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Chairman’s Statement

Dear Shareholders

Against the background of significant economic problems in both the United
States and Europe, China is now the world's second largest economy with a
continuing growth rate af around 9% per annum. The Chinese Government
is endeavouring fo rein in inflation and re-balance the economy from a
source of cheap labour and manufacturing to a fully developed economic
power with domestic consumer demand capable of sustaining growth
and these steps are expected to slow growth in the short term. However,
demand for natural gas in China is continuing to grow significantly. We
believe the expansion of China’s pipeline coverage will ensure that domestic
gas consumption will continue to expand rapidly and demand for natural
?os is forecast fo significantly exceed supply for 2011 and beyond for the
oreseeable future.

This trend has had an effect on gas prices, with the Chinese Government
under pressure to establish a natural gas pricing mechanism that reflects
ovoilogi\ify of resources and market supply and demand. China gas
importers typically buy at import prices that are higher than the average
domestic sale prices and import prices in China are moving fowards the Far
East LNG prices paid by Japan and Korea which are |in]g<ed fo oil prices.
We believe the increasing disparity between import and domestic gas prices
will drive market reform. As an interim measure, the Government increased
domestic prices by almost 25% in 2011, Primeline is well positioned fo take
advantage of these fundamental economic factors.

Developmem of the 1S36-1 gas field has now commenced. Since we
signed various development ogreemenfs with China National Offshore O||
Corporation [CNOOC] in March 2010, CNOOC became the operator for
the LS36-1 development operations and they have commenced design and
early procurement activities so that the development remains on schedule with
first gas currently being expected in mid 2013. CNOOC s also responsible
for the finalisation cn&gsubmission of the Overall Development Program (ODP)
to the Chinese Government for the appropriate approvals. Before the ODP
can be filed it is necessary fo obtain approval for the Environmental Impact
Assessment (EIA) which has taken longer than originally anticipated due in
part fo the general fightening by the Chinese Government of its environmental
regulations but also due to the necessity to change the site for the onshore
processing terminal.

During the year, CNOOC and Primeline identified an alternative existing
site that is significantly better than the previous site. Arrangements for the
acquisition O?The alternative site are being finalised and that has allowed
CNOOC fo finalise the EIA which has now been reviewed by the
appropriate authorities and is now in the process of preparation for filing

with the ODP.

Primeline has also signed a loan memorandum with a major Chinese bank
on the general terms of project financing for its share of the development
cost. That financing is suE|ecT fo the approval of the bank’s credit committee
and the current expectation is that the submission to the credit committee for
approval will be made after the ODP has been submitted to and approved
by the appropriate Chinese authorities.

With regard to exploration, Primeline drilled the 1S35-3-1 well during the
year which flowed natural gas. Although the volume of gas discovered was
not commercial, the discovery is significant in that it proved the migration of
natural gas info prospects on the western margin of the basin.

In addition, Primeline has also secured a new pefroleum confract to replace
the exploration rights and commitments under the Block 25/34 petfroleum
confract, the exploration phase of which was due fo expire in May 2013.
In July 2011, CNOOC and Primeline entered info a memorandum of
agreement under which it was agreed that the existing pefroleum contract
will continue only in relation to the LS36-1 development and that CNOOC
will grant Primeline a new petroleum contract with a seven year exploration
period and with a slightly ’Cc)]rger area of 5,877 sq kms. The effect of the
new contract is to give Primeline significantly more time to explore the area
for resources which can be tied into the LS36-1 production facilities. It also
has effectively delayed the requirement for financing the exploration costs, o
positive development having regard to The current uncerfainfies in the equity
market. With that in mind, in May 2011, | made available to the Company
a US$4 million interest free working copnol facility in order to avoid the
necessity of the Company having fo issue equity fo finance working capital
requirements in current market condifions.

Accordingly, in view of continued progress made by CNOOC on the
development of the LS36-1 discovery, coupled with the recent agreement for
a new pefroleum confract, | am confident that Primeline is poised to make
significant progress in the coming year. With CNOOC currently maintaining
the development schedule, subject to financing being put in place, Primeline
expects fo be generating pefroleum sales income in 2013 and will have the
benefit of the new petfroleum confract with which to explore the full potential
of the Lishui Basin in the East China Sea.

| take this opf)ortumty fo again thank all our shareholders for their support

and the Primeline team for another year of hard work and continued progress
fowards our goal to be a major gas producer in offshore China.

Victor Hwan

Chairman and President




FEHE
MERRR

AERBELREANCERENTRT » MRS KBRS
BRFFA 9% IR RE - REIBFEIHBERRNFR - IEZDHNER
BREERT » B LURES SO MBIER R ERRERNEB R BIEE)
BRI A FFERRIEERL - ELEEBERHAREERPELEN
BRREAE - R PEIERARPFRARFTREERAZE - I
5 BEPEARREEBZMRVE—TER  BRARRRAVEEERRS
REBR - —F——4F » PFERARNTEREFZERBEMESE ; TAHE
RAIARK » BARARBANELNEES 2 EABS -

ERBEHRNRNERELE T HENTE - MPBEBFSREL—EARR
REEEHILIEHRRRERNERLULTIHHERENTE - FERAR
HENBERBEESNRERNRARNTIHEER » WES BT AR
REFURERE MERFRICRARER - HFIRE - FERRREDER
EER A SH EEE IR AY BT IR - 2SI BBEIRNRARTHIBNRE - FR—18ER
R - PEIBFR —F——FRHEARRRAVEEERIER T 25% -
MEBERF TSR N ELERNCERNRHRIES -

Bk 36-1 RHERRIAERRERRE - ABEREPEEFAMRAT (FEH)
RIB-—FFE-AHET —RIREBRRE - PRMKREK 36-1 AHF
RIFERFRESE - BRI - PEHEERNG YRR R RBRSRIETE - L
R BN — S FPERRERE - PEHRKTIESRERR
73%€ (ODP) RySefm LA K L3k B B # #Ht #Y TAF - ODP EHLAY— BN AJ
PHRRERFFEN HREFTRBRFEEEFINEL - B PEBIATH
RIEREBCRABEBRELILEK 36-1 AR LAREERSIUNEE - R
PR ENENRREEERER

HE—FE - BERPEHRETE Y —RUEBENEIRGIE - FTEIRGURY
Bt THFEEARR » HENE LRI RTREXCRBBTEBEFINE
& o USRI ODP 19 E3RIMEE AV ZER TIF -

RHEE—FPEANRTHE T REREERB SR, BE T BESER
FTEAENFERERNEIZRME - MEAEFCRTEEETEZS RN E
TIREAER - FEEHRITHERER B R ERERBREIWESIER - et
EHFLIRECEESRE ST -

TERRAE » BERARFEEERT BK 3531 H > WEBRARRM - {BE
HBEREH AR REERENEE  BEEE T BKAMARKEBRAARE
EE N CSEE

kb BESEARHEE 0 BU—OFNARERBRREN S —=4%
BEIEIM 25/34 B ARERPHFEHNWENNERE - —_F—F 8 >
M hTIBESEY —MNARE S  REBRBNOMEREG REENTE
K 36-1 REMFERREEEE  BSTEHEEBESE —MHHTNRIFED
B 7 ENARER > EEREERBANIEENERE » 55877 FHAR -
A MERATHBEES TR RFRERENR L EISASRRER - MEET
SR EIRAIFI R I LUREEENE 2835 FIRE /K 36-1 RARVAEER - AME
ERERHHEE Y HRERNRETRK ;s EEIENEATSNAEBEN -
EEARBMNES - EN 1t RIF—F1 [ RABKRATEMT 400
BEXEMEBETEREZEES  LBEAATEERNTERETNAENE
BESHFRMBTRERE -

FR AT - B AEHIEREK 36-1 RAMBIRR LIGEERUER » LI
BT ARAR - BREEERERRN—F IEREMERIE
& - BRIfERERZIRR DERIBA - ERE TIEIRAZTH - XERHRN
TER-ZHFEERREERA - 1 BRI ARER - BERERE
BB SRS BEK 23 A mE B EE o

B R - WERBHDEBR —NBENHNBERERCEBRE—F
PHIEE T - BARAKRATEE ERAARREIRZEEFNRERR &8
EY—RY |

HIEE
ERARBE

6




Primeline Energy Holdings Inc. (TSX Venture-PEH)

Management Discussion and Analysis for the Year Ended March 31, 2011

(Prepared by Management)

Introduction

This management discussion and analysis is dated July 20, 2011 and
fakes info account information available up to that date. It should be
read in conjunction with the Company's audited consolidated financial
statements and related notes for the year ended March 31, 2011, which
have been prepared in accordance with Generally Accepted Accounting
Principles in Canada. All monetary amounts in this discussion and
analysis are expressed in Canadian dollars unless otherwise nofed.

Cautionary Note Regarding Forward-Looking Statements

Some of the following disclosures contain forward-looking statements,
which involve inherent risk and uncertainty affecting the business of
Primeline. These statements relate to the time anticipated to submit and
gain government approval of the Overall Development Program (referred
to herein as the "ODP”") for the lishui 36-1 (or LS36-1) gas field, the
commencement of the development of the 1S36-1 gas field (referred
to herein as the "LS36-1 Development’], the Company’s expectation
that it will enfer info a final contract for the sale of gas from the LS36-
1 gos field and the results of exploration of the Company’s other
resources and exploration prospects. They are based on assumptions
that submission of the ODP for government approval will be completed
and approval gained in a timely fashion, that the 1S36-1 Development
will be commenced as planned, that funding will be sufficient to pay the
costs of the LS36-1 Development, that a final gas sale contract can be
concluded on acceptable terms and that the results of further exploration
will be favourable. Actual results may vary from those anticipated in such
statements. Work may be delayed for technical and other reasons and,
if it is, approval of the ODP will also be delayed. Funding may not be
sufficient and, if it is not, the Company may be unable to complete some
or all of the LS36-1 Development. Costs of the LS36-1 Development may
be greater than anticipated. The Company may not be able to conclude
a final contract for gas sale on acceptable terms. Exploration for oil and
gas is subject to the inherent risk that it may not result in a commercial
discovery.

Company and Project Overview

Primeline Energy Holdings Inc. (“the Company”) is focused exclusively
on upstream oil and gas opportunities in China.  The Company owns
rights in and operates under an exploration licence for 5,221 sq kms in
the East China Sea (“Block 25/34") pursuant to a Petroleum Contract
dated March 24, 2005 ("Petroleum Contract”) entered info between
China National Offshore Oil Corporation ["CNOOC"), Primeline Energy
China lid. ["PECL"), a wholly owned subsidiary of the Company, and
Primeline Petroleum Corporation ("PPC”), an affiliated company wholly
owned by Mr. Victor Hwang, the Company's chairman and maijority
shareholder. PECL and PPC act jointly as the “Contractor” under the
Petroleum Contract and PECL and PPC own 75% and 25% respectively
of the Contractor's interests in the Petroleum Contract. Primeline Energy
Operations International Lid. ("PEOIL"), another wholly owned subsidiary
of the Company, is designated as "Operator” under the Petroleum
Contract. References in this MD&A to 'Primeline’ refer generally to the
Company, PECL, PEOIL and PPC and references to the Company include
its subsidiaries PECL and PEOIL. References to the “"Contractor” are to

PECL and PPC acting jointly.

Pursuant to the Petroleum Contract, the Contractor is required to fund
all exploration costs and CNOOC has the right fo participate in up to
51% of any commercial development by paying its pro rata share of the
development and operating costfs required for production of any oil or
gos. The Confractor has the right to recover exploration costs from future
production.
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Primeline and CNOOC are implementing a rolling development
strategy in the Lishui Basin. Primeline is working with CNOOC on the
development of the LS36-1 gas field in Block 25/34 on a stand-alone
basis. The LS36-1 gas field was discovered by Primeline and has two
wells with DSTs which fested flow rates of 2.9 and 12.6 MMcf/d of
natural gas and has probable recoverable gas reserves of 119 bcf
(Company net of 46 bef)l. CNOOC is the Operator for the development
and production operations of the LS36-1 gas field according fo the
Development Agreements signed between CNOOC and Primeline and
described below. The participation interests in the LS36-1 Development
are 51% CNOOC, 36.75% PECL and 12.25% PPC. The development
and operating costs will be borne by the parties in accordance with their
respective participating inferests.

There are several related prospects in the vicinity of the LS36-1 gas
field (generally referred to as the “Lishui Gas Play”) which have been
seismically delineated and Primeline has discovered gas in one of
these prospects through its well 1S35-3-1 drilled in April to June 2010.
Furthermore, Primeline believes that there is hydrocarbon potential, in
addition to the Lishui Gas Play, in the remainder of Block 25/34. The
Company continues to be the Operator for all exploration activities in
Block 25/34 and is required to bear 75% of the exploration costs with
PPC bearing the remaining 25%.

The LS36-1 Development may not by itself yield significant income in
the near ferm but it would establish a production facility for the Lishui
Gas Play and secure access to the dynamic local gas market in Eastern
China. The confirmation of the market and the creation of the production
facility would significantly enhance the potential value of any additional
resources which may be discovered, not only in the LS36-1 gas field
itself, in the probable and possible category resources, but, also in the

Lishui Gas Play and elsewhere within Block 25/34.

On July 15, 2011, CNOOC, the Company and PPC entered into a
Memorandum of Agreement (the “"MOA") which amended the Petroleum
Contract such that no further exploration activity will be carried out under
the Petroleum Contract although it will continue in effect in relation to the
continuing development and production operations relafing to the LS36-
1 Development. Further, under the MOA, Primeline and PPC agreed
fo relinquish all of the current contract area of 5,221 sq kms, save for
the development area for the LS36-1 gas field, comprising 84.7 sq kms
and CNOOC agreed to grant the Company and PPC a new petroleum

contract with a new seven year exploration period and for a slightly
larger area of 5,877 sq kms, covering the existing contract area of the
Petroleum Contract.

Annual Progress Review

The 2010 — 2011 financial year was a very important year for
Primeline. During the year under review, Primeline has secured and
commenced the development project and hence implemented its dual
strategy of working towards a stand-olone development of the [S36-1
gas field, based on the currently confirmed resources, whilst af the same
fime continuing ifs efforts to explore the nearby prospects to expand the
current resource base. As referred to above, it has also secured a new
petroleum contract, giving significantly more time fo further explore the
contract area.

Primeline’s development and exploration activities during the year under
review have consisted of:

LS36-1 Development

Following the signing, in March 2010, of the Supplemental Development
Agreement ("SDA”) and related agreements with CNOOC governing the
development and production operations relating fo the LS36-1 gas field,
CNOOC became the operator for the development operations. Primeline

and CNOOC have:-

® secured a new, better site for the proposed onshore ferminal for the
LS36-1 Development from VWenzhou government and, subsequently,
signed a framework agreement with the Wenzhou Government
relating to the land acquisition and the construction of the onshore
terminal;

complefed the engineering survey for the new terminal site and revised

the ODP accordingly;

complefed the revised environmental surveys on the new ferminal site
and the Environmental Impact Assessment (EIA) Report, final approval
of which is expected shorily;

prepared for full government filing submission of the ODP and
supporting documents, final submission of which is also expected
shortly;
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commenced and carried out basic engineering design and
commenced procurement for the LS36-1 Development;

further negotiated the ferms of the gas sale and upgraded the previous
gas sale agreement info a Framework Agreement with Zhejiang
Natural Gas Development Co. lid. ("Zhejiang Gas”) and entered into

a subsequent supplemental agreement; and

continued discussions with financial institutions relating to the financing
of Primeline’s share of the LS36-1 Development project funding.

Exploration
As part of the overall rolling development strategy, Primeline has:-

e drilled an exploration well, [S35-3-1, resulting in a hydrocarbon
discovery;

completed the post well evaluation and a re-assessment of the
remainder of the Block incorporating the information collected from the
new well;

selected a new well location and carried out well design;

secured a rig slot for drilling the next well in late 2011; and

secured a new petroleum contract with a seven year exploration
period over a larger area.

DEVELOPMENT OF LS 36-1 GAS FIELD

Development Work Overview

Primeline’s existing gas discovery, LS36-1, has relatively small reserves
defined by the two successful wells and was previously regarded as

sub-commercial. In 2007, Primeline and CNOOC obtained reserve
approval from the Chinese State Reserve Commission and complefed a
feasibility study of the stand-alone development of LS 36-1. Based on
the results of the formal feasibility study, Primeline and CNOOC signed
an Agreement in Principle with Zhejiang Gas for the Sale and Purchase
of Natural Gas from LS36-1 ("Agreement in Principle”] in October

2008. In 2009, Primeline and CNOOC commenced and completed
the preparation of the ODP for the LS 36-1 gas field and confirmed the
commerciality of the gas field. Primeline and CNOOC then entered
info the SDA and various other agreements related to the [S36-1
Development in March 2010.  Subsequently, Primeline and CNOOC
secured a better site for the onshore ferminal and because of this change,
CNOOC needed to revise the ODP and EIA study. In November
2010, CNOOC commenced the engineering design, and, whilst the
documentation for submission of the ODP fo the government was being
finalised, the procurement activities for the LS36-1 Development were
also commenced.

Development Agreements and Development Operator’s
Set Up

In March 2010, Primeline and CNOOC signed a series of
agreements relating to the LS 36-1 Development, comprising the
SDA, a Joint Operating Agreement ["JOA”"), an agreement relating
to the implementation of the development and procurement and cost
control principles (“Implementation Agreement”] and a letter agreement
amending a previous agreement relating to the terms of the Pefroleum
Confract ("Amendment Agreement”’). These agreements (together, the
"Development Agreements”) govern the development and production
operations relating to the LS36-1 gas field. The main features of
these agreements are the transfer of operatorship for the development
and production operations for the LS36-1 gas field from Primeline to
CNOOC and various cost saving and schedule optimisation measures.
The Development Agreements were ratified by Ministry of Commerce of
the People's Republic of China and became effective on June 13, 2010.

Following the transfer of operatorship, CNOOC China Lishui Operating
Company (LOC), a subsidiary of CNOOC, has been officially
established as operator for the LS36-1 Development and all registration
documentation has now been obtained. In November 2010, Primeline
and CNOOC, through the Joint Management Committee (JMC),
approved a staffing plan for LOC for 2011 and the office and staffing
infrastructure for LOC is now being established.
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Terminal Land

The Company has been working closely with CNOOC on the acquisition
from Wenzhou Government of the land required for the onshore terminal.
Due to delay in the surrounding reclomation programme, and the Chinese
cenfral government's fougher controls on land reclamation from the sea,
it was decided that the original terminal site was no longer suitable for
the LS36-1 Development. It become apparent in late 2009 that it would
be an increasingly long process to obtain full approval for the necessary
reclomation and there would also be a significant risk of subsidence of
land that had been reclaimed from the sea. As a result, Primeline and
CNOOC entered into discussions with VWenzhou Government in 2009
and, in the middle of 2010, agreed an alternative location for the
terminal site. The new site is located on the southern side of the Niyu
Island (the previous location was in the north) and is significantly better
than the previous site. The site was created in the past two years by
Wenzhou Government as part of their quarrying for other reclamation
programmes. The majority of the land comprising the new site is flat,
solid made ground which can be built on without significant foundation
preparation. This should make up some of the lost project time and, more
importantly, should minimise any potential future foundation subsidence
issues.

Following further significant discussions and negotiations during the year,
a Framework Agreement for the Construction of Natural Gas Terminal
for LS36-1 gas field was signed between the Government of Wenzhou
Municipality and CNOOC (on behalf of CNOOC and Primeline) on
December 7, 2010. The agreement sefs out the responsibilities of the
parties in relation to the development and construction of the terminal
for LS36-1 gas field on Niyu Island to the east of Wenzhou. Onsite
construction by the Wenzhou Government and the LOC is anficipated fo
commence in the second half of 2011.

Satellite photograph of terminal site,
Niyu Island
MR BIR SRR ARSI 2B

Overall Development Program

The ODP is required to be approved by the Chinese government before
the LS36-1 Development can officially commence. It comprises a
formal development engineering plan, backed up by survey results and
environmental studies, together with a full economic analysis of the 1S36-1
Development.

With the resolution of the terminal issue in July 2010 and confirmation of
the revised delivery point for the gas sale with Zhejiang Gas, CNOOC
moved promptly onto revision and finalisation of the ODP which had
previously been agreed in 2009, for submission to the National
Development and Reform Commission (NDRC) and, in particular, to
the completion of the EIA for the new terminal site which was the main
outstanding document required for that submission. The development
pipeline routing study was also revised to reflect the change of terminal
site and the gas pipeline route between the terminal and the delivery
point and, following an expert review, a public enquiry was held
between February 22, and March 5, 2011 without any negative
feedback. The State Oceanography Administration ("SOA”) held a
final approval meeting for the routing on April 14, 2011. The EIA was
completed in early 2011 and CNOOC conducted an infernal review of
the revised EIA which was approved by CNOOC on March 12, 2011.
The Report was then submitted to the SOA and reviewed on April
26, 2011 without any major concern or challenge. However, minor
amendments were required by that review and the final EIA is expected
to be approved shortly following which the ODP can be submitted to
NDRC. CNOOC has confirmed that it will use reasonable endeavours
fo submit the ODP as soon as reasonably practicable subject only fo final
approval of the EIA.

In the meantime, the LOC, as operator for the LS36-1 Development,
appointed CNOOC Research to commence engineering basic design
for the LS36-1 Development in November 2010, in order to maintain
the LS36-1 Development schedule. The engineering basic design was
reviewed at a review meeting af the end of May 2011 and finalisation
of the design is currently underway. Once the design is completed, LOC
will be able to commence full procurement for the LS36-1 Development.
Early procurement work for long lead items commenced in Q1 2011.
Primeline is fully involved in the management of the engineering design
and procurement with LOC.
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Gas Sale Agreement

The Agreement in Principle signed between CNOOC (on behalf of
themselves and Primeline] and Zhejiang Gas in 2008 defined the
general ferms on which Zhejiang Gas agreed to purchase the future
production of natural gas from the LS36-1 gas field, including the quality
of the gas, take-orpay principles, base price, annual quantity and
delivery schedule. The principles sef out in the Agreement in Principle
govern the further negotiation of the Framework Agreement, and,
subsequently, the final gas sale contract, the terms of which can only be
finalised during the development of the production facility. During the
year under review, Primeline, CNOOC and Zhejiang Gas concluded
the negotiation of the detailed terms of the gas sale for incorporation
infto a more formal agreement relating to the gas sale, referred to as
the Framework Agreement. CNOOC and Zhejiang Gas signed the
Framework Agreement for Gas Sale and Purchase from LS36-1 Gas Field
on July 7, 2010. The Framework Agreement replaced the Agreement
in Principle. The commercial terms are substantially the same as the
Agreement in Principle but the Framework Agreement contains various
detailed terms, including the delivery point, delivery planning and
schedule, determination of final delivery gas price and payment terms,

which had not previously been confirmed in the Agreement in Principle.
The Framework Agreement is sufficient to satisfy the requirement for the
government approval and project financing for the LS36-1 Development.

On May 18, 2011, CNOOC and Zhejiang Gas entered into a
further agreement which supplements the Framework Agreement. The
Framework Agreement defined the base sale price for delivery at the
terminal and the supplemental agreement confirms the location of a
revised delivery point and increased delivery pressure, fogether with an
increased gas price at the delivery point to compensate for the increase
in the development costs caused by such changes.

During the development of the production facility, when further supply and
production details are confirmed, CNOOC and Primeline will negotiate
further details of the gas sale and it is anticipated that the Framework
Agreement will in due course be replaced by a final gas sale contract.

In signing the Framework Agreement and the supplemental agreement,
CNOOC acted on its own behalf and on behalf of the Company and
PPC. CNOOC has previously entered info a separate agreement with
the Company and PPC confirming that the Company's and PPC’s share of
the gas [being 36.75% and 12.25% respectively| from the LS 36-1 gas
field will be sold through CNOOC on the same ferms as the Framework
Agreement.

LS36-1 Development Finance

Concurrent with the progress on the LS36-1 Development, Primeline
has reached in principle agreement on the general terms of the project
financing with a major Chinese Bank, subject to approval of the Bank's
credit committee.  The Bank is currently finalising its evaluation of the
project financing proposal and it is now expected that the submission
to the Bank's credit committee for approval will be made after the ODP
submission to and approval by NDRC.
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RESERVE UPGRADE

Primeline appointed McDaniel and Associates Consultants Limited
(“McDaniel”) of Calgary to update its independent evaluation of the
LS36-1 project. McDaniel is one of the world's leading petroleum
consulting firms specialising in geological studies, reserves evaluations,
resource assessments, economic evaluations and pefroleum engineering
studies. They reviewed the full ODP report and the Gas Sale Agreements
as at 31st March 2010 and 2011 and have updated their evaluation
of the natural gas and natural gas liquid reserves located in the 1S36-1
gas field in accordance with the standards set out in Canadian National
Instrument 51-101 and the Canadian Oil and Gas Evaluation Handbook
(COGEH). McDaniel's evaluation estimates that the LS36-1 gas field has
a total project recoverable Probable Reserves of 119 bef of natural gas
and 4.9 MMbbI of natural gas liquid and light oil, which translates to
Company net Probable Reserves of 45.7 bcf of gas and 1.9 MMbbl of
natural gas liquid and light oil and project Possible Reserves of 93 bcf of
gas and 3.8 MMbbl of natural gas liquid and light oil, which translates
to Company net Possible Reserves of 34 bcf of gas and 1.40 MMbbI of
natural gas liquid and light oil.

Under the oil industry definition, there is a 50% probability that the
quantities actually recovered will equal or exceed the Probable Reserves.
Possible Reserves are those additional reserves that are less certain to be
recovered than Probable Reserves. There is a 10% probability that the
quantities actually recovered will equal or exceed the Possible Reserves.
McDaniel stated that “proved reserves have not been assigned as the
ODP has not yet been approved by CNOOC and the government.” The
effective date of McDaniel’s evaluation is March 31, 2011.

Based on the Framework Agreement with Zhejiang Gas and their view of
the full product price, McDaniel estimates a net present value for the LS
36-1 project's Probable Reserves, net to Primeline, of US$83 million at a
discount rate of 5% and US$253 million, again net to Primeline, when
the Possible Reserves in LS 36-1 are included. It should be noted that
these estimated values are not an estimate of fair market value.

[S35-3-1 = Hydrocarbons Results
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SUMMARY OF OIL AND GAS RESERVES

AND NET PRESENT VALUES OF FUTURE NET REVENUE
as at March 31, 2011

FORECAST PRICES AND COSTS

RESERVES 17

LUGHT AND MEDIUM NATURAL GAS
OlL HEAVY OIL NATURAL GAS LIQUIDS

Gross Net Gross Net Gross Net Gross Net
RESERVES CATEGORY (Mbbl) (Mbbl) (Mbbl) (Mbbl) (Mbbl) (Mbbl) (Mbbl) (Mbbl)

CHINA

PROVED
Developed Producing
Developed Non-Producing
Undeveloped

TOTAL PROVED

PROBABLE

TOTAL PROVED PLUS
PROBABLE

POSSIBLE

TOTAL PROVED PLUS
PROBABLE PLUS
POSSIBLE - - /9,749
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NET PRESENT VALUES OF FUTURE NET REVENUE "

BEFORE INCOME TAXES DISCOUNTED AT AFTER INCOME TAXES DISCOUNTED AT
(%/ year) (%/year]

0 5 10 15 20 0 5 10 15 20
RESERVES CATEGORY ($MUS)  ($MUS]  ($MUS)  ($MUS)  ($M US) ($MUS)  ($MUS) (M US) (M US)  ($M US)

CHINA

PROVED
Developed Producing
Developed Non-Producing
Undeveloped

TOTAL PROVED

PROBABLE 283,680 38,309 (15911) (49,858 207,546 10,365  (33,971) (61,952)

TOTAL PROVED PLUS
PROBABLE 283,680 38,309 (15911) (49,858 207,546 10,365  (33,971) (61,952)

POSSIBLE 432,609 129,013 78,683 50,888 324,220 06,366 58,654 37,855

TOTAL PROVED PLUS
PROBABLE PLUS
POSSIBLE 167,322 62,772 (24,097)

Notes:

(1) Company Gross reserves are based on a 36.75 percent working inferest share of the property gross resources, assuming CNOOC exercise their right to back-in and take a
51 percent inferest. See "Oil and Gas Property and license Status”.

[2)  Company Net reserves are based on a Company share of fotal Cost and Profit oil and, due to repayment of past costs, are greater than Company Gross.

[3)  The CO, revenue offsets the capital and operating cost of CO, production and therefore the value of any CO, sales is assumed to be zero.

(4)  $MUS is equivalent to 1,000.00 US$ (Thousand US$)

In the report McDaniel also commented that “the development of the LS36-1 gas field will provide an infrastructure hub in the area which may be utilised in any development of the nearby
prospecis. It is envisaged that development of these prospects will be by subsea wells or a well head platform with all processing at the infrastructure hub. Incremental development costs
will therefore be low and the economics for any additional resources which may be discovered within LS36-1 gas field itself or in the nearby identified prospects would be significantly
enhanced.”

A summary of the McDaniel's report is available on Primeline’s website: http:/ /www.pehi.com.
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EXPLORATION ACTIVITY
Lishui Gas Play and 3D Seismic Data

Through the evaluation of the 737 sq kms of 3D seismic datfa, covering
the LS36-1 discovery and nearby prospects, Primeline interpreted the
existence of channel and canyon systfems and several sizeable prospects
in this area, referred to as the Lishui Gas Play. Tertiary channel sands are
a proven play type in other areas including Western Africa and the Gulf
of Mexico.

LS35-3-1 Drilling

The LS35-3-1 well was the first exploration well in the rolling development
and exploration programme which Primeline and CNOOC are
implementing in the region. The sfrategy is to find additional resources
which can be tied info the proposed production facility to be built at the
LS 36-1 gas field, to augment future production.

The 1S35-3 prospect is approximately 14.5 km from the existing [S36-1

discovery and is one of several channel system prospects Primeline

identified in the area adjacent fo the LS36-1 gas field.

China Qilfield Service Lid. ("COSL") drilled the LS35-3-1 well under a
turnkey agreement using COSL rig 942. COSL is the leading integrated
oilfield services provider in offshore China and is listed on the Hong
Kong and Shanghai Stock Exchanges. The well was spudded on April
12, 2010 and reached the planned total depth (TD) of 2,886m and
Primeline decided to deepen it to the TD of 2,908m. Gas shows and

weak oil shows were encountered during drilling.
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LS35-3-1 Testing Results

At TD, Primeline implemented a programme of electric logging and
conducted a formation evaluation logging programme including Vertical
Seismic Profiling (VSP), Reservoir Characterisation Instrument (RCI-RFT) and
side wall coring. Interprefation of the log data confirmed that:

e Target Zone 1 comprised continuous sandstone with porosities
ranging 13-22% but no indications of hydrocarbons;

Target Zone 2 comprised sandstone with mudstone interbeds with
porosities ranging 0-16% but with limited indications of hydrocarbons;

Target Zone 3 comprised sandstone and mudsfone interbeds with
over 20m aggregate of potential hydrocarbon gas pay in two zones
with porosities ranging 5-16%.

Based on these results, Primeline instructed COSL to conduct drill stem
festing [DST) of the two intervals in Target 3 which commenced on May
16, 2010 under a turnkey arrangement.

DST 1 was conducted over the depth range 2,836-2,852m measured
depth (MD). This was conducted conventionally using diesel in the
wellbore. There was no flow of hydrocarbons fo the surface.

1S35-3-1 = Gas Flare
7K 35-3-1 RARAH

DST 2 was conducted over the depth range 2,794-2,802m MD.
Nitrogen was used in the wellbore to optimise the pressure drawdown
and gas flowed naturally to the surface and was flared continuously and
steadily for over 7 hours. A second flow period was attempted after an
18 hour shutin but was unsuccessful because the fest valve was blocked
by formation sand. There was then a second shutin period of 15 hours.
Data from the downhole pressure gauges showed that the two pressure
build-ups during the shutin periods were consistent. The surface gas flow
during the first flow period was af a low pressure which steadily rose
over the 7 hour flow period but did not reach the pressure necessary fo
operate the separator or the flow meters. The flow potential of the well
was thus not measured. Gas samples were collected at the wellhead
and fluid samples were collected from the wellbore for laboratory
analysis. The test programme ended on May 29 and the LS35-3-1 well
was declared as a gas discovery. The COSL rig was released on June 7
after the completion of end-of-well operations.

This discovery is significant in that it confirms that hydrocarbons have
migrated to and are frapped in the west flank of the West Lishui Basin,
the maijority of which is inside Block 25/34. Three channel systems
have been mapped and delineated in Primeline’s 3D area, with others
recognised fo the north of that area which is covered by 2D seismic
dafa. Primeline has complefed the post well evaluation of 1S35-3 and
is now refining the pefroleum system model in order to high-grade and
further define prospects for further exploration drilling.

This discovery is also the first surface flow of natural gas from a low
permeability reservoir in the southern East China Sea. This is significant,
not only for further exploration in Block 25/34, but also for upside in
the LS36-1 Development. The LS36-1 gas field has over 200 mefres of
gasbearing low-permeability reservoirs which are directly below the gas
zone being developed. With the new data from LS35-3-1, Primeline will
assess the potential for modern fracing, horizontal and multilateral drilling
fechnology to enhance the low permeability reservoirs' production rates.

The cost of drilling the well was US$16.5m and the cost of testing was
US$11.8m, which was in line with the budget.
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LS35-3-1 Post Well Evaluation

Following the drilling of the LS35-3-1 exploration well, Primeline
conducted a detailed post well evaluation of the data gathered in the
well and re-evaluated the remainder of the Block using the new data.
[S35-3-1 confirmed a hydrocarbon accumulation on the VWestern Flank
of the Lishui Basin which is significant for Primeline’s ongoing exploration
effort in the region. The well flowed gas from a low permeability
reservoir which has implications for the possible development of the
deeper gas zones in the LS36-1 gas field and the gas potential in the
region in general.

The 1S35-3-1 well was located to test three inferred stacked channel
sand reservoirs: Targefs 1, 2 and 3, over an expected depth range of
2100 — 2880 metres. Target 1 was forecast to be similar to the good
reservoir sequence in the LS36-1 gas field which Primeline and CNOOC
are currently developing. Targets 2 and 3 were forecast to be similar to
the lower gas sands in the LS36-1 gas field. All three predicted reservoir
targefs had seismic amplitude and AVO characteristics similar fo those

seen in the LS36-1 gas field.

All three sands were encountered in well LS35-3-1, however, Target
1 was water bearing whilst Target 2 had some gas, but mostly water.
Target 3 had gas from top to base of the reservoir. Although on fest gas
flowed naturally to the surface from the upper zone of Target 3 and was
flared continuously for 7 hours, no accurate measurement of gas flow
was possible.  Calculations on the differential pressure across the choke
indicate a low flow rate without stimulation.

Analyses of the gas samples from the well show low inert gas contfent (N,
CO2) of 1.5 = 3.3% and a similar hydrocarbon composition to LS36-1

gos field, but with more liquid hydrocarbon content.

Implications of the Results

Proving the presence of frapped hydrocarbons on the Western Flank of
the Lishui Basin supports Primeline’s hydrocarbon source generation and
migration model. The low CO2 levels also support Primeline’s view that
the CO2 present at LS36-1 gas field is a result of localised and late
CO2 generation in isolated areas and that CO2 is not regionally present
throughout the basin.

Target 1 comprised good quality porous sand of over 44m, somewhat
better in quality than at the LS36-1 gas field. The most probable reason
for the lack of hydrocarbons in Target 1 is thought to be up-dip leakage
from this sand level at this stratigraphic trap location as tests have
subsequently shown that the reservoir had been charged with gas.

Achieving gas flow from the deeper low permeability reservoir is
encouraging but the commercial potential of LS35-3-1 will depend
on successful fracing and other optimisation techniques presently used
elsewhere in the industry to improve production rafes from tight gas
sands. Primeline and CNOOC plan to fest such concepts early in
the LS36-1 Development drilling program.  Success in flowing gas at
reasonable rates from these deeper, tighter reservoirs could convert
some of the gas-in-place in the lower sands at LS36-1 gas field info
producible reserves. The volume of gasin-place in the lower zones in
LS36-1 gas field is of a similar amount to that in the top good reservoir
but, as it was not previously regarded as commercial, it has not been
included in any previous reserve calculation or development proposal.
Any gas produced from these lower zones would significantly enhance
the economics of the LS36-1 Development as production would be
through the same infrastructure, which will be financed by the production
from the upper zone. In addition, the gas encountered in the LS35-3-1
exploration well could be commercial if these fracing techniques prove
successful as the fie-in distance to the proposed LS36-1 platform is only

about 14.5 km.

Trap infegrity is now the biggest exploration prospectspecific risk going
forward. Finding Target 1 to be water bearing at LS35-3-1 is a setback
fo Primeline’s concept of using high seismic amplitudes coupled with AVO
seismic aftributes as a direct indicator of hydrocarbons. The rock physics
from 1S35-3-1 has confirmed that water filled porous sands will also
generate an AVO response. Primeline is investigating the applicability
of other indirect hydrocarbon indicators whilst continuing with traditional
mapping and trap definition fechniques to reduce the exploration risk.
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Preparation of the Next Exploration Well

Primeline and CNOOC jointly reviewed the post well evaluation results
and agreed the future exploration strategy at Technical Committee
Meetings in November 2010 and January 2011. A joint working
session was held in February 2011 when the parties agreed the optimal
next exploration drilling location, which is LS30-3-1 in Block 25/34.
Well design was completed prompily.

The LS30-3-1 location as agreed by CNOOC and Primeline was
selected based on the inferprefation of 3D seismic dafa and is another
channel sand stratigraphic trap prospect. The proposed well is
approximately 16.5 km north west from Primeline’s LS36-1 gas field and,
it successful, can be tied into the production platform to be built for LS36-
1. As part of Primeline’s rolling development strategy the step out drilling
of 1S30-3-1 and the other prospects identified will be coordinated with
the development of the LS36-1 gas field.

Primeline commenced discussions with COSL in late 2010 in order to
secure a drilling rig for the next exploration drilling campaign. Following
several rounds of negotiation, a letter of infent ("LOI") for the Turnkey
Drilling Operation was entered into on April 27, 2011 to record the rig
availability and agreed turnkey drilling contract price.

Pursuant to the LOI COSL has agreed, subject to contract, to enter into
a turnkey drilling contract with Primeline under which COSL will drill one
exploration well, LS 30-3-1, sometfime in the fourth quarter of 2011. In
addition, Primeline will have an option to drill a further well in the nearby
area, affer completion of the proposed well, at the same rates. COSL will
supply all necessary equipment, services and personnel for the drilling.
The turnkey price for drilling LS30-3-1 well, as defined by the LOI, is
US$15.8m including site survey and mobilisation costs. The total budget
for the well is up to about US$25m for a success case, depending on the
level of festing to be carried out. Before entering into the LOI, Primeline
obtained confirmation from its major shareholder and Chairman, Mr.
Victor Hwang, that he would underwrite the cost of the drilling contract
in order to enable Primeline to secure the rig. The cost of the exploration
well will be borne by Primeline and PPC in the proportions 75/25,

representing their respective interests in the Petroleum Contract.

However, following the recent MOA (see “Petroleum Confract” below),
it is now anticipated that drilling will be delayed until after the new
petroleum contract is signed and a new drilling slot confirmed.

CORPORATE DEVELOPMENT
Rights Offering

In order to fund the cost of the turnkey drilling contract for LS35-3-1
Primeline effected an offering to shareholders of rights to subscribe for

47,020,623 Shares at $0.50 per Share ("Rights Offering”).

The preparation of the offering commenced in early 2010 when
Primeline commenced the discussions with COSL on the drilling contract.

The Company's largest shareholder, Primeline International (Holdings)
Inc. ["Primeline International”), agreed fo provide a standby commitment
(the “"Standby Guarantee”) under which Primeline International would
purchase from the Company at the Subscription Price any Shares that
were not otherwise subscribed for under the Rights Offering prior to the
expiry time. Primeline International is owned by Mr. Victor Hwang, the
Company's chairman. The obligations of Primeline International under the
Standby Guarantee were secured by a cash deposit with the Company

of C$23,510,311.

The Company engaged Jennings Capital Inc. (“Jennings Capital”) as
managing dealer for the Rights Offering and entered info a managing
dealer agreement dated March 24, 2010. Jennings Capital was
entitled to a fee equal fo the greater of (i) 2% of the gross proceeds from
the exercise of Rights by holders of Shares, other than Mr. Hwang, his
family members and affiliates (including Primeline International) and the

directors and officers of the Company, and (i) CAD$75,000.

The Rights Offering closed on May 6, 2010. Under the Rights Offering,
shareholders subscribed for and purchased 39,640,833 Shares resulting
in gross proceeds of $19,820,416. Under the Standby Guarantee,
Primeline International purchased the balance of 7,379,790 Shares
available under the Rights Offering, for gross proceeds of $3,689,895.
Aggregate gross proceeds of $23,510,311 were received by Primeline.
Net proceeds were $23,056,752 after deducting the fee to Jennings
Capital and professional fees of $453,559. The net proceeds of the
Rights Offering were used to pay for the Company’s share of the cosfs
of drilling and testing of the LS35-3-1 exploration well, amounting
to US$28m (the Company's share being US$21m) plus associated
supervision and evaluation costs, with the balance remaining being
refained for working capital purposes.
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PETROLEUM CONTRACT

The Petroleum Contract provided for an initial exploration period with
a development period and a production period for each commercial
development. The exploration period was originally for seven years
commencing on May 1, 2005, split info three phases lasting three, two
and two years respectively, and a one year extension fo the first phase
was granted in 2008.

In 2007 the Company and CNOOC agreed on a rolling development
strategy, which entails developing the existing gas resources in the LS36-
1 gas field whilst af the same time continuing exploration of nearby
prospects.  As a result, in April 2009, in view of the work programme
being undertaken in relation to the ODP and the difficulty then being
experienced in locating a suitable rig, CNOOC agreed that Primeline
could carry forward the unfulfilled one well commitment from the first
phase info the second phase of the exploration period.

There was thus a two-well exploration commitment for the second phase
of the exploration period for Block 25/34 which expired on April 30,
2011. Primeline drilled one of those two commitment wells in April
to June 2010. Having regard to the current development activity and
the drilling program agreed by COSL, CNOOC agreed, in a letter to
Primeline dated April 28, 2011, fo a grace period of three (3) months
so that the expiration date of the second phase of the exploration
period was extended from May 1, 2011 to July 31, 2011 to allow
fime for discussions with regard to the coordination of the exploration
program, development work and for Primeline to decide whether fo elect
fo enter into the third phase. CNOOC also agreed that the unfulfilled
commitment well in the second phase could be carried over fo the third
phase, so that the work program for the third phase would be a minimum
of two commitment wells.

However, as a result of further discussions following such agreement,
Primeline and CNOOC have now negotiated revised exploration
licence arrangements which arrangements are set out in a memorandum
of agreement dated July 15, 2011 ("MOA"). The MOA amends the
Petroleum Contract such that no further exploration activity will be carried
out under that contract and Primeline and PPC will relinquish all of the
current area of 5,221 sq kms held under the Pefroleum Contract, save for
the development area for the LS36-1 gas field, comprising 84.7 sq kms.
The Petroleum Contract will remain in effect in relation to the continuing
development and production operations for the LS36-1 gas field. In order
to provide Primeline with continuing exploration rights in the area, the
MOA also provides that a new petroleum contract (“New Contract”) will
be granted on the following basis:

* Area: The exploration area under the New Contract will cover the
same area as that currently held under the Petroleum Contract but
with an additional adjacent area to the east making a new contract
area of 5,877 sq kms. The new area has been designated as Block

33/07.

Term: The New Contract will have a seven year exploration period
divided into three exploration periods of three, two and two years
each with a minimum work commitment in the first phase of two wells
plus 600 sq kms of 3D seismic. The commitment for each of the
second and third phases is one well.

Future discoveries in the new confract area (and any CNOOC self
financed discoveries nearby, if there is spare capacity and subject fo
payment of a proportion of operational costs) will enjoy the right to
free use of the production facilities to be built for the LS36-1 gas field.

All other terms are the same as the Petroleum Contract and the New
Contract will be held by Primeline and PPC in the same proportions in
which they hold the Pefroleum Contract of 75%,/25%.

Accordingly, Primeline and PPC will continue to have a significant
exploration area around the LS36-1 gas field for a further seven years
whilst CNOOC, Primeline and PPC will continue to develop the 1S36-1

gos field over the next two years.

It is intended that Primeline and CNOOC will finalise and enter into the
New Confact shortly, which will then be subject to the approval of the
Ministry of Commerce in China.
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GENERAL FINANCIAL OUTLOOK

As at the yearend [March 31, 2011), the Company held cash resources
of C$1.05 million. The costs of running the Company's general
operations are estimated at approximately C$2.5 million per annum.
Accordingly, in order to provide interim funding for working capital, in
May 2011, Primeline enfered info an agreement with Mr. Victor Hwang,
its President, Chairman and largest shareholder, under which Mr. Hwang
granted Primeline a loan facility of up to US$4,000,000 (the “Facility”)
which may be drawndown in multiple tranches at any time before
November 30, 2011. The amount drawndown under the Facility,
which is to be used for working capital purposes, is inferest free and is
repayable on written demand at any time affer November 30, 2011.
Primeline is invesfigating options for generating funds to repay the funds
drawndown, and expects to make an announcement about repayment
in due course. As a result of the Facility, the Company has sufficient
funds in hand to continue ifs general operations during the coming year.
However, additional financing would be required to fund the Company's
obligations in relation to the LS36-1 Development, or if the Company
was fo enter info any future exploration drilling contracts.  There may be
various alternative financing options available to the Company in the
event that the LS36-1 Development proceeds as planned and, as referred
fo above, the Company has obtained in principle agreement from a
Chinese Bank for funding the LS36-1 Development, but it is likely that the
Company will need fo raise additional equity capital in order to finance
any further exploration drilling contracts.  The Company is exploring all
possible fund-raising possibilities for both its share of development costs
and for the planned exploration drilling programme.

As referred to above under “Rights Offering” Primeline International
provided a Standby Guarantee deposit of C$23,510,311 under which
it agreed to purchase from the Company any Shares not otherwise
subscribed under the Rights Offering.  Subsequent to the completion of
Rights Offering on May 6, 2010, the residual balance of the Standby
Guarantee deposit, amounting to C$7,684,223.82, was, with the
agreement of Primeline International, credited as an advance fo the
Company from PPC to fulfil its cash call obligations in respect of the
Petroleum Contract. As at March 31, 2011, following cash calls made
in relation to operations by the Company and payable by PPC the
remaining amount credited to PPC was C$1.9 million of which C$1.7
million was reclassified as a long term and non-inferest bearing loan from

PPC to the Company.
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FINANCIAL INFORMATION
Results of Operations

The Company's results for the financial year ended March 31, 2011
were a loss of $1,388,974, compared to a total loss of $1,448,046
for the previous year. The decrease in loss of $59,072 was mainly due
fo a foreign exchange gain of $19,983 this year visavis an exchange
loss of $625,444 last year, which was partially offset by increased
professional fees of $839,342 this year visarvis $397,763 last year.
The US$/C$ exchange rate fell from 1.015 to 0.972 during the year.
Loss per share was $0.02 (2010 - $0.03).

Liquidity and Capital Resources

As at March 31, 2011, net current assets of the Company amounted fo
$686,931, whereas net current assets of $25,452,075 were recorded
in the prior year. The decrease in net current assefs of $24,765,144
was mainly due to the decrease in cash of $29,277,389 which was
largely utilised for petroleum exploration operations, the large maijority of
which were incurred in drilling well LS 35-3-1.

During the year, exploration expenditure of $24,650,008 (2010
- $4,900,8006) was incurred, and financed mainly from the Rights
Offering.  As at March 31, 2011, the total amount of petroleum
exploration expenses incurred and capitalised amounted to
$63,962,941 (2010 -$39,312,933) and may be broken down as

follows:

Exploration Drilling Related Services
Drilling services
Drilling technical supervision
and evaluation

Exploration Geological &

Geophysical Surveys & Work
Ceological & geophysical survey
acquisition & processing
Technical evaluations & management

Pre-development study

Inferests on funding of deferred
exploration expenditures

Deferred costs acquired from
Primeline Petroleum Corporation

Project administration
Salaries and benefits
Travel and accommodation

Contract signing fee

Other

2011
$

27,652,491

582,117

Q,787,442
5,705,724

4,910,475
3,547,169

1,394,307
3,522,007
4,894,394
2,247,985
539,917
(821,087)

2010
$

5,634,766

337,001

Q,787,442
4,887,397

4,902,689
3,548,686

1,394,307
2,069,484
4,158,177
1,974,154
539,917
(821,087)

63,962,941 39,312,933

The increase of $22,017,725 in drilling services reflected the costs
of drilling well LS 35-3-1 in 2010/11. Technical evaluation and
management costs increased by $818,327 from the $4,887,397
recorded in 2010, due to the consultancy work undertaken in relation to
the ongoing exploration programme.




Project administration costs may be further broken down as follows:

2011 2010

$ $
15,179 14,215
1,742,743 1,606,944
141,572 114,958
450,726 372,857
36,294 31,682
639,489 441,979
Q5,775 85,097
358,740 271,087
41,489 30,665

3,522,007 2,969,484

Bank charges
Office rental

Office supplies
Sundries expenses
Postage
Professional fees
Telecommunications
Transportations
Utilities

As at March 31, 2011, the Company had fotal assets of $65,345,596
(2010 — $69,729,437) which were financed by net shareholders’
equity of $62,524,321 (2010 — $40,829,146), current liabilities of
$695,724 (2010 - $4,964,429) and long ferm finance from a related
party of $1,700,000 (2010 — $nil).

The proceeds of the Right Offering were used to pay for the Company’s

share of the costs of drilling well 1S35-3-1. During the financial year
ended March 31, 2011, expenditure on petroleum exploration of
$26,919,353 was financed from the proceeds of the Rights Offering.
Compared to prior year, this was $24,080,317 higher.

As at March 31, 2011, the Company had net current assets of
$686,931 (2010 - $25,452,075) and had a deficit of $12,197,204
(2010 - $10,808,230). Following the grant of a loan facility by Mr.
Victor Hwang referred to under “Subsequent Events” below, the Company
has sufficient funds to pay for its general and administration activities for
the next year. However, as previously mentioned, additional financing
will be required in respect of the LS36-1 Development once the ODP has
been approved or if the Company was tfo enter into future exploration
drilling contracts.  As referred to above, the Company has already
secured an in principle offer of a project finance facility for financing
its share of the LS36-1 Development and the Directors are actively
investigating funding options to address the financing requirements for the
Company's exploration activities.

Financial Instruments

The Company’s financial instruments consist of cash and cash equivalents,
accounts receivable, accounts payable and accrued liabilities.  The fair
value of these financial instruments approximates their carrying value due
fo their shortterm maturity or capacity of prompt liquidation.

The Company’s financial instruments are exposed to certain financial
risks, including currency risk, credit risk, liquidity risk, interest rate risk and
price risk.

a) Currency risk

The Company holds cash balances of HKD$2,720,731, USD73,066
and RMB315,139 (2010 - US$135,031 in term deposits which mature
in 7 days and cash balances of US$226,603 and RMB1,983,820).

Based on the above net exposures as at March 31, 2011, and
assuming that all other variables remain constant, a 10% depreciation
or appreciation of the Canadian dollar against the HK dollar, US dollar
and Renminbi, would result in an increase/decrease of approximately
$33,982, $7,102 and $4,674 (2010~ Nil, $36,706 and $29,599)

respectively in the company’s net loss.
b) Credit risk

Credit risk is the risk of an unexpected loss if a customer or third party fo
a financial instrument fails to meet its contractual obligations.

The Company’s cash and cash equivalents are held at a large
international financial insfitution in interest bearing accounts.  Minimal
cash balances are held in Chinese financial institutions.  The Company
has no investments in assetbacked commercial paper.




c) Liquidity risk

Liquidity risk is the risk that the Company will not be able to meet its
financial obligations as they fall due.

The Company manages liquidity risk through its capital management as
outlined below under the heading “Capital Management”. Accounts
payable relating to petfroleum exploration costs and other accounts
payable and accrued liabilities are due within the current operating
period. Additional information regarding liquidity risk is disclosed in
Note 1 of the consolidated financial statements.

d) Interest rate risk

Interest rate risk is the risk that the fair value or future cash flows of a
financial instrument will fluctuate because of changes in market inferest
rates. The risk that the Company will realise a loss as a result of a
decline in the fair value of the shortterm investments included in cash and
cash equivalents is minimal because these investments roll over in a very
short period (seven days fo one month).

e) Price risk

The Company closely monitors commodity prices to determine the
appropriate course of action to be taken by the Company.

Capital Management

The Company’s objectives when managing capital are to safeguard the
Company's ability to continue as a going concern in order fo pursue
the exploration and development of its petroleum interest, acquire
additional pefroleum property interests and to maintain a flexible capital
structure which optimises the costs of capital at an acceptable risk. In
the management of capital, the Company includes its cash and cash
equivalent balances and components of shareholders” equity.

The Company manages the capital structure and makes adjustments fo
it in light of changes in economic conditions and the risk characteristics
of the underlying assefs. To maintain or adjust the capital structure,
the Company may attempt to issue new shares, issue debt, acquire or
dispose of assefs or adjust the amount of cash and cash equivalents and
investments.

In order to facilitate the management of its capital requirements, the
Company prepares annual expenditure budgets that are updated as
necessary depending on various factors, including successful capital
deployment and general industry conditions. The annual and updated
budgets are approved by the Board of Directors.

At this stage of the Company’s development, in order to maximise
ongoing development efforts, the Company does not pay out dividends.

The Company’s investment policy is o invest its cash in highly liquid short-
ferm interestbearing R1-High investment rated (DBRS) investments with
maturities 0 days or less from the original date of acquisition.

The Company currently is not subject to externally imposed capital
requirements.

Additional information regarding capital management are disclosed in
note 1 of the consolidated financial statement.

Transactions with Related Parties and Directors

During the year ended March 31, 2011, the Company paid or accrued

the following:

a) london office rent of $60,470 (2010 — $66,335) to a company
under common control of which the shareholder of that company is also
the shareholder of the Company’s ultimate holding company, Primeline
International Holdings Inc, (“PIHI"), a private British Virgin islands
corporation, all of the issued and outstanding shares of which are
beneficially owned by Mr. Victor Hwang, President and a director of the
Company.

b) Fees and expenses of $18,472 (2010 — $26,062) to a company
controlled by Mr. Pefer Kelty, a director for advisory services relating
fo investor relations, securities and exchange matters and other
administrative services. This agreement terminated on December 31,

2010.

c) Cash call of $8,733,411 utilised for exploration operations (2010 —
$2,383,991) received from a company under common control of which
the Shareholder of that company is also the shareholder of the company's
ultimate holding company PIHI.




d) Advance of C$1,700,000 (2010 — $ nil) from a company under
common confrol.  The shareholder of that company, Mr. Hwang, is also
the majority shareholder of the Company.

e) An annual retainer of $25,000 (2010 - $ nil) payable to each non-

executive director with effect from January 1, 2011.

These transactions, which occurred in the normal course of operations,
are measured af the exchange amount, which is the amount of the
consideration established and agreed by the related party.

Infernational Financial Reporting Standards (“IFRS”)

The Company expects to adopt IFRS effective April 1, 2011, In 2011,
the Company will have to present 2010 comparative figures restated
using IFRS for each comparative period affer the transition date. As a
result, the Company has been executing its plan for the changeover to

IFRS from current Canadian GAAP since 2009.

The Company has identified areas that may be affected by the transition
fo IFRS and has compared its current accounting policies under Canadian
Generally Accepted Accounting Principles ("GAAP”) to IFRS fo identify
differences between the two standards and the impact that adjusting for
IFRS would have on its financial statements.

Based on ifs review of historical fransactions and its current and expected
business activities, the Company identified the treatment of Exploration
and Evaluation ("E&E”") costs, and asset impairment as areas with the
greatest potential to create significant differences in the Company's
financial statements as a result of adopting IFRS.  The International
Accounting Standards Board (“IASB”) has still not made a definitive
defermination as to whether E&E costs should be capitalised or expensed.
IFRS 6 allows companies to choose a policy that capitalises these costs.
The policy must be disclosed in the notes to the financial statements.
The Company expects to continue capitalising its E&E costs in a manner
consistent with its current accounting policy.

Asset impairment is measured as the excess of the carrying value of
the asset over its recoverable amount based on discounted cash flows.
Impairment is tested on a cash generating unit basis which is defined as
the lowest level of assets with separately identifiable cash flows. Under
IFRS, impairment can be reversed for assefs other than goodwill if there

is a change in the circumstances that resulted in the original impairment.
If the recoverable amount exceeds the asset's carrying value, the asset
is written up to the value defermined based on discounted cash flow.
Under Canadian GAAP, impairment festing is performed using a two-
step fest. The first step is fo defermine if there is an impairment loss by
using an undiscounted cash flow analysis. If that analysis identifies an
impairment loss, the loss is measured as the amount by which carrying
value exceeds fair value. The fair value is often based on discounted
cash flows.

Other IFRS that apply to the Company's operations, but that are not
expected fo have a significant effect on the Company’s results based
on the Company’s current and expected activities are those relating to
functional currency, business combinations, share based payments, and
decommissioning and retirement obligations.

The Company is still considering the impact that the adoption of IFRS
will have on ifs financial statements and management will propose draft
accounting policies under IFRS to the Audit Committee of the Board of
Directors for review and approval.

As at the effective date of this report, the Company has performed its
review of IFRS based on standards currently applicable. The IASB is still
developing IFRS and may propose changes to the standards between
the date of this report and the date of the Company adopts IFRS. The
Company'’s assessment of differences between Canadian GAAP and
IFRS is based on its hisforical, current, and expected business acfivities.
Changes in business activities could also lead o unexpected differences
to the Company’s financial statements, notes, and other disclosures
as reported under Canadian GAAP and IFRS.  Changes to business
activities or transactions and/or IFRS could have material effects on the
Company's analysis discussed above.

The Company has tracked the difference between Canadion GAAP and
IFRS on individual transactions throughout 2010 and prepared balance
sheets for 2008, 2009 and 2010 based on the draft IFRS accounting
policies. The Company’s external auditors are carrying out an initial
review of the IFRS compliant balance sheets. The Company will continue
fo implement its IFRS changeover and also IFRS education and training
sessions o its accounts staff.




Subsequent Events

a) Extension of expiration of the second phase of the Pefroleum Contract

On April 27, 2011, CNOOC agreed to grant a three-month period
to the Company so that the expiration date of the second phase was
extended to July 31, 2011. If the Company had elected to enter info
the third phase, the starting date of such phase would be May 1, 2011
and the the remaining one well minimum work commitment in the second
phase would be fransferred to the third phase , which ends on April
30, 2013. Therefore, the Company would have to drill two wells in the
third phase. However, as referred to in d) below, the MOA has further
amended the Petroleum Contract to the infent that there are no further
exploration obligations under such contract.

b) Letter of infent with China Oilfield Services Limited for a turnkey drilling
contract

On April 27, 2011, the Company has signed a lefter of intent ('LOI')
with China Qilfield Services Limited ("COSL") to enter into a turnkey
drilling contract for one well, with an option for a second well, to
continue ifs step out exploration drilling program.

Pursuant fo the LOI; COSL has agreed, subject to contract, fo enter into
a turnkey drilling contract with Primeline under which COSL will dfill
one exploration well, LS 30-3-1, in Block 25/34 sometime in the fourth
quarter of 201 1. In addition, Primeline will have an option to drill a
further well in the nearby area after completion of the proposed well at
the same rafes.

The turnkey price for drilling LS30-3-1 well, as defined by LOI, is
US$15.8m including site survey and mobilisation costs. The total budget
for the well is up to about US$25m for a success case, depending on the
level of testing to be carried out. Before entering into the LOI, Primeline
obtained confirmation from its major shareholder and Chairman, Victor
Hwang, that he would underwrite the cost of the drilling contract in order
fo enable Primeline to secure the rig.

However, following the recent MOA (see “Petroleum Contract” below),
it is now anticipated that drilling will be delayed until after the new
petroleum contract is signed and a new drilling slof confirmed.

c) Loan facility of US$4,000,000

On May 17, 2011, the Company has signed an agreement with
Victor Hwang, its President, Chairman and largest shareholder, under
which Mr. Hwang has granted the Company a loan facility of up to
US$4,000,000 [the "loan") which may be drawndown in multiple
franches at any time before 30th November 201 1. The Loan, which will
be used for working capital purposes, is inferest free and is repayable on
written demand at any time affer 30th November 2011.

d) Memorandum of Agreement ["MOA”") with CNOON to amend the
existing petfroleum contract for Block 25/34 (“Existing Contract] and to
enter info a new pefroleum confracts.

On July 15, 2011, the Company signed a MOA with CNOOC
to amend the Pefroleum Contract and to enter into a new petroleum
contract. The MOA amends the Petroleum Contract so that no further
exploration activity will be carried out under that contract and the
Company and PPC will relinquish all of the current area of 5,221 sq kms
held under the Pefroleum Contract, save for the development area for the
LS36-1 gas field, comprising 84.7 sq kms. The Pefroleum Contract will
remain in effect in relation to the continuing development and production
operations for the LS36-1 gas field. In order to provide Primeline with
contfinuing exploration rights in the area, the MOA also provides that @
new petroleum contract ("New Confract') will be granted on the following
basis:

e Area: The exploration area under the New Contract will cover the
same area as that currently held under the Petroleum Contract but with an
additional adjacent area to the east making a new contract area of 5,877
sq kms. The new area has been designated as Block 33/07.

e Term: The New Contract will have a seven year exploration period
divided into 3 exploration periods of three, two and two years each with
a minimum work commitment in the first phase of two wells plus 600 sq
kms of 3D seismic. The commitment for each of the second and third
phases is one well.

e Future discoveries in the new contract area {and any CNOOC self
financed discoveries nearby, if there is spare capacity and subject to
payment of a proportion of operational costs) will enjoy the right to free
use of the production facilities to be built for the LS36-1 gas field.




o All other terms are the same as the Petroleum Contract and the New
Contract will be held by Primeline and PPC in the same proportions in

which they hold the Petroleum Contract of 75%,/25%.

The Company and CNOOC will finalise and enter into the New
Contact shortly, which will then be subject to the approval of the Ministry
of Commerce in China.

Outstanding Share Data

On April 4, 2006, the Company granted 4,500,000 options at an
exercise price of $1.50 per share to directors, officers, employees and
consultants, of which 4,300,000 outstanding options expired on April 4,
2011.

On December 1, 20006, the company awarded options to its non-
executive directors, management and consultants to purchase up fo
1,200,000 common shares at an exercise price of $1.60 per share.
217,000 of the 1,200,000 options have been cancelled by agreement
with the option holders. 433,000 of the 1,200,000 options expired
on May 31, 2008 while the balance of 550,000 options expire on
November 30, 2011.

On November 1, 2007, the company awarded options to purchase
a total of 875,000 common shares at an exercise price of $2.00
per share. 250,000 of the 875,000 options were awarded to CHF
Investor Relations, the company’s investor relations counsel, while
625,000 options were awarded fo executive directors, management
and consultants.  All such options expire on October 31, 2012.

On June 1, 2010, one employee with 25,000 options granted to him
on December 1, 2006 and November 1, 2007 left the Company.
Those options accordingly expired on September 1, 2010 under the
terms of the sfock option plan.

On November 29, 2010, 350,000 options were granted to a
consultant at an exercise price of $0.50 per share, and such options

expired on May 29, 2011.

As at July 20, 2011, there are 94,041,246 common shares and
1,375,000 stock options outstanding.

Quarter ended March 31, 2011

The Company realised a loss of $855,371 for the quarter ended March
31, 2011 compared fo a loss of $469,400 for the same period last
year. The increase of $385,971 in loss can be attributed mainly to an
increase of $343,986 in legal and professional fees.

During the quarter exploration expenditure of $545,679 were incurred,
comprising mainly of technical evaluation and mangement of $227,880
and salaries and benefits of $238,843. These amounts were capitalised
as petroleum exploration expenses.




Selected Annual Information

The following information were extracted from the Company’s consolidated audited financial statements:

Years Ended March 31,

2011
$

2010
$

2009
$

Net (loss) income

(1,388,974)

(1,448,0406)

417,602

Per basic share

(0.02)

(0.03)

0.01

Per diluted share

(0.02)

(0.03)

0.01

Total assets

65,345,596

69,729,437

43,137,623

Total long-term financial liabilities

2,125,551

23,935,862

425,117

The decrease in loss of $59,072 between 2011 and 2010 was mainly due to a foreign exchange gain of $19,983 this year visc-vis an exchange
loss of $625,444 last year, which was partially offset by increased professional fees of $839,342 this year vis-avis $397,763 last year and
auditors” remuneration of $103,155 this year visavis $53,000 last year.

Summary of Quarterly Results (Unaudited)

Quarter Ended

2011
Mar 31
$

2010
Dec 31
$

2010
Sep 30
$

2010
Jun 30
$

Net (loss) income

(855,371)

(314,855)

(169,380)

(49,368

Per basic share

(0.010)

(0.003)

(0.002)

(0.00T)

Per diluted share

(0.010)

(0.003)

(0.002)

(0.001)

Quarter Ended

2010
Mar 31
$

2009
Dec 31
$

2009
Sep 30
$

2009
Jun 30
$

Net (loss) income

(469.400)

(270,558)

(326,125)

(381,963)

Per basic share

(0.010)

(0.005)

(0.007)

(0.008)

Per diluted share

(0.010)

(0.005)

(0.007)

(0.008)

The loss for the quarter ended March 31, 2011 of $855,371 was mainly attributable to office expenses of $93,903, professional fees of $5277,078
and auditors’ remuneration of $94,250.

The loss for the quarter ended March 31, 2010 of $469,400 was mainly attributable to office expenses of $46,283, professional fees of $236,092
and foreign exchange loss of $154,553.

The loss for the quarter ended December 31, 2009 of $270,558 was mainly due to office expenses of $77,327 and professional fees of $128,230.




Disclosure of Internal Control

Management is responsible for designing, implementing and maintaining
internal controls to provide reasonable assurance of preparation and
fair presentation of financial statements that are free from material
misstatement, whether due to fraud or error, in accordance with

Canadian GAAP.

An evaluation of the design and operating effectiveness of the Company’s
internal controls over financial reporting as at March 31, 2011, was
performed under the supervision of the Chief Financial Officer (CFO) and
the Chief of Executive Officer (CEQ] with the assistance of management.
As at the date of this report, both the Company’s CFO and CEO have
concluded that the Company’s infernal controls over financial reporting
are effective and have been designed to provide reasonable assurance
regarding the reliability of financial reporting and preparation of financial
statements for external purposes in accordance with Canadian GAAP.

The Company’s infernal controls over financial reporting can only provide
reasonable but not absolute assurance that the objectives of the internal
control system are met due to resource constraints and other factors.

During the financial year to March 31, 2011, there have been no
material changes in the Company’s internal controls over financial
reporfing.

The Company has an investor relations counsel, CHF Invesfor Relations
(www.chfir.com] which handles the Company's corporate communications
in Canada. Phone: +1 416.868.1079 Fax: +1416.868.6198. The
Company has a website at www.primelineenergy.com or www.pehi.
com. The site features information on PEHI, new releases, background
information and a technical summary of the project.




WERA

ARABBE_S——F=-R=1+—HUEVREEZREREERER
1388974 iyt » M EFEEEE A 1448046 INJT ° BB Y 59,072
MATEEERAEEZWAEMNY 19,983 Nt MEFERER
£ 625444 10Tt BERESNEERBEIMH HPE (ARFER 839342
oot RER 397,763 MJT) c NEEAZEIT/ Mz ZEEH 1015
TEZE0.972 - AEEFREES002MNT (ZE—FF - SKEIE 003
hooT) o

RBEELEREETER

N_FB——F=B=+—H ' NABRBEEFE R 686931 it > M
EERBNE R 25452,075 MIJT © MENVEEFRERA Y 24,765,144
ot - FERNAREIREFENTE - I AREK 35-3-1 FViEHER
SIBEEAY 29,277,389 INTT °

RAREER: EAZHZEER B 24650008 i1t (ZF—FF -
4900806 ML) HERFBRERBIRBUES - N _FT——4F

=A=4+—H AHHEERBRER 63962941 i (Z_F—FF -
39,312,933 fyT ) » HAEEIRT

8%
07T

—E-3%
it
AR R
BRRTS
MRS RS
BB R
BRI BRI TR
SR T SR ML R BRI I2 7 B
BT R
e
EER RS R EeT 8
BB
8 BT B
o RIER
iR EEE
ARBER
e

27,652,491
582,117

5,634,766
337,001

9,787,442
5,705,724
4,910,475
3,547,169
1,394,307
3,522,007
4,894,394
2,247,985

539,917
(821,087)

63,962,941

9,787,442
4,887,397
4,902,689
3,548,686
1,394,307
2,969,484
4158177
1,974,154

539,917
(821,087)

39,312,933

RAFERZIMN 22017725 MR EBRRBER » RRR_F—F/
——EEITRIEIK 35-3-1 HRVEBIREA - K EMNEE_FT—FHE
4,887,397 Nyt » ANFRETEIR TR BR8N Y 818,327 AT °




IHETHERE—S AT

—®—-%
e
15,179
1,742,743
141572
450,726
36,294
639,489
95,775
358,740
41,489

—E-85F
b
14,215
1,606,944
114,958
372,857
31,682
441,979
85,097
271,087
30,665

RITFEE
MAEHE
/NS
FETRSTH
e
BXEHE
BNE R
EIRE
BETRUHAE

3,522,007 2,969,484

BILE _S——HF=ZA=+—H NABZBEER 65345596 17T
(ZF— %ﬁﬁ - 69729437 tiTT) - FEHKRE L FRE 62,524,321
mi (ZE—F4F - 40829146 hlJt) K& & 1& 695,724 /N 7t
(ZE—F4F - 4964429 70) BB 5 MR B & & 1,700,000
(ZE—FFRT) IxEftED -

Fe A% U 2 FB A ST BB K 35-3-1 H IR AR AR AT ES SV ERD » Bk
N _F——F=-F=1+—HUBEE - £AEEER 26,919,353 UK
BN - WERLLEE ST 24,080,317 1ATT °

N FBE—F=ZA=1+—H ' N BB EE SRR 686,931 it ( —

F—FLF - 25,452,075 Nt ) REE#MA 12,197,204 it ( —_F—F4F
- 10,808,230 fNyT ) » IRIFE "HEIRBRLESIE, PHEEELEHLTNE

HZE, AMABERAESIN T —FERBTHEAR < AM > Al
&Dﬁ%a%ﬁééﬁﬁz*"%tﬁ BEUK 36-1 R EEETARATSRENNE
RER > AIEREIINNEST R - LA - AR KRS BEEERK
[RAE - IFEREEZK 36-1 FIRES - EEEIEMR UITNARKREY
NENEIREXFTRES -

M&EIR
APFANER TEEERSARSFE - BRIKIA - BUIREXETE

B ST EHBRHAIAREE  RLEAFEERIHK
EEE -

AAFEMEM T EREL —ENMEER -
MENEEER ~ AMERERLERRR -

BREEEAR - EERRE -

ANATIRS 8RR 2,720,731 B ~ 73066
(= % FE - FEAEHTHR 135031
1,983,820 TTARHKE ) -

2T 315,139 TTA R
ETTEER 226,603 ETK

il
n%ﬁ%”ﬁ E&AEM%HEWZ@ 10% » Hﬁ’;ﬁEJ \Tzraarés}ﬁi“ﬂu
o4 33,982 H0JT ~ 7,102 HOJTHAA 4,674 fNgT ( —F—F4F - F - 36,706
h07t k2 29,599 MNiT ) °

b) (FERKR

EEREBAAXNERMINBENSM T ENE=EHLBTAROE
ERIEIMESIE -

RABHWREARESFECFREAEHGFSREBINLERS - DER
SRFFRAETRHNSREEA - $’\TIE§:§‘T§F§Z%E’JP‘]¥K
I

o) mBELER

FTAS M RER R AREENPENZIPNG BEE -
AAREBREAERREARBESRRIA TN “EREER" FHH
Y E—TEA - AEAHERE HNEMIRIEA - EMEMIRIE N E
BEHANRANEEHANZEY - ELBRNASECARNESKERESHY
FEERATHRAE 1 o

d) M=

MEEBRATAZNER /BTSN EHER T AENAFEEIRKESR

ESIEIEE - AARCKREBHIFEERY (tAZ—ER ) » #UE
HREBEESLESFENAFEE N EES MM -

e) ERRER

ARABE B E TR ERE TR EADRIE RIS -




BrER

AAREREANBRRR Y ETHRABREAMES - KBEZA
HERRE LS MU EZER T LR RN E AR ANMET EA G BH RN -
WMERARUFELCE - REAEER A ABERELBSEFE
IR RBERPHIRD

RNARREERBNE LABEENRRE M EEENEBRIEREK -
REFHERENGEE - NAB S HBRTHR - &5 - KB
HEEE » NIHABRHESMRSSERKENTHR

R Y BBEEARTRNEE M AREBEHARE YRR (18 E
RERNKET - BREKSINERETELEREANRE ) EMAR - EL8
FLREFREFHEERSER -

HAARF BN BERERLAEERZREZRENKR - AARIRABIK
BB

RABHREBR B ER SR EREE GRS DBRS ¥ A R1- 5 »
RBE BN TR ERIPRISABENERL ERE

ANRBREAARZHIMIRE AR EFTE S ©
LN EAEENESREESHUBRERAIHA 1 H -
BAEALREERRS

REE_SE——F=A=1+—HLEFER » NAT LI UWEREIEA L
mnr

a) MM AERS 60470 iyt ( ZF—F4F - 66,335 17t ) R—BEH
FIEHIAT » ZARZRRARNATRLERAT - BEREERED
BRAR (NEBEZFHERIZIALNT ) 2RA—KR » EFFEERT
IR AT RBE N EE N EREELERS °

b) 44 H Peter Kelty 284 ( RANTCES ) RGN AR ER KX T
18,472 fnjt ( ZF—F4F - 26,062 iijv) » LRI EEBEK - B85
SEEMITERE - LERER_F—FF+_B=+—HKILL-

o) B—MEHREFATER Y HBERS 8733411 ot ( _F—F4F
- WERY 2,383,991 10t ) @ ZABZKRRINVAERABRABIERAT -
BRI R BRAT °

d) KRB —RHERZEH AR TEN FX 1,700,000 07T ( ZF—F4F -
BE)  c BAAMREERATNEERE -

e) B_F——F—A—B > 8FXK{ 25000 T (ZF—FF - »%F)
BE—ERITES -

HFBEBBALZRZLURKREER » NERELKEARNATNEEALR
B TR RRIEEKERRMEE -

BFREA R R ES 2R

RNAREHN _F——FN[A —HEFABEERRHREER  EREH
® NERE S -FFESELEBHE LRBF UBR R EE
AE7  ARBERBEATR _FSFNFEEREGMHEREENZE
fEstEl o

NABELERIERESIEBR Y HREER TRPARZINTE
BB Y HRBREANNERARE R TS EOREBR I B
HERZENERE - HBEAEBM SR ESTEEM B RETILERS -

ERNEREBERS - BENFARNEEEE - AARBIREG R
EBERA - EERERENEER - RB JREEARRNT BHRKFKAEH
BRYBHREEAMRBREAEE - BV BEINZESNAREERER
BRRAERABIREA L - BIRMEERSE 6 St/EFARERN
BRI SERA  ERBOR VAR BB RENEPRE - AAREHES
HEEMC AR M AERALUTEHERITZBUR

EERERENEENRACREEBBAEMBRS NN R EISET
£ - AR EERERENEMBERER  MEEREREERKEKFN
B HRRERENER - BB REERRE - MRERSERA
BEZERIIENR - BREEINNEERE N LIEE - 2R AW EREE
EERASE  EEVULURREBURRBSMNERNEE - RMERQR
SETRAIT - B EELEFRRABER R UM S B RATT » E—
T RUFAARER VSR ITHORE NEIRRBIE D NTHEE R R
B AEBEAKEEEBLATEENSE - A TFEECSRE—KRE
RAGRIREMAE -

ERANBERLBPAVES - BRAZIANESE ERBEIRMBREE
RIS B - ZH A - ROM RN AREIRESE - WARTEH




RARLEEREABEGEYBREEWHEMBRRTE - NEEE
SREVBBIRERERERESENETTEGEES NN ELUZEIE
BRI T AR B -

FEM R EAE - ER BB ERNBERER - AARHERMBREE
AET Y 1EE - BN B ER RS2 NHERREIRMFREER - WA
BRItk E B AR KRGS BRSEAHEFLES - RATER
H@E - BRLARHNERES  SHENERAR SR LBEERT B
BEENZHANER - REHXEH RS OARAEEARRBEFTR
B N EER B i SRR E Pz MBIk ~ WaE R AR EHOREETR
HIRER - MEWEES MR ZN | NEGTHREER RS HAQT]
LA DITEREARFE -

RAFRER_F—FFEBARZ LMERARSFTRA LB
HEA AN ERET VEN  BERBERMBREENNYBRRE
EEBY _BFRN\E - _BETNEN_S-ENEEAER - A7
HPERTANEEE ERBRY B EERIREREEAER - ARFEEH
HERT BREENNMRANES LF - AHMHHRPINE TET
#EBMEIN -

EIRRRAESIR
a) AME[RIEE ZFEERAEH

—E——ENA TR PERREE A RS R RE He
EG=ERZE _F——E+tA=+—H - MRATRIBEASREEN
EoREE - BIERIAEEA S ——FRA—H - £ HENRETH
COEBHEAIEEERL RS S — =M P =+ B RE -
R - ARNEES = BB AT OBEH - AT KIE d) FFTE - 1
BESHTCCREESAET T B - ATERAREFEEES
B -

b) EEAEMARER ERBEARERE

“F-—FNBZHtH BT EEETERA - AR EREHRR
EFR-ORHFEREZEVTEFRRBARERS  Z5RASTMRE T EZ
HHRVBIRIEERE -

RIBEEAE » PERRFASEEERTERBRERABEE T ——
FEINZEETT 25/34 [BERBIREEK 30-3-1 F « Boh» BEFERE—OH
ERTER  AERBLURREREERE _OHAVESE -

RRAEHRE T REERKR 15800000 E7T  HAEEHISHAENEHEE -
INEDERANTH - HARTEE & 25,000,000 7T » BABMREAH K RAHE
TE o AR RAER  LERANRR  BRBEXFENEEEL
ERES R AR B EELALEFESA A ERARE R URREER
RSB ERM, -

AMBEHRESHNRE (ROBaR ) - BRIFREFNAHER
Fa] LI ERESEREE AR

) IEBETTEN W&

“F——FAR+TtR  ARENQAREFFRBE - RFEREARRA
RNWERELESS] T —iH=H  ERELERASEERATDRS
MBEBET - WBEFKIEN _F—F+—HB=+HzmEM £
ZRARNEEES - ARKLEEERESER N _F—F+—HA=1
AR UERRRNERES -

d) B HEBENBRBTHRER T IA 25/34 BRABAGRIFENE
IR AHEE

TESE——HtA+AB AREPEHEE T HERSE  BRTIRE
AReRIEENRETFTNGHER  AtEREEREBRATNZBET
EAFHEIERTAE - ARMBEEGHADKNEREREARKEENER
5221 EH/ANBHEE » (REEE/K 36-1 RAAL 84.7 LHABREE - &
BERKAEEK 361 mENHERNAELERER - &Y BEHE
ARG E TR ERNER - HiEm ol Y — O eEEaR -
ZERBEENLUTERMEEHE

o HIE : MAaFMNEENEEREARMEE - B350y RAHITE
BEEZE 5877 FARE - FimisE i an4 33/07 [@¥ -

o RFR : MTERIBECEHRY - 2@ - =F - MF - mE -
BRI RETFERG « F—BRFEFRMOAZBHININEFTS
NEZHEHEAE  FMB_EERFSER—OFBH -

o FRRIEM B RIEIKMZE (UREMHEERENEERE - RER

e

o MTEHEMERERAESRER - HaRABERRMBEAMTS T
BIERRBER—E : 75% 1 25% °




NEMPEHB L EAREFREMNEE AR - FFIRXXPEEHEE
HORE ©

BTRIBEN

RIEFFRFMNANA » AABLIERITEHEE 1.50 B FES ~ T
AB ~ BT KEEME 4,500,000 R8RS - H A 4,300,000 (AL
WER _F——FINFMNHEIE] -

RIBFRFE+_F—H ' AARKTHIENTES - EBABKEM
FEEEEESE 1,200,000 AN REERK » EITEER 1.60 07T -
B 217,000 R REEEDEEREARB T » 433000 (REREE
ERFEFENFAA=+—HEHLER T2 550,000 R _F——14F
+—A=1+8%IH -

RIBFtFE+—HF—H  ARAFHRTREREEE A& 875000 37
NR)EBIRE » HITFEER 2.00 0T o & 250,000 7 R EHEL T
CHF Investor Relations X ARz & B HR LR - 625,000 4 FEHBITE
£ -BEAENEMN - TERBEZHZRBANDNKRERBEETE
gy » W _S——_F+B8=+—H%I5 -

_B-BHERA—A - ARA—A_FRRF+ A —HERS 25000 K&
RBEENET - R_FLF+—A—HBERAR - HRBEEEDLM
BR_F—FFNA—H2IH -

RIF—FF+—H+/1H » 350,000 RBEBEMA—ARRERM » HIT
EEBRER 050 17T - ZRBEFEN _F——FAR _+BZIH -

RIEFE—FFtA-+H  ARERT2EZBERS 94,041,246 RN RE
TS 1,375,000 12 ©

BE_F——F=H=1t—HLZFE

ANBHE_FE——F=ZA=1+—HBLEZTEZEER 855371 It
Y EFRZ 2 BI85 469,400 T - EIE1E AN 385,971 MlTEAEE
7REM ~ BERIER AN 343,986 HIJTATE »

REFHHRER 545679 Nt » AR EEBERMTENEE
227,880 MNTT ks BB 238,843 It » LFEREEEZ AHENIR
ERA -




FEERHEIR

TIER L REEAAR BRI B

H#E=R=1+—-HLFE

—§——%
07t

—F-%5
e

—EFhE
e

(B8] ) WA

(1,388974)

(1,448,046)

417,602

BEARK

(0.02)

(0.03)

0.01

SEEK

(0.02)

(0.03)

0.01

EEBTE

65,345,596

69,729,437

43,137,623

R GERE

2,125,551

23,935,862

425117

N_FB——F R _F-FFREEERD 59,072 107t » TEHNBEE EFERIMNEEIE 625,444 hiJt - ANEEIMNEW A 19,983 10T °

839,342 Nyt HZEFME (EF 5 397,763 iNJo) MEETEDEHEN 103,155 (FEAF4 53,000 f0jT) FTiEHE °

FEFEER (REER)

H A8 IR

FEEL

—B-B5F
+=A=+-A
e

—E-=F
RA=+H
pt

—z-=5F
~A=+H
pit

(518 ) mA PR

(314,855)

(169,380)

(49,368)

BEARK

(0.003)

(0.002)

(0.001)

BEEK

(0.003)

(0.002)

(0.001)

FEEL

—SEhE
+=A=+-8
st

—EEhE
RA=1E
pO3E

—BERE
AA=1H
pO3E

(B8 ) mAFER

(469,400)

(270,558)

(326,125)

(381,963)

FEXR

(0.010)

(0.005)

(0.007)

(0.008)

(0.010)

(0.005)

(0.007)

(0.008)

BE_ S ——F=-RF=1+—"HIZEEEAR 855371 MIJt ' TEHNPWAZEF 93,903 1Nt - HEEEMER 527,078 INjo METENEEN 94,250 0

JURTEL °

REEZF-FFZA=1T—HLEFEZERR 469,400 INJT » TEHANIAREFIZ 46,283 T ~ BXEME M 236,092 It KIMNERIE 154,553

INTTATEY

REEZFFNF+_A=1T—"HILFEZEIER 270558 fI7T » EEZANIAEF 77,327 It REREME 128,230 MNITATE -

é




PRIz 15 B8

BB R TR - B EELAIREG LURM S EAVER TFAVRE
MURRAF 25 INER ARG RRIRV R R -

BLE"F——F=A=1+—H0  HRARNBEHNRAMEFRE
AHETFERTK - LTFRARERMEEEE  ARATEmE) -
FEHREERAR  BERMBENERATERRARNHTBRENR
HEGIREMAY  HEHMBERENIEZELENETENMERARER

JRRIRI L INERAE R AV A 5 R AV e TAF IR L SRS -

HRERMNRHINEMARNZE » ARHFBRENAETZH 8L
RHUESEBEAREBHIRE - AEEHRRATZZIENER

Bt - S ——F= A=+ —AHREE - ATHHBRENRHEH
REEABI -

BERBRMIREBZMRIE  CHF Investor Relations (www.chfir.com) » B &E
+1 416.8681079 » HH +1 416.868.6198 » BN T EEENE KK
PXERET - EEREERNFHAGROFERM - E8ENIER -
B ESE » BEFEAAT I www.primelineenergy.com 2% www.pehi.com

B8 e




PRICEWATERHOUSE( QOPERS

PricewaterhoueCoopers LLP

Chartered Accountants
PricewaterhouseCoopers Place

250 Howe Street, Suite 700

Vancouver, British Columbia, Canada V6C 3S7
Telephone +1 604 806 7000

Facsimile +1 604 806 7806

WWW.pwc.com/ca

Independent Auditor’s Report
To the Shareholders of Primeline Energy Holdings Inc.

We have audited the accompanying consolidated financial statements of Primeline Energy Holdings Inc., which comprise the consolidated balance sheet as at March
31,2011 and 2010 and the consolidated statements of operations, comprehensive income (loss) and deficit and cash flows for the years then ended, and the related
nofes including a summary of significant accounting policies.

Management's responsibility for the consolidated financial statements

Management is responsible for the preparation and fair presentation of these consolidated financial statements in accordance with Canadian generally accepted
accounting principles and for such internal control as management determines is necessary to enable the preparation of consolidated financial statements that are free
from material misstatement, whether due to fraud or error.

Auditor’s responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audits. VWe conducted our audits in accordance with Canadian
generally accepted auditing standards. Those standards require that we comply with ethical requirements and plan and perform the audit to obtain reasonable
assurance about whether the consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated financial statements. The procedures selected
depend on the auditor's judgment, including the assessment of the risks of material misstatement of the consolidated financial statements, whether due to fraud or error.
In making those risk assessments, the auditor considers infernal control relevant to the entity’s preparation and fair presentation of the consolidated financial statements in
order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s infernal
control. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates made by management, as
well as evaluating the overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained in our audits is sufficient and appropriate to provide a basis for our audit opinion.

Opinion
In our opinion, the consolidated financial statements present fairly, in all material respects, the financial position of Primeline Energy Holdings Inc. as at March 31,
2011 and 2010 and its results of operations and cash flows for the years then ended in accordance with Canadian generally accepted accounting principles.

Emphasis of Matter
Without qualifying our opinion, we draw attention to Note 1 in the financial statements which discloses conditions and matters that indicate the existence of a material
uncertainty that may cast significant doubt about Primeline Energy Holding Inc.'s ability to continue as a going concern.

M&m@u« L2~
Chartered Accountants
Vancouver, BC

July 21, 2011

"PricewaterhouseCoopers" refers to PricewaterhouseCoopers LLP, an Ontario limited liability partnership, or, as the context requires, the PricewaterhouseCoopers global network or other member firms of the network,
each of which is a separate legal entfity.




Consolidated Balance Sheets
As at March 31, 2011 and 2010
(expressed in Canadian Dollars)

Assets

Current assets

Cash and cash equivalents (nofe 3)
Prepaid expenses and deposit

Petroleum exploration costs (nofe 4)

Liabilities
Current liabilities

Accounts payable and accrued liabilities

Cash call payable (note 7c|

Non-current liabilities
Rights issue deposit (note 5)

Advance from a related party (notes 5 and 7d)

Future income fax liability (note 8)

Shareholders’ Equity
Capital stock (note 5)

Contributed surplus (note 5)
Deficit

Nature of operations and going concern (note 1)

Commitments (notes 4 and 6)
Subsequent Events (note 12)

Approved by the Board of Directors

1,051,177
331,478

30,328,566
87,938

1,382,655

63,962,941

30,416,504

39,312,933

65,345,596

69,729,437

473,141
222,583

2,552,959
2,411,470

695,724

4,964,429

1,700,000
425,551

23,510,311

425,551

2,125,551

23,935,862

2,821,275

28,900,291

128,619
74,592,906

(12,197,204)

64,309
51,573,067
(10,808,230)

62,524,321

40,829,146

65,345,596

69,729,437

Guang Ming Wang

Director

Brian Chan Director




Consolidated Statements of

Operations, Comprehensive Income

(Loss) and Defictit

For the years ended March 31, 2011 and 2010
(expressed in Canadian Dollars)

Expenses

Audit 103,155 53,000
Bank charges and inferest 15,644 13,979
Business promotion 79,916 86,759
Foreign exchange (gain) loss (19,983) 625,444
Non-executive directors retainer fee 25,000 -
Office 270,626 234,902
Professional fees 839,342 397,763
Stock-based compensation (note 5d) 20,899 4,088
Travel 63,044 33,615
Inferest income (8,669) (1,504)

Loss for the year and comprehensive loss for the year (1,388,974) (1,448,046)

Deficit - Beginning of year (10,808,230 (2,360,184

Deficit - End of year (12,197,204) (10,808,230

Basic and diluted loss per common share (0.02) (0.03)

Weighted average number of common shares outstanding 89,403,596 47,020,623

Accompanying nofes are integral part of the financial statements




Consolidated Statements of Cash Flows
For the years ended March 31, 2011 and 2010
(expressed in Canadian Dollars)

Cash flows from operating activities
Loss for the year

ltems not affecting cash
Stock-based compensation

Changes in non-cash working capital items

Prepaid expenses and deposit
Accounts payable and accrued liabilities

Cash flows from investing activities
Expenditures on petfroleum exploration costs

Cash flows from financing activities
Rights issuance proceeds
Repaid deposit of right issue

Right issuance costs
Cash call {utilized for) received from a related party

(Decrease) Increase in cash and cash equivalents
Cash and cash equivalents - Beginning of year
Cash and cash equivalents - End of year
Supplemental cash flow information

Non-cash investing activities

Change in accrued liabilities as a result of investing activities
Stock-based compensation and related future income taxes capitalized

as deferred petroleum exploration costs

(1,388,974)

(1,448,0406)

20,899

4,088

(243,540)
189,527

(60,361)
/9,700

(54,013)

19,339

(1,422,088

(1,424,619)

(26,919,353

(2,839,0306)

8,733,411
(1,049,180)
(447,061)
(8,173,118

23,510,311

2,383,991

(@35,948)

25,894,302

(29,277,389)

30,328,566

21,630,647

8,097,919

1,051,177

30,328,566

(2,269,345

2,060,036

1,734




Notes to Consolicated Financial Statements
March 31, 2011 and 2010
(expressed in Canadian Dollars)

1 Nature of operations and going concern

Primeline Energy Holdings Inc. (PEHI or the Company) was incorporated
under the Companies Law of the Cayman Islands on March 31, 1995
and is in the business of exploration and development of offshore oil
and gas properties. To dafe, PEHI has not realized any revenues from
its oil and gas properties and is considered to be an exploration stage
company.

Primeline Energy China Lid. (PECL), o wholly owned subsidiary, owns
a /5% interest in a petroleum sharing confract (the Petroleum Contract)
which entifles PECL to participate in the exploration, development and
production of oil and gas in Block 25/34 in the East China Sea. The
participation inferests are defailed in note 3. Primeline Energy Operations
Infernational Limited (PEQIL), another wholly owned subsidiary, holds the
operator rights under the Petroleum Confract.

PECL is currently exploring for oil and gas under the Pefroleum Contract
for Block 25/34 in the East China Sea of the People’s Republic of China
(PRC) and is also working with China National Offshore Oil Corporation
(CNOOC]) on a development proposal for the LS 36-1 gas field.

These financial statements have been prepared on the basis of
accounting principles applicable to a going concern, which assumes that
the Company will be able to continue in operation for the foreseeable
future and will be able to realize its assefs and discharge its liabilities in
the normal course of business.

Several adverse conditions cast significant doubt upon the validity of this
assumption. Consistent with other entities in the exploration stage, the
Company has incurred operating losses since inception, has no source
of revenue, is unable fo selffinance operations, and has significant cash
requirements fo meet its overhead and continue its exploration activities.

The Company’s ability to continue as a going concern is dependent
upon management's ability to secure the additional financing.. While
management has been successful in obtaining funding in the past
including support from a related party (note 12(c)), there can be no
assurance that it will be able to do so in the future.

If the going concern assumption were not appropriate for these financial
statements then adjustments would be necessary to the carrying value
of assets and liabilities, the reported expenses and the balance sheet
classifications used, and such adjustments would be material.

2 Significant accounting policies
Principles of consolidation

These consolidated financial statements have been prepared in
accordance with Canadian generally accepted accounting principles
and include the accounts of PEHI and its wholly owned subsidiaries,
PECL and PEOQIL, also incorporated in the Cayman Islands (collectively,
the Company). Inter-company balances and transactions are eliminated
on consolidation.

Cash and cash equivalents

Cash and cash equivalents consist of cash on deposits with banks and
highly liquid shortterm interestbearing securities with maturities at the
purchase date of three months or less.

Deferred petroleum exploration costs

The Company follows the full cost method of accounting for its ol
and gas inferests whereby all costs relating to the exploration for and
development of oil and gas reserves are capitalized and charged
against income as set out below. Capitalized costs include expenditures
for lease acquisition, geological and geophysical surveys, drilling
exploration and development wells, gathering and production facilities
and other development expenditures. Expenditures related to renewals
or betterments that improve the productive capacity or extend the life
of an asset are capifalized. Maintenance and repairs are expensed as
incurred.

Capitalized costs, including estimated asset retirement costs, along with
estimated future capital costs to develop proved reserves, net of estimated
salvage value, are deplefed on a unitofproduction basis using estimated
proved oil and gas reserves as determined by independent reserve
evaluators. Natural gas reserves are converfed to equivalent barrels of ol
based on the ratio of six thousand cubic feet (“mcf’) of natural gas to one

barrel of oil ("bbl").




Notes to Consolicated Financial Statements
March 31, 2011 and 2010
(expressed in Canadian Dollars)

Costs of acquiring and evaluating unproved properties and major
development projects are initially excluded from the depletion and
depreciation calculation until it is defermined whether or not proved
reserves can be assigned to such properties. Costs of unproved
properties and major development projects are transferred to depletable
costs based on the percentage of reserves assigned to each project.
Unproved properties are evaluated for impairment on at least an annual
basis. If an unproved property is considered to be impaired, the amount
of the impairment is added to costs subject to depletion. To date, the
Company does not have any proven resources.

Cains or losses from the sale of oil and gas interests in the producing
stage are recognized only when the effect of crediting the proceeds to
capifalized costs would result in a change of 20 percent or more in the
depletion rafe.

The net amount at which oil and gas interests are carried is subject o
a cost recovery test [the “ceiling test’]. The ceiling fest is a two-stage
process which is performed at least annually. The first stage is a recovery
test whereby undiscounted estimated future cash flows from proved
reserves at oil and gas prices in effect at the balance sheet date (“forecast
prices”) plus the cost of unproved properties less any impairment is
compared to the net book value of the oil and gas interests to determine
it the assets are impaired. An impairment loss exists if the net book value
of the oil and gas interests exceeds such undiscounted estimated cash
flows. The second stage defermines the amount of the impairment loss o
be recorded. The impairment is measured as the amount by which the
net book value of the oil and gas interests exceeds the future estimated
cash flows discounted at the risk-free rate from proved plus probable
reserves at the forecast prices. Any impairment is recorded as additional
depletion.

Foreign currency translation

For the purposes of consolidation, the Company’s foreign subsidiaries
are considered integrated operations and are translated into Canadian
dollars using the temporal method. Under this method, the Company
franslates monetary assets and liabilities denominated in foreign
currencies at period-end rates.  Non-monetfary assefs and liabilities are

translated at historical rates.  Revenues and expenses are franslated af
average rates in effect during the period except for depreciation and
amortization which are franslated af hisforical rates.  The resulting gains
or losses are reflected in operating results in the period of franslation.

At the entity level, monetary assets and liabilities denominated in foreign
currencies are translated info the measurement currency at the exchange
rate in effect at the balance sheet date and non-monetary assets and
liabilities are translated at the exchange rates in effect at the time of
acquisition or issue. Revenues and expenses are franslated at rates
approximating the exchange rates in effect at the time of the transactions.
All exchange gains and losses are included in statfement of operations.

Use of estimates, risks and uncertainties

The preparation of financial statements in conformity with Canadian
generally accepted accounting principles requires management to make
estimates and assumptions which affect the reported amounts of assets
and liabilities and the disclosure of contingent assets and liabilities at the
date of the financial statements and the reported amounts of revenues
and expenses during the period. While management believes that these
estimates and assumptions are reasonable, actual results could vary
significantly.

A significant area requiring the use of management estimates relates o
the recoverability of the petroleum exploration costs. Realization of the
Company's assefs is subject to risks and uncertainties, including reserves
estimation; future oil and gas prices; estimated costs of future production;
changes in government legislation and regulations; and various
operational factors.

Capitalization of interest
The Company capitalizes interest directly attributable to petroleum
exploration cosfs until the commencement of commercial production.

Income taxes

Income taxes are calculated using the liability method. Temporary
differences arising from the difference between the tax basis of an asset




or liability and its carrying amount on the balance sheet are used to
calculate future income fax liabilities or assets. Future income tax liabilities
or assefs are calculated using enacted or substantively enacted tax rates
anticipated fo apply in the periods that the temporary differences are
expected fo reverse. A valuation allowance is applied fo the exfent that it
is not more likely than not that future income tax assets will be realized.

Stock-based compensation

The Company has a stock option plan, defails of which are described
in note 5. The Company applies the fair value method of accounting for
stock-based compensation for both employees and non-employees. The
fair value method requires recognition of an expense arising from stock
opfions granted fo both employees and nonemployees. The fair value of
opfions granted is established at the date of grant using the Black Scholes
opfion pricing model. For employees, the fair value of the opfions at the
date of the grant is accrued and charged fo operations and/or mineral
property, with the offsetting credit to the confributed surplus over the
opfion’s vesting period. For non-employees, the fair value of the options is
measured at the earlier of the date at which counterparty’s performance is
complete, the date the performance commitment is reached or the date at
which the equity instruments are granted if they are fully vested and non-
forfeitable.  On the exercise of stock options, share capital is credited
for consideration received for fair value amounts previously credited to
contributed surplus.

Asset refirement obligations

Asset retirement obligations are recorded for statutory, contractual,
or legal obligations associated with the retirement of property, plant
and equipment, when those obligations result from the acquisition,
construction, development, or normal operation of the assefs. The
obligations are measured initially at fair value (using present value
methodology), and the resulting costs capitalized into the carrying
amount of the related asset. In subsequent periods, the liability is adjusted
for the accretion of discounts and any changes in the amount or timing of
the underlying future cash flows.

The related asset is adjusted only as a result of changes in the amount or
timing of the underlying cash flows. The capitalized asset refirement cost
is depreciated on the same basis as the related asset. Management has
determined that, based on the exploration work carried out to date, there
is no legal obligafion requiring remediation of the company’s oil and gas
property at this fime.

Earnings (Loss) per Share

Basic earnings (loss) per share is calculated using the weighted-average
number of shares outstanding during the period. The company uses the
freasury stock method to compute the dilutive effect of options, warrants
and similar instruments.  Under this method, the dilutive effect on earnings
per share is recognized assuming the proceeds that could be obtained
upon exercise of opfions, warrants and similar instruments would be used
fo purchase common shares at the average market price during the year.

Financial instruments

Financial assets and financial liabilities are recognized when the
Company becomes a party fo the contractual provisions of the financial
instrument.  The Company classifies financial instruments as held-fo-
maturity, availableforsale, heldfortrading, loans and receivables, or
other financial liabilities. Financial assets held to maturity, loans and
receivables, and financial liabilities other than those heldfortrading, are
measured af amortized cost. Availableforsale instruments are measured
at fair value with unrealized gains and losses recognized in other
comprehensive income ("OCI"). Instruments classified as held for trading
are measured at fair value with unrealized gains and losses recognized
in the stafement of operations. Transaction costs are expensed as
incurred.

Cash and cash equivalents are classified as loans and receivables,
which are measured at amortized cost. Accounts payable and accrued
liabilities, cash call payable and advance from a related party are
classified as other liabilities, which are measured at amortized cost.
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3 Cash and cash equivalents

Cash and cash equivalents consist of:

Cash on hand
Inferest bearing deposits

2011
$

956,776
94,401

2010
$

620,939
29,707,627

1,051,177

30,328,566

4 Petroleum exploration costs

Exploration drilling related services
Drilling services

Drilling technical supervision
and evaluation

Exploration Geological & Geophysical
Surveys & Works

Geological & geophysical survey
acquisition & processing

Technical evaluations & management
Pre-development study

Interest on funding of deferred
exploration expenditure

Deferred costs acquired from Primeline
Petroleum Corporation

Project administration

Salaries and benefits

27,652,491

582,117

Q,/87,442
5,705,724
4,910,475

3,547,169

1,394,307
3,522,007
4,894,394

5,634,766

337,001

Q,/87,442
4,887,397
4,902,689

3,548,686

1,394,307
2,069,484
4,158,177

2,247,985
539,917
(821,087
63,962,941

Travel and accommodation 1,974,154
539,917
(821,087)

39,312,933

Contract signing fee
Other

The Company and Primeline Petroleum Corporation (PPC), a company
with the same majority shareholder, are contractors (collectively, the
Contractors) under a Petroleum Contract dated March 24, 2005 with
China National Offshore Oil Corp. (CNOOC) to explore, develop and
produce oil and gas reserves that may exist in an area known as Block
25/34 (the Confract Area) in lishui and Jiaojiang Basins, East China
Sea. The Confract Area includes the maijority of previous Block 32/32
covered by a prior petroleum contract between the Contractors and
CNOOC which was in effect during the period from December 12,
1994 to February 28, 2005. The Company and PPC hold 75% and
25% of the Contractors' inferest, respectively.

The Petroleum Contract became effective on May 1, 2005, and has
three periods: exploration, development and production, with a maximum
confract ferm of 30 years. The exploration period is normally seven years
while the production period is normally 15 years. The exploration period
is further subdivided into three exploration phases, which includes the
first phase of three contract years (the first contract year through the third
confract year); the second phase of two confract years (the fourth contract
year through the fifth contract year); and the third phase of two confract
years (the sixth contract year through the seventh contract year).

Under the initial contract the Confractors were committed to drilling
one exploration well in each of the three exploration phases (plus an
additional 200 square kilometres of 3D seismic in phase one) and the

minimum cost of completing these exploration operations should be
US$6,000,000 in the first phase and US$5,000,000 in each of the




second and third phases. At the end of each of the first and second
exploration phases, the Contractors must decide whether to enter
info the next exploration phase and relinquish 25% of the remaining
Contract Area, or terminate the Petroleum Contract. At the end of the
third exploration phase, the Contract Area, except for any discovery,
development or production area that may exist in the Confract Area, is
relinquished.

The Petroleum Contract provides that the Contractors will fund all costs
incurred during the exploration period, and CNOOC has the right to
parficipate up to 51% in any future development and production of oil
and/or gas fields in the Contract Area by paying its pro rata share of the
development and production costs.

The Contractors will remain as operators for the development and
production period until at least full cost recovery.

By an Amendment Agreement dated February 18, 2008 between
CNOOC, the Company and PPC, the parties agreed that the Petroleum
Contract be amended to provide that the exploration period beginning
on the date of the commencement of the implementation of the contract
shall be divided info three phases and shall consist of 8 years rather than
7 vyears. The first exploration period shall be for a period of four years
from the date of commencement on May 1, 2005, and the second and
the third exploration phases shall be for two year periods respectively.
The Company is in compliance with all explorations requirements for
phase 1 except for the commitment to drill one exploration well which
has been transferred by agreement with CNOOC info phase 2 such that
the minimum exploration requirement for phase 2, which ends on April
30, 2011, is two wells, one of which was completed during the current
financial year (see Note 12).

On July 15, 2011, the Company has signed a Memorandum of
Agreement ["MOA") with CNOOC to amend the Petroleum Confract and
fo enter infto a new pefroleum contract. The MOA amends the existing
Petroleum Contract so that no further exploration activity will be carried
out under that contract and the Company and PPC will relinquish all of
the current area of 5,221 sq kms held under the Existing Contract, save

for the development area for the LS36-1 gas field, comprising 84.7 sq
kms. The existing Petroleum Confract will remain in effect in relation to the
continuing development and production operations for the LS36-1 gas

field.

The MOA also provides that a new petroleum confract ("New Contract']
will be granted on the following basis:

Area: The exploration area under the New Contract will cover the
same area as that currently held under the Existing Contract but with an
additional adjacent area to the east making a new confract area of 5,877
sq kms. The new area has been designated as Block 33/07.

Term: The New Confract will have a 7 year exploration period divided
into 3 exploration periods of 3, 2 and 2 years each with a minimum
work commitment in the first phase of two wells plus 600 sq kms of 3D
seismic. The commitment for each of the second and third phases is one
well.

Future discoveries in the new contract area (and any CNOOC self
financed discoveries nearby, if there is spare capacity and subject to
payment of a proportion of operational costs) will enjoy the right fo free
use of the production facilities to be built for the LS36-1 gas field.

All other terms are the same as the Existing Contract and the New
Contract will be held by Primeline and PPC in the same proportions in

which they held the Existing Confract of 75%/25%.

The Company, PPC and CNOOC have signed a Supplemental
Development Agreement and other agreements with regard to the
development of LS36-1 gas field which was discovered by the Company,
following the completion of the Overall Development Program (ODP).
The ODP comprises a formal development engineering plan, backed
up by survey results and environmental studies, together with a full
economic analysis of the development, which is required to be approved
by the Chinese government before the Development can officially
commence. Under these agreements, CNOOC became the Operator
with the development and production operations and is proceeding with
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the development preparation whilst preparing for the full government
approval submission of the development. PEOIL continues to be the
exploration Operator on Block 33,/07 under the new petfroleum contract.
5 Capital stock and contributed surplus

a) Authorized

Number of shares

2011 2010

Common shares with a par

value of US$0.001 each 500,000,000 500,000,000

b) Issued and outstanding

Contributed
Amount surplus

$ $
64,309 51,567,679

Number of

common shares
Balance - March 31, 2009 47,020,623

Fair value of options - - 5,388

Balance - March 31, 2010 47,020,623 51,573,067

Rights issue 47,020,623 22,998,940

Fair value of options - - 20,899

Balance - March 31, 2011 94,041,246 128,619 74,592,906

2011 2010
Weighted average number

of common shares outstanding

89,403,596 47,020,623

c) Rights issuance

On March 25, 2010, the Company filed a preliminary short form
prospectus in the provinces of British Columbia, Alberta, Ontario and
Quebec relating to a rights offering (the "Offering”) to raise gross
proceeds of C$23,510,311.

According to the Offering, each holder of the Company’s common shares
(“Shares”) would be entitled to receive one right (@ "Right”) for each
Share held. One Right would entitle the holder to acquire one Share at a
price of $0.50 per share (the “Subscription Price”).

The Company’s largest shareholder, Primeline Infernational (Holdings) Inc.
(“Primeline International”), had agreed to provide a standby commitment
(the Standby Guarantee”] under which Primeline International would
purchase from the Company at the Subscription Price any Shares (the
"Standby Shares”) that are not otherwise subscribed for under the
Offering. Accordingly, Primeline International deposited C$23,510,311
info the Company's bank account on March 26, 2010 as deposit for the
Standby Guarantee.

The rights were issued to holders of common shares of record on April
15, 2010 and expired on May 6, 2010. Under the Offering, a total
of 39,640,833 common shares were subscribed. Under the Standby
Guarantee Agreement with the Company, Primeline International
purchased the remaining balance of 7,379,790 common shares
available under Offering.

Aggregate fotal gross proceeds of C$8,733,411 were received by
the Company from external shareholders during the year. The Company
had repaid $1,049,180 of the standby guarantee deposits to Primeline
International during the year, with the remaining balance of $7,684,231
being reassigned to as an advance from PPC (note 7(c), (d)).




d) Stock options

The company had a stock option plan (the Plan), pursuant to which the
directors were authorized to grant up to 7,053,000 common shares
in options. The options enabled the directors, officers, consultants and
employees to acquire common shares. The exercise price of a share
option was set by the board of directors, subject to TSX Venture Exchange
policy. Options granted under the Plan have a maximum term of five
years and vest in stages over at least 18 months the options vesting
equally on a quarterly basis, as defermined by the board of directors at
the grant date.

Since November 26, 2010 the Company has had a stock option plan
(the Plan), pursuant to which the directors are authorized to grant options
fo purchase a number of common shares equal to 10% of the number of
common shares issued and outstanding from time to time. The options
enable the directors, officers, consultants and employees to acquire

common shares. The exercise price of a sfock option will be set by the
board of directors, subject to TSX Venture Exchange policy.  Options
granted under the Plan may have a maximum term of ten years. The
vesting schedule, it any, is determined by the board of directors at the
grant date.

The following table summarizes information about the stock options

outstanding and exercisable at March 31, 2011 and 2010:
2011
Weighted
average

exercise
price

2010
Weighted

average
exercise
price

Options
outstanding

Options
outstanding

Outstanding -
Beginning of
year

5,725,000 5,725,000

Expired (50,000) . -

Granted 350,000

Outstanding -

End of year 6,025,000 5,725,000

Options
exercisable

— End of year 5,975,000 1.53 5,725,000 1.59

On April 4, 2006, the Company granted 4,500,000 options at an
exercise price of $1.50 per share to directors, officers, employees and
consultants, of which 4,300,000 options are outstanding and expired
on April 4, 2011,

On December 1, 20006, the company awarded options to its non-
executive directors, management and consultants to purchase up fo
1,200,000 common shares at an exercise price of $1.60 per share.
217,000 of the 1,200,000 options have been cancelled by agreement
with the option holders. 433,000 of the 1,200,000 options expired
on May 31, 2008 while the balance of 550,000 options expire on
November 30, 2011.
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On November 1, 2007, the company awarded options o purchase
a total of 875,000 common shares at an exercise price of $2.00
per share. 250,000 of the 875,000 options were awarded to CHF
Investor Relations, the company’s investor relations counsel, while
625,000 options were awarded fo executive directors, management
and consultants.  All such options expire on October 31, 2012.

On June 1, 2010, one employee with 25,000 options granted to
him on each of December 1, 2006 and November 1, 2007 left the
Company. Those options accordingly expired on September 1, 2010
under the ferms of the sfock option plan.

On November 29, 2010, 350,000 options were granted to a

consultant, and 300,000 of such options vested as of March 31,
2011.

Assumptions used in the Black-Scholes option pricing model for

revaluation of the options granted to nonemployees for the years ended
2011 are as follows:

2011
Riskfree interest rate 1.64-1.72%
Expected life 5 years
Expected volatility Q0%

Expected dividends Nil

In connection with the grant of stock options to directors, officers,
consultants and employees, the company recognized a stock-based
compensation expense of $20,899 for the year ended March 31, 2011
(March 31, 2010 - $4,088) and capitalized Nil to deferred exploration
costs for the year ended March 31, 2011 (March 31, 2010 - $1,300).

As at March 31, 2011 stock options outstanding and exercisable are as
follows:

Weighted

Number of average
outstanding remaining
options as at contractual

March 31, 2011 life

Number of
exercisable
options as at
March 31, 2011
Exercise price
1.5 4,300,000
1.6 525,000
2.0 850,000
0.5 350,000

0.01 year
0.7 years
1.6 years
0.2 years

4,300,000
525,000
850,000
300,000

6,025,000  0.35 years 5,975,000

6 Commitments

a) Under the original petroleum contract, the Company had a
commitment to drill 2 wells prior to April 30, 2011 during exploration
phase 1 and 2. On April 27, 2011, CNOOC agreed fo grant a three-
month period to the Company so that the expiration date of phase 2 is
extended fo July, 31, 2011. It the Company elects to enter into phase
3, the starting date of such phase will be May 1, 2011. The Company
did not elect to enter into phase 3. On July 15, 2011, the Company
has signed a Memorandum of Agreement with CNOOC to amend the
existing petroleum contract for Block 25/34 and fo enter info a new
petroleum confract.

Under the new petroleum contract the Company and CNOOC will
enter into, the Company will have a 7 year exploration period divided
into 3 exploration periods of 3, 2 and 2 years with @ minimum work
commitment in the first phase of two wells plus 600 sq kms of 3D seismic.
The commitment for each of the second and third phases is one well.
Under current market conditions, the cost of drilling one well is estimated
to be US$ 30 million including any festing cost which is estimated to be
US$10 million of which the Company’s 75% obligation would be a fotal
of US$ 22.5 million.




b) The company entered into two lease agreements for the rental of
PEHI's Shanghai offices in the People’s Republic of China. The leases are
for a period of two years from September 1, 2010 to August 31, 2012
with a monthly rental fee of approximately $7,936 (RMB 53,510).

7 Related party transactions

During the year ended March 31, 2011, the Company paid or accrued
the following:

a) london office rent of $60,470 (2010 - $66,335) to a company
under common control of which the shareholder of that company is also
the shareholder of the Company’s ultimate holding company, Primeline
International Holdings Inc, ("PIHI"), a private British Virgin islands
corporation, all of the issued and outstanding shares of which are
beneficially owned by Mr. Victor Hwang, President and a director of the
Company.

b) Fees and expenses of $18,472 (2010 - $26,062) to a company
confrolled by Mr. Peter Kelty, a director for advisory services associated
with investor relations, securities and exchange matters and other
administrative services. This agreement terminated on December 31,

2010.

c) Cash call of $8,173,118 utilized for (2010 — $2,383,991 received
from) @ company under common control of which the shareholder of
that company is also the shareholder of the company’s ultimate holding
company PIHI. As at March 31, 2011, the remaining cash call payable

is $222,583.

d) Advance of $1,700,000 (2010 - $nil) from a company which the
shareholder of that company is also the shareholder of the company’s
ultimate holding company PIHI.

el A retainer fees of $25,000 (2010: $nil) were paid to the 4 non-
executive directors for the period ended March 31, 2011.

These transactions, which occur in the normal course of operations,
are measured at the exchange amount, which is the amount of the
consideration esfablished and agreed to by the related parties.

8 Income taxes

The Company is domiciled in an income tax-exempt jurisdiction and
carries out its oil exploration activities in the PRC; these activities are
subject to PRC income tax at a rate of 25%. In accordance with
PRC tax regulation, exploration costs incurred by foreign oil and gas
enterprises can be deferred and amortized from commencement of oil/
gas production. All exploration activities incurred in PRC had been
capifalized during the year (2010: nil).

Significant components of the company’s future income tax liabilities are
as follows:

2011 2010
$ $

Resource properties 425,551 425,551

Net future income tax liability 425,551 425,551

For certain acquisitions predominately stock based compensation and
other payments for mineral property interests, the company records a
future income tax liability and a corresponding adjustment to the related
asset carrying amount.

9 Financial Instruments

The Company’s financial instruments consist of cash and cash equivalents,
accounts receivable, accounts payable and accrued liabilities, and
advances from a related party.

Fair values of assets and liabilities approximate amounts at which these
items could be exchanged in transaction between knowledgeable
parties. Fair value is based on available public market information or
when such information is not available, estimated using present value
fechniques and assumptions conceming the amount and fiming of future
cash flows and discount rates which factor in the appropriate credit risk.
The calculation of estimated fair value is based on market conditions af
the specific point in time and in the respective geographic locations and
may not be reflective of future values.




Notes to Consolicated Financial Statements
March 31, 2011 and 2010
(expressed in Canadian Dollars)

Cash and cash equivalent are classified as loans and receivables and
recorded at amortized cost. Receivables and accounts payable and
accrued liabilities and advances from a related party approximate their
fair value as the effect of inferest and credit risk is not significant taking
info the account the counterparty’s creditworthiness and short term maturity
of the balance.

The Company'’s financial instruments are exposed to certain financial
risks, including currency risk, credit risk, liquidity risk, inferest rafe risk and
price risk.

(a) Currency risk

The Company holds cash balances of HKD$2,720,731, USD73,066
and RMB315,139 (2010 - US$135,031 in term deposits which mature
in 7 days and cash balances of US$226,603 and RMB1,983,820).

Based on the above net exposures as at March 31, 2011, and
assuming that all other variables remain constant, a 10% depreciation
or appreciation of the Canadian dollar against the HK dollar, US dollar
and Renminbi, would result in an increase/decrease of approximately

$33,982, $7,102 and $4,674 (2010- Nil, $36,706 and $29,599)

respectively in the company’s net loss.
(b) Credit risk

Credit risk is the risk of an unexpected loss if a customer or third party to
a financial instrument fails to meet its contractual obligations.

The Company’s cash and cash equivalents are held at a large
international financial institution in inferest bearing accounts.  Minimal
cash balances are held in Chinese financial institutions.  The company
has no investments in assetbacked commercial paper.

(c) Liquidity risk

Liquidity risk is the risk that the company will not be able to meet its
financial obligations as they fall due.

The Company manages liquidity risk through its capital management as
outlined in note 10 fo the consolidated financial statements.  Accounts
payable relating to petroleum exploration costs and other accounts
payable and accrued liabilities are due within the current operating
period. Additional information regarding liquidity risk is disclosed in
Note 1.

(d) Interest rate risk

Interest rafe risk is the risk that the fair value or future cash flows of a
financial instrument will fluctuate because of changes in market interest
rates. The risk that the Company will realize a loss as a result of a
decline in the fair value of the shortterm investments included in cash and
cash equivalents is minimal because these investments roll over very short
periods (seven days to one month).

le) Price risk

The Company closely monitors commodity prices to determine the
appropriate course of action fo be taken by the Company.

10 Capital management

The Company’s objectives when managing capital are to safeguard
the company’s ability fo continue as a going concern in order to pursue
the exploration and development of its petroleum interest, acquire
additional pefroleum property interests and to maintain a flexible capital
structure which optimizes the costs of capital at an acceptable risk. In
the management of capital, the company includes its cash and cash
equivalent balances and components of shareholders” equity.

The Company manages the capital structure and makes adjustments fo
it in light of changes in economic conditions and the risk characteristics
of the underlying assets. To maintain or adjust the capital structure,
the company may affempt fo issue new shares, issue debt, acquire or
dispose of assetfs or adjust the amount of cash and cash equivalents and
investments.




In order fo facilitate the management of its capital requirements, the
company prepares annual expenditure budgets that are updated as
necessary depending on various factors, including successful capital
deployment and general industry conditions. The annual and updated
budgets are approved by the Board of Directors.

At this stage of the Company’s development, in order to maximize
ongoing development efforts, the company does not pay dividends.

The company’s investment policy is to invest its cash in highly liquid short-
ferm inferestbearing R1-High investment rated [DBRS) investments with

maturities 90 days or less from the original date of acquisition.

The company currently is not subject to externally imposed capital
requirements.

Additional information regarding capital management is disclosed in nofe 1.
11 Segment reporting

The Company has one operating segment, which is the exploration of
oil and gas properties. The Company's assets are located in Canada,

China and United Kingdom.

The following is a summary of assets by geographic location as at March

31,2011 and 2010:

United Total
Kingdom

45,596

As at Canada  China

March 31, 2011

Total assets

09,002 65,200,998 65,345,596

Canada  China United Total

Kingdom
229,313

As at
March 31, 2010

Total assets

28,805 69,401,319 09,729,437

12 Subsequent events

a) Extension of expiration of Pefroleum contract Phase 2

On April 27, 2011, CNOOC agreed to grant a three-month period fo
the Company so that the expiration date of phase 2 is extended fo July
31, 2011. If the Company eventually elects to enter into phase 3, the
starting date of such phase will be May 1, 2011. The remaining one
well minimum work commitment in phase 2 will be transferred to phase
3, which ends on April 30, 2013. Therefore, the Company will have to
drill two wells in phase 3.

b) Lefter of intent with China Qilfield Services Limited for at turnkey drilling
contract

On April 27, 2011, the Company has signed a letter of intent ("LOI")
with China Oilfield Services Limited ["COSL") to enter info a turnkey
drilling contract for one well, with an option for a second well, to
continue its step out exploration drilling program.

Pursuant fo the LOI; COSL has agreed, subject to contract, to enter into
a turnkey drilling contract with Primeline under which COSL will drill
one exploration well, LS 30-3-1, in Block 25/34 sometime in the fourth
quarter of 2011. In addition, Primeline will have an option to drill a
further well in the nearby area affer complefion of the proposed well at
the same rafes.

The turnkey price for drilling LS30-3-1 well, as defined by LOI, is
US$15.8m including site survey and mobilisation costs. The total budget
for the well is up to about US$25m for a success case, depending on the
level of testing to be carried out. Before entering into the LOI, Primeline
obtained confirmation from its major shareholder and Chairman, Victor
Hwang, that he would underwrite the cost of the drilling contract in order
fo enable Primeline o secure the rig.

However, following the recent MOA (see “Petroleum Contract” below),
it is now anticipated that drilling will be delayed until after the new
petroleum contract is signed and a new drilling slot confirmed.
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c) Loan facility of US$4,000,000

On May 17, 2011, the Company has signed an agreement with
Victor Hwang, its President, Chairman and largest shareholder, under
which Mr. Hwang has granted the Company a loan facility of up to
US$4,000,000 (the "loan") which may be drawndown in multiple
franches at any time before November 30, 2011. The Loan, which will
be used for working capital purposes, is interest free and is repayable on
written demand af any time after November 30, 2011.

d) Memorandum of Agreement ['"MOA") with CNOOC to amend the
existing pefroleum contract for Block 25/34 ('Existing Contract’) and to
enter info a new pefroleum contract.

On July 15, 2011, the Company has signed a MOA with CNOOC to
amend the Existing Contract and fo enter info a new petroleum contract.
The MOA amends the Existing Confract so that no further exploration
activity will be carried out under that contract and the Company and
PPC will relinquish all of the current area of 5,221 sq kms held under the
Existing Contract, save for the development area for the LS36-1 gas field,
comprising 84.7 sq kms. The Existing Confract will remain in effect in
relation to the continuing development and production operations for the
LS36-1 gas field. In order to provide Primeline with continuing exploration
rights in the area, the MOA also provides that a new petfroleum contract
("New Contract'] will be granted on the following basis:

Area: The exploration area under the New Contract will cover the
same area as that currently held under the Existing Contract but with an
additional adjacent area fo the east making a new contract area of 5,877
sq kms. The new area has been designated as Block 33/07.

Term: The New Confract will have a 7 year exploration period divided
info 3 exploration periods of 3, 2 and 2 years each with a minimum
work commitment in the first phase of two wells plus 600 sq kms of 3D
seismic. The commitment for each of the second and third phases is one
well.

Future discoveries in the new contract area (and any CNOOC self
financed discoveries nearby, if there is spare capacity and subject to
payment of a proportion of operational costs) will enjoy the right fo free
use of the production facilities to be built for the LS36-1 gas field.

All other terms are the same as the Existing Contract and the New
Contract will be held by the Company and PPC in the same proportions
in which they held the Existing Confract of 75%,/25%.

The Company and CNOOC will finalise and enter info the New
Confact shortly, which will then be subject to the approval of the Ministry
of Commerce in China.
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