MANAGEMENT’S REPORT

Management, in accordance with Canadian generally accepted accounting principles, has prepared the
accompanying consolidated financial statements of Baytex Energy Trust. Financial and operating information
presented throughout this Annual Report is consistent with that shown in the consolidated financial statements.
Management is responsible for the integrity of the financial information. Internal control systems are designed and
implemented to provide reasonable assurance that assets are safeguarded from loss or unauthorized use and to
produce reliable accounting records for financial reporting purposes.
Deloitte & Touche LLP were appointed by the Trust’s unitholders to express an audit opinion on the consolidated
financial statements. Their examination included such tests and procedures, as they considered necessary, to
provide a reasonable assurance that the consolidated financial statements are presented fairly in accordance with
Canadian generally accepted accounting principles.
The Board of Directors is responsible for ensuring that management fulfills its responsibilities for financial reporting
and internal control. The Board exercises this responsibility through the Audit Committee, with assistance from the
Reserves Committee regarding the annual review of our petroleum and natural gas reserves. The Audit Committee
meets regularly with management and the independent registered chartered accountants to ensure that
management’s responsibilities are properly discharged, to review the consolidated financial statements and
recommend that the consolidated financial statements be presented to the Board of Directors for approval. The
Audit Committee also considers the independence of the external auditors and reviews their fees. The external
auditors have access to the Audit Committee without the presence of management.

18MAR200916083615
Anthony W. Marino
President and Chief Executive Officer
Baytex Energy Ltd.
March 16, 2009
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12MAR200921063519
W. Derek Aylesworth, CA
Chief Financial Officer
Baytex Energy Ltd.

AUDITORS’ REPORT

To the Unitholders of Baytex Energy Trust
We have audited the consolidated balance sheets of Baytex Energy Trust (the ‘‘Trust’’) as at December 31, 2008 and
2007 and the consolidated statements of income and comprehensive income, deficit, and cash flows for the years
then ended. These financial statements are the responsibility of the management of the Trust. Our responsibility is to
express an opinion on these financial statements based on our audits.
We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards
require that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free
of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation.
In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of
the Trust as at December 31, 2008 and 2007 and the results of its operations and its cash flows for the years then
ended in accordance with Canadian generally accepted accounting principles.
On March 16, 2009, we reported separately to the Board of Directors of Baytex Energy Ltd. and the Unitholders of
Baytex Energy Trust on our audit, conducted in accordance with Canadian generally accepted auditing standards
and the standards of the Public Company Accounting Oversight Board (United States), of the consolidated financial
statements for the same period, prepared in accordance with Canadian generally accepted accounting principles
but which included Note 19, Differences Between Canadian and United States Generally Accepted Accounting
Principles.

17MAR200822310557
Calgary, Alberta
March 16, 2009

Deloitte & Touche LLP
Chartered Accountants
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CONSOLIDATED BALANCE SHEETS
As at December 31

2008

2007

(thousands of Canadian dollars)

ASSETS
Current assets
Accounts receivable
Crude oil inventory
Financial instruments (note 16)
Future tax asset (note 14)

$

1,601,017
37,755

1,246,697
37,755

$ 1,812,333

$ 1,407,150

$

$

164,279
17,583
208,482
–
25,358

395,522

217,273
10,195
49,351
74
192,411

173,854
16,150
45,113
113
153,943

885,006

784,695

–

21,235

1,129,909
498
21,234
(224,314)

821,624
796
18,527
(239,727)

927,327

601,220

$ 1,812,333

$ 1,407,150

Commitments and contingencies (note 17)
See accompanying notes to the consolidated financial statements.
On behalf of the Board

17MAR200822321979
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104,318
15,217
241,748
34,239
–

415,702

Non-controlling interest (note 11)

Naveen Dargan
Director, Baytex Energy Ltd.

105,176
5,997
–
11,525
122,698

Long-term debt (note 7)
Convertible debentures (note 8)
Asset retirement obligations (note 9)
Deferred obligations
Future tax liability (note 14)

UNITHOLDERS’ EQUITY
Unitholders’ capital (note 10)
Conversion feature of debentures (note 8)
Contributed surplus (note 12)
Deficit

$

173,561
Petroleum and natural gas properties (note 5)
Goodwill
LIABILITIES
Current liabilities
Accounts payable and accrued liabilities
Distributions payable to unitholders
Bank loan (note 6)
Financial instruments (note 16)
Future tax liability (note 14)

87,551
332
85,678
–

18MAR200914135010
Gregory K. Melchin
Director, Baytex Energy Ltd.

CONSOLIDATED STATEMENTS OF INCOME
AND COMPREHENSIVE INCOME
Years Ended December 31

2008

2007

(thousands of Canadian dollars)

Revenue
Petroleum and natural gas
Royalties
Gain (loss) on financial instruments (note 16)

$ 1,159,718
(207,522)
59,816

$ 745,885
(102,805)
(34,484)

1,012,012

608,596

172,471
218,706
29,603
7,812
32,962
37,746
223,900

134,696
155,754
23,565
7,986
35,162
(32,414)
189,512

723,200

514,261

288,812

94,335

10,177
15,383

6,713
(49,369)

25,560

(42,656)

263,252
(3,358)

136,991
(4,131)

259,894

$ 132,860

2008

2007

Expenses
Operating
Transportation and blending
General and administrative
Unit-based compensation (note 12)
Interest (note 7)
Foreign exchange loss (gain) (note 15)
Depletion, depreciation and accretion
Income before taxes and non-controlling interest
Tax expense (recovery) (note 14)
Current expense
Future expense (recovery)
Income before non-controlling interest
Non-controlling interest (note 11)
Net income/Comprehensive income

$

CONSOLIDATED STATEMENTS OF DEFICIT
Years Ended December 31,
(thousands of Canadian dollars, except per unit data)

Deficit, beginning of year
Net income
Distributions to unitholders

$ (239,727)
259,894
(244,481)

$ (198,520)
132,860
(174,067)

Deficit, end of year

$ (224,314)

$ (239,727)

Net income per trust unit (note 13)
Basic
Diluted

$
$

$
$

2.83
2.74

1.66
1.60

See accompanying notes to the consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS
Years Ended December 31,

2008

2007

$ 259,894

$ 132,860

7,812
41,712
223,900
1,681
(119,917)
15,383
3,358

7,986
(32,574)
189,512
2,164
31,320
(49,369)
4,131

433,823
38,896
(1,443)
(39)

286,030
5,140
(2,442)
(2,278)

471,237

286,450

(33,236)
10,502
(194,728)

114,253
147,221
(144,609)

(217,462)

116,865

(185,083)
(3,934)
–
(84,826)
194
19,874

(148,719)
(243,273)
(13,229)
(2,877)
723
4,060

(253,775)

(403,315)

–
–

–
–

(thousands of Canadian dollars)

CASH PROVIDED BY (USED IN):
Operating activities
Net income
Items not affecting cash:
Unit-based compensation (note 12)
Unrealized foreign exchange loss (gain) (note 15)
Depletion, depreciation, and accretion
Accretion on debentures and notes (notes 7 & 8)
Unrealized (gain) loss on financial instruments (note 16)
Future tax expense (recovery)
Non-controlling interest (note 11)
Change in non-cash working capital (note 15)
Asset retirement expenditures (note 9)
Decrease in deferred obligations
Financing activities
(Decrease) increase in bank loan
Issue of trust units, net of issuance costs (note 10)
Payments of distributions
Investing activities
Petroleum and natural gas property expenditures
Corporate acquisition (note 4)
Acquisition of working capital (note 4)
Acquisition of petroleum and natural gas properties
Proceeds on disposal of petroleum and natural gas properties
Change in non-cash working capital (note 15)
Change in cash and cash equivalents during the year
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year
See accompanying notes to the consolidated financial statements.
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$

–

$

–

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2008 AND 2007
(all tabular amounts in thousands of Canadian dollars, except per unit amounts)

1.

BASIS OF PRESENTATION

Baytex Energy Trust (the ‘‘Trust’’) was established on September 2, 2003 under a Plan of Arrangement involving the
Trust and Baytex Energy Ltd. (the ‘‘Company’’). The Trust is an open-ended investment trust created pursuant to a
trust indenture. Subsequent to the Plan of Arrangement, the Company is a subsidiary of the Trust.
The consolidated financial statements include the accounts of the Trust and its subsidiaries and have been prepared
by management in accordance with Canadian generally accepted accounting principles (‘‘GAAP’’) as described in
note 2.
Certain comparative figures have been reclassified to conform to the presentation adopted in the current period.
2.

SIGNIFICANT ACCOUNTING POLICIES

Consolidation
The consolidated financial statements include the accounts of the Trust and its wholly owned subsidiaries from their
respective dates of acquisition of the subsidiary companies. Inter-company transactions and balances are
eliminated upon consolidation. Investments in unincorporated joint ventures are accounted for using the
proportionate consolidation method as described under the ‘‘Joint Interests’’ heading.
Measurement Uncertainty
The preparation of the consolidated financial statements requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date
of the consolidated financial statements and revenue and expenses during the reporting period. Actual results can
differ from those estimates.
In particular, amounts recorded for depreciation and depletion and amounts used for ceiling test calculations are
based on estimates of petroleum and natural gas reserves and future costs required to develop those reserves. The
Trust’s reserves estimates are evaluated annually by an independent engineering firm. By their nature, these
estimates of reserves and the related future cash flows are subject to measurement uncertainty, and the impact on
the consolidated financial statements of future periods could be material.
Goodwill impairment tests involve estimates of the Trust’s fair value of the net identifiable assets and liabilities
annually. If the fair value is less than the book value, an impairment would be recorded. Fair value of the Trust’s net
identifiable assets and liabilities are based on external market value and reserve estimates and the related future
cash flows which are subject to measurement uncertainty.
The amounts recorded for asset retirement obligations were estimated based on the Trust’s net ownership interest in
all wells and facilities, estimated costs to abandon and reclaim the wells and the facilities and the estimated time
period during which these costs will be incurred in the future. Any changes to these estimates could change the
amount recorded for asset retirement obligations and may materially impact the consolidated financial statements
of future periods.
Tax interpretations, regulations and legislation in the various jurisdictions in which the Company and its subsidiaries
operate are subject to change. As such, income taxes are subject to measurement uncertainty.
Cash and Cash Equivalents
Cash and cash equivalents include monies on deposit and short-term investments which have an initial maturity
date at acquisition of not more than 90 days.
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Crude Oil Inventory
Crude oil inventory, consisting of production in transit in pipelines at the balance sheet date, is valued at the lower of
cost, using the weighted average cost method, or net realizable value. Costs include direct and indirect
expenditures incurred in bringing the crude to its existing condition and location.
Petroleum and Natural Gas Operations
The Trust follows the full cost method of accounting for its petroleum and natural gas operations whereby all costs
relating to the exploration for and development of petroleum and natural gas reserves are capitalized on a
country-by-country cost centre basis and charged against income, as set out below. Such costs include land
acquisition, drilling of productive and non-productive wells, geological and geophysical, production facilities,
carrying costs directly related to unproved properties and corporate expenses directly related to acquisition,
exploration and development activities and do not include any costs related to production or general overhead
expenses. These costs along with estimated future capital costs that are based on current costs and that are
incurred in developing proved reserves are depleted and depreciated on a unit of production basis using estimated
proved petroleum and natural gas reserves, with both production and reserves stated before royalties. For purposes
of this calculation, petroleum and natural gas reserves are converted to a common unit of measurement on the basis
of their relative energy content where six thousand cubic feet of gas equates to one barrel of oil. Costs of acquiring
and evaluating unproved properties are excluded from costs subject to depletion and depreciation until it is
determined whether proved reserves are attributable to the properties or impairment occurs. Unproved properties
are evaluated for impairment on an annual basis.
Gains or losses on the disposition of petroleum and natural gas properties are recognized only when crediting the
proceeds to costs would result in a change of 20 percent or more in the depletion rate.
The net amount at which petroleum and natural gas properties are carried is subject to a cost recovery test (‘‘ceiling
test’’). The ceiling test is a two-stage process which is performed at least annually. The first stage of the test is a
recovery test which compares the undiscounted future cash flow from proved reserves at forecast prices plus the
cost less impairment of unproved properties to the net book value of the petroleum and natural gas assets to
determine if the assets are impaired. An impairment loss exists when the net book value of the petroleum and natural
gas assets exceeds such undiscounted cash flow. The second stage determines the amount of the impairment loss
to be recorded. The impairment is measured as the amount by which the net book value of the petroleum and natural
gas assets exceeds the future discounted cash flow from proved plus probable reserves at forecast prices. Any
impairment is recorded as additional depletion and depreciation.
Goodwill
Goodwill is the residual amount that results when the purchase price of an acquired business exceeds the fair value
of the net identifiable assets and liabilities of the acquired business. Goodwill is stated at cost less impairment and is
not amortized. The goodwill balance is assessed for impairment annually at year-end or more frequently if events or
changes in circumstances indicate that the asset may be impaired. The test for impairment is conducted by the
comparison of the net book value to the fair value of the Trust. If the fair value of the Trust is less than the net book
value, impairment is deemed to have occurred. The extent of the impairment is measured by allocating the fair value
of the Trust to the identifiable assets and liabilities at their fair values. Any remainder of this allocation is the implied
fair value of goodwill. Any excess of the net book value of goodwill over this implied value is the impairment amount.
Impairment is charged to income in the period in which it occurs.
Convertible Unsecured Subordinated Debentures
The debentures have been classified as debt net of the fair value of the conversion feature which has been classified
as unitholders’ equity. The debt portion will accrete up to the principal balance at maturity. The accretion and the
interest paid are expensed as interest expense in the consolidated statements of income and comprehensive
income. If the debentures are converted to trust units, a portion of the value of the conversion feature under
unitholders’ equity will be reclassified to unitholders’ capital along with the principal amounts converted.
Asset Retirement Obligations
The Trust recognizes a liability at the discounted value for the future abandonment and reclamation costs associated
with the petroleum and natural gas properties. The present value of the liability is capitalized as part of the cost of the
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related asset and amortized to expense over its useful life. The liability accretes until the date of expected settlement
of the retirement obligations. The related accretion expense is recognized in the statement of income and
comprehensive income. The provision will be revised for the effect of any changes to timing related to cash flow or
undiscounted abandonment costs. Actual expenditures incurred for the purpose of site reclamation are charged to
the asset retirement obligations to the extent that the liability exists on the balance sheet.
Joint Interests
A portion of the Trust’s exploration, development and production activities is conducted jointly with others. These
consolidated financial statements reflect only the Trust’s proportionate interest in such activities.
Foreign Currency Translation
The accounts of integrated foreign operations are translated using the temporal method, whereby monetary items
are translated into the reporting currency at the exchange rate in effect at the balance sheet date. Non-monetary
items are translated at historical rates while revenues and expenses are translated using average rates over the
period. Depreciation and amortization of assets is translated at historical exchange rates at the same exchange
rates as the assets to which they relate. Translation gains and losses relating to the integrated foreign operations are
included in the determination of net income for the period.
Foreign currency denominated monetary items are translated into Canadian dollars at the exchange rate in effect at
the balance sheet date. Exchange gains and losses on long-term monetary items that do not qualify for hedge
accounting are recognized in income.
Revenue and expenses are translated at the monthly average rate of exchange. Translation gains and losses are
included in net income.
Revenue Recognition
Revenue associated with sales of crude oil, natural gas and natural gas liquids is recognized when title passes to the
purchaser, normally at the pipeline delivery point.
Financial Instruments
Financial instruments are measured at fair value on initial recognition of the instrument, into one of the following five
categories: held-for-trading, loans and receivables, held-to-maturity investments, available-for-sale financial assets
or other financial liabilities.
Subsequent measurement of financial instruments is based on their initial classification. Held-for-trading financial
assets are measured at fair value and changes in fair value are recognized in net income. Available-for-sale financial
instruments are measured at fair value with changes in fair value recorded in other comprehensive income until the
instrument is derecognized or impaired. The remaining categories of financial instruments are recognized at
amortized cost using the effective interest rate method.
All risk management contracts are recorded in the balance sheet at fair value unless they qualify for the normal sale
and normal purchase exemption. All changes in their fair value are recorded in net income unless cash flow hedge
accounting is used, in which case changes in fair value are recorded in other comprehensive income until the
underlying hedged transaction is recognized in net income. The Trust has elected not to use cash flow hedge
accounting on its risk management contracts with financial counterparties resulting in all changes in fair value being
recorded in net income.
Cash and cash equivalents and restricted cash are classified as held-for-trading and are measured at fair value
which equals the carrying value. Accounts receivable are classified as loans and receivables, which are measured at
amortized cost. Accounts payable and accrued liabilities and bank debt are classified as other financial liabilities,
which are measured at amortized cost.
The convertible debentures are classified as other financial liabilities. Upon issuance, the convertible debentures
were classified into equity and financial liability components on the balance sheet at their fair value. The financial
liability, net of issuance costs, is accreted, which is included within interest expense over the maturity of the
debentures using the effective interest rate method.
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For financial assets and financial liabilities that are not classified as held-for-trading, the transaction costs that are
directly attributable to the acquisition or issue of a financial asset or financial liability are adjusted to the fair value
initially recognized for that financial instrument. These costs are expensed using the effective interest rate method
and are recorded within interest expense.
Financial Derivative Contracts
The Trust formally documents its risk management objectives and strategies to manage exposures to fluctuations in
commodity prices, interest rates and foreign currency exchange rates. The risk management policy permits the use
of certain derivative financial instruments, including swaps and collars, to manage these fluctuations. All
transactions of this nature entered into by the Trust are related to underlying financial instruments or future
petroleum and natural gas production. The Trust does not use financial derivatives for trading or speculative
purposes. These instruments are classified as ‘‘held-for-trading’’ unless designated for hedge accounting. For
derivative instruments that do not qualify as hedges or are not designated as hedges, the Trust applies the fair value
method of accounting by recording an asset or liability on the Consolidated Balance Sheet and recognizes changes
in the fair value of the instrument in the Statement of Income and Comprehensive Income for the current period. The
fair values of these instruments are based on quoted market prices or, in their absence, third-party market
indications and forecasts.
The Trust has in place policies and procedures with respect to the required documentation and approvals for the use
of derivative financial instruments. This documentation specifically ties the derivative instruments to their use and in
the case of commodities, to the mitigation of market price risk associated with cash flows expected to be generated.
When applicable, the Trust identifies relationships between financial instruments and anticipated transactions, as
well as its risk management objective and the strategy for undertaking the economic hedge transaction. When
specific financial instruments are executed, the Trust assesses, both at the time of purchase and on an ongoing
basis, whether the financial instrument used in a particular transaction is effective in offsetting changes in fair values
or cash flows of the transaction.
Future Income Taxes
The Trust follows the liability method of accounting for income taxes. Under this method, future income taxes are
recorded for the effect of any difference between the accounting and income tax bases of an asset or liability, using
substantively enacted income tax rates. Future tax balances are adjusted for any changes in the tax rate and the
adjustment is recognized in income in the period that the rate change occurs.
Unit-based Compensation
The Trust Unit Rights Incentive Plan is described in note 12. The exercise price of the rights granted under the Plan
may be reduced in future periods in accordance with the terms of the Plan. The Trust uses the binomial-lattice model
to calculate the estimated fair value of the outstanding rights.
Compensation expense associated with rights granted under the plan is recognized in income over the vesting
period of the plan with a corresponding increase in contributed surplus. The exercise of trust unit rights are recorded
as an increase in trust units with a corresponding reduction in contributed surplus.
Non-controlling Interest
The exchangeable shares of the Trust are presented as a non-controlling interest on the consolidated balance sheet
because they fail to meet the non-transferability criteria necessary in order for them to be classified as equity. Net
income has been reduced by an amount equivalent to the non-controlling interest’s proportionate share of the
Trust’s consolidated net income with a corresponding increase to the non-controlling interest on the consolidated
balance sheet. As the exchangeable shares are converted to trust units, the exchange is accounted for as a
step-acquisition where unitholders’ capital is increased by the fair value of the trust units issued. The difference
between the fair value of the trust units issued and the book value of the exchangeable shares is recorded as an
increase in petroleum and natural gas properties.
Per-unit Amounts
Basic net income per unit is computed by dividing net income by the weighted average number of trust units
outstanding during the year. Diluted per unit amounts reflect the potential dilution that could occur if trust unit rights
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were exercised, exchangeable shares were exchanged and convertible debentures were converted. The treasury
stock method is used to determine the dilutive effect of trust unit rights, whereby any proceeds from the exercise of
trust unit rights or other dilutive instruments and the amount of compensation expense, if any, attributed to future
services and not yet recognized are assumed to be used to purchase trust units at the average market price during
the year.
3.

CHANGES IN ACCOUNTING POLICIES

Current Year Accounting Changes
Effective January 1, 2008, the Trust adopted three new accounting standards that were issued by the Canadian
Institute of Chartered Accountants (‘‘CICA’’): Section 1535, Capital Disclosures, Section 3862, Financial
Instruments – Disclosures and Section 3863, Financial Instruments – Presentation.
A.

Capital Disclosures

Effective January 1, 2008, the Trust prospectively adopted the Canadian Institute of Chartered Accountants
(‘‘CICA’’) Section 1535, ‘‘Capital Disclosures’’ which establishes standards for disclosing information about the
Trust’s capital and how it is managed. It requires disclosures of the Trust’s objectives, policies and processes for
managing capital, the quantitative data about what the Trust regards as capital, whether the Trust has complied with
any capital requirements and if it has not complied, the consequences of such non-compliance. The only effect of
adopting this standard are disclosures on the Trust’s capital and how it is managed and are included in Note 18.
B.

Financial Instruments – Disclosures, Financial Instruments – Presentation

Effective January 1, 2008, the Trust prospectively adopted Section 3862, ‘‘Financial Instruments Disclosures’’ and
Section 3863, ‘‘Financial Instruments Presentations.’’ These new accounting standards replaced Section 3861,
‘‘Financial Instruments – Disclosure and Presentation.’’ Section 3862 requires additional information regarding the
significance of financial instruments for the entity’s financial position and performance, and the nature, extent and
management of risks arising from financial instruments to which the entity is exposed. The additional disclosures
required under these standards are included in Note 16.
C.

Inventories

Section 3031 replaces the previous inventories standard and requires inventory be valued on a first-in, first-out
basis. The adoption of Section 3031 did not have an impact on the consolidated financial statements of the Trust.
These standards were adopted prospectively.
Future Accounting Changes
A. Goodwill and Intangible Assets
In February 2008, the CICA issued Section 3064, Goodwill and Intangible Assets, replacing Section 3062, Goodwill
and Other Intangible Assets and Section 3450, Research and Development Costs. The new Section will be effective
on January 1, 2009. Section 3064 establishes standards for the recognition, measurement, presentation and
disclosure of goodwill and intangible assets subsequent to its initial recognition. Standards concerning goodwill are
unchanged from the standards included in the previous Section 3062. The Trust is currently evaluating the impact of
the adoption of this new Section, however does not expect a material impact on its consolidated financial
statements.
B.

International Financial Reporting Standards (‘‘IFRS’’)

In April 2008, the CICA published the exposure draft ‘‘Adopting IFRSs in Canada’’. The exposure draft proposes to
incorporate IFRS into the CICA Accounting Handbook effective for interim and annual financial statements relating
to fiscal years beginning on or after January 1, 2011. At this date, publicly accountable enterprises will be required to
prepare financial statements in accordance with IFRS. The Trust has performed a diagnostic analysis that identifies
differences between the Trust’s current accounting policies and IFRS. At this time, the Trust is evaluating the impact
of these differences and assessing the need for amendments to existing accounting policies in order to comply
with IFRS.
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C.

Business Combinations

In January 2009, the CICA issued Section 1582, ‘‘Business Combinations’’, which replaces former guidance on
business combinations. Section 1582 establishes principles and requirements of the acquisition method for
business combinations and related disclosures. This statement applies prospectively to business combinations for
which the acquisition date is on or after the beginning of the first annual reporting period beginning on or after
January 2011 with earlier application permitted. The Trust plans to adopt this standard prospectively effective
January 1, 2009 and does not expect the adoption of this statement to have a material impact on our results of
operations or financial position.
D.

Consolidated Financial Statements

In January 2009, the CICA issued Sections 1601, ‘‘Consolidated Financial Statements’’, and 1602, ‘‘Non-controlling
Interests’’, which replaces existing guidance. Section 1601 establishes standards for the preparation of
consolidated financial statements. Section 1602 provides guidance on accounting for a non-controlling interest in a
subsidiary in consolidated financial statements subsequent to a business combination. These standards are
effective on the first annual reporting period beginning on or after January 2011 with earlier application permitted.
The Trust plans to adopt these standards effective January 1, 2009 and does not expect the adoption will have a
material impact on the results of operations or financial position.
4.

CORPORATE ACQUISITIONS

On June 4, 2008, Baytex acquired all the issued and outstanding shares of Burmis Energy Inc., a public company
which had interests in certain natural gas and light oil properties located primarily in west central Alberta. The results
of operations from these properties have been included in the consolidated financial statements since the closing of
the acquisition on June 4, 2008. In conjunction with the acquisition, Burmis Energy Inc. was amalgamated with
the Company.
This transaction has been accounted for using the purchase method of accounting. The estimated fair value of the
assets acquired and liabilities assumed at the date of acquisition is summarized below:
Consideration for the acquisition:
Trust units issued
Net debt assumed
Costs associated with acquisition

$ 152,053
24,480
3,934

Total purchase price

$ 180,467

Allocation of purchase price:
Property, plant and equipment
Future income taxes
Asset retirement obligations

$ 219,913
(37,910)
(1,536)

Total net assets acquired

$ 180,467

All of the issued and outstanding shares of Burmis were acquired on the basis of 0.1525 of a Baytex trust unit for
each Burmis share, resulting in the issuance of 6,383,416 Baytex trust units valued at $23.82 per unit, which was the
average closing price of Baytex trust units for the ten trading days bordering the initial public announcement of the
transaction.
On June 26, 2007, Baytex acquired all the issued and outstanding shares of a private company which had interests
in certain petroleum and natural gas properties and related assets located primarily in the Pembina and Lindbergh
areas of Alberta. The results of operations from these properties have been included in the consolidated financial
statements since the closing of the acquisition on June 26, 2007. Subsequent to the acquisition, the private
company was amalgamated with the Company.
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This transaction has been accounted for using the purchase method of accounting. The fair value of the assets
acquired and liabilities assumed at the date of acquisition is summarized below:
Consideration for the acquisition:
Cash paid for property, plant and equipment
Costs associated with acquisition
Cash paid for working capital

$ 241,092
2,181
13,229

Total purchase price

$ 256,502

Allocation of purchase price:
Working capital
Property, plant and equipment
Future income taxes
Asset retirement obligations

$

Total net assets acquired
5.

13,229
320,036
(74,524)
(2,239)

$ 256,502

PETROLEUM AND NATURAL GAS PROPERTIES
As at December 31,
2008

Petroleum and natural gas properties
Accumulated depletion and depreciation

2007

$ 3,648,431
(2,047,414)

$ 3,074,014
(1,827,317)

$ 1,601,017

$ 1,246,697

In calculating the Canadian cost centre depletion and depreciation provision for 2008, $63.6 million (2007 –
$65.0 million) of costs relating to undeveloped properties were excluded, while $385.0 million (2007 – $427.1 million)
of future development costs were included for the purposes of the depletion and depreciation calculation. In
calculating the U.S. cost centre depletion and depreciation provision for 2008, $57.6 million (2007 – $nil) of costs
relating to undeveloped properties were excluded, while $56.3 million (2007 – $nil) of future development costs were
included for the purposes of the depletion and depreciation calculation. No general and administrative expenses
have been capitalized since the inception of operations as a trust.
Depletion and depreciation expense related to the Canadian and U.S. cost centers in 2008 were $218.4 million and
$1.7 million respectively (2007 – $186.1 million and $nil).
The net book value of petroleum and natural gas properties are subject to a ceiling test, which was calculated at
December 31, 2008 using the following benchmark reference prices for the years 2009 to 2013 adjusted for
commodity differentials specific to the Trust (notes 16 & 17):
WTI crude oil (US$/bbl)
AECO natural gas ($/MMBtu)
Henry Hub (US$/MMBtu)
Exchange rate ($US equals $1 CAD)

2009

2010

2011

2012

2013

53.73
6.82
6.30
0.80

63.41
7.56
7.32
0.85

69.53
7.84
7.56
0.85

79.59
8.38
8.49
0.90

92.01
9.20
9.74
0.95

The prices and costs subsequent to 2013 have been adjusted for estimated inflation at an estimated annual rate of
2.0 percent. Based on the ceiling test calculations, the Trust’s estimated undiscounted future net cash flows
associated with proved reserves plus the cost of unproved properties exceeded the net book value of the petroleum
and natural gas properties.
6.

BANK LOAN AND CREDIT FACILITIES

The Company has a credit agreement with a syndicate of chartered banks. The credit facilities consist of an
operating loan and a 364-day revolving loan. Advances or letters of credit (note 17) under the credit facilities can be
drawn in either Canadian or U.S. funds and bear interest at the agent bank’s prime lending rate, bankers’
acceptance rates plus applicable margins or LIBOR rates plus applicable margins. Effective June 4, 2008, total
credit facilities were increased to $485 million from $370 million. The credit facilities are subject to semi-annual

Baytex Energy Trust

2008 Annual Report

47

review and are secured by a floating charge over all of the Company’s assets. The credit facilities mature on July 1,
2009 and are eligible for extension. At December 31, 2008 a total of $208.5 million was drawn under the credit
facilities (December 31, 2007 – $241.7 million).
7.

LONG-TERM DEBT
As at December 31
2008

10.5% senior subordinated notes (US$247)
9.625% senior subordinated notes (US$179,699)
Discontinued fair value hedge

$

303
220,059

2007

$

244
177,561

220,362
(3,089)

177,805
(3,951)

$ 217,273

$ 173,854

The Company has US$0.2 million senior subordinated notes bearing interest at 10.5% payable semi-annually with
principal repayable on February 15, 2011. These notes are unsecured and are subordinate to the Company’s bank
credit facilities.
The Company also has US$179.7 million senior subordinated notes bearing interest at 9.625% payable
semi-annually with principal repayable on July 15, 2010. These notes are unsecured and are subordinate to the
Company’s bank credit facilities. After July 15 in each of the following years, these notes are redeemable at the
Company’s option, in whole or in part with not less than 30 nor more than 60 days’ notice at the following
redemption prices (expressed as percentage of the principal amount of the notes): 2008 at 102.406%, 2009 and
thereafter at 100%. These notes are carried at amortized cost net of a discontinued fair value hedge of $6.0 million
recorded on adoption of CICA Handbook Section 3865 ‘‘Hedges’’. The notes will accrete up to the principal balance
at maturity using the effective interest method. Accretion expense of $1.6 million had been recorded for the year
ended December 31, 2008 (December 31, 2007 – $2.0 million) The effective interest rate is 10.6%. The Company
had an interest rate swap contract converting the fixed rate to a floating rate reset quarterly at the three-month
LIBOR rate plus 5.2% until the maturity of these notes. In November 2007, the Company terminated the interest rate
swap contract. A gain on termination of $2.0 million was recorded as a reduction to interest expense in 2007.
Interest Expense
The Company incurred interest expense on its outstanding debt as follows:
2008

2007

Bank loan and miscellaneous financing
Convertible debentures
Long-term debt

$ 12,685
945
19,332

$ 13,296
1,295
20,571

Total interest

$ 32,962

$ 35,162

8.

CONVERTIBLE UNSECURED SUBORDINATED DEBENTURES

In June 2005, the Trust issued $100.0 million principal amount of 6.5% convertible unsecured subordinated
debentures for net proceeds of $95.8 million. The debentures pay interest semi-annually and are convertible at the
option of the holder at any time into fully paid trust units at a conversion price of $14.75 per trust unit. The
debentures mature on December 31, 2010, at which time they are due and payable.
The debentures have been classified as debt net of the fair value of the conversion feature which has been classified
as unitholders’ equity. This resulted in $95.2 million being classified as debt and $4.8 million being classified as
equity. The debt portion will accrete up to the principal balance at maturity, using the effective interest rate of 7.6%.
The accretion and the interest paid are expensed as interest expense in the consolidated statement of income and
comprehensive income. If the debentures are converted to trust units, a portion of the value of the conversion
feature under unitholders’ equity will be reclassified to unitholders’ capital along with the principal amounts
converted.
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Conversion
Feature of
Debentures

Convertible
Debentures

Balance, December 31, 2006
Conversion
Accretion

Number of
Debentures
19,619
(2,999)
–

$ 18,906
(2,895)
139

$

940
(144)
–

Balance, December 31, 2007
Conversion
Accretion

16,620
(6,222)
–

$ 16,150
(6,052)
97

$

796
(298)
–

Balance, December 31, 2008

10,398

$ 10,195

$

498

9.

ASSET RETIREMENT OBLIGATIONS
As at December 31,
2008

2007

Balance, beginning of year
Liabilities incurred
Liabilities settled
Acquisition of liabilities
Disposition of liabilities
Accretion
Change in estimate(1)

$ 45,113
871
(1,443)
1,536
(904)
3,802
376

$ 39,855
2,180
(2,442)
2,239
(585)
3,404
462

Balance, end of year

$ 49,351

$ 45,113

(1)

Change in status of wells and change in the estimated costs of abandonment and reclamations are factors resulting in a
change in estimate.

The Trust’s asset retirement obligations are based on the Trust’s net ownership in wells and facilities. Management
estimates the costs to abandon and reclaim the wells and the facilities and the estimated time period during which
these costs will be incurred in the future. These costs are expected to be incurred over the next 50 years. The
undiscounted amount of estimated cash flow required to settle the retirement obligations at December 31, 2008 is
$274.0 million. Estimated cash flow has been discounted at a credit-adjusted risk free rate of 8.0 percent and an
estimated annual inflation rate of 2.0 percent.
10. UNITHOLDERS’ CAPITAL
The Trust is authorized to issue an unlimited number of trust units.
Number of units

Amount

Balance, December 31, 2006
Issued from treasury for cash
Issued on conversion of debentures
Issued on conversion of exchangeable shares
Issued on exercise of trust unit rights
Transfer from contributed surplus on exercise of trust unit rights
Issued pursuant to distribution reinvestment plan
Cumulative effect of change in accounting policy

75,122
7,000
203
12
739
–
1,464
–

Balance, December 31, 2007
Issued on conversion of debentures
Issued on conversion of exchangeable shares
Issued on exercise of trust unit rights
Transfer from contributed surplus on exercise of trust unit rights
Issued on acquisition of Burmis Energy Inc. net of issuance costs
Issued pursuant to distribution reinvestment plan

84,540
422
2,787
1,386
–
6,383
2,167

821,624
6,350
86,888
10,653
5,105
151,903
47,386

Balance, December 31, 2008

97,685

$ 1,129,909

Baytex Energy Trust
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On October 18, 2004, the Trust implemented a Distribution Reinvestment Plan (‘‘DRIP’’). Under the DRIP, Canadian
unitholders are entitled to reinvest monthly cash distributions in additional trust units of the Trust. At the discretion of
the Trust, these additional units will be issued from treasury at 95% of the ‘‘weighted average closing price’’, or
acquired on the market at prevailing market rates. For the purposes of the units issued from treasury, the ‘‘weighted
average closing price’’ is calculated as the weighted average trading price of trust units for the period commencing
on the second business day after the distribution record date and ending on the second business day immediately
prior to the distribution payment date, such period not to exceed 20 trading days.
Trust units are redeemable at the option of the holder. The redemption price is equal to the lesser of 90 percent of the
‘‘market price’’ of the trust units on the TSX for the ten trading days after the trust units have been surrendered for
redemption and the closing market price on the date the trust units have been surrendered for redemption. Trust
units can be redeemed for cash to a maximum of $250,000 per month. Redemptions in excess of the cash limit, if
not waived by the Trust, shall be satisfied by distribution of subordinate, unsecured redemption notes bearing
interest at 12% per annum, due and payable no later than September 1, 2033.
11. NON-CONTROLLING INTEREST
The Company is authorized to issue an unlimited number of exchangeable shares. The exchangeable shares can be
converted (at the option of the holder) into trust units at any time up to September 2, 2013. Up to 1.9 million
exchangeable shares may be redeemed annually by the Company for either a cash payment or the issue of trust
units. The number of trust units issued upon conversion is based upon the exchange ratio in effect at the conversion
date. The exchange ratio is adjusted monthly to account for distributions paid on the trust units by dividing the cash
distribution paid by the weighted average trust unit price for the five-day trading period ending on the record date.
Cash distributions are not paid on the exchangeable shares. The exchangeable shares are not publicly traded,
although they may be transferred by the holder without first being converted to trust units.
The exchangeable shares of the Company are presented as a non-controlling interest on the consolidated balance
sheet because they fail to meet the non-transferability criteria necessary in order for them to be classified as equity.
Net income has been reduced by an amount equivalent to the non-controlling interest proportionate share of the
Trust’s consolidated net income with a corresponding increase to the non-controlling interest on the balance sheet.
Number of
Exchangeable Shares

Amount

Balance, December 31, 2006
Exchanged for trust units
Non-controlling interest in net income

1,573
(7)
–

$ 17,187
(83)
4,131

Balance, December 31, 2007
Exchanged for trust units
Non-controlling interest in net income

1,566
(1,566)
–

$ 21,235
(24,593)
3,358

Balance, December 31, 2008

–

$

–

On May 30, 2008, the Trust announced that Baytex Energy Ltd. had elected to redeem all of its exchangeable shares
outstanding on August 29, 2008. In connection with this redemption, Baytex ExchangeCo Ltd. exercised its
overriding ‘‘redemption call right’’ to purchase such exchangeable shares from holders of record. Each
exchangeable share was exchanged for units of the Trust in accordance with the exchange ratio in effect at
August 28, 2008. As at December 31, 2008, there were no exchangeable shares outstanding.
12. TRUST UNIT RIGHTS INCENTIVE PLAN
The Trust has a Trust Unit Rights Incentive Plan (the ‘‘Plan’’) whereby the maximum number of trust units issuable
pursuant to the Plan is a ‘‘rolling’’ maximum equal to 10.0% of the outstanding trust units plus the number of trust
units which may be issued on the exchange of outstanding exchangeable shares. Any increase in the issued and
outstanding trust units will result in an increase in the number of trust units available for issuance under the Plan, and
any exercises of rights will make new grants available under the Plan, effectively resulting in a re-loading of the
number of rights available to grant under the Plan. Trust unit rights are granted at the volume weighted average
trading price of the trust units for the five trading days prior to the date of grant, vest over three years and have a
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term of five years. The Plan provides for the exercise price of the rights to be reduced in future periods by a portion of
the future distributions, subject to certain performance criteria.
The Trust recorded compensation expense of $7.8 million for the year ended December 31, 2008 ($8.0 million in
2007) related to the rights granted under the plan.
The Trust uses the binomial-lattice model to calculate the estimated weighted average fair value of $2.42 per unit for
rights issued during 2008 ($3.87 per unit in 2007). The following assumptions were used to arrive at the estimate of
fair values:
Expected annual right’s exercise price reduction
Expected volatility
Risk-free interest rate
Expected life of right (years)
(1)

2008

2007

$2.64
28% – 39%
2.98% – 4.17%
Various(1)

$2.16
28%
3.77% – 4.50%
Various(1)

The binomial-lattice model calculates the fair values based on an optimal strategy, resulting in various expected life of unit
rights. The maximum term is limited to five years by the Trust Unit Rights Incentive Plan.

The number of unit rights outstanding and exercise prices are detailed below:
Number of rights

Weighted average
exercise price(1)

Balance, December 31, 2006
Granted
Exercised
Cancelled

6,313
2,642
(739)
(554)

$ 14.00
$ 19.85
$ 7.42
$ 16.91

Balance, December 31, 2007
Granted
Exercised
Cancelled

7,662
2,838
(1,386)
(665)

$ 14.67
$ 19.27
$ 7.69
$ 21.79

Balance, December 31, 2008

8,449

$ 14.58

(1)

Exercise price reflects grant prices less reduction in exercise price as discussed above.

The following table summarizes information about the unit rights outstanding at December 31, 2008:

Range of Exercise Prices

Number
Outstanding at
December 31, 2008

Weighted Average
Remaining Term

Weighted Average
Exercise Price

Number
Exercisable at
December 31, 2008

Weighted Average
Exercise Price

(years)

$1.00 to $6.00
$6.01 to $11.00
$11.01 to $16.00
$16.01 to $21.00
$21.01 to $32.28

706
1,352
399
5,947
45

0.9
1.8
3.2
3.9
4.4

$ 3.71
$ 8.35
$ 15.08
$ 17.18
$ 25.93

706
1,254
183
1,637
–

$ 3.71
$ 8.17
$ 15.14
$ 17.05
–

$1.00 to $32.28

8,449

3.3

$ 14.58

3,780

$ 11.52

The following table summarizes the changes in contributed surplus:
Balance, December 31, 2006
Compensation expense
Transfer from contributed surplus on exercise of trust unit rights(1)

$ 13,357
7,986
(2,816)

Balance, December 31, 2007
Compensation expense
Transfer from contributed surplus on exercise of trust unit rights(1)

$ 18,527
7,812
(5,105)

Balance, December 31, 2008

$ 21,234

(1)

Upon exercise of rights, contributed surplus is reduced with a corresponding increase in unitholders’ capital.
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13. NET INCOME PER UNIT
The Trust applies the treasury stock method to assess the dilutive effect of outstanding trust unit rights on net
income per unit. The weighted average exchangeable shares outstanding during the year, converted at the year-end
exchange ratio, and the trust units issuable on conversion of convertible debentures, have also been included in the
calculation of the diluted weighted average number of trust units outstanding:
Net income
per trust unit

2008

Net income

Trust units

Net income per basic unit
Dilutive effect of trust unit rights
Conversion of convertible debentures
Exchange of exchangeable shares

$ 259,894
–
654
3,358

91,683
2,955
882
871

$ 2.83

Net income per diluted unit

$ 263,906

96,391

$ 2.74

2007

Net income

Trust units

Net income
per trust unit

Net income per basic unit
Dilutive effect of trust unit rights
Conversion of convertible debentures
Exchange of exchangeable shares

$ 132,860
–
855
4,131

80,029
2,110
1,206
2,630

$ 1.66

Net income per diluted unit

$ 137,846

85,975

$ 1.60

The dilutive effect of trust unit incentive rights for the year ended December 31, 2008 did not include 45,000 trust
unit rights (2007 – 4.1 million) because the respective proceeds of exercise plus the amount of compensation
expense attributed to future services and not yet recognized exceeded the average market price of the trust units
during the year.
14. TAX EXPENSE (RECOVERY)
The provision for (recovery of) taxes has been computed as follows:
2008

Income before taxes and non-controlling interest
Expected taxes at the statutory rate of 30.22% (2007 – 34.02%)
Increase (decrease) in taxes resulting from:
Net income of the Trust
Non-taxable portion of foreign exchange loss (gain)
Effect of change in tax rate
Effect of change in opening tax pool balances
Effect of change in valuation allowance
Unit-based compensation
Other

$ 288,812
87,279

Future tax expense (recovery)
Current tax expense
Total tax expense (recovery)

$

2007

$

94,335
32,094

(79,930)
6,204
(1,402)
878
–
2,361
(7)

(62,615)
(5,424)
(15,806)
(834)
2,075
2,717
(1,576)

15,383
10,177

(49,369)
6,713

25,560

$ (42,656)

On June 22, 2007, Bill C-52 Budget Implementation Act, which contains legislative provisions to tax publicly traded
income trusts in Canada, received Royal Assent in the Canadian House of Commons. The new tax is not expected
to apply to the Trust until 2011. As a result of the tax legislation becoming enacted, an additional future tax recovery
of $0.5 million was recorded in 2007.
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The components of the net future tax liability at December 31 were as follows:
Future tax liabilities:
Petroleum and natural gas properties
Financial instruments
Other
Future tax assets:
Asset retirement obligations
Non-capital loss carry-forward
Valuation allowance on non-capital losses
Financial instruments
Other
Net future tax liability(1)
Current portion of net future tax liability (asset)
Long-term portion of net future tax liability
(1)

2008

2007

$ 197,694
25,358
14,215

$ 155,921
–
18,271

(12,652)
(11,813)
4,967
–
–

(11,796)
(8,058)
–
(11,525)
(395)

217,769
25,358

142,418
(11,525)

$ 192,411

$ 153,943

Non-capital loss carry-forwards, excluding those for which a valuation allowance has been taken, amongst Canadian and
U.S. subsidiaries, totaled $42.9 million ($62.0 million in 2007) and expire from 2014 to 2017.

15. SUPPLEMENTAL INFORMATION
Change in Non-Cash Working Capital Items
Current assets
Current liabilities
Changes in non-cash working capital related to:
Operating activities
Investing activities

2008

2007

$ 35,460
23,310

$ (23,619)
32,819

$ 58,770

$

9,200

$ 38,896
19,874

$

5,140
4,060

$ 58,770

$

9,200

Supplemental Cash Flow Information
During the year the Trust made the following cash outlays in respect of interest expense and current income taxes:
Interest
Current income taxes

2008

2007

$ 30,655
$ 9,972

$ 32,321
$ 9,436

Foreign Exchange Loss (Gain)
2008

2007

Unrealized foreign exchange loss (gain)
Realized foreign exchange (gain) loss

$ 41,712
(3,966)

$ (32,574)
160

Total foreign exchange loss (gain)

$ 37,746

$ (32,414)
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16. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT
The Trust’s financial assets and liabilities are comprised of accounts receivable, accounts payable and accrued
liabilities, distributions payable to unitholders, bank loan, financial derivative contracts, long-term debt, convertible
debentures and deferred obligations.
Categories of Financial Instruments
Under Canadian generally accepted accounting principles, financial instruments are classified into one of the
following 5 categories: held-for-trading, held to maturity, loans and receivables, available-for-sale and other
financial liabilities. The carrying value and fair value of the Trust’s financial instruments on the consolidated balance
sheet are classified into the following categories:
December 31, 2008
Carrying
Value

December 31, 2007

Fair Value

Carrying
Value

Fair Value

Financial Assets
Loans and receivables
Accounts receivable

$

87,551

$

87,551

$ 105,176

$ 105,176

Total loans and receivables

$

87,551

$

87,551

$ 105,176

$ 105,176

Held for trading
Derivatives designated as held for trading

$

85,678

$

85,678

–

–

Total held for trading

$

85,678

$

85,678

–

–

Financial Liabilities
Held for trading
Derivatives designated as held for trading

–

–

$ (34,239)

$ (34,239)

Total held for trading

–

–

$ (34,239)

$ (34,239)

Other financial liabilities
Accounts payable and accrued liabilities
Distributions payable to unitholders
Bank loan
Long-term debt
Convertible debentures
Deferred obligations

$ (164,279)
(17,583)
(208,482)
(217,273)
(10,195)
(74)

$ (164,279)
(17,583)
(208,482)
(200,557)
(9,837)
(74)

$ (104,318)
(15,217)
(241,748)
(173,854)
(16,150)
(113)

$ (104,318)
(15,217)
(241,748)
(182,132)
(19,481)
(113)

Total other financial liabilities

$ (617,886)

$ (600,812)

$ (551,400)

$ (563,009)

The estimated fair values of the financial instruments have been determined based on the Trust’s assessment of
available market information. These estimates may not necessarily be indicative of the amounts that could be
realized or settled in a market transaction. The fair values of financial instruments, other than bank loan, and
long-term borrowings approximate their book amounts due to the short-term maturity of these instruments. The fair
value of the bank loan approximates its book value as it is at a market rate of interest. The fair value of the long-term
debt is based on the trading value of the instrument. The fair value of the convertible debentures has been
calculated based on the lower of trading value and the present value of future cash flows associated with
the debentures.
Financial Risk
The Trust is exposed to a variety of financial risk, including market risk, credit risk and liquidity risk. The Trust
monitors and, when appropriate, utilizes derivative contracts to manage its exposure to these risks. The Trust does
not enter into derivative contracts for speculative purposes.
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Market Risk
Market risk is the risk that the fair value or future cash flows of financial assets or liabilities will fluctuate due to
movements in market prices. Market risk is comprised of foreign currency risk, interest rate risk and commodity
price risk.
Foreign currency risk
The Trust is exposed to fluctuations in foreign currency as a result of its U.S. dollar denominated notes, crude oil
sales based on U.S. dollar indices and commodity contracts that are settled in U.S. dollars. The Trust’s net income
and cash flow will therefore be impacted by fluctuations in foreign exchange rates.
In order to manage these risks, the Trust may enter into agreements to fix the exchange rate of Canadian to
U.S. dollar in order to lessen the impact of currency rate fluctuations.
At December 31, 2008, the Trust had in place the following currency swap:

Swap

Period

Amount

Swap Price

January 1, 2009 to December 31, 2009

USD 8.3 million per month

CAD/USD 1.2394
(weighted average)

The following table demonstrates the effect of exchange rate movement on net income before taxes and
non-controlling interest due to changes in the fair value of its currency swap as well as gains and losses on the
revaluation of U.S. dollar denominated monetary assets and liabilities at December 31, 2008.
$0.10 Increase/Decrease
in CAD/USD Exchange Rate

Gain/loss on currency swap
Gain/loss on other monetary assets/liabilities

$

(189)
10,939

Impact on income before taxes and non-controlling interest

$ 10,750

The carrying amounts of the Trust’s foreign currency denominated monetary assets and liabilities at the reporting
date are as follows:
Assets

U.S. dollar denominated

Liabilities

December 31,
2008

December 31,
2007

December 31,
2008

December 31,
2007

USD 84,070

USD 54,674

USD 191,571

USD 226,528

Subsequent to December 31, 2008, the Trust added the following currency swap:

Swap

Period

Amount

Swap Price

January 1, 2009 to December 31, 2009

USD 1.7 million per month

CAD/USD 1.2345

Interest rate risk
The Trust’s interest rate risk arises from its floating rate bank loan. As at December 31, 2008, $208.5 million of the
Trust’s total debt is subject to movements in floating interest rates. An increase or decrease of 1.0% in interest rates
would impact cash flow for the 2008 by approximately $2.2 million.
Commodity Price Risk
The Trust monitors and, when appropriate, utilizes financial derivative agreements or fixed price physical delivery
contracts to manage the risk associated with changes in commodity prices. The use of derivative instruments is
governed under formal policies and is subject to limits established by the Board of Directors of the Company. Under
the Trust’s risk management policy, financial instruments are not used for speculative purposes.
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When assessing the potential impact of commodity price changes, a 10% increase in commodity prices could have
resulted in a reduction to the unrealized gain in 2008 of $8.5 million relating to the financial derivative instruments
outstanding as at December 31, 2008, while a 10% decrease could have resulted in $8.8 million of additional gain.
At December 31, 2008, the Trust had the following commodity derivative contracts:
Oil

Price collar
Price collar

Period

Volume

Price

Index

Calendar 2009
Calendar 2009

2,000 bbl/d
2,000 bbl/d

USD 90.00 – 136.40
USD 110.00 – 172.70

WTI
WTI

Derivative contracts are marked to market at the end of each reporting period, with the following reflected in the
income statement:
2008

2007

Realized (loss) on financial instruments
Unrealized gain (loss) on financial instruments

$ (60,101)
119,917

$

(3,164)
(31,320)

Gain (loss) on financial instruments

$ 59,816

$ (34,484)

Subsequent to December 31, 2008, the Trust added the following commodity derivative contract:
Gas

Price collar

Period

Volume

Price

Index

April 1, 2009 to
December 31, 2010

5,000 GJ/d

CAD 5.00 – 6.30

AECO

Liquidity risk
Liquidity risk is the risk that the Trust will encounter difficulty in meeting obligations associated with financial
liabilities. The Trust manages its liquidity risk through cash and debt management. As at December 31, 2008, the
Trust had available unused bank credit facilities in the amount of $183 million. The Trust believes it has sufficient
funding capacity through its credit facilities to meet foreseeable borrowing requirements.
The timing of cash outflows (excluding interest) relating to financial liabilities are outlined in the table below:

Accounts payable and accrued
liabilities
Distributions payable to unitholders
Bank loan(1)
Long-term debt(2)
Convertible debentures(2)
Deferred obligations

(1)

Total

1 year

2-3 years

4-5 years

Beyond
5 years

164,279
17,583
208,482
220,362
10,398
74

164,279
17,583
208,482
–
–
46

–
–
–
220,362
10,398
23

–
–
–
–
–
5

–
–
–
–
–
–

621,178

390,390

230,783

5

–

(2)

The bank loan is a 364-day revolving loan with the ability to extend the term. The Trust has no reason to believe that it will be
unable to extend the credit facility when it matures on July 1, 2009.
Principal amount of instruments.
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Credit risk
Credit risk is the risk that a counterparty to a financial asset will default resulting in the Trust incurring a loss. Most of
the Trust’s accounts receivable relate to oil and natural gas sales and are exposed to typical industry credit risks. The
Trust manages this credit risk by entering into sales contracts with only credit worthy entities and reviewing its
exposure to individual entities on a regular basis. Credit risk may also arise from financial derivative instruments. The
maximum exposure to credit risk is equal to the carrying value of the financial assets.
The carrying amount of accounts receivable is reduced through the use of an allowance for doubtful accounts and
the amount of the loss is recognized in net income.
As at December 31, 2008, accounts receivable consists of a balance of $9.9 million which is over 90 days
(December 31, 2007 – $3.5 million). A balance of $2.4 million has been set up as an allowance for doubtful accounts
(December 31, 2007 – $0.2 million).
17. COMMITMENTS AND CONTINGENCIES
At December 31, 2008, the Trust had the following crude oil supply contracts:
Heavy Oil

Price Swap – WCS Blend

Period

Volume

Price

Calendar 2009

10,340 bbl/d

WTI  67.0% (weighted average)

Subsequent to December 31, 2008, the Trust added the following physical crude oil supply contracts:
Heavy Oil

Price Swap – WCS Blend
Price Swap – WCS Blend

Period

Volume

Price

April 1, 2009 to August 30, 2009
April 1, 2009 to August 30, 2009

775 bbl/d
775 bbl/d

WTI  80.0%
WTI less US $10.00

At December 31, 2008, the Trust had the following natural gas physical sales contract:
Gas

Price Collar

Period

Volume

Price/GJ

Calendar 2009

5,000 GJ/d

$ 7.00 – $ 7.95

At December 31, 2008, the Trust had the following power contracts:
Power

Fixed
Fixed

Period

Volume

Price/MWh

October 1, 2008 to December 31, 2009
October 1, 2008 to December 31, 2009

0.6 MW/hr
0.6 MW/hr

$ 78.61
$ 79.92

Subsequent to December 31, 2008, the Trust added the following physical power contract:
Power

Fixed

Period

Volume

Price/MWh

March 1, 2009 to June 30, 2010

0.6 MW/hr

$ 76.89
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At December 31, 2008, the Trust had operating lease and transportation obligations as summarized below:
Payments Due
Total

1 year

$

2,776

$

2 years

3 years

4 years

5 years

Beyond
5 years

3,327

$ 3,785

$ 4,073

$ 3,814

$ 24,957

Operating leases
Processing and
transportation
agreements

$ 42,732

22,350

8,478

7,435

6,196

178

63

–

Total

$ 65,082

$ 11,254

$ 10,762

$ 9,981

$ 4,251

$ 3,877

$ 24,957

Other
At December 31, 2008, there were outstanding letters of credit aggregating $2.3 million (December 31, 2007 –
$4.9 million) issued as security for performance under certain contracts.
In connection with a purchase of properties in 2005, Baytex became liable for contingent consideration whereby an
additional amount would be payable by Baytex if the price for crude oil exceeds a base price in each of the
succeeding six years. An amount payable was not reasonably determinable at the time of the purchase, therefore
such consideration should be recognized only when the contingency is resolved. As at December 31, 2008,
additional payments totaling $5.3 million have been paid under the agreement and have been recorded as an
adjustment to the original purchase price of the properties. It is currently not determinable if further payments will be
required under this agreement, therefore no accrual has been made.
The Trust is engaged in litigation and claims arising in the normal course of operations, none of which could
reasonably be expected to materially affect the Trust’s financial position or reported results of operations.
18. CAPITAL STRUCTURE
The Trust’s objectives when managing capital are to: (i) maintain financial flexibility in its capital structure;
(ii) optimize its cost of capital at an acceptable level of risk; and (iii) preserve its ability to access capital to sustain the
future development of the business through maintenance of investor, creditor and market confidence.
The Trust considers its capital structure to include total monetary debt and unitholders’ equity. Total monetary debt
is a non-GAAP term which we define to be the sum of monetary working capital, which is current assets less current
liabilities excluding non-cash items such as future income tax assets or liabilities and unrealized financial derivative
gains or losses, the principal amount of long-term debt and the balance sheet value of the convertible debentures.
The Trust’s financial strategy is designed to maintain a flexible capital structure consistent with the objectives above
and to respond to changes in economic conditions and the risk characteristics of its underlying assets. In order to
maintain the capital structure, the Trust may adjust the amount of its distributions, adjust its level of capital
spending, issue new units, issue new debt or sell assets to reduce debt.
The Trust monitors capital based on current and projected ratios of total monetary debt to cash flow, and the current
and projected level of its undrawn bank credit facilities. The Trust’s objectives are to maintain a total monetary debt
to cash flow from operations ratio of less than two times and to have access to undrawn bank credit facilities of not
less than $100 million. The total monetary debt to cash flow from operations ratio may increase beyond two times,
and the undrawn credit facilities may decrease to below $100 million at certain times due to a number of factors,
including acquisitions, changes to commodity prices and changes in the credit market. To facilitate management of
the total monetary debt to cash flow from operations ratio and the level of undrawn bank credit facilities, the Trust
continuously monitors its cash flow from operations and evaluates its distribution policy and capital spending plans.
The Trust’s financial objectives and strategy as described above have remained substantially unchanged over the
last two completed fiscal years. These objectives and strategy are reviewed on an annual basis. The Trust believes
its financial metrics are within acceptable limits pursuant to its capital management objectives.
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The Trust is subject to financial covenants relating to its bank loan, senior subordinated notes and convertible
debentures. The Trust is in compliance with all financial covenants.
On June 22, 2007, new tax legislation modifying the taxation of specified investment flow-through entities, including
income trusts such as the Trust, was enacted (the ‘‘New Tax Legislation’’). The New Tax Legislation will apply a tax at
the trust level on distributions of certain income from trusts. The New Tax Legislation permits ‘‘normal growth’’ for
income trusts through the transitional period ending December 31, 2010. However, ‘‘undue expansion’’ could cause
the transitional relief to be revisited, and the New Tax Legislation to be effective at a date earlier than January 1,
2011. On December 15, 2006, the Department of Finance released guidelines on normal growth for income trusts
and other flow-through entities (the ‘‘Guidelines’’). Under the Guidelines, trusts will be able to increase their equity
capital each year during the transitional period by an amount equal to a safe harbor amount. The safe harbor amount
is measured by reference to a trust’s market capitalization as of the end of trading on October 31, 2006. The safe
harbor amounts are 40% for the period from November 2006 to the end of 2007, and 20% per year for each of 2008,
2009 and 2010. For Baytex, the limits are approximately $730 million for 2006/2007 and $365 million for each of the
subsequent three years. The safe harbor amounts are cumulative allowing amounts not used in one year to be
carried forward to a future year. Two trusts can merge without being impacted by the growth limitations. Limits are
not impacted by non-convertible debt-financed growth, but rather focus solely on the issuance of equity to facilitate
growth. At December 31, 2008, the Trust had not exceeded its ‘‘normal growth’’ limits.
19. DIFFERENCES BETWEEN CANADIAN AND UNITED STATES GENERALLY ACCEPTED
ACCOUNTING PRINCIPLES
The Consolidated Financial Statements have been prepared in accordance with accounting principles generally
accepted in Canada (‘‘Canadian GAAP’’). The significant differences between Canadian and United States GAAP, as
applicable to these consolidated financial statements and notes, are described in the Trust’s Form 40-F, which is
filed with the United States Securities and Exchange Commission.
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