Primeline Energy Holdings Inc. (TSX Venture-PEH) (“the Company”)
Management Discussion and Analysis for the Year Ended March 31, 2013
INTRODUCTION
This management discussion and analysis is dated July 29, 2013 and takes into account
information available up to that date and should be read in conjunction with the annual
consolidated financial statements for the year ended March 31, 2013 which are prepared in
accordance with International Financial Reporting Standards (“IFRS”). All monetary
amounts in this discussion and analysis are expressed in Chinese Yuan Renminbi (“RMB”)
unless otherwise noted. Canadian dollar equivalents are provided for information only. Such
presentation in Canadian dollars is not in accordance with IFRS 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 March 31, 2013 was RMB 6.117 to CAD$1.00.
Cautionary Note Regarding Forward-Looking Statements
Some of the following disclosures contain forward-looking statements, which involve
inherent risk and uncertainty affecting the business of the Company. These statements relate
to the time anticipated to obtain government approval of the Overall Development Program
(“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 (“LS36-1
Development”), the timing of first gas production from the LS36-1 gas field, the results of
exploration of the Company’s other exploration prospects. They are based on assumptions
that approval of the ODP by the National Development and Reform Commission (“NDRC”)
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 LS36-1 Development will be concluded with the China Development Bank
(“CDB”) 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 LS36-1
Development may be greater than anticipated and the timetable for the LS36-1 Development
may be delayed. It is possible 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
Primeline is an independent oil and gas exploration and production company, focusing
exclusively on oil and gas opportunities in China during the last 20 years with first gas
production expected within the next 12 months. 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
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company wholly owned by Mr. Victor Hwang, the Company’s Chairman, President and
majority shareholder. Petroleum Contract 25/34, dated March 24, 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.
•

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

•

Block 33/07 covers an offshore area of 5,877 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 International 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.

References in this MD&A to ‘Primeline’ refer generally to the Company, PECL, PEOIL and
PPC and references to the Company include its subsidiaries PECL and PEOIL.
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
strategy is to establish the first production infrastructure in the southern East China Sea which
will provide an anchor for ongoing exploration and development work in the remainder of the
petroliferous Lishui Basin.
The LS36-1 Development is progressing smoothly with first gas expected around the end of
2013 or early 2014 which will bring cash inflow to the Company and established access to
the dynamic local gas market in Eastern China. The confirmation of the market and the
creation of the production facility will significantly enhance the value of any production from
LS36-1 gas field’s incremental reserves and prospective resources, and also of any additional
resources which may be discovered, in Block 33/07. Experience in the oil industry in general
is that once infrastructure is established in a basin, additional resources will be found to tie
into that infrastructure and Primeline has a very large area surrounding the infrastructure for
future expansion through its rolling development and exploration strategy.
QUARTERLY AND ANNUAL PROGRESS REVIEW
This financial year has been a challenging yet very productive year for the Company’s project
as the bulk of the construction work for the LS36-1 Development has been completed as
planned by CNOOC as operator. At the time of the writing, the development work is circa 95%
completed and is on schedule and on budget. The anticipated commissioning and connection
to the provincial gas grid will be completed in the second half of the year and CNOOC is
preparing for first gas production around the end of 2013 or early 2014. On the exploration
side, Primeline and CNOOC entered into the Block 33/07 Petroleum Contract which provides
Primeline with a large exploration area surrounding the LS36-1 gas field.
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DEVELOPMENT OF LS 36-1 GAS FIELD
EIA Approval and Overall Development Program (ODP)
The safety assessment approval for the Development was granted on June 28, 2011; the
occupational hazard assessment approval was granted on December 13, 2011 and the pipeline
route approval was granted on February 27, 2012 by the relevant government departments.
However, the environmental impact assessment (“EIA”) was the major obstacle which
delayed the completion of the final regulatory approvals. The EIA 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. The EIA for LS36-1 Development was finally approved by the SOA in May
2012, clearing the path for the regulatory approval for civil construction.
The final ODP was filed with NDRC for confirmation in June 2012. Subsequently, NDRC
appointed China National Petroleum Corporation Consulting Limited (“CNPC Consulting”)
to review the LS36-1 Development’s ODP. The review meeting was held in Beijing in
August 2012 when the expert panel critically reviewed the ODP and passed the ODP with
minor comments. The formal review report was then submitted by CNPC Consulting
Limited to NDRC. NDRC subsequently requested additional information in relation to the
terminal site which CNOOC supplied in July 2013 and CNOOC and Primeline are now
waiting for the confirmation of approval of the ODP. Separately, the preliminary ocean area
usage approval was granted by SOA on February 4, 2013.
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. With the progress in obtaining the regulatory
approval on environmental matters, CNOOC proceeded with the full development operations
in order to maintain the development schedule of first gas by end 2013/early 2014.
During the year under review and to date, CNOOC has carried out the following work on the
LS36-1 gas field development:
• Completed the engineering design and procurement of the development project
• Completed the laying of the offshore pipeline in September 2012, and the offshore
section of the sales gas pipeline in April 2013
• Completed the platform jacket fabrication and completed the installation of the
platform jacket in July 2012
• Completed the phase one development drilling and completion work for four
producing wells in April 2013
• Completed the fabrication of the platform topsides, and successfully installed it on the
platform jacket in May 2013
• Completed the majority of the engineering work for the onshore gas processing
terminal.
The platform, offshore pipeline and the terminal achieved mechanical completion in June
2013 and the production operation teams have been working on the platform and in the
terminal since June 2013, carrying out production preparation and commissioning work.
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Primeline is very pleased with the progress of the development operated by CNOOC. The
remainder of the development construction work, which will be carried out in next few
months, consists of:
• the completion of the last 3.6 km (onshore section) of the sales gas pipeline in order to
connect to the Zhejiang Provincial Gas Pipeline and gas distribution facility in
Wenzhou
• the completion of a small jetty next to the terminal for the transportation of CO2 and
hydrocarbon liquid products
• the completion of commissioning of the platform, terminal and pipeline
• the completion of joint commissioning of the production facility including the wells
• trial production
So far, the total development engineering work is anticipated to be in line with the time
schedule as planned three years ago, and on budget.
Once all development commissioning is completed, the connection to the provincial gas grid
and Wenzhou city local grid will be implemented. CNOOC and Primeline are working
closely with Zhejiang provincial government, Zhejiang Gas Development Co. and Wenzhou
Municipality Government and other entities to ensure a smooth connection process. Full gas
production is expected in 2014.
Development Finance
Under the terms of the agreements relating to the Development entered into by the Company,
PPC and CNOOC in March 2010, Primeline has no obligation to fund its share of the
development costs for the LS36-1 Development until 3 months after ODP approval has been
obtained. In the meantime, CNOOC continues to be responsible for all work in order to
ensure that the Development remains on schedule. As noted above, CNOOC and Primeline
are also working closely in seeking to obtain the NDRC approval of the ODP as soon as
possible.
In May 2010, PECL and PPC, and CDB entered into a loan memorandum to confirm the
terms on which CDB agreed to provide a loan facility for PECL and PPC’s share of the costs
of the Development. PECL, PPC and CDB signed a revised loan memorandum (“Loan
Memorandum”) on November 2, 2012, which took into account the various changes and
progress made in relation to the Development since 2010 and replaced the previous loan
memorandum. Pursuant to the Loan Memorandum, CDB has agreed to provide a loan
facility to PECL and PPC, as joint borrowers, in order to fund a portion of their respective
share of the costs of the Development.
The Loan Memorandum provides that the principal amount of the loan is US$ 300 million
and will bear interest at a floating rate of six month LIBOR plus 480 basis points, rising to
510 basis points upon expiration of the support letter from Mr. Victor Hwang referred to
below, subject to final negotiation. The loan is to have a term of 11 years, consisting of an
availability period of one year (from the date of the first drawdown) and a repayment period
of 10 years. The proceeds of the loan are to be used only for the Development.
The investment budget for the Development under the ODP is approximately RMB ¥4,564
million, including the development costs of RMB ¥3,811 million, accredited exploration
costs which Primeline expended in Block 25/34 and future abandonment costs. CNOOC’s
4

share of the development costs is approximately RMB ¥1,943 million and PECL and PPC’s
share is approximately RMB ¥1,867 million. The loan amount of US$300 million equated to
approximately RMB ¥1,873 million at the time of the signing of Loan Memorandum. The
Loan Memorandum provides that PECL and PPC are collectively required to contribute an
amount, referred to as “project equity”, towards the total investment amount quoted in the
ODP, which project equity amount is stated to be RMB ¥493 million. PECL and PPC have
between them already invested approximately RMB ¥454 million, being the exploration
expenditure incurred in relation to Block 25/34, which amount is included in the ODP
investment budget, and therefore the amount required to be contributed in the future by them
pursuant to the Loan Memorandum, as “project equity funding” is approximately RMB ¥39
million (approximately US$ 6.3 million). PECL will be required to contribute 75% of this
amount, being RMB29million (approximately US$4.7 million). The Company is currently
reviewing its options with respect to financing the “project equity” contribution from PECL.
The Loan Memorandum was subject to the approval of CDB’s Credit Committee. Conditions
precedent for entry into a legally binding loan agreement set out in the Loan Memorandum
also included the approval of the ODP by the NDRC and a support letter from Mr. Victor
Hwang confirming his undertaking to arrange for additional funding to be made available to
PECL and PPC to the extent necessary to ensure the completion of the Development, that the
design production level specified in the ODP is reached and that PECL and PPC are able to
timely repay principal and interest on the loan until such time. Such support is to cease once
such production level has been achieved.
On January 29, 2013, CDB’s Credit Committee approved in principle the granting of the loan
substantially on the terms of the Loan Memorandum, subject to satisfactorily concluding
arrangements with Primeline for the provision of additional security to cover the period until
the Development reaches the design production level specified in the ODP. Primeline and
CDB are now in the process of negotiating and finalising the formal loan agreement, the
security arrangements and documentation.
CDB (http://www.cdb.com.cn) is a financial institution in China under the direct jurisdiction
of the State Council with net assets over US$1 trillion. It is primarily responsible for raising
funding for large infrastructure projects. Debt issued by CDB is fully guaranteed by the
central government of the People's Republic of China. CDB is one of the biggest issuers of
bonds in China. CDB’s mission statement reads “CDB provides medium to long term
financing facilities that assist in the development of a robust economy and a healthy
prosperous community, it aligns its business with national economic strategy and allocates
resources to break through bottlenecks in China’s economic and social development. CDB
carries out its mission by supporting the development of national infrastructure, basic
industry, key emerging sectors and national priority projects …”. The nature of Primeline’s
business accordingly qualifies for support from CDB.
The formal loan agreement will be signed after the approval of the ODP by the NDRC.
EXPLORATION AND NEW PETROLEUM CONTRACT
On July 5, 2011, the Company, PPC and CNOOC, entered into a Memorandum of Agreement
(“MOA”) which amended Petroleum Contract 25/34 and agreed on the general teams of a
new Petroleum Contract; the Company, PPC and CNOOC signed the new Petroleum
Contract 33/07 on June 15, 2012. The main terms of Petroleum Contract 33/07 are as follows:
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•

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).

•

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 exploration wells to
2500m plus 600 sq kms of 3D seismic, the commitment for each of the second and third
phases is one exploration well to 2500m.

•

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 of free use of the production facilities built for the LS36-1 gas field.

•

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 through 2013 and produce thereafter.
Petroleum Contract 33/07 was subject to ratification by the Ministry of Commerce in China
and such ratification was granted in September 2012. The effective date of the Petroleum
Contract 33/07 is November 1, 2012.
The main purpose of the LS 36-1 development is to provide a production infrastructure in the
Lishui Basin so that the Company can capitalise on its access to the dramatically growing
Chinese gas market by expanding its reserves through exploration in the remainder of the
basin. Block 33/07 provides the exploration fairway for long term growth. Surrounding the
LS36-1 Development, Primeline has a 737 sq km of 3D seismic data by which several
prospects have been identied and mapped. Primeline’s first step in exploration under the new
licence is to expand the 3D seismic coverage so that more drillable targets can be mapped in
the remainder of the block which is currently only covered by 2D seismic data. Exploration
drilling is planned for 2014 after establishing production from LS36-1.
Since November 2012, Primeline has been working closely with CNOOC in trying to secure
a 3D seismic boat for the 3D seismic acquisition work. The seismic work will be
implemented as soon as the boat is secured.
RESERVE UPDATE
The Company appointed McDaniel and Associates Consultants Limited (“McDaniel”) of
Calgary to update its independent evaluation of its assets, including the LS36-1 gas field and
Block 33/07, effective on March 31, 2013. McDaniel is one of the world's leading petroleum
consulting firms specialising in geological studies, reserves evaluations, resource assessments,
economic evaluations and petroleum engineering studies. McDaniel has been the
independent engineering auditor for the Company since 2007 and has witnessed the full
progress of the LS36-1 Development from feasibility study, ODP, to currently approaching
6

completion. They have reviewed the full current development status, including the
engineering, development drilling and commercial progress, as well as ODP report and the
Gas Sale Agreements as at March 31, 2013 and have updated their evaluation of the natural
gas and natural gas liquid reserves located in the LS36-1 gas field in accordance with the
standards set out in Canadian National Instrument 51-101 and the Canadian Oil and Gas
Evaluation Handbook (COGEH). McDaniel's evaluation estimates that the LS36-1 gas field
has total project recoverable Proved Reserves of 50.4 Bcf of natural gas and 2.5 MMbbl of
natural gas liquids, and Proved + Probable Reserves of 66.9 Bcf of natural gas and 3.5MMbbl
of natural gas liquid, which translates to Company net Proved + Probable Reserves of
25.8Bcf of gas and 1.4MMbbl of natural gas liquid. The total Proved + Probable Barrel Oil
Equivalent (BOE) (using conversion of 6 Mcf = 1 boe) for the project is 14.7MMbbl and net
to the Company is 5.7MMbbl. The total Proved + Probable + Possible BOE for the Project is
19.1MMbbl, and net to Company at 7.3MMbbl. McDaniel’s current Proved + Probable
reserves are similar to these used in the ODP by CNOOC.

(1) Company Gross reserves are based on Company working interest share of the reserves.
(2) Company Net reserves are based on Company share of total Cost and Profit Oil and due to repayment of past costs are greater than Company Gross.
(3) Barrels of LPG are based on density of Propane
(4) Based on gas/boe conversion of 6 to 1 and LPG/boe conversion of 1 to 1.

Under the reporting definitions, there is a 90% probability, under a specific set of economic
circumstances, that the quantities actually recovered will equal or exceed the estimated
Proved Reserves; at least a 50% probability that the quantities actually recovered will equal
or exceed the estimated Proved plus Probable Reserves. Possible Reserves are these
additional reserves that are less certain to be developed than Probable Reserves. There is a
10% probability that the quantities actually recovered will equal or exceed the sum of Proved
plus Probable plus Possible Reserves.
Based on the Framework Agreement with Zhejiang Gas and McDaniel’s view of the full
product price, together with the development costs spent to date and commercial arrangement
made by Primeline relating to the Development, McDaniel estimates a net present value
before tax for the LS36-1 project’s Proved + Probable Reserves, net to Primeline, of US$115
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million at a discount rate of 5% and US$203million, again net to Primeline, when the
Possible Reserves in LS36-1 are included. It should be noted that these estimates of net
present values are not estimates of fair market value.

In their 2012 report, McDaniel assigned no Proved reserves and the Probable gas reserve was
119bcf for the project and 44bcf net to the Company. Following the development progress
and development drilling results, Proved Reserves have now been assigned but the Proved +
Probable is reduced, compared to the previous evaluation. The downward adjustment of the
reserves is partly as a result of a reduction in the northern part of the field where the
development drilling results showed a reduced structural elevation in that part of the field
causing most of the developed reservoir there to be below a conservative gas water contact.
All initial production will now come from the southern part of the field where sufficient well
capacity has been assured to meet the contracted gas deliverability. Developed reserves are
not assigned as McDaniel noted that there were still significant expenditure to be spent on the
Development as of March 31, 2013 (although subsequently the work has been largely
completed as noted above). McDaniel’s current Proved + Probable reserves is very similar to
the reserves used by CNOOC in the ODP.
Additionally, McDaniel evaluates that there are substantial Prospective Resources in the other
sands and in the lower geological section beneath the developed zone which as yet cannot be
assigned as Reserves under COGEH guidelines. McDaniel has estimated 143Bcf of unrisked
mean and 72 Bcf of risked mean Prospective Resources within the LS36-1 gas field with
average chance of success of over 50%, or over 70% for the upper 3 main sands. McDaniel
states that “Primeline intends to drill the prospective resources from the production platform
using some of the 5 unused drilling slots, and, if successful, the resources could be upgraded
to reserves and added to the production stream”.
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McDaniel also evaluated the 3D area surrounding the LS36-1 and assessed that within the
three prospects close to LS36-1 Development in the 3D area, there could be a mean unrisked
Prospective Resources of 499Bcf with a chance of success ranging between 14% and 28%.
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Primeline Energy Holdings Inc.
LS36-1 Development Area & Block 33/07 - People's Republic of China
Summary of Resource Estimates - Property Gross Values (1) (2) (3)

Table 10

Effective March 31, 2013

Prospective Resources - Natural Gas

Prospect
LS36-1
LS36-1
LS36-1
LS36-1
LS36-1
LS36-1
LS30-8

Zone
Paleocene - M1-0
Paleocene - M1-1 South
Paleocene - M2
Paleocene - M3
Paleocene - L1
Paleocene - L2
Paleocene - M2

LS36-1 Development Area (Sub-total)

Prospective Resources - Unrisked (1)
Low
Median
Mean
High
MMcf
MMcf
MMcf
MMcf

Risked (2)
Resources Chance of
Mean
Success
MMcf
%

2,725
1,759
5,046
14,187
8,351
2,379
9,136

5,513
3,965
14,464
31,725
23,772
5,363
27,070

6,370
4,779
18,934
37,210
32,862
6,444
36,195

11,087
8,931
38,513
67,032
69,109
11,822
73,148

4,644
3,484
11,360
26,047
16,431
2,577
7,601

43,584

111,871

142,794

279,641

72,145

73
73
60
70
50
40
21

LS30-3
LS30-3

Paleocene - M1-1
Paleocene - M1-2

14,631
43,387

32,007
178,831

38,820
315,221

71,810
727,991

10,870
88,262

28
28

LS29-2
LS29-3
LS35-1

Paleocene - M1-2
Paleocene - M1-2
Paleocene - M1-2

19,016
7,090
14,592

47,306
22,601
38,521

60,442
32,984
51,441

117,561
70,620
105,723

14,506
7,124
7,407

24
22
14

98,715

319,266

498,907

1,093,706

128,170

142,299

431,137

641,701

1,373,347

200,314

Block 33/07 (Sub-total)
Total (3)

Prospective Resources - Condensate

Prospect
LS36-1
LS36-1
LS36-1
LS36-1
LS36-1
LS36-1

Zone
Paleocene - M1-0
Paleocene - M1-1 South
Paleocene - M2
Paleocene - M3
Paleocene - L1
Paleocene - L2

LS36-1 Development Area (Sub-total)

Prospective Resources - Unrisked (1)
Low
Median
Mean
High
Mbbl
Mbbl
Mbbl
Mbbl

Risked (2)
Resources Chance of
Mean
Success
Mbbl
%

27
17
52
144
75
20

65
47
171
374
251
57

79
60
237
465
365
72

149
118
497
897
792
141

58
44
142
325
182
29

335

965

1,277

2,594

780

73
73
60
70
50
40

LS30-3
LS30-3

Paleocene - M1-1
Paleocene - M1-2

176
553

454
2,505

584
4,732

1,143
11,025

164
1,325

28
28

LS29-2
LS29-3
LS35-1

Paleocene - M1-2
Paleocene - M1-2
Paleocene - M1-2

233
74
146

667
265
452

909
408
646

1,878
901
1,363

218
88
93

24
22
14

Block 33/07 (Sub-total)

1,182

4,343

7,279

16,310

1,888

Total (3)

1,517

5,308

8,557

18,903

2,668

(1) There is no certainty that any portion of the prospective resources will be discovered. If discovered, there is no certainty
that it will be economically viable or technically feasible to produce any portion of the resources.
(2) These are partially risked prospective resources that have been risked for
chance of discovery, but have not been risked for chance of development.
(3) Total based on an arithmetic aggregation of all the Prospect/Zones and as such there is
>90 percent chance of exceeding the overall Low Total and <10 percent chance of exceeding the overall High Total
McDaniel & Associates
Consultants Ltd.
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McDaniel commented that “The development of the LS36-1 field provides an infrastructure
hub in the area which may be utilized in any development of the nearby prospects; there is
spare capacity in this infrastructure to accommodate future expansion. It is envisaged that
development of these prospects will either be by wells drilled from the existing platform
using the 5 spare well slots on the platform, by subsea wells or using a well head platform
with all processing at the infrastructure hub. Incremental development costs will therefore be
low and so that the economics for any additional resources which may be discovered within
LS36-1 field itself or in the nearby identified prospects would be significantly enhanced. The
initial production plateau from 1P, 2P and 3P reserves may then be extended and/or the
production level can be increased subject to reserve volumes and market demand.”
The effective date of McDaniel’s evaluation is March 31, 2013. A summary of the
McDaniel's report is available on Primeline’s website: http://www.pehi.com.
EXPLORATION AND WORKING CAPITAL FINANCING
The anticipated cash flow from the LS36-1 development is significant but it may not
commence in time to fund the 3D seismic work planned in 2013 as a commitment under
Petroleum Contract 33/07. Furthermore, the Company has been supported in the past two
years by its Chairman’s generous provision of interest free loans for working capital which at
March 31, 2013, amounted to RMB37,455,385 (CAD$6,123,163) in principal.
In May 2011, the Company entered into an agreement with Victor Hwang, its Chairman,
President and majority shareholder, under which Mr. Hwang granted the Company an interest
free loan facility of up to US$ 4 million (the “Facility”). This facility is repayable on demand
any time after April 30, 2014. By the end of September 2012, the Company had fully drawn
down this facility. On June 1, 2012, Mr. Victor Hwang agreed to provide another interest
free loan facility of up to US$ 1.65 million to the Company for working capital purposes,
repayable on demand any time after July 31, 2014. By the end of March 2013, the Company
had fully drawn down this Facility. On March 31, 2013, Mr. Victor Hwang further granted
an interest free loan facility of up to US$ 1 million to the Company for working capital
purposes, repayable on demand any time after July 31, 2015.
On June 5, 2013, in order to secure funds for the proposed 3D seismic programme in 2013
and future working capital, the Company entered into a non-binding term sheet, with GEMS,
a Hong Kong based manager of private equity funds, under which a fund managed by GEMS
is to subscribe for up to US $15 million of unsecured convertible bonds to be issued by
Primeline (the “Bonds”).
The Bonds are for 3 years with one year optional extension in certain circumstances to be
agreed, and are to be issued in 3 tranches of US $5 million each, to be drawn down within 9
months following entering into binding documentation. The first tranche must be drawn
down within one month of binding documentation. Interest will be payable semi-annually at
7%, to be paid in cash at the rate of 4.5% per annum, plus in Common Shares at the rate of
2.5% per annum at a deemed price per share equal to the volume weighted average trading
price of the shares for the preceding 15 days. The Bonds will be convertible at the option of
the holder at any time from 12 months from the date of issue to maturity into Common
Shares at a conversion price of CAD $0.57 per share for the first tranche, CAD $0.785 per
share for the second tranche, and CAD $1.00 per share for the third tranche. The Company
will have the right to require conversion of some of the Bonds in circumstances to be agreed.
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On redemption, Primeline will be required to pay such amount as results in an aggregate
return to GEMS of 10% per annum as of the date of redemption, with an additional premium
in the event of a change of control.
GEMS will be entitled to nominate one voting member, and one alternate or observer to
Primeline’s board of directors. GEMS will have the right to participate in all further
issuances of common shares, or securities convertible into common shares, by the Company,
on a basis pro rata to its holding of common shares assuming conversion of the issued Bonds.
The Company will pay GEMS a fee consisting of 1.88% of the principal amount of the Bonds
in cash payable at the time of drawdown of the first tranche and 1.88% in Common Shares
payable within 3 or 6 months from first drawdown.
Issue of the Bonds will be subject to customary conditions including satisfactory completion
of due diligence, receipt of all required regulatory approvals, absence of adverse material
change and approval of GEMS’ Investment Committee.
GEMS was founded in 1998 as an independent investment company whose sole business is
the management of private equity funds. This focus sets GEMS apart from the broad
activities pursed by diversified financial institutions running private equity funds as part of
their asset management portfolio. Asia has always been the core focus for GEMS with a
strong and experienced team having spent the majority of their working lives in the region.
As a result, GEMS has extensive networks and relationships across the region. The team is
made up of a diverse mix of individuals with relevant experience in both direct investment
and the resources industry, headed by the well- known businessmen Simon Murray.
If the Company enters into binding documentation with GEMS with respect to the Bonds, the
Company will have its 12 months exploration work and working capital fully funded.
On June 19, 2013 the Company’s Chairman, President and major shareholder, Victor Hwang
agreed to convert all his outstanding interest free working capital loan of US$6.7 million to
the Company into convertible bonds to be issued on the same terms as the Bonds with a fee at
the same rate and terms, save that there will be no change of control premium. The issuance
of the bonds to Mr. Hwang will be effected at the same time as the Bonds and is conditional
on receipt of all necessary regulatory approvals.
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GENERAL FINANCIAL OUTLOOK
As at March 31, 2013, the Company held cash resources of RMB5,038,944 (CAD$823,761),
and loans in principal amount from Victor Hwang, its Chairman, President and majority
shareholder, and PPC in the order of RMB37,455,385 (CAD$6,123,162) and RMB
10,398,900 (CAD$1,700,000) respectively.
The Company and PPC have signed a Loan Memorandum with CDB with respect to
financing their share of the costs of the LS36-1 Development. The Loan Memorandum has
been approved in principle by CDB’s credit committee and CDB and Primeline are in the
process of negotiating the formal loan contract which will be subject to NRDC approval of
the ODP.
Per discussion above, the Company is in the process of securing funding for 12 months of
working capital plus for the 3D seismic work and once such funding has been completed the
Company will be fully funded for its planned exploration work over the next 12 months.
The Company anticipates starting to receive significant cash flow from the production of
LS36-1 once the Development is fully completed and sales to Zhejiang Gas have
commenced. Such cash flow is anticipated to commence during the next financial year.
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 and development 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, to carry out its
exploration activities under the Petroleum Contract 33/07 and to fund its share of the LS36-1
Development costs commencing three months from the date 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. While 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 to do so in the future.
If the going concern assumption were not appropriate for these financial statements then
adjustments would be necessary to the carrying value of assets and liabilities, the reported
expenses and the balance sheet classifications used, and such adjustments would be material.
FINANCIAL INFORMATION
Results of Operations
The Company’s results for the year ended March 31, 2013 were a loss of RMB4,297,092
(CAD$702,484). Compared to the loss of RMB6,836,407 last year, the decrease in loss of
RMB2,539,315 (CAD$415,124) during the year was largely due to gain on extinguishment of
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shareholder loan and related party loan of RMB2,978,387 (CAD486,903) and RMB1,416,709
(CAD$231,602) respectively resulted from the changes in loan repayment terms and higher
percentage of effective interest rate applied. The result was partly offset by increases in share
based payments of RMB939,589 (CAD$153,603) and salary and benefit of RMB301,139
(CAD$49,230) during the year.
Liquidity and Capital Resources
As at March 31, 2013, net current assets of the Company amounted to RMB2,758,098
(CAD$450,891), whereas net current assets of RMB3,558,059 were recorded as at March 31,
2012. The decrease in net current assets of RMB799,961 (CAD$130,777) was mainly due to
the decrease of prepaid expenses and deposit of RMB350,255 (CAD$57,259) and increase of
accounts payable and accrued liabilities of RMB2,335,786 (CAD$381,852) and partially
offset by the increase of cash and cash equivalents of RMB1,275,477 (CAD$208,513) in the
current period.
During the year, exploration and evaluation assets of RMB16,824,531(CAD$2,750,455) were
incurred and financed mainly by the shareholder’s loan. As at March 31, 2013, the total
amount of exploration and evaluation assets incurred and capitalized amounted to
RMB444,002,914(CAD$72,585,076) (March 31, 2012 – RMB427,178,383) and can be
broken down as follows:

Exploration Drilling Related Services
Drilling services
Drilling technical supervision and evaluation
Exploration Geological&Geophysical Surveys& Work
Geological&geophysical survey acquisition&
processing
Technical evaluations&management
Pre-development study
Interests on funding of deferred exploration expenditures
Deferred costs acquired from Primeline Petroleum
Corporation
Project administration
Salaries and benefits
Travel and accommodation
Contract signing fee

Mar 31, 2013
RMB

Mar 31, 2012
RMB

178,263,638
4,650,259

178,263,638
4,650,259

64,892,882

64,892,882

40,087,083
32,583,351
23,763,779
8,485,080

37,628,360
32,583,351
21,057,521
8,485,080

27,015,498
42,920,078
18,198,064
3,143,202
44,002,914

24,542,417
35,948,587
15,983,086
3,143,202
427,178,383

As at March 31, 2013, the Company had total assets of RMB450,868,327 (CAD$73,707,426)
(March, 2012 – RMB433,117,280) which were financed by net shareholders’ equity of
RMB404,147,058 (CAD$66,069,488) (March 31, 2012 – RMB402,404,159), shareholder
loan of RMB33,249,513 (CAD$5,435,592) (March 31, 2012 – RMB17,966,082) and advance
from a related party of RMB9,378,758 (CAD$1,533,228) (March 31, 2012 –
RMB10,379,224).
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As at March 31, 2013, the Company had net current assets of RMB2,758,098 (CAD$450,891)
(March 31, 2012 – RMB3,558,059) and had a accumulated deficit of RMB103,464,121
(CAD$16,914,193) (March 31, 2012 – RMB99,167,029). Following the grant of the loan
facility of US$1 million from Mr. Victor Hwang on the March 31, 2013 and the anticipated
issuance of US$ 15 million convertible bonds to GEMS the Company will be fully funded to
meet the capital requirement for the working capital plus the 3D seismic work for the planned
exploration work over the next 12 months. And also as previously mentioned, additional
financing will be required in respect of the LS36-1 Development once the ODP is approved. .
The Company has already secured an in principle offer for a loan of US$ 300 million from
China Development Bank (CDB) to finance its share of the LS36-1 Development costs and
the Company is actively investigating other funding options to address further 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, shareholder loan, cash calls payable, and advances from a related
party.
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 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 fair value of the financial assets and liabilities approximates their carrying value.
The Company’s financial instruments are exposed to certain financial risks, including
currency risk, credit risk, liquidity risk and interest rate risk.
(a) Currency risk
The Company held financial instruments in different currencies during the periods
ended as follows:

Cash and cash equivalents of:
- CAD$
- US$
- GBP
- HK$
Shareholder loan of US$
Advance from a related party of CAD$
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Mar 31, 2013

Mar 31, 2012

CAD$141,146
US$150,313
GBP5,296
HK$3,106,926
(US$6,025,641)
(CAD$1,700,000)

CAD$100,315
US$48,053
GBP1,508
HK$2,771,258
(US$2,948,718)
(CAD$1,700,000)

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:
Mar 31, 2013
RMB
953,551
3,652,104
4,983
248,865

CAD$
US$
GBP
HK$

Mar 31, 2012
RMB
1,009,241
1,826,259
1,520
224,749

( b) Credit risk

Credit risk is the risk of an unexpected loss if a customer or third party to a financial
instrument fails to meet its contractual obligations.
The Company’s cash and cash equivalents are held at a large international financial
institution in 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 and has been informed that the
CDB credit committee has approved in principle the granting of the loan of US$300 million
substantially on the terms of the Loan Memorandum, subject to concluding arrangements
with the Company for security before the Development reaches the design production level
specified in the Overall Development Program ("ODP") in addition to that provided for in the
Loan Memorandum. In addition, there is a shareholder loan facility available for drawdown
of US$624,359 as at March 31, 2013. Subsequently, on June 5, 2013, the Company entered
into a term sheet with GEMS, a Hong Kong based manager of private equity funds under
which GEMS is to purchase up to US$ 15 million of unsecured Convertible Bonds to be
issued by the Company. The issuance of the Convertible Bonds will provide funds for general
working capital and the proposed 3D seismic program, over the next 12 months. 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 annual
consolidated financial statements as at March 31, 2013.
( 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.
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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 currently is not subject to externally imposed capital requirements.
Additional information regarding capital management is disclosed in note 1 of annual
consolidated financial statements as at March 31, 2013.
Transactions with Related Parties and Directors
During the year ended March 31, 2013, the Company paid or accrued the following:
a)

London office rent of RMB 379,408 (CAD$62,025) (2012–RMB391,808) was
paid or accrued to a company beneficially owned by Mr. Victor Hwang, the
majority shareholder, director and officer of the Company .

b)

Cash call received from and utilized for, PPC, a company owned by Mr. Hwang,
the majority shareholder, director and officer of the Company for its 25%
contribution to exploration costs were RMB 3,258,000 (CAD$532,614) (2012:
RMB2,432,000) and RMB3,868,603 (CAD$632,435) (2012: RMB3,183,284)
respectively The balance is recorded as a cash call payable on the statement of
financial position amounting to RMB 138,470 (CAD$22,637) (2012: RMB
749,073).

c)

Fees and benefits paid to Key management personnel of the Company were
RMB5,474,268 (CAD$894,927) (2012 – RMB 4,766,130) and share based
payment of RMB1,048,161 (CAD$171,352) (2012 – RMB1,081,382) were
recognized for the 2,260,000 (2012 - 975,000) share options granted to these key
management personnel.
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d)

Fees and benefits paid or accrued to directors were RMB567,644 ( CAD$92,798)
(2012 – RMB 633,150) and share based payment of RMB890,633 (CAD$145,600)
(2012 – RMB 1,109,110) were recognized for the 1,750,000 (2012 – 1,000,000)
share options granted to the directors. During the year, one of the non –executive
directors ceased to hold office.

e)

Shareholder loan of RMB 33,249,513 (CAD$5,435,592) (2012- RMB 17,966,082)
represents interest-free loans with a principal balance of RMB 37,455,385
(CAD$6,123,162) (2012 – RMB 18,565,128) due to Mr. Victor Hwang, the
majority shareholder, director and officer of the Company, which consists of
drawdown from three loan facilities, which were US$ 4 million, US$1.65 million
and US$1 million respectively. The first of these loan facilities was issued in May
2011. Mr. Victor Hwang has further agreed not to demand repayment on amounts
drawn down on the US$4 million, US$1.65 million and US$1 million facilities
prior to April 30, 2014, July 31, 2014 and July 31, 2015 respectively. The principal
balance in 2012 was related to the loan facility of US$4 million and the repayment
date was not prior to April 31, 2013 as at March 31, 2012. The interest-free noncurrent shareholder loan has been recorded at fair value on inception and carried at
amortized cost. The discount on shareholder loan of RMB 2,703,383
(CAD$441,946) (2012: RMB 599,046) and the subsequent capitalized interest of
RMB 1,964,535 (CAD$ 321,160) (2012 – nil) were calculated using an effective
rate of 10% per annum. RMB2,978,387 (CAD$486,903) (2012 – RMB Nil) has
been recognized as a gain on extinguishment during the year. The remaining
amount available for drawdown is US$624,359 as at March 31, 2013.

f)

Advances from a related party of RMB 9,378,758 (CAD$1,533,228) (2012 –
RMB10,379,224) represents an interest-free balance with a principal amount of
RMB10,398,900 (CAD$1,700,000) (2012 – RMB 10,725,300) from PPC. The
opening balance of the advances payable at April 1, 2011 was RMB 11,463,250.
On June 30, 2012, PPC and the Company further agreed that repayment of this
amount will not be demanded either in whole or in part from the Company prior to
April 30, 2014. The interest-free non-current advance from a related company has
been recorded at fair value on inception and carried at amortized cost. The discount
on advances from a related party of nil (2012: RMB 346,076) and the subsequent
capitalized interest of RMB 744,092 (CAD$ 121,643) (2012: nil) were calculated
using an effective rate of 10% per annum. RMB1,416,709 (CAD$231,602) has
been recognized as a gain on extinguishment during the year.

g)

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

Subsequent Events
a)

On June 5, 2013, the Company entered into a term sheet with GEMS, a Hong
Kong based manager of private equity funds, under which GEMS is to purchase
up to US$15 million of unsecured Convertible Bonds to be issued by Primeline
(the "Bonds"). The term sheet is non-binding and subject to the conclusion of
formal documentation.

b) On June 19, 2013, the Company agreed to issue up to US$6.7 million of
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unsecured Convertible Bonds to its Chairman and President, Mr. Victor Hwang in
settlement of the existing interest free working capital loan previously made
available by Mr. Hwang to the Company. The issuance of the bonds to Mr.
Hwang is conditional on receipt of all necessary regulatory approvals.
Standards, Amendments and Interpretations to Existing Standards That Are Not Yet 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, 2011 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 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. The Company is still assessing the impact of this
standard.
The derecognition rules have been transferred from IAS 39, ‘Financial
Instruments: Recognition and measurement’, and have not been changed.
b) IFRS 10, 'Consolidated Financial 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 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. This standard has no impact on
the Company.
c) 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 Company is currently assessing the impact of this standard.
d) 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 interests 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.
e) 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
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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.
f) IAS 1, ‘Presentation of Financial Statements’ was amended in June 2011. This standard
requires companies preparing financial statements under IFRS to group items within
Other Comprehensive Income (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 either a single statement or two consecutive statements. The
amendments to IAS 1 set out in Presentation of Items of OCI are effective for fiscal years
beginning on or after July 1, 2012. This standard has no impact on the Company.
Outstanding Share Data
On July 27, 2011, the Company granted 2,100,000 options at an exercise price of CAD$0.32
per share to directors, officers, employees and consultants, of which 200,000 options expired
and 1,900,000 options expire on July 26, 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 an exercise price of CAD$0.50 per share. The option expires on
June 25, 2017.
On September 26, 2012, the Company granted 3,105,000 options at an exercise price of
CAD$0.60 per share to directors, officers, employees and consultants. Such options expire on
September 26, 2017.
As at July 29, 2013 there are 94,021,246 shares and 5,505,000 stock options outstanding.

Quarter ended March 31, 2013
The Company’s results for the quarter ended March 31, 2013 were a gain of RMB508,236
(CAD$83,086), compared to a loss of RMB2,010,881 for the same quarter last year and the
difference of RMB2,519,117 (CAD$411,822) was mainly due to the gain recognized from
extinguishment of shareholder loan and related party loan of RMB2,431,963 (CAD397,574)
and of RMB1,107,040 (CAD180,978) under the revised terms and the revised effectively
interest rate of 10% The calculation showed significant differences of more than 10%
change to the present value of the loans under the revised terms when comparing to the old
terms. Therefore, in compliance with the relevant standard, the changes are accounted for as
extinguishment of the liabilities and have been recognized as financial income in the
consolidated statement of loss and comprehensive loss for the period.
During the quarter exploration expenditures of RMB6,909,434 (CAD$1,129,546) were
incurred, comprised mainly of travel and accommodation of RMB525,719 (CAD$85,944),
project administration of RMB630,982 (CAD$103,152), Technical evaluations &
management of RMB1,446,111 (CAD$236,409), interest on funding of deferred exploration
expenditures of RMB2,156,518 (CAD$352,545) and salaries and benefits of RMB2,150,104
(CAD$351,496). These amounts were capitalized as exploration and evaluation assets.
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Selected Annual Information
The following information was extracted from the Company’s consolidated audited financial
statements:
Years Ended March 31,
Net (loss) income
Per basic share
Per diluted share
Total assets
Total long-term financial liabilities

2013
2012
2011
2013
RMB
RMB
RMB
CAD
(4,297,092) (6,836,407) (7,966,322)
(702,484)
(0.05)
(0.07)
(0.09)
(0.007)
(0.05)
(0.07)
(0.09)
(0.007)
450,868,327 433,117,280 422,119,283 73,707,426
42,628,271 28,345,306 11,463,250 6,968,820

The decrease in loss of RMB2,539,315 (CAD$415,124) between 2013 and 2012 was mainly
due to the gain recognized from the extinguishment of shareholder loan and related party loan
under the revised terms and effective interest rate for the amount of RMB2,978,387
(CAD$486,903) and RMB1,416,709 (CAD$231,602) respectively, and which was partially
offset by increased business promotion of RMB922,390 (CAD$150,791) which was the stock
based compensation relating to the share options of 500,000 granted to D&D security
consideration of D&D Securities Inc. during this year for its ongoing service on corporate
marketing and investor relations for the Company.
The increase in long - term liabilities from year to year was due to the increases in
Shareholder’ s loan granted to the Company by Mr. Victor Hwang, the majority shareholder,
director and officer of the Company.
Summary of Quarterly Results (Unaudited)
Quarter Ended
2013
2013
Mar 31
Mar 31
CAD
RMB
Net loss
Per basic share
Per diluted share

Quarter Ended
Net loss
Per basic share
Per diluted share

83,086
(0.0056)
(0.0056)

2012
Dec 31
RMB

2012 Sep
30
RMB

2012
Jun 30
RMB

508,236
(0.034)
(0.034)

(2,364,487)
(0.025)
(0.025)

(2,091,568)
(0.022)
(0.022)

(349,273)
(0.004)
(0.004)

2012 Mar 31

2011
Dec 31

2011
Sep 30

2011
Jun 30

(2,010,881)
(0.002)
(0.002)

(1,730,711)
(0.018)
(0.018)

(1,672,001)
(0.018)
(0.018)

(1,422,814)
(0.015)
(0.015)

The gain for the quarter ended March 31, 2013 of RMB508,236(CAD$83,086) was mainly
attributable to gain from extinguishment of shareholder loan and related party loan under
revised loan facility of RMB2,431,963 (CAD397,574) and of RMB1,107,040 (CAD180,978)
respectively and partially offset by auditor’s remuneration of RMB717,524 (CAD$117,300),
salary and benefit of RMB554,547 (CAD$90,657) and professional fees of
21

RMB1,348,031(CAD$220,375).
The loss for the quarter ended March 31, 2012 of RMB2,010,881 was mainly attributable to
office expenses of RMB478,961, professional fees of RMB292,982 and auditors’
remuneration of RMB599,355.
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.
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