed quarter that have materially affected, or
are reasonably likely to materially affect, the Company’s disclosure controls or internal control over financial
reporting.
Consistent with the concept of reasonable assurance, the Company recognizes that the relative cost of
maintaining these controls and procedures should not exceed their expected benefits. As such, the
Company’s disclosure controls and procedures and internal controls over financial reporting can only
provide reasonable assurance, and not absolute assurance.

Outlook
Coastal anticipates drilling up to 4 wells on the Songkhla main structure and up to 1 well on an adjacent
Songkhla structure in the Gulf of Thailand during 2008. As a result of the drilling, the Company has
commenced early production testing from the first well and expects to bring 3 wells on production by year
end. The Company expects to resume its offshore drilling program in the first quarter of 2009 targeting the
Bua Ban and Benjarong fields with the goal of bringing Bua Ban early production testing on stream in the
third quarter of 2009. In addition, the Company anticipates acquiring 2-D seismic in the northern part of its
G5/43 Block in the Gulf of Thailand in early 2009.
Coastal anticipates APICO drilling two wells on blocks which it operates onshore Thailand in 2009. The Phu
Kheng A exploration well is planned to be drilled on Block L27/43 (Coastal net 36.1% interest) in Q1 2009.
Phu Kheng A will target Jurassic sandstones which had significant gas shows in the previously drilled Dong
Mun wells. The Si That B appraisal well is planned to be drilled on Block L13/48 (Coastal net 21.7%
interest) in Q2 2009. Si That B is an offset to the previous Si That well and will test the Pha Nok Khao
(“PNK”) carbonate in Block L13/48.
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Three and nine months periods ended September 30, 2008 and 2007 (Unaudited)
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CONSOLIDATED STATEMENTS OF OPERATIONS, COMPREHENSIVE LOSS AND DEFICIT
Three months ended
September 30,

Nine months ended
September 30,

2008

2007

2008

2007

$

$

$

$

1,703

721

5,037

2,063

Professional fees

430

218

1,280

743

Office and general

415

289

1,070

948

Travel and entertainment

370

102

900

262

Regulatory and transfer agent

135

164

422

364

Interest expense

642

383

1,302

489

42

42

130

74

-

2,072

2

2,072

3,737

3,991

10,143

7,015

(4,250)

(1,544)

(10,725)

(5,255)

Expenses
Salaries and benefits

Depreciation and amortization
Debt financing fees (Note 8)

Other items
Share of (earnings) loss of significantly
influenced investee, net of taxes
Unrealized (gain) loss on derivative (Note 8)
Interest income
(Gain) loss on sale of assets
Foreign exchange (gain) loss

Earnings (loss) before income taxes
Income tax expense (Note 13)
Net earnings (loss) from continuing operations
Net loss from discontinued operations (Note 12)

(13)

983

(32)

983

(316)

(61)

(831)

(288)

(122)

-

(122)

40

1,440

209

3,049

1,498

(3,261)

(413)

(8,661)

(3,022)

(476)

(3,578)

(1,482)

(3,993)

-

2,484

(3,578)

(3,966)

(476)
-

-

-

(3,993)
(2,012)

Net earnings (loss) and
comprehensive earnings (loss)
Deficit, beginning of period
Deficit, end of period

(476)

(3,578)

(3,966)

(6,005)

(15,654)
(16,130)

(7,358)
(10,936)

(12,164)
(16,130)

(4,931)
(10,936)

Basic and diluted earnings (loss) per share
From continuing operations

0.00

(0.05)

(0.04)

(0.05)

From discontinued operations

0.00
0.00

0.00
(0.05)

0.00
(0.04)

(0.03)
(0.08)

Weighted average number of common
shares outstanding

93,630,722

76,975,070

See Accompanying Notes to the Consolidated Financial Statements

93,138,478

76,897,828
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COASTAL ENERGY COMPANY
As of September 30, 2008 and December 31, 2007 (Unaudited)
(All tabular amounts are expressed in US$000’s unless otherwise stated except share and per share amounts)

CONSOLIDATED BALANCE SHEETS

September 30

December 31,

2008

2007

$

$

Assets
Current assets
25,793

13,149

Restricted cash (Note 2)

4,309

2,048

Accounts receivable and other (Note 3)

5,412

450

35,514

15,647

Cash and cash equivalents

55,965

53,188

Property, plant and equipment, net (Note 5)

142,404

88,762

Other long-term assets

327
234,210

57
157,654

12,947

9,793

Investment in and advances to Apico LLC (Note 4)

Liabilities
Current liabilities
Accounts payable and accrued liabilities (Note 6)
Current income taxes payable (Note 13)

1,252

-

Amounts due to shareholder (Note 7)

4,695

4,940

18,894

14,733

Long-term debt (Note 8)

45,000

25,000

Future income tax liability

26,658

26,876

90,552

66,609

Shareholders' equity
Share capital (Note 9)
Contributed surplus (Note 9)
Deficit

See Accompanying Notes to the Consolidated Financial Statements

3,746

3,079

156,042

100,130

(16,130)

(12,164)

143,658
234,210

91,045
157,654
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COASTAL ENERGY COMPANY
Three and nine months periods ended September 30, 2008 and 2007 (Unaudited)
(All tabular amounts are expressed in US$000’s unless otherwise stated except share and per share amounts)

CONSOLIDATED STATEMENTS OF CASH FLOW

Operating activities
Net earnings (loss) for the period
Net loss from discontinued operations
Items not involving cash (Note 14)
Change in non-cash working capital
Accounts receivable and other
Accounts payable and accrued liabilities
Current income taxes payable
Cash provided by (used in) operating activities of continuing operations
Cash used in operating activities of discontinued operations
Cash provided by (used in) operating activities
Investing activities
Investment in and advances to Apico LLC
(Increase) in restricted cash
Purchase of property, plant and equipment, net
Proceeds from disposal of property, plant and equipment
Acquisition of financial instrument and other
Cash used in investing activities of continuing operations
Cash used in investing activities of discontinued operations
Cash used in investing activities
Financing activities
Issuance of shares for cash
Borrowing (repayment) of amounts due to shareholder
Borrowings under long-term debt
Repayments under long-term debt
Cash provided by financing activities of continuing operations
Cash provided by financing activities of discontinued operations
Cash provided by financing activities

Three months ended
September 30,
2008
2007
$
$
(476)
(3,578)
568
248

Nine months ended
September 30,
2008
2007
$
$
(3,966)
(6,005)
2,012
1,026
(1,654)

(288)
(143)
(1,232)
(1,571)
(1,571)

(86)
(1,126)
(4,542)
(4,542)

(964)
234
1,252
(2,418)
(2,418)

(554)
(2,154)
(8,355)
(8,355)

(2,774)
(20,212)
540
(239)
(22,685)
(22,685)

(981)
(2,929)
(3,425)
3
(7,332)
(7,332)

(903)
(2,261)
(54,694)
540
(238)
(57,556)
(57,556)

(1,463)
(2,929)
(9,687)
849
(1,198)
(14,428)
(203)
(14,631)

(411)
20,000
19,589
19,589

50
200
25,000
25,250
25,250

54,875
(411)
45,000
(25,000)
74,464
74,464

100
200
25,000
25,300
25,300

(1,846)

(68)

Net effect of foreign exchange on cash held in a foreign currencies

(1,895)

Change in cash and cash equivalents
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period

(6,562)
32,355
25,793

13,370
7,226
20,596

12,644
13,149
25,793

2,246
18,350
20,596

11,094
14,699
25,793

20,596
20,596

11,094
14,699
25,793

20,596
20,596

Cash and cash equivalents consists of:
Cash
Short-term money market instruments

(6)

Supplemental cash flow information (Note 14)

See Accompanying Notes to the Consolidated Financial Statements
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Note 1. Basis of presentation and nature of operations
These interim consolidated financial statements have been prepared by management in accordance with
Canadian generally accepted accounting principles (“GAAP”) for interim financial statements and follow the
same accounting policies and methods of their application as the audited consolidated financial statements
of the Company as at December 31, 2007, except as described below. These financial statements should
be read in conjunction with the Company’s audited financial statements and notes thereto for the year ended
December 31, 2007. Certain disclosures that are normally required to be included in the notes to the annual
financial statements have been condensed or excluded. In the opinion of management, all adjustments
(consisting primarily of normal recurring adjustments) considered necessary for fair presentation have been
included. Operating results for the three and nine months ended September 30, 2008 are not necessarily
indicative of the results that may be expected for the year ending December 31, 2008.
These interim consolidated financial statements have been prepared on a going concern basis, which
assumes that the Company will continue in operation for the foreseeable future and accordingly will be able
to realize its assets and discharge its liabilities in the normal course of operations. At September 30, 2008
the Company was considered a development stage entity and had no direct revenue from production;
however, the Company had earnings from its interest in Apico, which is accounted for under the equity
method on the consolidated statement of operations.
At September 30, 2008, the Company had cash and cash equivalents of $25.8 million and restricted cash of
$4.3 million. After current borrowings of $45 million, the Company had available credit of approximately $1.7
million under its revolving credit facility at September 30, 2008. The availability under the Company’s credit
facility is subject to redetermination on a quarterly basis under the terms of the credit agreement. Factors
affecting the availability may potentially include changes to commodity prices, production assumptions and
capital and operating expenditure assumptions. The next redetermination will occur at December 31, 2008.
On October 3, 2008 the Company received a $4.0 million distribution from Apico. On November 14, The
Company invoiced its first delivery of Songkhla crude oil for $0.9 million and anticipates receiving payment
within seven days per the contract terms. Management plans to finance the Company’s working capital and
investment needs with cash on hand, cash from operations and its debt facilities. Management also
believes that it has the ability to access additional debt and/or equity financing if needed even though the
cost of such financing could be very expensive with the current financial markets situation. However, if such
debt or equity financing is not available on terms that are acceptable to the Company, the Company may be
required to curtail and/or delay its intended initiatives and transactions, which may result in incurring certain
costs associated therewith.
Comparative Figures
As described below, certain of the prior year’s figures have been reclassified to conform to the current year
presentation.
The Company previously presented stock based compensation expense as a separate line item within the
expenses section of the statement of operations, comprehensive loss and deficit. The Company now
presents stock based compensation expense within the same financial statement line item as salaries and
benefits and has reclassified the prior year figures to conform to this presentation.
Changes in Accounting Policies
Effective January 1, 2008, the Company has adopted three new accounting standards that were issued by
the Canadian Institute of Chartered Accountants (“CICA”). These accounting policy changes were adopted
on a prospective basis with no restatement of prior period financial statements. The new standards and
accounting policy changes are as follows:
Capital Disclosures (CICA Handbook Section 1535)
In accordance with this new standard, the Company now discloses its objectives, policies and processes for
managing capital. This includes qualitative information regarding Coastal’s objectives, policies and
processes for managing its capital and quantitative data about what Coastal manages as capital. These
disclosures are based in information used internally by Coastal’s management. See Note 10.
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Page 18

COASTAL ENERGY COMPANY
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Note 1. Basis of presentation and nature of operations (continued)
Financial Instruments (CICA Handbook Section 3862) and Financial Instruments – Presentation (CICA
Handbook Section 3863)
CICA Handbook Sections 3862 and 3863 replace section 3861 “Financial Instruments – Disclosure and
Presentation.” The effect of this change was to revise financial instrument disclosure requirements and
leave the presentation requirements unchanged. These new sections place increased emphasis on
disclosure about the nature and extent of risks arising from financial instruments and how Coastal manages
these risks. See Note 11.
Future Accounting Changes
The CICA issued a new accounting standard section 3064 “Goodwill and intangible assets” which is
effective for Coastal in the first quarter 2009. This standard replaces section 3062 “Goodwill and other
intangible assets” and section 3450 “Research and development costs.” This section establishes standards
for the recognition, measurement and disclosure of goodwill and intangible assets. The provisions relating
to the definition and initial recognition of intangible assets are equivalent to the corresponding provisions of
International Financial reporting Standard IAS 38, “Intangible Assets.” Emerging Issues Committee (EIC)
abstract 27 “Revenues and expenditures during the pre-operating period” is no longer applicable for Coastal
once section 3064 is adopted. Accounting Guideline (AcG) 11 “Enterprises in the development stage” is
amended to delete references to deferred costs and to provide guidance on development costs as intangible
assets under section 3064.
Coastal is currently evaluating the effects that these changes may have on Coastal’s financial statements in
accordance with Canadian GAAP.
Note 2. Restricted Cash
The Company has cash, the use of which is restricted by the Company’s banking institutions. The following
table summarizes the restricted cash as of September 30, 2008 and December 31, 2007.

Collateral in support of Corporate Letter of Credit
Restricted in support of Corporate Long-term Debt

September 30, 2008
$723
3,586
$4,309

December 31, 2007
$667
1,381
$2,048

September 30, 2008
$4,205
1,158
49
$5,412

December 31, 2007
$312
132
6
$450

Note 3. Accounts receivable and other

Prepaids, deposits and other assets
Refundable taxes
Other receivables

Note 4. Investment in and advances to Apico LLC
The Company holds approximately 36.1% of Apico LLC (“Apico”), a limited liability company incorporated in
the State of Delaware, USA. Apico’s primary purpose is the acquisition, exploration and development of
onshore petroleum interests in the Kingdom of Thailand. Apico has the following working interests in
petroleum concessions located in the Khorat Plateau area in northeastern Thailand:
•
35% in Blocks EU-1 and E-5N in the Phu Horm gas field (net 12.635% to the Company);
•
100% in Block L15/43 surrounding the Phu Horm gas field (net 36.1% to the Company);
•
100% in Block L27/43 located southeast of the Phu Horm gas field (net 36.1% to the Company);
and
•
60% in Block L13/48 located immediately east of the Phu Horm gas field (net 21.66% to the
Company.)
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Note 4. Investment in and advances to Apico LLC (continued)
The Company’s September 2006 additional investment in Apico exceeded its proportionate share of net
assets of Apico by $18.7 million (“excess basis”). This difference has been allocated to Apico’s oil and gas
properties and is being amortized using the units of production method in accordance with the Company’s
accounting policy. At September 30, 2008, the remaining unamortized excess basis is $16.4 million.
The following table summarizes the Company’s investments in and advances to Apico:
Nine months ended
September 30, 2008
$53,188
903
(8,851)
11,565
(840)
$55,965

Balance, beginning of period
Equity contributions in Apico
Distributions from Apico
Share of earnings of significant investee
Amortization of excess basis in Apico
Balance, end of period

Year ended
December 31, 2007
$44,046
1,463
9,212
(1,533)
$53,188

Note 5. Property plant and equipment, net
September 30, 2008
Cost

AD&A*

December 31, 2007

Net

Cost

AD&A*

Net

Oil and gas properties
$102,871

$-

$102,871

$75,687

$-

Oil and gas production equipment

Thailand

26,610

-

26,610

2,510

-

$75,687
2,510

Construction in progress

12,170

-

12,170

10,125

-

10,125

Office furniture & computer equipment

870

(194)

676

450

(109)

Leasehold improvements

129

(52)

77

125

(26)

341
99

$142,650
* Accumulated depreciation and amortization

$(246)

$142,404

$88,897

$(135)

$88,762

During the nine months ended September 30, 2008 and 2007 the Company did not capitalize any general
and administrative overhead into oil and gas properties.
Thailand
The Company has a 100% working interest in Block G5/43 in the Gulf of Thailand which includes the Bua
Ban and Songkhla oil fields and 100% interest in Block G5/50 in the Gulf of Thailand.
Oil and gas production equipment
The Company is acquiring equipment to be used in the production of the Company’s interests in the Gulf of
Thailand. Once these assets are put into service, the Company will start depreciating them using the
straight line method over their respective useful lives in accordance with the Company’s accounting policy.
Construction in progress
Construction in progress relates to the acquisition and refurbishment of a mat-based jack-up rig which the
Company intends to use in its development of its interests in the Gulf of Thailand. Once this asset is placed
in service, it will be depreciated using the straight line method over its useful life in accordance with the
Company’s accounting policy.
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Note 6. Accounts payable and accrued liabilities
September 30, 2008

December 31, 2007

$10,976
1,971
$12,947

$2,497
7,296
$9,793

Accounts payable
Accrued expenses

Note 7. Amounts due to shareholder
Effective September 25, 2006, the Company assumed a note payable to NuCoastal’s shareholder for
$4,640,563. The original note was unsecured, accrued interest at 4% and was set to mature on July 20,
2007. In January 2007, the note and its accrued interest were renegotiated to accrue interest at 4.5% per
annum and mature on July 20, 2008. In July 2008, the note was renegotiated to mature on December 31,
2008 and the accrued interest through September 30, 2008 of $410,964 was paid to the shareholder in July
2008. At September 30, 2008, the accrued interest on this note was $54,724. Effective November 20, 2008
the note payable balance was renegotiated to mature on March 31, 2009 at an interest rate of 7% per
annum.

Note 8. Long-term Debt
During the year ended December 31, 2007, the Company entered into a $50 million revolving debt facility
(the “Facility”) secured by the Company’s investment in Apico and with a final maturity date of December 31,
2013. The Facility, arranged and managed by Sumitomo Mitsui Banking Corporation Europe Limited
(“SMBC”), consists of a $42.5 million senior loan and a $7.5 million junior loan. The Facility is in the form of
a borrowing base loan and its availability is subject to recalculation every quarter. As of September 30,
2008, the amount available under the borrowing base was $46.7 million, under which the Company had
drawn a total of $45.0 million.
Loans under this Facility bear interest at SMBC’s LIBOR plus an applicable margin between 1.75% and
3.5%. The applicable LIBOR rate is determined by the length of the interest renewal period; and the margin
is dependent upon whether the loan is drawn under the senior or junior terms and the aggregate amount of
loans outstanding. The effective interest rate on the Facility for the nine months ended September 30, 2008
was 5.34%. As part of the Facility, the Company is required to deposit funds into a bank account, which is
considered restricted as to its availability (see Note 2).
As a requirement of the Facility, the Company entered into a derivative hedging agreement with an affiliate
of SMBC under which the Company has the right to sell 4,000 metric tons per month (up to a total of 96,000
metric tons) of Singapore fuel oil at a price of $290.00 per metric ton starting July 1, 2007 and expiring June
30, 2009. The Company paid $1.2 million for this option. Derivative positions are recorded on the balance
sheet at fair value with changes in fair value recorded in the statement of operations and deficit. As at
September 30, 2008 the fair value of the option was $32,762, during the nine months ended September 30,
2008 the Company recorded $32,264 of unrealized gains on this instrument.

Note 9. Share capital
Common Stock
Authorized 250,000,000 common shares with par value of $0.04 each;
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Note 9. Share capital (continued)
Issued and fully paid common shares

Balance, December 31, 2006
Shares issued pursuant to exercise of stock options
Stock-based compensation
Balance, December 31, 2007
Shares issued pursuant to the offering, net of issuance costs
Shares issued pursuant to exercise of stock options
Stock-based compensation
Balance, September 30, 2008

Common Stock
Amount
Shares
76,858,220
$3,074
125,000
5
76,983,220
$3,079
16,445,000
658
202,500
9
93,630,720
$3,746

Contributed
Surplus
$99,224
95
811
$100,130
53,791
417
1,704
$156,042

On January 8, 2008, the Company completed a public offering of 16,445,000 common shares (including the
over-allotment option of 2,145,000 common shares) of the Company at a price of $3.50 (Cdn $3.50) per
common share, raising gross proceeds of $57.6 million (Cdn $57.6 million). Proceeds of the offering, net of
issuance costs of approximately $3.1 million, were $54.5 million.
Stock Options
During the nine months ended September 30, 2008, options for 202,500 common shares were exercised,
484,500 options expired unexercised and 2,760,000 options were granted. The following table summarizes
the outstanding and exercisable options at September 30, 2008:
Grant
Date
Jan. 25, 2005
Jul. 06, 2005
Dec. 27, 2006
Jun. 15, 2007
Jan. 25, 2008
May 05, 2008
Jul. 14, 2008
Sep. 16, 2008
Sep. 23, 2008

Number
Outstanding
187,500
112,500
2,597,500
312,500
1,178,000
200,000
85,000
100,000
1,000,000
5,773,000

Remaining
Contractual Life
0.25 years
1.75 years
3.25 years
3.75 years
4.25 years
4.25 years
4.75 years
5.00 years
4.25 years

Exercise
Price
$0.79 (£0.40)
$2.78 (£1.40)
$2.23 (C$2.20)
$3.00 (C$2.96)
$3.99 (C$3.94)
$4.49 (C$4.44)
$3.65 (C$3.61)
$2.30 (C$2.27)
$3.99 (C$3.94)

Expiry
Date
Jan. 25, 2009
Jul. 06, 2010
Dec. 27, 2011
Jun. 16, 2012
Jan. 26, 2013
May 06, 2013
Jul. 15, 2013
Sep. 16, 2013
Feb. 05, 2013

Number
Exercisable
187,500
112,500
1,310,000
187,500
338,750
50,000
21,250
25,000
250,000
2,482,500

Warrants
As of September 30, 2008, the Company had 2,343,745 warrants outstanding, exercisable at $4.98 (£2.80)
per share and expiring July 20, 2010.
Stock-based compensation
The fair value of each option granted is estimated at the time of the grant using the Black-Scholes option
pricing model with weighted average assumptions for grants as follows:

Risk-free interest rate
Expected life
Annualized volatility
Dividend rate
Weighted average grant date fair value per option
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2008
3.00%
3 years
56.9%
0%
$0.85

2007
4.25%
3 years
40%
0%
$0.92
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Note 10. Capital management
Coastal’s capital consists of amounts due to shareholder, long-term debt, and common stock. As the
Company does not have commercial operations, the majority of its capital to date has resulted from the
issuance of debt and equity. A description of the amounts due to shareholder is identified in Note 7. The
Company’s long term debt and related changes during the period are detailed in Note 8. Equity accounts for
Coastal are identified in Note 9.
Coastal is a public company and has established access in past transactions to both public and private debt
and equity markets. Coastal anticipates continuing to access both the debt and equity markets to fund
future growth of the business.

Note 11. Financial instruments and risk management
Fair values
Coastal’s financial instruments include cash and cash equivalents, restricted cash, accounts receivable and
other, and accounts payable and accrued liabilities of which their carrying value approximate their fair value
due to their short-term nature. The Company’s derivative contract is considered held-for-trading and its fair
value is marked to market every quarter based on quoted market prices in the futures market on the balance
sheet date. Amounts due to shareholder and long term debt are considered other financial liabilities and are
recorded at amortized cost.
Coastal considers its risks in relation to financial instruments in the following categories:
Credit Risk
Credit risk is the risk that a counterparty to a financial instrument will not discharge its obligations, resulting
in a financial loss to the Company. The Company has procedures in place to minimize the credit risk it will
assume. Coastal personnel evaluate credit risk on an ongoing basis including an evaluation of counterparty
credit rating and counterparty concentrations measured by amount and percentage.
The primary sources of credit risk for the Company arise from the following financial assets: (1) cash and
cash equivalents and restricted cash; (2) accounts receivable and other; (3) derivative contract. The
Company has not had any credit losses in the past and nor does it anticipate future credit losses. At
September 30, 2008, the Company has no financial assets that are past due or impaired due to credit risk
related defaults.
The Company’s accounts receivable and other consists primarily of Value Added Tax (“VAT”) refunds from
the governments of Great Britain and Thailand and prepaid insurance. With respect to prepaid insurance,
the Company’s primary credit risk is on the underwriter(s) of the insurance policies on which the Company
has paid annual premiums. In an effort to minimize this credit risk, the Company has chosen global
insurance underwriters with an A+ or better credit rating by Moody’s and Standard & Poor’s. The
Company’s maximum exposure to credit risk at the balance sheet date is as follows:

Accounts receivable from government entities (UK, Thailand)
Other accounts receivable
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September 30,
2008
$1,158
48
$1,206

December 31,
2007
$132
6
$138
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Note 11. Financial instruments and risk management (continued)
Liquidity Risk
Liquidity risk is the risk that the Company will not be able to meet its obligations with respect to its financial
liabilities. The Company’s financial liabilities are comprised of accounts payable and accrued liabilities, long
term debt, obligations under operating leases and future contractual commitments. The Company frequently
assesses its liquidity position and obligations under its financial liabilities by preparing financial forecasts.
Coastal mitigates liquidity risks by maintaining a sufficient cash balance as well as maintaining a sufficient
current and projected liquidity cushion to meet expected future payments.
The Company’s financial liabilities arose primarily from the development of its Thailand properties, both
offshore and onshore. Payment terms on the Company’s accounts payable and accrued liabilities are
typically 30 to 60 days from receipt of invoice and generally do not bear interest. At September 30, 2008 the
Company had met all of the obligations associated with its financial liabilities. In the normal course of
business, the Company enters into contracts that give rise to commitments for future minimum payments.
The following table summarizes the remaining contractual maturities of the Company’s financial liabilities
and capital expenditures:
December 31,
September 30, 2008
2007
Remainder
2009 2011 Thereof 2008
2010
2012
after
Total
Total
Accounts payable and
$12,656
$$$$12,656
accrued liabilities
$9,793
4,968
4,968
Amounts due to shareholder
4,940
25,000
20,000
45,000
Long-term debt payment
25,000
17,875
3,700
2,450
24,025
Capital expenditures
41,053
53
288
341
Rental and lease payments
535
$30,584 $33,956 $22,450
$$86,990
$81,321
Market Risk
Market risk is the risk that the fair value (for assets or liabilities considered to be held-for-trading and
available-for-sale) or future cash flows (for assets or liabilities considered to be held-to-maturity, other
financial liabilities, and loans or receivables) of a financial instrument will fluctuate because of changes in
market prices. The Company evaluates market risk on an ongoing basis. Coastal assesses the impact of
variability in identified market risk on its various assets and liabilities and has established policies and
procedures to mitigate market risk on its foreign exchange, interest rates and derivative contract.
(a) Currency Risk
Coastal operates internationally and therefore is exposed to the effects of changes in currency exchange
rates. Although the functional currency of the Company is United States dollars, it also transacts business in
Thai baht, British pounds, Canadian dollars and Euros. The Company is subject to inflation in the countries
in which it operates and fluctuations in the rate of currency exchange between the United States and these
other countries. The Company does not currently use financial instruments or derivatives to hedge these
currency risks.
Exchange rate fluctuations may affect the costs that the Company incurs in its operations. The Company’s
costs are incurred principally in US dollar, Thai baht, UK pounds and Canadian dollars. The appreciation of
non-US dollar currencies against the US dollar can increase the costs of operations and capital expenditures
in US dollar terms. As part of the 2006 merger and in accordance with Canadian GAAP for reverse
takeovers, the Company recorded for book purposes a $24.3 million future tax liability on an oil and gas
concession which was valued in the underlying Thai baht currency. This future income tax liability is
considered a monetary item; and as such is revalued each period end at the current exchange rate, with the
gain or loss recorded in net earnings (loss) for the period.
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Note 11. Financial instruments and risk management (continued)
The Company is exposed to currency risk through the following US dollar equivalent of financial assets and
liabilities denominated in currencies other than US dollars:

September 30, 2008
Thai Baht
UK Pounds
Canadian Dollars
Singapore Dollars
Euros
December 31, 2007
Thai Baht
UK Pounds
Canadian Dollars
Euros

Accounts
receivable

Accounts
payable and
accrued
liabilities

Current
income
taxes
payable

Future
income tax
liabilities

$1,125
83
4
13,141
$14,353

$1,134
23
$1,157

$(7,582)
(122)
(236)
(203)
$(8,143)

$(1,252)
$(1,252)

$(26,658)
$(26,658)

$317
242
24
$583

$95
36
$131

$(4,407)
(136)
(192)
$(4,735)

$$-

$(26,876)
$(26,876)

Cash and
cash
equivalents

Based on the above net exposures at September 30, 2008, a 10% depreciation or appreciation of the above
currencies against the US dollar would result in a $2.054 million increase or decrease in the Company’s
after-tax earnings.
(b) Interest Rate Risk
The Company is exposed to interest rate risk on its outstanding borrowings and short-term investments.
Presently the majority of the Company’s credit facilities are at floating interest rates. The Company monitors
its exposure to interest rates and is comfortable with its exposures given the relatively short-term US dollar
rates. The terms of the Company’s long term debt obligation are described in Note 8. The Company has
met its obligations with respect to this liability. The Company accounts for its borrowings under the long term
debt on an amortized cost basis. The Company had borrowings totaling $50 million at September 30, 2008
(see Notes 7 and 8). A 10% fluctuation in interest rates would result in a $251,000 change in the
Company’s earnings.
(c) Commodity Price Risk
Profitability of the Company depends on market prices for petroleum and natural gas. Petroleum and
natural gas prices are affected by numerous factors such as global consumption and demand for petroleum
and natural gas, international economic and political trends, fluctuation in the US dollar and other currencies,
interest rates, and inflation.
The Company has onshore Thailand production via its equity ownership of Apico (Note 4.) The pricing of
Apico’s production under its Gas Sales Agreement (“GSA”) is tied to a 6 months moving average of the
Singapore Medium Fuel Oil price (“reference price”). A 10% change in the reference price would result in a
$1.1 million change in the Company’s annual after tax earnings.
The Company’s revolving debt facility (Note 8) incorporates the reference price in its model to determine the
effective borrowing base under which the Company may borrow. This model does not reflect 100% of the
reference price. Thus a 10% decline in the reference price projection would reduce the availability under the
borrowing base by approximately 8% or $3.5 million.
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Note 11. Financial instruments and risk management (continued)
As a requirement of the debt facility, the Company entered into a derivative hedging agreement described in
Note 8. Coastal’s derivative contract was in place and the Company executed no sales under it during the
nine months ended September 30, 2008.

Note 12. Discontinued Operations
In August 2007, the Company formally relinquished all its working interest in the Nevada leases to the
temporary operator in exchange for the Company’s current obligation to pay the operator $21,000 related to
well clean up costs along with all future obligations surrounding this working interest. The Company wrote off
its interest in this property of approximately $2 million. These transactions are measured at the exchange
amount, which is the amount of consideration established and agreed to by the related parties. The
operator was considered a related party because a director of the Company is also an officer and director of
the operator.
The Nevada leases were the only property within the United States cost centre. Accordingly, the information
related to the Nevada leases is presented as discontinued operations in the Company’s consolidated
financial statements.

Note 13. Income tax expense
The Company has taxable operations in the Cayman Islands, Thailand, Mauritius, the United Kingdom and
the United States. There is presently no taxation imposed by the Government of the Cayman Islands on
income or capital gains. If any form of taxation were to be enacted, the Company has been granted an
exemption there until May 26, 2024. The Company is subject to foreign withholding taxes on dividend and
interest income.
Under the tax laws applicable to oil and gas exploration and production companies in Thailand, the
Company is not required to file an oil and gas related income tax return until its first production. All costs
incurred in Thailand prior to first production are capitalized for income tax purposes and amortized over the
life of the first production property. However, the Company is subject to corporate taxation on non-oil and
gas related income and required to file a corporate income tax return when the Company receives income
not related to oil and gas exploration and production.
In April 2008, the Company’s Thai subsidiary transferred its 25.5% interest in Apico, LLC (Note 4) at its net
book value to the Company’s Cayman Island subsidiary. The Company has recorded a current tax liability
and related tax expense of $2.484 million related to this transfer during the quarter ended June 30, 2008,
based on a corporate rate of 30%. In August, 2008, the Company made a $1.232 million estimated tax
payment toward this tax liability.
The Company has tax losses in Mauritius, the United Kingdom and the United States which may be used to
offset future taxable income. However, due to uncertainty of future income in these tax jurisdictions, no
benefit of these losses is being recognized.
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Note 14. Supplemental cash flow information
The following table summarizes items not involving cash for the periods ended September 30, 2008 and
2007.

Periods ended September 30,
Depreciation and amortization
Unrealized foreign exchange loss
Interest expense
Stock based compensation
Share of earnings of significantly influenced investee
Unrealized (gain) loss on derivative instrument
(Gain) loss on sale of assets

Three months ended
2008
2007
$42
$42
646
198
211
383
442
186
(638)
(1,544)
(13)
983
(122)
$568
$248

Nine months ended
2008
2007
$130
$74
792
1,402
428
489
1,704
613
(1,874)
(5,255)
(32)
983
(122)
40
$1,026
$(1,654)

Three months ended
2008
2007
$431
$$1,232
$-

Nine months ended
2008
2007
$1,132
$$1,232
$-

Other cash flow information.
Periods ended September 30,
Interest paid
Income taxes paid (Note 13)

Note 15. Segmented information
Operating segment
The Company’s current operations are in one business segment, being the acquisition, exploration and
development of oil and gas properties, primarily in Thailand.
Geographic segments
The Company’s oil and gas assets supporting continuing operations as at September 30, 2008 and
December 31, 2007 and revenues and expenses from continuing operations for the nine months ended
September 30, 2008 and 2007 were as follows:
Corporate

Thailand

Total

2008

2007

2008

2007

2008

2007

Investment in Apico
Property, plant & equipment, net
Subtotal

$29,372
$29,372

$4,113
$4,113

$55,965
113,032
$168,997

$48,239
68,614
$116,853

$55,965
142,404
$198,369

$48,239
72,727
$120,966

Operating expenses

$(8,959)

Oil and gas assets

Share of Apico’s earnings
Unrealized gain (loss) on derivative

-

$(5,517)
-

$(1,184)

$(1,498)

$(10,143)

$(7,015)

10,725

5,255

10,725

5,255

32

(983)

-

-

32

(983)

Interest income

831

288

-

-

831

288

Gain (loss) on sale of assets

122

(40)

-

Foreign exchange gain (loss)

(2,770)

(1,557)

Net income (loss) before taxes
Income tax expense

(10,744)
-

(7,809)
-

9,262
2,484

Net income (loss) for the period

$(10,744)

$(7,809)

$6,778
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(279)

122
59

(40)

(3,049)

(1,498)

3,816
-

(1,482)
2,484

(3,993)
-

$3,816

$(3,966)

$(3,993)
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Note 16. Subsequent Events
On October 3, 2008, the Company received a $4.0 million distribution from Apico.
On November 4, 2008, the Company announced that it has completed a successful flow test of the
Songkhla A-01 well. Following the initial flow test, an extended production test began on November 3, 2008
and is expected to last through December.
On November 12, 2008, the Company announced the successful completed drilling of the Songkhla A-03
well. Completion casing has been run and the rig has commenced drilling the Songkhla A-07 well. The
Company plans to complete the Songkhla A-03 and A-07 wells once an additional tanker is on location in
late November.
On November 14, 2008, the Company invoiced $0.9 million for its first crude oil deliveries from its Songkhla
field.

Note 17. Commitments and contingencies
The Company is from time to time involved in various claims, legal proceedings, complaints and disputes
with governmental authorities arising in the ordinary course of business. The Company does not believe
that adverse decisions in any pending or threatened proceedings related to any matter, or any amount which
it may be required to pay by reason thereof, will have a material effect on the financial condition or future
results of operations of the Company.
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