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Primeline Energy Holdings Inc.
(an exploration stage Company)

Consolidated Statement of Financial Position (Unaudited)

As at June 30, 2012 and March 31, 2012
(In Chinese Yuan Renminbi)

Non-current assets

Exploration and evaluation assets
Property, plant and equipment

Current assets

Cash and cash equivalents
Prepaid expenses and deposit

Total assets

Equity attributable to shareholders

Share capital

Contributed surplus
Accumulated deficit

Total equity

Non-current liabilities
Shareholder loan

Advances from a related party

Current liabilities

Accounts payable and accrued liabilities
Cash calls payable

Total liabilities

Total shareholders’ equity and liabilities

Note

11
11

13

Nature of operations and going concern (Note 1)
The accompanying notes form an integral part of these consolidated financial statements.

Approved by the Board of Directors

“Brian Chan”

Director

Jun 30, 2012 Mar 31, 2012 Jun 31, 2012
RMB RMB CAD

(note 3.3)

430,735,843 427,178,383 68,983,960
18,913 13,023 3,029
430,754,756 427,191,406 68,986,989
3,978,912 3,763,467 637,238
2,160,290 2,162,407 345,978
6,139,202 5,925,874 983,216
436,893,958 433,117,280 69,970,205
858,406 858,406 137,477
501,401,028 500,712,782 80,301,254
(99,516,302) (99,167,029) (15,937,908)
402,743,132 402,404,159 64,500,823
22,337,506 17,966,082 3,577,435
10,041,663 10,379,224 1,608,210
32,379,169 28,345,306 5,185,645
1,181,922 1,618,742 189,289
589,735 749,073 94,448
1,771,657 2,367,815 283,737
34,150,826 30,713,121 5,469,382
436,893,958 433,117,280 69,970,205




Primeline Energy Holdings Inc.

(an exploration stage Company)

Consolidated Statement of Comprehensive Loss (Unaudited)

For three months ended June 30, 2012 and June 30, 2011
(In Chinese Y uan Renminbi)

Expenses

Bank charges

Business promotion

Non-executive directors retainer fees
Office expenses

Professional fees

Travel

Sharebased payments
Operating Loss

Finance income

Finance cost

Exchange gain (loss), net
Loss and comprehensive loss

Basic and diluted loss per share

Weighted average number of common shares

outstanding

Note

10

11

Jun 30, 2012 Jun 30, 2011 Jun 30, 2012
RMB RMB CAD
(note 3.3

(31,165) (29,933) (4,991)
(81,029 (132,757) (12,977)
(156,100) (166,825) (25,000)
(455,420) (390,040) (72,937)
(90,234) (682,848) (14,451)
(2,489 (64,705) (399
(282,449) (1,412) (45,235)
(1,098,886) (1,468,520) (175,990)
856,687 663 137,202
(54,628) - (8,749)
(52,446) 45,043 (8,399
(349,273) (1,422,814) (55,936)
(0.004) (0.015) (0.001)
94,041,246 94,041,246 94,041,246

The accompanying notes form an integral part of these consolidated financial statements.



Primeline Energy Holdings Inc.

(an exploration stage Company)

Consolidated Statement of Changes in Equity (Unaudited)

(In Chinese Y uan Renminbi)

Balance —Mar 31, 2011

Loss and comprehensive loss for the
period

Disoount on shareholder loan

Disoount on advances from a related party

Share based payments

Balance —March 31, 2012

Loss and comprehensive loss for the
period

Disoount on shareholder loan

Share based payments

Balance — dune 30, 2012

Balance — June 30, 2012, in CAD (note 3.3
(c))

Balance —Mar 31, 2011

Loss and comprehensive loss forthe
period

Stock based compensation

Balance — dune 30, 2011

Attributable to equity owners of the company

Contributed

Share Capital surplus Deficit Total
858,406 497,438,529 (92,330,622) 405,966,313
- - (6,836,407) (6,836,407)

- 599,046 - 599,046

- 346,076 - 346,076

- 2,329,131 - 2,329,131
858,406 500,712,782 (99,167,029) 402,404,159
- - (349,273 (349,273

- 267,577 - 267,577

- 420,669 - 420,669
858,406 501,401,028 (99,516,302) 402,743,132
137,477 80,301,254 (15,937,908) 64,500,823
858,406 497,438,529 (92,330,622) 405,966,313
- - (1,422,814) (1,422,814)

- 1,412 - 1,412
858,406 497,439,941 (93,753,436) 404,544,911

The accompanying notes form an integral part of these consolidated financial statements



Primeline Energy Holdings Inc.

(an exploration stage Company
Consolidated Statement ofpéna.s?1 Flows

For three months ended June 30, 2012 and June 30, 2011

(in Chinese Y uan Renminbi)

Cash flows from oper ating activities
Loss for the period
Itemnot involvecash
Depreciation
Stock-based compensaion
Finance income fromfair value adjustment of
advance formrelated company
Finance income fromfair value adjustment of
shareholder loan
Unrealized foreign exchange loss (gain)

Changes in non-cash working cepital items
Prepaid expenses and depaosit
A ccounts payable and accrued liabilities

Cash flows frominvesting activities
Expenditures on exploration and evaluation assets
Expenditures on property, plant and equipment

Cash flows from financing activities
Shareholder loan
Cash call (utilized for) received fromarelated party

Incr ease/(decrease) in cash and cash equivalents

Effect of for eign exchanger ate on cash and cash
equivalents

Cash and cash equivalents - Beginning of period/
year

Cash and cash equivalents - End of period/ year

Note

13(d)
13(f)

Jun 30, 2012 Jun 30, 2011 Jun 30, 2012
RMB RMB CAD

(note 3.3)

(349,273) (1,422,814) (55,936)
1,178 - 189
282,449 1,412 45,235
(289,909) - (46,430)
(511,556) - (81,928)
46,849 (68,021) 7,503
(820,262) (1,489,423) (131,367)
2,117 69,107 339
(203,200) (1,660,838) (32,543)
(201,083) (1,591,731) (32,204)
(1,021,345) (3,081,154) (163,571)
(3,488,977) (3,582,719) (558,773)
(7,068) - (1,132)
(3,496,045) (3,582,719) (559,905)
4,875,898 4,986,000 780,893
(159,338) (579,286) (25,519)
4,716,560 4,406,714 755,374
199170 (2,257,159) 31,898
16275 (51,129) 2,607
3,763,467 7,087,660 602,733
3978912 4779372 637,238

The accompanying notes form an integral part of these consolidated financial statements.



Primeline Energy Holdings Inc.

(an exploration stage Company)

Notes to Consolidated Financial Statements (Unaudited)
June 30, 2012

(in Chinese Y uan Renminbi)

1. Nature of operations and going concern

Primeline Energy Holdings Inc. (PEHI) or the Company was incorporated unde the Companies Law of the
Cayman Islands on March 31, 1995 and through its wholly owned subsidiaries, Primeline Energy China Ltd.
(PECL) and Primeline Energy Operations International Ltd. (PEOIL) which are regigered and granted business
license by Shanghai Administration of Industry and Commerce in Ching, is in the business of exploration and
development of off-shore oil and gas properties. To date PEHI has not redlized any revenues from its oil and
gas properties and isconsidered to be an exploration stagecompany.

The Company owns exploration and development rights in the East China Sea pursuant to two Petroleum
Contracts in relation to Block 2534 ( “the Petroleum Contract”) and Block 33/07 ( “the New Contrect”). The
petroleum contacts were entered into between China National Offshore Oil Corporation (CNOOC), a Chinese
State Oil Company, Primeline Energy China Ltd. (PECL), awholly owned subsidiary of the Company, and
Primeline Petroleum Corporation (PPC), an affiliated company wholly owned by Mr. Victor Hwang, chairman
and mgjority shareholder of the Company.

Block 25/34 covers 84.7 sq kms, being the development and production areafor the LS36-1 gas field for which
CNOOQC is the Opeator with a 51% interest, and PECL and PPC holding 36.75% and 12.25% respectively.

Block 3307 cove's an offshore area of 5,877 sq kms (or 1.45 million acres) enclosing Block 2534, and the
Contractors interest is shared 75%/25% by PECL and PPC. Another wholly owned subsidiary of the
Company, Primeline Energy Operations Intenational Ltd. (PEOIL), is the operaor for Block 33/07. The
Contractors areresponsible for 100% of the exploration costs and CNOOC has the right to participate in up to
51% of any commercial development.

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 redlize its assets and dischargeits liabilities in the normal course of business.

Severa 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 to self-finance operdions, and has significant cash requirements to meet its overhead
requirements, carry out its exploration activities under the New Contrect for Block 33/07 and, with effect from
the date the Overal Development Program (ODP) for the LS36-1 gas field development approval is obtained,
tofund its share of the LS 36-1 gas field development costs, provided that the Company has until 3 months &ter
notification of ODP approval to finance its obligation to fund such development costs.

The Company's ability to continue a a going concern is dependent upon management’s ability to secure
additional financing. While management has been successful in obtaining funding in the past, there can be no
assurancethat it will be able to doso in thefuture

If thegoing concern assumption were not appropriate for thesefinancial statements then adjustments would be

necessay to the carrying value of assets and liabilities, the reported expenses and the baance sheet
classifications used, and such adjustments would be materia.

2. Basisof presentation and adoption of | nternational Financial Reporting Standards (“| FRS")

These consolidated interim financia statements are unaudited and have been prepared in accordance with
International Accounting Standards 34, Interim Financia Reporting (“1AS 34”) using accounting policies



Primeline Energy Holdings Inc.

(an exploration stage Company)

Notes to Consolidated Financial Statements (Unaudited)
June 30, 2012

(in Chinese Y uan Renminbi)

consistent with International Financial Reporting Standard (“IFRS’) issued by the International Accourting
Standard Board (“1ASB’) and Interpretations of the International Financial Reporting Interpretations
Committee (“IFRIC”) .

The Company adopts | FRS with a transition date of April 1, 2008. The rules of first time adoption of IFRS are
set out in IFRS 1, “Firg time adoption of Internaional Financial Reporting Standards” In preparing the
Company’s first IFRS consolidated financia statements, the Company applies these transition rules to the
opening | FRS statements of financial position at April 1, 2008 and throughout all periods presented &s if these
policies had aways been in effect. These consolidated interim financia statements should be read in
conjunction with the Company’ s first consolidated annual financial statement for the period to March 31, 2012,
Note 15 of the aforesaid consolidated annual financial statements discloses the impact of thetransition to IFRS
on the Company’ s reported financia position, financial performance and cash flows including the nature and
effect of significant changes in accounting policies from those used in the Company’s consolidated financial
statements for the year ended March 31, 2009, 2010 and 2011 under Canadian GAAP.

The accounting policies applied in these consolidated interim financia satements are based on IFRS eff ective
for the year ended June 30, 2012, as issued as of August 27, 2012, being the date the Board of Directors
approved the satements.

The preparation of financia statements in conformity with IFRS requires the use of estimates and assumptions
that afect the reported amounts of assets and liabilities at the dae of the financia statements and the reported
amounts of revenues and expenses during the reporting period. Although these estimates are based on
management’s best knowledge of the amount, event or actions, actual results ultimately may differ from those
estimates. Areas where estimates are significant to the interim consolidated financial statements are disclosed in
note 6.

3. Summary of significant accounting policies

The principal accounting policies applied in the preparation of theseconsolidated interim financial statements
are set out below. These policies have been consistently applied to al the periods presented.

3.1 Consolidation
Subsidiaries

Subsidiaries are al entities (including specia purpose entities) over which the group has the powe to govern
the financid and operating policies generally accompanying a shareholding of more than one haf of the
voting rights. The existence and effect of potential voting rights that are currently exercisable or convertible
are considered when assessing whether the group controls anothe entity. Subsidiaries are fully consolidated
from the date onwhich control is transferred to the group. They are de-consolidated from the date that control
ceases. All subsidiaries, as listed below have been consolidated into the Company’s consolidated
interim financial statements.

Paid up Per centage of Functional
issued issued capital currency

Place of share held by the

Name of subsidiary I ncor por ation capital Company
Primeline Energy China Cayman Islands US$2 100% Chinese Yuan
Limited Renminbi
Primeline Energy Operations Cayman Islands US$2 100% Chinese Yuan

International Cimited Renminbi



Primeline Energy Holdings Inc.

(an exploration stage Company)

Notes to Consolidated Financial Statements (Unaudited)
June 30, 2012

(in Chinese Y uan Renminbi)

Inter-company transections, balances and unrealised gains on transactions between group companies are
eliminated.

3.2 Segment reporting

The Company has one operating segmert, which is the exploration of oil and gas properties located in the
Peoples Republic of China.

3.3 Foreign currency translation
(a) Functional and presentation currency

Items included in the financial statements of each of the group’s entities are messured using the currency of
the primary economic environment in which the entity operates (‘ the functiona currency’). The consolidated
interim financial statements are presented in Chinese Yuan Renminbi (“RMB”), which is the group’s
functional and presentation currency.

(b) Transactions and balances

Foreign currency transections are translated into the functional currency using the exchange rates prevailing
a the dates of the transactions. Foreign exchange gains and losses resulting from the settlement of such
transactions and from the translation at year-end exchange rates of monetary assets and liabilities
denominated in foreign currencies arerecognized in the statement of income (loss).

(c) Convenience Translation into Canadian Dollar Amounts

The Company’ s functional and presentation currency is RMB. The Canadian dollar amounts provided in the
financial statements represent supplementary information solely for the convenience of thereader.

Reported balances for financia reporting have been translated into Canadian dollars using a convenience
translation adjustment at the rate of RM B6.244 to Canadian dollar $1, which is the exchange rate published
in South China Morning Post & of thereporting date.

Such presentation is not in accordance with generally accepted accounting principles, and should not be
construed as a representation that the RM B amounts shown could be readily converted, redized or settled in
Canadian dollars at this or at any other rate

3.4 Exploration and evaluation assets

The Company follows thefull cost method of accounting for its oil and gas interests whereby al costs relating
to the exploration for and development of oil and gas reserves are capitaized and charged against income as set
out below. Capitdized 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 renewas or betterments that improve the productive capecity or extend
the life of an asset are capitalized. Maintenance and repairs are expensed as incurred.

No depreciation and/or amartisation are charged during the exploration and evauation phase.

Exploration and evauation costs are tested for impairment when reclassified to oil and gas properties or
wheneve facts and circumstances indicate potentia impairment. An impairment loss is recognised for the



Primeline Energy Holdings Inc.

(an exploration stage Company)

Notes to Consolidated Financial Statements (Unaudited)
June 30, 2012

(in Chinese Y uan Renminbi)

amount by which the exploration and evaluation expenditure'scarrying anount exceeds its recoverable amount.
The recoverable amount is the higher of the exploration and evauation expenditure's fair value less costs to sell
and their value in use.

3.5 Property, plant and equipment

Property, plant and equipment are stated at cost less accumulated depreciation and any recognized impairment
loss, net of reversals. Machinery and equipment are depreciated at a straight—line basis at the rate of 30% per
annum.

3.6 Asset retirement obligation (ARO)

Provision is made for the present value of the future cost of abandonment of oil and gas wells and related
fecilities. This provision is recognised when alega or constructive obligation arises.

The estimated costs, based on engineering cost levels prevailing at the reporting date are computed on the
basis of the latest assumptions as to the scope and method of abandonment. Provisions are measured at the
fair value of the expenditures expected to be required to settle the obligation using a pre-tax rate, updated
a each reporting date that reflects current market assessments of thetime value of money and the risks specific
to theobligation. The corresponding amount is capitalised as part of exploration and evauation expenditure or
oil and gas properties and is amortised on a unit-of-production basis as part of the depreciation, depletion
and amortisation charge. Any adjustment arising from the reassessment of the estimated cost of the ARO is
capitaised, while the charge arising from the accretion of the discount applied to the ARO is treated as a
component of finance codts.

Management has detemined that, based on the exploration work carried out to date there is no lega or
constructive obligation requiring remediation of the Company’s oil and gas property at this time.

3.7 Financial assets and liabilities

Financial asses and financial liabilities are recognised on the Company’s statement of financial position
when the Company becomes paty to the contrectua provisions of the instrument. Financial assds ae de
recognised when the contractua rights to the cash flows from the financial asset expire or when the
contractua rights to those assets are tranferred. Financia liabilities are de-recognised when the obligation
specified in the contrect is discharged, cancelled or expired.

The Company classifies its financial assets as loans and receivables and financial liabilities are recognized
initially at fair value and subsequently at amortized cost using the efective interest method.

Financial assets and liabilities are classified ascurrent if the assets areredized / liabilities are settled within 12
months. Otherwise, they are presented as non-current.

3.8 Cash and cash equivalents

Cash and cash equivaentscomprise cash in hand, deposits held at call with banks and other short-term highly
liquid investments with original maturities of three months or less. Cash and cash equivalents have been
classified as loans and receivables and measured at amortized cost using the eff ective interest rate method.



Primeline Energy Holdings Inc.

(an exploration stage Company)

Notes to Consolidated Financial Statements (Unaudited)
June 30, 2012

(in Chinese Y uan Renminbi)

3.9 Trade payables

Trade payables are obligations to pay for goods or services that have been acquired in the ordinary course of
business from suppliers. Trade payables are measured at amortised cost using the effective interest method.

3.10 Sharecapitd

Ordinary shares are classified as equity. Incrementa costs directly attributable to the issue of new ordinary
shares or options are shown in equity as adeduction, net of tax, from the proceeds.

3.11 Current and deferred income tax

Tax is recognized in the income statement, except to the extent that it relates to items recognized in other
comprehensive income or directly in equity. In this case the tax is aso recognized in other comprehensive
income or directly in equity, respectively.

Income tax charge is calculated on the basis of the tax laws enacted or substantively enacted at the balance
sheet date in the countries where the Company and its subsidiaries operate and generde taxable income.
Management periodicaly evaluates positions taken in tax returns with respect to situations in which
applicable tax regulation is subject to interpretation. It establishes provisionswhere appropriate on the basis of
amounts expected to be paid to the tax authorities. As the Company and its subsidiaries are domiciled in an
income tax-exempt jurisdiction and are in a taxable loss position in PRC, no income tax charges had been
recognized during the period.

Deferred income tax is recognised, using the liability method, on temporary differences arising between the
tax bases of assets and liabilities and their carying amounts in the consolidated financial statements.
Deferred income tax is determined using tax rates (and laws) that have been enacted or substartially enacted
by the balance sheet date and are expected to apply when the related defered income tax asset is redlised or
the deferred incometax liability is settled.

Deferred income tax assets are recognised only to the extent tha it is probable that future taxable profit will
be available against which the temporary differencescan be utilized.

Deferred income tax is provided on temporary differences aising on investments in subsidiaries and
associates, except for deferred income tax liability where the timing of the reversal of the temporay
difference is controlled by the group and it is probable that the temporary difference will not reverse in the
foreseesble future.

Deferred income tax assets and liabilities are offset when there is a legaly enforceable right to offset current
tax assets against current tax liabilities and when the defered income taxes assets and liabilities relate to
income taxes levied by the same taxation authority on either the same taxable entity or different taxable
entities wherethereis an intention to settle the balances on anet basis.

3.12 Share-based payments

The Company has a share-based compensation plan, deails of which are disclosed in note 10. The Company
applies the far vaue based method of accounting to recognize the expenses arising from stock options
granted to employees and non-employees using the Black — Scholes option pricing model, which requires the
use of certain assumptions including future stock price volatility and expected life of the instruments.



Primeline Energy Holdings Inc.
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Notes to Consolidated Financial Statements (Unaudited)
June 30, 2012

(in Chinese Y uan Renminbi)

The total expense is recognised over the vesting period, which is the period over which al of the specified
vesting conditions are to be satisfied. At the end of each reporting period, the entity revises its estimates of the
number of options that are expected to vest based on the non-maket vesting conditions. It recognises the
impact of the revision to original estimates, if any, in the income statement of income (loss), with a
corresponding adjustment to equity.

When the options are exercised, the Company issues new shares. The proceeds received net of any directly
atributable transaction cogts arecredited to share capital when the options are exercised.

4. Standards, amendments and inter pretationstoexisingstandards that are not yet effective and have nat
been early adopted by the Company

Certain new standards, interpretations, amendments and improvements to existing standards were issued by
the 1ASB or International Financial Reporting Interpreations Committee ("IFRIC") tha ae mandaory for
accounting periods beginning after January 1, 2011 or later periods. The standards impacted tha are applicable
to the Company are asfollows:

a IFRS 9 'Financia Ingruments, which replaces the current sandard, IAS 39 Financia Instruments:
Recognition and Measurement. The new standard replaces the current classification and measurements
criteria for financia assets and liabilities with only two classification categories: amortized cost and fair
value, and is dfective for annua periods beginning on or &ter January 1, 2015, with early application
permitted. The Company will be required to adopt this standard.

There will be no impact on the Company’s accounting for financia liabilities, as the new requirements
only affect the accounting for financid liabilities that are designated at fair value through profit or loss
and the Company does not have any such ligbilities. The de-recognition rules have been transferred from
IAS 39, Financia Instruments: Recognition and measurement’, and have not been changed.

b) IFRS 10, 'Consolidated Financia Statements was issued in May 2011 and will supersede the
consolidation requirements in SIC-12 'Consolidation — Special Purpose Entities' and |IAS 27
'‘Consolidated and Separate Financid Statements dfective for annua periods beginning on or after
January 1, 2013, with early application permitted. IFRS 10 builds on existing principles by identifying the
concept of control as the detemining factor in whether an entity should be included within the
consolidated financial statements of the parent company. The standard aso provides additiona guidance
to assig in the determination of control where this is difficult to assess. The Company is currently
assessing theimpact of this standard.

c) IFRS 11, ‘Joint Arrangements' was issued in May 2011 and will supersede existing 1AS 31, 'Joint
Ventures' effective for annua period beginning on or after January 1, 2013, with early application
permitted. IFRS 11 provides for the accounting of joint arrangements by focusing on the rights and
obligations of the arangement, rathe than its legal form (as is currently the case). The sandad aso
diminates the option to account for jointly controlled entities using the proportionate consolidation
method. The Company is currently assessing theimpact of this standard.

d) IFRS 12, 'Disclosure of Interests in Other Entities' was issued in May 2011 and is a new and
comprehansive standard on disclosure requiraments for al forms of interests in ather entities, including
subsidiaries, joint arrangements, associates and unconsolidated structured entities. IFRS 12 is dfective
for annua periods beginning on or after January 1, 2013, with earlier application permitted. The
Company is currently assessing theimpact of this standard.

e) IFRS 13 'Fair Vaue Measurement was issued in May 2011 and sds out in asingle IFRS afranewvork



Primeline Energy Holdings Inc.

(an exploration stage Company)

Notes to Consolidated Financial Statements (Unaudited)
June 30, 2012

(in Chinese Y uan Renminbi)

for measuring fair value. IFRS 13 defines fair value as the price that would bereceived to sell an asset
or pad to transfer a liability in an ordely transaction between market paticipants at the messurement
date. This definition of fair value emphasizes that fair vaue is a market-based measurement, not an
entity-specific messurement. In addition, IFRS 13 aso requires specific disclosures aout fair vaue
measurement. |FRS 13 is effective for annua periods beginning on or after January 1, 2013, with
earlier application permitted. The Company is currently assessing the impact of this standard.

IAS 1, ‘Presentation of Financia Statements’ was amended in June 2011. This standard requires
companies prepaing financia statements under IFRS to group items within Othea Comprehensive
Income (OCI) that may be reclassified to the prdfit or loss. The amendments aso redfirm existing
requirements that items in OCI and prafit of loss should be presented as either asingle statement or two
consecutive statements. The amendments to IAS 1 set out in Presentation of Items of OCl are effective
for fisca years beginning on or after July 1, 2012 The Company is currently assessing the impect of

this standard.

5. Financial risk management

5.1 Financial risk fadors:

The Company’sfinancial instruments consist of cash and cash equivalents, accounts payable and accrued
liabilities, rights issue deposits, shareholder loan, cash calls payable, and advances from a related
party. The fair value of these financial instruments approximates their carrying value due to their short-
term maurity or capacity of prompt liquidation except for the shareholder loans, and advances from a
related party with fair value of RM B 22,337,506 and RM B 10,041,663 respectively.

Fair values of assets and liabilities approximate amounts at which these items could be exchanged in
transaction between knowledgeable parties. Fair vaue is based on available public market information
or when such information is not available, estimated using present vaue techniques and
assumptions concerning the amount and timing 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 at the
specific point in time and in the respective geographic locations and may nat be reflective of future
values.

The Company’s financid instrumernts are exposed to certain financia risks, including currency risk,
credit risk, liquidity risk, interest rate risk and pricerisk.

(2) Currency risk

The Company holdsfinancial instruments in different currencies during theperiods ended are as follows:

Jun 30, 2012 Mar 31, 2012

Cash and cash equivalents of:
CAD CAD100,395 CAD100,315
Uss US$30,106 US$H48,053
GBP GBP6,838 GBP1,508
-  HK$ HK$2,086,158 HK$2,771,258
Shareholder loan of US$ US$3,717,949 US$2,948,718

Advancefromarelated party of CAD CAD1,700,000 CAD1,700,000
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Based on the above ne exposures, and assuming that al othe variables remain congtant, a 10%
depreciation or appreciation of the Renminbi against the Canadian dollar, US dollar, British Pound and
Hong Kong dollar, would result in an incresse/decresse of the Company’s net (loss) income

approximately:
Jun 30, 2012 Mar 31, 2012
RMB RMB
CAD 998,74 1,009,241
uUss 2,342,518 1,826,259
GBP 6,811 1,520
HK$ 170,856 224,749

(b) Credit risk

Credit risk istherisk of an unexpected loss if acustome or third party to afinancia instrument fails
to meet its contractual obligations.

The Company’s cash and cash equivalents are held at a large internaiona financia ingtitution in
interest bearing accounts. Minimal cash balances are held in Chinese financia institutions.

(c) Liquidity risk

Liquidity risk is the risk that the Compary will not be able to meset its financia obligations as they
fal due.

Financing will be required to fund the Company's obligations in relation to the LS36-1 Development
and in relation to any future exploration work. The Company and PPC have signed a Loan
Memorandum with China Development Bank (CDB) with respect to financing their share of the
costs of the LS36-1 Development. The Loan Memorandum is subject to CDB's credit committee
approva which is in turn subject to government approva of the ODP. In addition, there is a
shareholder loan facility available for drawndown of US$282,051 as at June 30, 2012 and an
additional loan facility of US$1,650,000 on granted to the Company on June 1, 2012 (note 12 (d)).
The Company will need to raise additional equity capita in order to finance any further exploration
drilling or seismic contracts The Company is actively exploring all possible fund-raising
possibilities for the planned exploration drilling programme.

Additional information regarding liquidity risk is disclosed in Note 1

(d) Interest rate risk

Interest rate risk is the risk that the fair value or future cash flows of afinancial instrument will

fluctuate because of changes in market interest rates. Therisk that the Company will realize aloss as a
result of adecline in the fair value of the short-term investments included in cash and cash equivalents
is minimal because these investments roll over in very short periods (seven days to one month).

5.2 Capital management

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

The Company manages the capita structure and makes adjustments to it in light of changes in economic
conditions and therisk characterigtics of the underlying assets. To maintain or adjust the capita structure,
the Company may attempt to issue new shares, issue debt, acquire or dispose of assets or adjust the
amount of cash and cash equivaents and investments.

In order to fecilitate the management of its capita requirements, the Company prepares annua expenditure
budgets tha are updated as necessary depending on various fectors, including successful capital deployment
and genera industry conditions. The annual and updated budgets are approved by the Board of Directors.

At this stage of the Company's developmert, in order to maximize ongoing development &forts, the
Company does nat pay out dividends.

The Company’s investment policy is to invest its cash in highly liquid short-term interest-bearing R1-High
investment rated (DBRS) investments with maturities 90 days or less from the origina date of acquisition.

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

Additional information regarding capital management is disclosed in note 1.

6. Critical judgments and accountingestimates

Estimates and judgments are continually evaluated and are based on historical experience and other factors,
including expectations of future events that are believed to be ressonable under the circumstances.

The group makes estimates and assumptions concerning the future The resulting accounting estimates will, by
definition, seldom equa the related actual results. The estimates and assumptions tha have a significant risk of
causing a materia adjustment to the carrying amounts of assets and liabilities within the next financial year are
going concern, recova'y of asses carrying values and income taxes.

Concerning the recoverability of assds carrying values, the Compary assesses its exploraion and evaluation
assets, for possible impairment if there are events or changes in circumstances that indicate tha carrying values of
the assets may not be recoveaable, or at least a every reporting dae Such indicators include changes in the
Company’s business plans, changes in commodity prices, evidence of physica damage and, for oil and gas
properties, significant downward revisions of estimated recoverable volumes or incresses in estimated future
development expenditure

If there ae low ail prices or natura gas prices during an extended period the Company may need to recognize
significant impairment charges. The assessment for impairment entails comparing the carying value of the cash-
generaing unit with its recoverable amount, that is, higher of the exploraion expenditures fair vaue less codts to
sell and their value in use. Value in use is usualy determined on the basis of discounted estimated future net cash
flows. Deermination as to whether and how much an asse is impaired involves management estimates on highly
uncertain maters such as future commaodity prices, the efects of inflation on operating expenses, discount raes,
production profiles and the outlook for regional marke: supply-and-demand conditions for crude oil, naturd gas
and refined products.
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7. Exploration and evaluation assets

Explor ation and
evaluation assets

RM B
Balance at March 31, 2011 412,817,822
Additions 14,360,561
Balance at March 31, 2012 427,178,383
Additions 3,557,460
Balance at June 30, 2012 430,735,843

CAD
Balance at June 30, 2012 in CAD (note 3.3) 68,983,960

The Company and Primeline Petroleum Corporaion (PPC), acompany with the same mgjority shareholder, ae
contractors (collectively, the Contractors) under a Petroleum Contrect 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 Contrect Area) in Lishui and Jiagjiang Basins, Esst China Sea The Cortract Area
includes the majority of previous Block 32/32 covered by a prior petroleum contract between the Contrectors and
CNOOC whichwas in dfect during the period from December 12, 1994 to February 28, 2005. The Company and
PPC hold 75% and 25% of the Contrectars’ interest, respectively.

The Petroleum Contract became effective on May 1, 2005, and had three periods: exploraion, development and
production, with a maximum contrect teem of 30 years. The exploration period was seven yeas while the
production period was15 years. The exploraion periodwas further subdivided into three exploration phases, which
included thefirst phase of three contract yeas (the first contract year through the third contract year); the second
phase of two contrect years (the fourth contrect year through the fifth contract year); and the third phase of two
contrect years (the sixth contract year through the seventh contrect yesar).

Under the Petroleum Contrect the Contractors were committed to drilling one exploration well in eech of the three
exploration phases (plus an additional 200 square kilometres of 3D seismic in phase on€) and the minimum cost of
completing these exploraion operations should be US$6,000,000 in thefirst phase and US$5,000,000 in eech of
the second and third phases. At the end of each of the first and second exploration phases, the Contrectors were
required to decide whether to enter into the next exploration phase and relinquish 25% of the remaining Contract
Area, or taeminate the Paroleum Cortract. At the end of thethird exploraion phase the Contract Area exceptfor
any discovery, development or production areatha may exist in the Contract Areg, is relinquished.

The Petroleum Contract provides that the Contrectars will fund all costs incurred during the explordion period,
and CNOOC has theright to participate in up to 51% of any future development and production of oil and/or ges
fields in the Contract Areaby paying its pro ratashare of the development and production costs.

The Petroleum Contract provides tha the Contractorswill remain as operatars for the development and production
period until & lesst full cost recovery.
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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 tha the exploraion period beginning on the date of the
commencemert of theimplementation of thecontract shall be divided into three phases and shall consist of 8 years
rathe than 7 years. Thefirst exploraion period shall be for aperiod of four years from the dae of commencement
on May 1, 2005, and thesecond and the third exploration phases shall befor two year periods respectively.

On July 15, 2011, the Company signed a Memorandum of Agreement (“MOA”") with CNOOC to further amend
the Petroleum Contract. The MOA amended the Petroleum Contract so that no further exploration activity would
be caried out under that contract and the Company and PPC would relinquish al of the current area of 5,221
kms held under the Petroleum Contrect, savefar the development areafor the LS36-1 gas field, comprising 84.7 s
kms. The Petroleum Contract remained in efect in relation to the continuing development and production
operdionsfor the LS36-1 gaesfield.

The MOA further provided tha the parties would enter into a new peroleum contract and, on June 15, 2012, the
Company and PPC signed the new petroleum cortrect (“the New Contrect”) with CNOOC to explore develop
and produce oil and gas reserves tha may exist in an aea known & Block 33/07 in East China Sea. Block 33/07
covers the same area as tha currently held under Block 25/34 but with an additional adjacent areato the esst
making a new contrect area of 5,877 sq kms. The New Contract was entered into on June 15, 2012 and will
become df ective after the ratification by the Ministry of Commence in the People Republic of China. The Nen
Contract provides for an exploration period, a development and production period. The explordion period isfor 7
consecutive yeas divided into 3 exploration periods of 3, 2 and 2 years each with a minimum work commitment
in thefirst phase of two wells plus 600 sq kms of 3D seiamic. The commitment for each of the second and third
phases is one well. PEOIL ects as the Opeatar for the exploration operaion, development operation and
production operation within this new contract area

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

All other teems of the New Contrect are the same as the Petroleum Contract and the New Contrect is held by
Primeline and PPC in the sameproportions inwhich they held the Petroleum Contract of 75%/25%.

Following thecompletion of the ODP, the Company, PPC and CNOOC entered into a Supplemental Development
Agreement and other agreemertswith regard to the development of the LS36-1 gas field whichwas discovered by
the Company. The ODP comprises aformal development engineering plan for the proposed development, backed
up by survey results and environmenta studies, togethe with afull economic analysis of the development, which
is required to be approved by the Chinese government before the Development can officially commence Unde
these agreements, CNOOC became the Operator for the development and production operations and is proceeding
with the development preparaion pending full government approval of the ODP which was submitted to the
Government for gpproval on June 6, 2012. PEOIL continues to be the exploration Operator on Block 33/07 under
theNew Contrect.
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8. Property, plant and equipment

Machinery& Machinery &

Equipment  Equi pment
RMB CAD
(note 3.3)
COST
At April 1, 2011 - -
Additions 13,357 2,139
At March 31, 2012 13,357 2,139
Additions 7,068 1,132
At June 30, 2012 20,425 3,271
DEPRECIATION AND IMPAIRMENT
At April 1, 2011 - -
Charge fortheyear 334 53
At March 31, 2012 334 53
Charge for the period 1,178 189
At June 30, 2012 1,512 242
CARRYING VALUES RM B CAD
At April 1, 2011 - -
At March 31, 2012 13,023 2,086
At June 30, 2012 18,931 3,029
9. Share capital
Ordinary equity shar e capital
Number
Authorized
Ordinary shares with apar value of US$0.001 each
& a June 30, 2012 and March 31, 2012 500,000,000
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Share Contributed

Number capital Surplus
Allotted and fully pai d RMB RMB
At April 1, 2011 9,041,246 858,406 497,438,529
Disocount on shareholder loan (13d) - - 599,046
Discount on advances fromarelaed party (23f) - - 346,076
Fair value of options - - 2,329,131
At March 31,2012 9,041,246 858,406 500,712,782
Disocount on shareholder loan (13d) - - 267,577
Fair value of options - - 420,669
At June 30,2012 94,041,246 858,406 501,401,028
At June 30,2012 in CAD 94,041,246 137,477 80,301,254

On March 25, 2010, the Company filed a preliminary short form prospectus in the provinces of British Columbiag
Alberta Ontario and Quebec reating to a rights offeing (the “Offeaing”) to raise gross proceeds of
RMB157,575,811(CAD23,510,311).

Under the Offering, each holder of the Company’s common shares (“Shares”) was entitled to recelve one right (a
“Right”) for each Share held. One Right would ertitle the holder to acquire one Share a a price of CADO.50 pe
share (the“ Subscription Price”).

The Company’'s largest shareholder, Primeline Internationa (Holdings) Inc. (“PIHI”"), had agreed to provide a
standby commitment (the “Standby Guarantee”) under which PIHI agreed to purchasefrom the Company at the
Subscription Price any Shaes (the “Standby Shares”) tha were nat othawise subscribed for under the Offering.
Accordingly, PIHI depasited RMB157,575,811 (CAD23,510,311) into the Company’'s bank account on March
26, 2010 as adeposit 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 Offeing, a tatal of 39,640,833 common shares were subscribed. Under the Standby Guarantee
Agreement with the Company, PIHI purchased the remaining balance of 7,379,790 common shares available
under the Offering.

Aggregate tatal gross proceeds of RMB58,585,386 (CADS, 733,411) were received by the Company from external
shareholders and the Company had repaid RMB7,038,100 (CAD1,049,180) of the standby guarantee deposits to
PIHI with theramaining balance of RMB51,547,286 (CAD7,684,224) being assigned by PIHI to PPC and treated
as an advance from PPC to the Company for working capital purposes.
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10. Share-based payments

The Company has a stock option plan (the Plan), pursuant to which the directors are authorized to grant
options to purchase up to 10% of the issued and outstanding common shares from time to time. The gptions
enable the directors, dfficers, consultants and employees to acquirecommon shares. The exercise price of ashae
option is se by the board of directors, subject to TSX Venture Exchange policy. Options granted under the
Plan may have a maximum term of ten years and, subject to any vesting restrictions impased by the Exchange,
shall vest over such period as is determined by the board of directors at the grant date

The following table summearizes the stock option activity under the Plan.

Options outdanding Weighted Options Weighted

Average exercise exercisable Average exercise

price price

CAD CAD

Asat April, 2011 6,025,000 1.52 5,975,000 1.53
Expired (5,175,000) 1.44
Granted 2,100,000 0.32

Asat March 31, 2012 2,950,000 0.81 1,549,992 1.25
Expired (25,000) 1.44

Asat June 30, 2012 2,925,000 0.79 1,524,992 1.23

On April 4, 2006, the Company granted 4,500,000 options at an exercise price of CAD1.50 per share to
directors, dfficers, employees and consultants, of which 4,300,000 options expired on April 4, 2011

On December 1, 2006, the Company granted options to its non-executive directors, management and
consultants to purchase up to 1,200,000 common shares at an exercise price of CAD1.60 per share. 217,000
of the 1,200,000 options have been cancelled by agreement with the option holders. 483,000 of the 1,200,000
options expired while the balance of 525,000 options expired on November 30, 2011

On November 1, 2007, the Company granted options to purchase a tota of 875,000 common shares at an
exercise price of CAD2.00 per share. 250,000 of the 875,000 options were granted to CHF Investor Relations,
the company’s investar relations counsel, while 625,000 options were granted to executive directors,
management and consultants, of which 50,000 options expired. The baance of such options expires 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 unde the terms of the
stock option plan.

On November 29, 2010, 350,000 options were granted to a consultant. Such options expired on May 29,
2011.

On July 27, 2011, the Company granted 2,100,000 options at an exercise price of CADO0.32 per share to
directors, dfficers, employees and consultants. Such options expire on July 26, 2016.

On July 9, 2012, the Company granted to D&D Securities Inc an option to purchase a tota of 500,000
common shaes at an exercise price of CAD0.50 per share. The option expires on June 25, 2017.

Assumptions used in the Black-Scholes option pricing model of the options granted during the periods are as
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follows:

For the quarter ended June 30
2012 2011
Risk-freeinterestrate 1.25% 1.64-172%
Expected life S years 5 years
- 89% 90%

Expected volatility
Bxpected dividends Nil Nil

In connection with the grant of stock options to directars, officers, consultants and employees, the Company
recognized a shae-based payments of RMB282,449 (CAD45,235) (2011 — RMB1,412) and capitalized
RM B138,220 (CAD22,136) to exploration and evaluation assets for the three months ended June 30, 2012
(2011 — RMB Nil).

Stock options outstanding and exercisable are as follows:

Weighted
average Number of
Number of outstanding remaining exer cisable
options contractual options
Exercise price life
As a March 31, 2012
CAD2.00 850,000 0.60 years 850,000
CADO.32 2,100,000 4.30 years 699,992
2,950,000 3.23years 1,549,992
As at June 30, 2012
CAD2.00 825,000 0.34years 825,000
CADO0.32 2,100,000 4.08 years 699,992
2,925,000 2.93 years 1,524,992
11. Finance I ncome
For the three months ended
Jun30, 2012 Mar 31, 2012 June30, 2012
RMB RMB CAD
Fair value adjustment of Shareholde’s loan under
revised loanfecility 546,424 - 87,512
Fair value adjustment of Related Party’s loan under
revised loanfecility 309,669 - 49,505
Bank interest income 594 663 95

856,687 663 137,202
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Mr. Victor Hwang and PPC agreed with the Company nat to demand repayment on the amount drawn down
from the Shareholder’s loan and the balance due to related party respectively prior to April 30, 2014. The
Company recaculated the fair value of the financid liabilities under the revised terms. The difference in the
fair value of thefinancid liabilities is recognized in Consolidated Statement of Comprehensive Loss as finance
income.

12. Taxation

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 arate 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. Thecompany has nil deferred incometax.

13. Related party tr ansactions

During the three months ended June 30, 2012, the Company paid or accrued the following:

a) London dffice rent of RMB95,816 (CAD15,345) (2011-RMB101,745) to a company under common
cortrol of which the shareholder is aso the shareholder of the Company’s ultimate and immediate
holding company, PIHI, a private British Virgin Islands corporation, al of the issued and outstanding
shares of which arebeneficialy owned by Mr. Victor Hwang, President and adirector of the Company.

b) Cashcal of RMB159,338 from (CAD25,519) (2011 — RMB579,286 utilized for) from PPC, acompany
under common control of which the shareholder is also the sharenolder of the Company’s ultimate
holding company PIHI, was repaid via utilization for its 25% contribution onthe exploration costs.

¢) Retaneg fess of RMB156,100 (CAD25,000) (2011 — RMB166,825) wee paid to 4 non-executive
directorsfor the period ended June 30, 2012

d) Shareholder loan of RMB22,337,506 (CAD3,577,435) (2011- RMB4,986,000) represents an interet-free
balance with a principal amount of RMB23,616,407 (CAD3,782,256) due to Mr. Victor Hwang, the
President and a director of the Company, which is the amount dravn down of US$3,717,949 from an
agreed loan fecility up to US$4,000,000 for working capital purposes during the period. The entire tota
dravn down is interest free and Mr. Victor Hwang agreed nat to demand repayment on amount dravn
down on this fecility prior to April 30, 2014. The interest-free non-current shareholder loan is adjusted to
itsfair value. Thefair vaue adjustment of RMB1,278,901 (CAD204,821) iscaculated using an dfective
rate of 3.07% pa annum. The amount remaining available for dravdown is US$282,051 &s at June 30,
2012. A further loan fecility of US$1,650,000was madeto the Company on June 1, 2012

€) Compensation of key management personnel of the Group of for the period of RMBL1,292,174
(CAD206,947) (2011 — RMB1,343,663) and a tatal of 1,400,000 stock options (2011- 575,000 stock
options) are outstanding tothese key management personnel.

f) Advance of RMB10,041,663 (CAD1,608210) (2011 — RMB11,344,100) represents an interest-free
balance with a principd amount of RMB10,614,800 (CAD1,700,000) from PPC, a company the
shareholder of which is aso the shareholder of the Company’s ultimate holding company PIHI, for
waorking capital purposes. On June 30, 2012, by a further agreement made between PPC and the
Company repayment of this amount will not be demanded either in whole or in pat from the Company
prior to April 30, 2014. Theinterest-free non-current advancefrom arelated company is adjustedto itsfair
value. The fair value adjustment of RMB573,137 (CAD91,790) is caculated using an dfective rae of
3.07% pea annum.

Thesetransactions, which occurred in the normal course of operations, are measured at the exchange amourt,
which is the amount of the consideration established and agreed by therelated party.
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14. Commitments

a)

b)

15.

Under the New Contrect for Block 33/07, the Company has a 7 years 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 minimum expenditures for such exploration operation
are egimated to be RMB 100 million of which the Company’s 75% obligation would be a tota of
RMB75.6 million.

The company erntered into a lease agreement for the rertal of PEHI's Shanghai office in the People's
Republic of China The lease is for a period of two years from September 1, 2010 to August 31, 2012
with a monthly rental fee of RMB53,510.

Under the Implementation Agreement signed between the Company, PPC and CNOOC for the
development and production of the LS 36-1 gas field within contrect area 25/34 on March 17, 2010,
CNOOC agreed to provide al funding in relation to the Development Operations until the ODP
approvd is obtained so the Company shall have no obligation to fund cash calls under the Contract
until such date. With effect from the date of the ODP approva is obtained, the Company will have the
obligation to fund its share of the Development costs according to the Contract. CNOOC has agreed
that it will alow the Company 3 months from the natification of the grant of the ODP approva to
arrange financing for its obligations to fund cash calls in relation to the Development Operations The
Company and PPC have signed a Loan Memorandum with China Development Bank (CDB) with
respect to financing their share of the costs of the LS36-1 Development. The Loan Memorandum is
subject to CDB'’ scredit committee approval.

Subsequent Events

On July 9, 2012, the Company granted to D&D Securities Inc, a full service Canadian investment
banking firm with which the Company has entered into an agreement with to act as a consultant to
provide advice in relation to investor relations, an option to purchase atota of 500,000 common shares
a an exercise price of CADO0.50 per share The option expires onJune 25, 2017.



Primeline Energy Holdings Inc. (TSX Venture-PEH)
M anagement Discussion and Analysis for the Quarter Ended June 30, 2012

INTRODUCTION

This management discussion and analysis is dated August 28, 2012 and takes into account
information available up to that date and should be read in conjunction with the interim consolidated
financial statements dated June 30, 2012 and the annual consolidated financial statements for the
year ended March 31, 2012. The June 30, 2012 interim financial statements and all interim and
annual consolidated financial statements after the April 1, 2011 interim financial statements have
been prepared in accordance with I nternational Financial Reporting Standards (“I FRS’). Prior to
that date financial statements were prepared in accordance with Canadian Generally Accepted
Accounting Principles (“Canadian GAAP”). Primeline Energy Holdings Inc. (“the Company” or
“Primeline”) adopted IFRS on April 1, 2011 with a transition date of April 1, 2008. The Company
has provided IFRS accounting policies and prepared reconciliations between Canadian GAAP and
IFRS in Note 15 of the annual consolidated financial statements for the year ended March 31, 2012.
All monetary amounts in this discussion and analysis are expressed in Chinese Yuan Renminbi
unless otherwise noted. Canadian dollar equivalents are provided for information only. Such
presentation is not in accordance with generally accepted accounting principles and should not be
construed as a representations that the RMB amounts shown could be readily converted, realized or
settled in Canadian dollars at the date of these interim financial statements or any other date. The
exchange rate of one Canadian dollar for RMB published in the South China Morning Post on June
30, 2012 was RMB 6.244 to CAD 1.00.

Cautionary Note Regarding Forwar d-L ooking Statements

Some of the following disclosures contain forward-looking statements, which involve inherent risk
and uncertainty affecting the business of the Company. These statements relate to the time
anticipated to obtain government approval of the Overall Development Program (referred to herein
as the “ODP”) for the development of the Lishui 36-1 (or LS36-1) gas field, the timing of planned
work forming part of the development of the LS36-1 gas field (referred to herein as the “LS36-1
Development”), the results of exploration of the Company’s other exploration prospects. They are
based on assumptions that government approval of the ODP will be gained in a timely fashion, that
the LS36-1 Development will proceed in accordance with the agreed timetable, that a binding
agreement for the financing of the Company’s share of the costs of the L S36-1 Development will be
concluded with the China Development Bank (CDB), that approval of the Ministry of Commerce for
China will be obtained for Petroleum Contract 33/07 and that the results of further exploration will
be favorable. Actual results may vary from those anticipated. The approval of the ODP may be
delayed or not obtained. Funding may not be available to the Company for the LS36-1
Development and/or for exploration or may not be sufficient and, if it is not, the Company may be in
breach of its funding obligations under the Petroleum Contracts (defined below). Costs of the

-1-



LS36-1 Development may be greater than anticipated and the timetable for the LS36-1 Development
may be delayed. It is possible the Ministry of Commerce will not approve Petroleum Contract 33/07,
and that a binding agreement with CDB will not be obtained. Exploration for oil and gas is subject
to the inherent risk that it may not result in a commercial discovery.

COMPANY AND PROJECT OVERVIEW

The Company is focused exclusively on upstream oil and gas opportunities in China. The Company
owns exploration and development rights in the East China Sea pursuant to two Petroleum Contracts,
one in relation to Block 25/34 (“Petroleum Contract 25/34") and one in relation to Block 33/07
(“Petroleum Contract 33/07”) both entered into between China National Offshore Oil Corporation
(“CNOOC"), Primeline Energy China Ltd. (“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 majority shareholder. Petroleum Contract 25/34, dated
March 25, 2005 and Petroleum Contract 33/07, dated June 15, 2012, are together referred to as “the
Petroleum Contracts’. PECL and PPC act jointly as the “Contractor” under the Petroleum Contracts

e Block 25/34 covers 84.7 sq km, being the development and production area for the LS36-1
gas field for which CNOOC Limited is the Operator holding a 51% interest with the
Company and PPC holding 36.75% and 12.25% respectively.

e Block 33/07 covers an offshore area of 5877 sq km (1.45 million acres) enclosing Block
25/34 and the Contractor’s interest is shared 75%/25% by the Company and PPC. Another
wholly owned subsidiary of the Company, Primeline Energy Operations | nternational Ltd.
(PEOIL), is the operator for Block 33/07. The Contractors are responsible for 100% of the
exploration costs and CNOOC has the right to participate in up to 51% of any commercial
development.

Primeline and CNOOC are implementing a rolling development and exploration strategy in the
Lishui Basin with CNOOC operating the LS36-1 Development under Petroleum Contract 25/34 and
Primeline leading the effort on exploration under Petroleum Contract 33/07.

The LS36-1 Development is progressing smoothly with first gas expected in Q3 2013 which will
bring cash flow to the Company. It will also 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 should significantly enhance the potential value of any
additional resources which may be discovered, not only inthe L S36-1 gas field itself, in the probable
and possible category resources, but also in the Lishui Gas Play and elsewhere within Block 33/07 in
the Lishui Basin.



QUARTERLY PROGRESSREVIEW

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

DEVELOPMENT OF LS36-1 GASFIELD

Terminal Land

Following the completion of the acquisition of the land required and the procurement of civil
construction work, site preparation work, and levelling and temporary utilities connection works
have been completed and the full scale civil and engineering construction is scheduled for Q3 2012.

EIA Approval and Overall Development Program (ODP)

The project’s safety assessment, occupational hazard assessment and pipeline route reports have all
been approved by relevant government departments previously. The environmental impact
assessment (“EIA”) was the major obstacle in delaying the completion of regulatory approvals. The
ElA passed the expert review by the State Oceanic Administration (SOA) in July 2011, after the first
review in April 2011. Following revision, the EIA was formally submitted by CNOOC to the SOA in
September 2011. However, the SOA approvals procedures were delayed as a result of offshore ail
seepage in June 2011 in Bohai Bay, Northern China.  The EIA was finally approved by SOA in
May 2012, clearing the path for the regulatory approval for civil construction.

The final ODP was thus filed with National Development and Reform Commission (NDRC) for
confirmation in June 2012. Subsequently, NDRC appointed China National Petroleum Corporation
(“CNPC") Consulting Limited to review the LS36-1's ODP. The review meeting was held in
Beljing in August 2012. The expert panel critically reviewed the ODP and passed the ODP with
minor comments. The formal review report has now been submitted by CNPC Consulting Limited
to NDRC and CNOOC and Primeline are waiting for the confirmation of approval of the ODP.

Development Engineering Design and Procurement

The Joint Management Committee established by CNOOC and Primeline and the CNOOC
Investment Committee approved the LS36-1 Development in July 2011 and since then CNOOC, as
the operator, has been carrying out detailed engineering design, procurement and fabrication of the
LS36-1 Development. During the quarter under review, significant progress has been made on
procurement and fabrication, including the procurement for the EPIC (engineering, procurement,
installation and commissioning) contracts for the pipeline, platform and the terminal construction
work.  With the progress in obtaining the regulatory approval on environment matters, CNOOC, as
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the Operator, is now progressing with the full development operations in order to maintain the
development schedule of first gas in the third quarter of 2013.

PETROLEUM CONTRACT

The Memorandum of Agreement (“MOA”) between the Company, PPC and CNOOC, dated on July
15, 2011, which amended Petroleum Contract 25/34 and agreed on the general teams of a new
Petroleum Contract; the Company, PPC and CNOOC signed the Petroleum Contract 33/07 on June
15,2012. The mainterms of Petroleum Contract 33/07 are as follows:

o Area: The exploration area under Petroleum Contract 33/07 covers the same area as that
previously held under Petroleum Contract 25/34 but with an additional adjacent area to the east
making a new contract area of 5,877 sq kms (1.45 million acres). The new area was designated
as Block 33/07.

o Term: Petroleum Contract 33/07 has 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, the minimum commitment is two wells to 2500m plus 600 sq kms of 3D seismic,
the commitment for each of the second and third phases is one well to 2500m.

o Future discoveries in Block 33/07 (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 Petroleum Contract 25/34 and Petroleum Contract 33/07 is held
by the Company and PPC in the same proportions in which they hold Petroleum Contract
25/34 of 75%/25%.

Accordingly, the Company and PPC will continue to have a significant exploration area around the
LS36-1 gas field for a further seven years whilst CNOOC, the Company and PPC will continue to
develop the LS36-1 gas field over the next year.

Petroleum Contract 33/07 is subject to ratification by the Ministry of Commerce in China. The
Company anticipates obtaining such ratification shortly.

GENERAL FINANCIAL OUTLOOK

As at June 30, 2012, the Company held cash resources of RMB3,978,912 (CAD637,238). In May
2011, the Company entered into an agreement with Victor Hwang, its President, Chairman and



majority shareholder, under which Mr. Hwang granted the Company an interest free loan facility of
up to US$4,000,000 (the “Facility”) which could be drawn down in multiple tranches at any time
before November 30, 2011 to be used for working capital purposes. The Facility was intended to
provide the Company with sufficient funds to meet the costs of its general operations for the fiscal
year 2011/2012. Subsequently, Mr Hwang further agreed to extend the termination date of the
Facility from November 30, 2011 to May 31, 2012 and agreed not to demand repayment or charge
interest on the amount draw down under the Facility prior to September 30, 2012. By a further
agreement with Mr. Hwang these dates were extended to July 1, 2012 and March 31, 2013
respectively. On March 31, 2012, an amended and restated loan agreement was entered into in
relation to the Facility confirming that the amount drawdown as at that date was US$2,948,718
equivalent to RMB18565,128 (CAD2942642) and that US$1,051,282, equivalent to
RMB6,618,871 (CAD1,049,116) remained available for drawdown until November 30, 2012 with
repayment extended to not before April 30, 2013. Subsequently, Mr Hwang agreed not to demand
repayment or charge interest on the amount drawn down under the Facility prior to April 30, 2014.

On Jure 1, 2012, Mr. Victor Hwang agreed to provide another interest free loan facility up to US$
1.65 million to the Company for working capital purposes repayable on demand any time after July
31, 2014. The Company is investigating options for raising funds to repay the funds drawn down and
expects to make an announcement about repayment in due course. However, if the Company is
unable to replace the loan facilities with other financing and Mr. Hwang demands repay ment thereof
after April 30, 2014, the Company may be unable to continue present operations and planned
expansion, and may be forced to cease operations entirely.

Financing will be required to fund the Company's obligations in relation to the LS36-1 Development
and in relation to any future exploration work. The Company and PPC have signed a Loan
Memorandum with China Development Bank (CDB) with respect to financing their share of the
costs of the LS36-1 Development. The Loan Memorandum is subject to CDB’s credit committee
approval which is in turn subject to government approval of the ODP. The Company will need to
raise additional equity capital in order to finance any further exploration drilling or seismic contracts.
The Company is actively exploring all possible fund-raising possibilities for the planned exploration
drilling programme.

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 assets 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 to self-finance operations, and has significant cash
requirements to meet its overhead, carry out its exploration activities under the Petroleum Contract
33/07 and to fund its share of the LS36-1 Development costs in three months from the date
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government approval of the ODP for the LS36-1 gas field is obtained.

The Company’s ability to continue as a going concern is dependent upon management’s ability to
secure additional financing. W hile management has been successful in obtaining funding in the past,
including support from its major shareholder, there can be no assurance that it will be able todo 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.

FINANCIAL INFORMATION
Results of Operations

The Company’s results for the quarter ended June 30, 2012 were a loss of RMB349,273
(CAD55,936), compared to RMB 1,422,814 for the same quarter last year. The decrease in loss of
RMB1,073,541 (CAD171,932) was mainly due to decrease of professional fees of RMB592,614
(CAD94,909) partially offset by an increase of share based payment of RMB 281,037 (CADA45,009)
which resulted from share options granted to the Company’s directors, officers and employees in
July 2011. Fees incurred relating to the Rights Offering and the Company’'s IFRS Consolidated
Financial Statement conversion contributed to the unusually high professional fee in the quarter to
June 30, 2011. During the quarter, finance income of RMB 856,687 (CAD137,202) relating to the fair
value adjustment of the shareholder’'s loan and advances from a related party resulted from the
revision of the Facilities to extend the repayment date extended to not before April 30, 2014 also
contributed to the decrease of loss.

Liquidity and Capital Resources

As at June 30, 2012, net current assets of the Company amounted to RMB 4,367,545 (CAD 699,479),
whereas net current assets of RMB3,558,059 were recorded as at March 31, 2012. The increase in
net current assets of RMB809,486 (CAD129,642) was mainly due to the decrease of accounts
payable and accrued liabilities of RMB 436,820 (CAD69,958) and cash call payable of RMB159,338
(CAD25,519).

During the period, exploration and evaluation assets of RMB 3,557,460 (CAD569,741) were incurred,
and financed mainly from the shareholder loan. As at June 30, 2012, the total amount of exploration
and evaluation assets incurred and capitalized amounted to RMB430,735,843 (CAD68,983,960)
(March 31, 2012 - RMB427,178,383) and may be broken down as follows:



June 30, 2012 Mar 31, 2012
RMB RMB
Exploration Drilling Related Services
Drilling services 178,263,638 178,263,638
Drilling technical supervision and evaluation 4,650,259 4,650,259
Exploration Geologica& Geophysical Surveys& Work
Geological&geophysical survey acquisition& 64,892,882 64,892,882
processing
Technica evauations& management 37,935,851 37,628,360
Pre-development study 32,583,351 32,583,351
Interests on funding of deferred exploration 21,220,588 21,057,521
expenditures
Deferred cogts ecquired from Primeline Petroleum 8,485,080 8,485,080
Corporation
Project administration 25,276,272 24,542,417
Salaries and benefits 37,375,317 35,948,587
Travel and accommodation 16,909,403 15,983,086
Contract signing fee 3,143,202 3,143,202
430,735,843 427,178,383

As at June 30, 2012, the Company had total assets of RMB436,893,958 (CAD69,970,205) (March,
2012 — RMBA433,117,280) which were financed by net shareholders equity of RMB402,743,132
(CAD64,500,823) (March 31, 2012 — RMB402,404,159), shareholder loan of RMB22,337,506
(CAD3577,435) (March 31, 2012 — RMB17,966,082) and advance from a related party of
RMB10,041,663 (CAD1,700,000) (March 31, 2012 — RMB10,379,224).

As at June 30, 2012, the Company had net current assets of RMB4,367,545 (CAD699,479) (March
31,2012 - RMB3,558,059) and had a deficit of RMB 99,516,302 (CAD15,937,908) (March 31, 2012
— RMB99,167,029). Following the grant of the loan facility of US$1.65 million from Mr. Victor
Hwang on the June 1, 2012, the Company has sufficient funds to pay for its general and
administration activities for the rest of the financial year to March 31, 2013. However, as
previously mentioned, additional financing will be required in respect of the LS36-1 Development
once the ODP has been approved and to fulfill the exploration operation commitment under
Petroleum Contract 33/07. The Company has already secured an in principle offer of a project
finance facility from China Development Bank (CDB) for financing its share of the LS36-1
Development and the Company is 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 payable and
accrued liabilities, rights issue deposits, shareholder loan, cash calls payable, and advances from a
related party. The fair value of these financial instruments approximates their carrying value due to
their short-term maturity or capacity of prompt liquidation except for the rights issues deposits,
shareholder loans and advances from related party with fair values of RMB 22,337,506
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(CAD3577,435) (March 31, 2012 — RMB17,966,082) and RMB 10,041,663 (CAD1,608,210)
(March 31, 2012 — RMB10,379,224) respectively.

Fair values of assets and liabilities approximate amounts at which these items could be exchanged in
transactions between knowledgeable parties. Fair value is based on available public market
information or when such information is not available, estimated using present value techniques and
assumptions concerning the amount and timing of amount and timing 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 at the specific point in time and in the respective geographic locations
and may not be reflective of future values.

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 held financial instruments in different currencies during the quarter ended are as
follows:

Jun 30, 2012 Mar 31, 2012

Cash and cash equivalentsof:
-CAD CAD100,395 CAD100,315
-US$ US$30,106 US$H48,053
-GBP GBP6,838 GBP1,508
-HK$ HK$2,086,158 HK$2,771,258
Shareholder loan of US$ US$3,717,949 US$2,948,718
Advancefromarelated party of CAD CAD1,700,000 CAD1,700,000

Based on the above net exposures, and assuming that all other variables remain constant, a 10%
depreciation or appreciation of the Renminbi against the Canadian dollar, US dollar, British Pound and
Hong Kong dollar, would result in an increase/decrease of the Company's net (loss) income
approximately:

Jun 30, 2012 Mar 31, 2012

RMB RMB

-CAD 998,794 1,009,241
-US$ 2,342,518 1,826,259
-GBP 6,811 1,520
-HK$ 170,856 224,749

b) Credit risk



Credit risk isthe 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
interest bearing accounts. Minimal cash balances are held in Chinese financial institutions.

c) Liquidity risk

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

Financing will be required to fund the Company's obligations in relation to the LS36-1 Development
and in relation to any future exploration work. The Company and PPC have signed a Loan
Memorandum with China Development Bank (CDB) with respect to financing their share of the
costs of the LS36-1 Development. The Loan Memorandum is subject to CDB’s credit committee
approval which is in turn subject to government approval of the ODP. In addition, there is a
shareholder loan facility available for draw down of US$282,051 as at June 30, 2012 and an
additional loan facility of US$1,650,000 on June 1, 2012. The Company will need to raise additional
equity capital in order to finance any further exploration drilling or seismic contracts. The Company
is actively exploring all possible fund-raising possibilities for the planned exploration drilling
programme.

Additional information regarding liquidity risk is disclosed in Note 1 of the interim 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 interest rates. The risk that the Company will realize a loss as
a result of a decline in the fair value of the short-term investments included in cash and cash
equivalents is minimal because the investments roll over very short periods (seven days to one
month).

Capital Management

The Company’s objectives when managing capital are to safeguard the Company’s ability to
continue as a going concern in order to pursue the exploration and development of its petroleum
property interests, acquire additional petroleum 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 to 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 attempt to issue new shares, issue debt, acquire or dispose of
assets 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 maximize ongoing development efforts, the
Company does not pay out dividends.

The Company’s investment policy is to invest its cash in highly liquid short-term interest-bearing
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.

Transactions with Related Parties and Directors

During the three months June 30, 2012, the Company paid or accrued the following:

a London office rent of RMB95,816 (CAD15,345) (2011-RMB101,745) to a company under
common control of which the shareholder 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) Cash call of RMB159,338 (CAD25,519) (2011 — RMB579,286 utilized for) from PPC, a
company under common control of which the shareholder is also the shareholder of the
Company’s ultimate holding company PIHI, was paid via utilization for its 25% contribution
on exploration costs.

c) Retainer fees of RMB156,100 (CAD25,000) (2011 - RMB166,825) were paid to 4
non-executive directors for the period ended June 30, 2012.

d) Shareholder loan of RMB 22,337,506 (CAD3,577,435) (2011 - RMB4,986,000) represents an
interest-free balance with a principal amount of RMB23,616,407 (CAD3,782,256) due to Mr.
Victor Hwang, the President and a director of the Company, which is an amount drawn down
of US$3,717,949 from an agreed loan facility up to US$4,000,000 for working capital
purposes during the period. The entire total drawn down is interest free and Mr Victor Hwang
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has agreed not to demand repayment on amount drawn down on this facility prior to A pril 30,
2014. The interest-free non-current shareholder loan is adjusted to its fair value. The fair
value adjustment of RMB1,278,901 (CAD204,821) is calculated using an effective rate of
3.07% per annum. The amount remaining available for drawdown is US$282,051 as at June
30, 2012. Mr.Hwang granted a further loan facility of US$ 1,650,000 to the Company on June
1, 2012.

€) Compensation of key management personnel of the Group of for the period of
RMB1,292,174 (CAD206,947) (2011 - RMB1,343,663) and a total of 1,400,000 stock
options (2011 — 575,000 stock options) are outstanding to these key management personnel.

f) Advance of RMB10,041,663 (CAD1,608,210) (2011 - RMB11,344,100) represents an
interest-free balance with a principal amount of RMB10,614,800 (CAD1,700,000) from PPC,
a company the shareholder of which is also the shareholder of the Company’s ultimate
holding company PIHI for working capital purposes. PPC has agreed not to demand
repayment of this amount prior to April 30, 2014. The interest-free non-current advance from
a related company is adjusted to its fair value. The fair value adjustment of RMB573,137
(CAD91,790) is calculated using an effective rate of 3.07% per annum.

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

Subsequent Events

On July 9, 2012, the Company granted to D&D Securities Inc (“D&D”), a full service Canadian
investment banking firm with which the Company has entered into an agreement under which D& D
will act as a consultant to provide advice in relation to investor relations, an option to purchase a total
of 500,000 common shares at an exercise price of CAD$0.50 per share. The option expires on June
25, 2017.

Standards, Amendments and Interpretations to Existing Standards That Are Not Y et Effective And
Have Not Been Early Adopted by the Company

Certain new standards, interpretations, amendments and improvements to existing standards were
issued by the IASB or International Financial Reporting Interpretations Committee ("IFRIC") that
are mandatory for accounting periods beginning after January 1, 2010 or later periods. The standards
impacted that are applicable to the Company are as follows:

a) IFRS 9, 'Financial Instruments which replaces the current standard, IAS 39 ‘Financial
Instruments: Recognition and Measurement'. The new standard replaces the current classification
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b)

f)

and measurements criteria for financial assets and liabilities with only two classification
categories: amortized cost and fair value, and is effective for annual periods beginning on or after
January 1, 2015, with early application permitted. The Company will be required to adopt this
standard. There will be no impact on the Company’s accounting for financial liabilities, as the
new requirements only affect the accounting for financial liabilities that are designated at fair
value through profit or loss and the Company does not have any such liabilities. The
derecognition rules have been transferred from IAS 39, Financial Instruments: Recognition and
measurement’ , and have not been changed.

IFRS 10, 'Consolidated Financial Statements' was issued in May 2011 and will supersede the
consolidation requirements in SIC-12 'Consolidation — Special Purpose Entities and 1AS 27
'‘Consolidated and Separate Financial Statements' effective for annual periods beginning on or
after January 1, 2013, with early application permitted. IFRS 10 builds on existing principles by
identifying the concept of control as the determining factor in whether an entity should be
included within the consolidated financial statements of the parent company. The standard also
provides additional guidance to assist in the determination of control where this is difficult to
assess. The Company is currently assessing the impact of this standard.

IFRS 11, 'Joint Arrangements' was issued in May 2011 and will supersede existing IAS 31, 'Joint
Ventures effective for annual period beginning on or after January 1, 2013, with early
application permitted. IFRS 11 provides for the accounting of joint arrangements by focusing on
the rights and obligations of the arrangement, rather than its legal form (as is currently the case).
The standard also eliminates the option to account for jointly controlled entities using the
proportionate consolidation method. The Company is currently assessing the impact of this
standard.

IFRS 12, 'Disclosure of Interests in Other Entities was issued in May 2011 and is a new and
comprehensive standard on disclosure requirements for all forms of interess in other entities,
including subsidiaries, joint arrangements, associates and unconsolidated structured entities.
IFRS 12 is effective for annual periods beginning on or after January 1, 2013, with earlier
application permitted. The Company is currently assessing the impact of this standard.

IFRS 13, 'Fair Value Measurement’ was issued in May 2011 and sets out in a single IFRS a
framework for measuring fair value. IFRS 13 defines fair value as the price that would be
received to sell an asset or paid to transfer a liability in an orderly transaction between market
participants at the measurement date. This definition of fair value emphasizes that fair value is a
market-based measurement, not an entity-specific measurement. In addition, IFRS 13 also
requires specific disclosures about fair value measurement. IFRS 13 is effective for annual
periods beginning on or after January 1, 2013, with earlier application permitted. The Company
Is currently assessing the impact of this standard.

IAS 1, ‘Presentation of Financial Statements’ was amended in June 2011. T his standard requires
companies preparing financial statements under IFRS to group items within Other
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Comprehensive | ncome (OCI) that may be reclassified to the profit or loss. The amendments also
reaffirm existing requirements that items in OCI and profit of loss should be presented as
ether a single staement or two comsecutive daemerts. The amendments to IAS 1 st
out in Presentation of Items of OCI are effective for fiscal years beginning on or after July 1,
2012. The Corporation is currently assessing the impact of this standard.

Outstanding Share Data

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
to executive directors, management and consultants, of which 50,000 options expired. The balance
of such options expires on October 31, 2012.

On July 27, 2011, 2,100,000 options were granted to directors, officers, employees and consultants to
purchase common shares at 0.32 per share.  Such options will expire on July 27, 2016.

On July 9, 2012, the Company granted to D&D Securities Inc an option to purchase a total of
500,000 common shares at exercise price of CADO.50 per shares. The option expires on June 25,
2017.

As at August 28, 2012, there are 94,041,246 common shares and 3,425,000 stock options
outstanding.

Quarter ended June 30, 2012

The Company’s results for the quarter ended June 30, 2012 were a loss of RMB349,273
(CAD55,936), compared to RMB1,422,814 for the same quarter last year. The decrease in loss of
RMB1,073,541 (CAD171,932) was mainly due to decrease of professional fees of RMB592,614
(CAD$94,909) partially offset by an increase of share based payment of RMB 281,037 (CAD45,009)
which resulted from share options granted to the Company’s directors, officers and employees in
July 2011. Fees incurred relating to the Rights Offering and the Company’s IFRS Consolidated
Financial Statement conversion contributed to the unusually high professional fees in the quarter to
June 30, 2011. During the quarter ended June 30, 2012, finance income of RMB 856,687
(CAD137,202) relating to the fair value adjustment of the shareholder’s loan and advances from a
related party resulted from the revision of Facility (see “General Financial Outlook”) also contributed
to the decrease in loss.

During the quarter exploration expenditures of RMB3,557,460 (CAD569,741) were incurred,
comprised mainly of travel and accommodation of RMB926,317 (CAD148,353), technical
evaluation and management of RMB 307,491 (CAD49,246), project administration of RMB733,855
(CAD117,530), interest on funding of deferred exploration of RMB 163,067 (CAD 26,116) and
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salaries and benefits of RMB1426,730 (CAD228496). These amounts were capitalized as
exploration and evaluation assets.

Summary of Quarterly Results (Unaudited)

Quarter Ended 2012 2012 2011 2011
Jun 30 Mar 31 Dec 31 Sep 30

Net loss (349,273)| (2,010,881) | (1,730,711)| (1,672,001)
Per basic share (0.004) (0.002) (0.018) (0.018)
Per diluted share (0.004) (0.002) (0.018) (0.018)
Quarter Ended 2011 2011 2010 2010
Jun 30 Mar 31 Dec 31 Sep 30
Net loss (1422814)| (5400,106) | (2022922)| (953765)
Per basic share (0.015) (0.060) (0.022) (0.010)
Per diluted share (0.015) (0.060) (0.022) (0.010)

The loss for the quarter ended June 30, 2012 of RMB349,273 (CAD55,936) was mainly attributable
to office expenses of RMB455420 (CAD72937), stock based payments of RMB282,449
(CADA45,235) and offsetting by finance income of RMB 856,687 (CAD$137,202).

The loss for the quarter ended June 30, 2011 of RMB1,422,814 was mainly attributable to
professional fees of RMB682,848 and office expenses of RMB390,040.

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.

-14-


http://www.primelineenergy.com/�
http://www.pehi.com/�

