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Condensed Consolidated Financial Statements

(Thousands of Canadian dollars)

As at Notes June 30, March 31, April 1,
2011 2011 2010

ASSETS

Current assets:

Cash and cash equivalents 4 $ 37,648 $ 14,600 $ 1,055
Restricted cash 5 135 1,227 510
Accounts receivable 2,845 817 273
Prepaid expenses and deposits 70 91 100
40,698 16,735 1,938

Non-current assets:
Petroleum and natural gas properties 6 1,961 2,030 1,922
Exploration and evaluation assets 7 8,413 7,064 3,553
10,374 9,094 5,475
Total assets $ 51,072 $ 25,829 $ 7,413

LIABILITIES AND SHAREHOLDER'S EQUITY

Current liabilities:
Accounts payable and accrued liabilities $ 5,007 $ 2,672 $666

Non-current liabilities:
Decommissioning liability 8 161 159 115

Shareholders’ equity:

Share capital 9 $ 86,073 $ 62,595 $ 43,460
Warrants 9 705 705 490
Contributed surplus 4,468 4,189 3,890
Accumulated other comprehensive income 305 95 -
Deficit (45,647) (44,586) (41,208)
45,904 22,998 6,632

Total liabilities and shareholder’s equity $ 51,072 $ 25,829 $ 7,413

Subsequent event (note 9d)
See accompanying notes to the condensed consolidated financial statements.

On behalf of the Board:



Condensed Consolidated Financial Statements

(Thousands of Canadian dollars, except per share amounts)

For the three months ended June 30, Notes 2011 2010
Income
Petroleum and natural gas revenue $ 1,319 $ 349
Royalties (121) (28)
1,198 321
Operating expenses
General and administrative 762 670
Operating and transportation 522 179
Depletion and depreciation 6 97 79
Pre-licensing and impairment 7 702 2
Stock-based compensation 277 93
2,360 1,023
Operating loss (1,162) (702)

Other income (expenses)

Finance income 140 -
Finance expenses (44) (18)
Foreign exchange gain (loss) 5 (2
101 (20)
Net Loss (1,061) (722)
Exchange differences on translation of foreign operations 210 (48)
Total comprehensive loss for the period $ (851) $ (770)
Earnings per share 9
- Basic & Diluted $ (0.02) $ (0.04)
Weighted average number of shares outstanding (000s) 9
- Basic & Diluted 49,782 18,225

See accompanying notes to the condensed consolidated financial statements.



(Thousands of Canadian dollars)

Condensed Consolidated Financial Statements

Accumulated

other Total
Share Contributed comprehensive shareholders’
capital Warrants surplus income Deficit equity

Balance at April 1, 2010 $ 43,460 $ 490 $ 3,890 $ - $(41,208) $ 6,632
Net loss for the period - - - - (722) (722)
Comprehensive loss for the

period - - - (48) - (48)
Issue of share capital (Note 9) 8 54 - - (5) 57
Share based payments - - 31 - - 31
Balance at June 30, 2010 $ 43,468 $ 544 $3,921 $ (48)  $(41,935) $ 5,950
Shares outstanding 18,237,783
Balance at April 1, 2011 $ 62,595 $ 705 $ 4,189 $ 95  $(44,586) $ 22,998
Net loss for the period - - - - (1,061) (1,061)
Comprehensive loss for the

period - - - 210 - 210
Issue of share capital (Note 9) 23,478 - - - - 23,478
Share based payments - - 279 - - 279
Balance at June 30, 2011 $ 86,073 $ 705 $ 4,468 $305  $(45,647) $ 45,904
Shares outstanding 51,961,349

See accompanying notes to the condensed consolidated financial statements.




(Thousands of Canadian dollars)

Condensed Consolidated Financial Statements

For the three months ended June 30, Notes 2011 2010
Operating activities
Net loss before income tax $ (1,061) $ (722)
Non-cash items:
Depletion and depreciation 97 79
Exploration and evaluation impairment 702 2
Accretion 2 2
Share-based compensation 277 93
Unrealized foreign exchange loss (20) -
Change in non-cash working capital 12 (1,378) (24)
Net cash flow from (used in) operating activities (1,371) (570)
Investing activities
Exploration and evaluation expenditures (1,937) (93)
Petroleum and natural gas properties 4 -
Change in restricted cash 1,092 350
Changes in investing working capital 12 1,788 (97)
Net cash flow from (used in) investing activities 947 160
Financing activities
Proceeds from issuance of shares, net of issuance costs 23,478 -
Changes in financing working capital 12 (82) (5)
Net cash flow from (used in) financing activities 23,396 (5)
Impact of foreign exchange on cash and cash equivalents 76 3)
Net Decrease in cash and short-term deposits $ 23,048 $ (418)
Cash and cash equivalents, beginning of period 14,600 1,055
Cash and cash equivalents, end of period $ 37,648 $ 637

See accompanying notes to condensed consolidated financial statements.



Notes to Condensed Consolidated Financial Statements

First quarter report for the three months ended June 30, 2011
(Tabular amounts are stated in thousands of Canadian dollars except share and per share amounts)

Bengal Energy Ltd (the “Company” or “Bengal”) is incorporated under the laws of the Province of
Alberta and is involved in the exploration for and development of oil and gas reserves in Australia, India
and Canada.

Bengal’s registered office is located at 1000, 736 — 6th Avenue SW, Calgary, Alberta.

The financial statements have been prepared in accordance with International Accounting Standard 34
Interim Financial Reporting (“IAS 34") as issued by the International Accounting Standards Board
(“IASB”). These are the Company’s first set of financial statements prepared under International
Financial Reporting Standards (“IFRS”) for part of the period covered by the first IFRS annual financial
statements and IFRS 1 First Time Adoption of International Financial Reporting Standards has been
applied. They do not include all of the information required for full annual financial statements;
previously the financial statements were presented under Canadian generally accepted accounting
principles (“GAAP”). As a result reconciliation has been prepared between GAAP and IFRS to illustrate
the impact adoption of IFRS has on the financial statements of the company (note 16).

The financial statements have been prepared in accordance with IFRS on a historical cost basis, except
for certain financial instruments that have been measured at fair value.

The consolidated interim financial statements incorporate the financial statements of the Company
and it's wholly and majority owned subsidiaries, Avery Resources Australia (Pty) Ltd., Bengal
Energy International Inc., Avery Resources (Northern Ireland) Ltd. and Northstar Energy Pty Ltd.
respectively.

Subsidiaries are entities controlled by the Company. Control exists when the Company has the
power to govern the financial and operating policies of an entity so as to obtain the benefits from its
activities. In assessing control, potential voting rights that currently are exercisable are taken into
account. The financial statements of subsidiaries are included in the interim consolidated financial
statements from the date that control commences until the date that control ceases.

All intra-group transactions, balances, income and expenses are eliminated in full on consolidation.

Cash and cash equivalents include cash and all investments with a maturity of three months or less.

The Company's activities give rise to dismantling, decommissioning and site disturbance
remediation activities. Provision is made for the estimated cost of site restoration and capitalized in
the relevant asset category.



Notes to Condensed Consolidated Financial Statements

Decommissioning obligations are measured at the present value of management’s best estimate of
the expenditures required to settle the present obligation at the balance sheet date. Subsequent to
the initial measurement, the obligation is adjusted at the end of each period to reflect the passage of
time and changes in the estimated future cash flows underlying the obligation. The increase in the
provision due to the passage of time is recognized as finance costs whereas increases/decreases
due to changes in the estimated future cash flows are capitalized. Actual costs incurred upon
settlement of the asset retirement obligations are charged against the provision to the extent the
provision was established.

Exploration and evaluation costs (“E&E” assets”)
All costs incurred prior to obtaining the legal right to explore an area are expensed when incurred.

Generally, costs directly associated with the exploration and evaluation of crude oil and natural gas
reserves are initially capitalized. Exploration and evaluation costs are those expenditures for an
area where technical feasibility and commercial viability has not yet been demonstrated. These
costs generally include unproved property acquisition costs, geological and geophysical costs,
sampling and appraisals, drilling and completion costs and capitalized decommissioning costs.

Costs are held in exploration and evaluation until the technical feasibility and commercial viability of
the project is established. Amounts are generally reclassified to petroleum and natural gas
properties once probable reserves have been assigned to the field. If probable reserves have not
been established through the completion of exploration and evaluation activities and there are no
future plans for activity in that field, then the exploration and evaluation expenditures are
determined to be impaired and the amounts are charged to earnings (loss).

Impairment

E&E assets are assessed for impairment when facts and circumstances suggest that the carrying
amount exceeds the recoverable amount and when they are reclassified to Development and
Production (“D&P”) assets. For the purpose of impairment testing, E&E assets are grouped by
concession or field with other EZE and D&P assets belonging to the same concession or field. The
impairment loss will be calculated as the excess of the carrying value over recoverable amount of
the E&E impairment grouping and any resulting impairment loss is recognized in profit and loss.
Recoverable amount is generally determined by reference to the value in use or fair value less
costs to sell. In assessing value in use, the estimated future cash flows are discounted to their
present value using a pre-tax discount rate that reflects current market assessments of the time
value of money and the risks specific to the asset.

Carrying value

Costs incurred subsequent to the determination of technical feasibility and commercial viability are
recognized as petroleum and natural gas properties in the specific asset to which they relate.
Petroleum and natural gas properties are stated at cost less accumulated depreciation and
depletion and accumulated impairment losses. The initial cost of a petroleum and natural gas
property is comprised of its purchase price or construction cost, any costs directly attributable to
bringing the asset into operation, the initial estimate of the decommissioning obligation, and for
qualifying assets, borrowing costs. The purchase price or construction cost is the aggregate amount
paid and the fair value of any other consideration given up to acquire the asset.



Notes to Condensed Consolidated Financial Statements

Depreciation

The net book value of producing assets are depleted on a field-by-field basis using the unit of
production method with reference to the ratio of production in the year to the related proved and
probable reserves, taking into account estimated future development costs necessary to bring
those reserves into production. For purposes of these calculations, production and reserves of
natural gas are converted to barrels on an energy equivalent basis.

Other assets are depreciated on a declining basis at rates ranging from 20% to 30%.
Impairment

At the end of each reporting period, the Company reviews the petroleum and natural gas properties
for circumstances that indicate that the assets may be impaired. Assets are grouped together into
CGUs for the purpose of impairment testing, which is the lowest level at which there are identifiable
cash flows that are largely independent of the cash flows of other groups of assets. If any such
indication of impairment exists, the Company makes an estimate of its recoverable amount. A
CGUs recoverable amount is the higher of its fair value less selling costs and its value in use. In
assessing value in use, the estimated future cash flows are discounted to their present value using
a pre-tax discount rate that reflects current market assessments of the time value of money and the
risks specific to the asset. Value in use is generally computed by reference to the present value of
future cash flows expected to be derived from the production of proved and probable reserves.

Fair value less cost to sell is determined as the amount that would be obtained from the sale of a
CGU in an arm’s length transaction between knowledgeable and willing parties. The fair value less
cost to sell of oil and gas assets is generally determined as the net present value of the estimated
future cash flows expected to arise from the continued use of the CGU, including any expansion
prospects, and its eventual disposal, using assumptions that an independent market participant
may take into account. These cash flows are discounted by an appropriate discount rate which
would be applied by such a market participant to arrive at a net present value of the CGU. Where
the carrying amount of a CGU exceeds its recoverable amount, the CGU is considered impaired
and is written down.

When the recoverable amount is less than the carrying amount, the asset or CGU is impaired. For
impairment losses identified based on a CGU or a group of CGUSs, the loss is allocated on a pro
rata basis to the assets within the CGU(s). The impairment loss is recognized as an expense in the
statement of operations and loss.

At the end of each subsequent reporting period these impairments are assessed for indicators of
reversal. Where an impairment loss subsequently reverses, the carrying amount of the asset or
CGU is increased to the revised estimate of its recoverable amount, but so that the increased
carrying amount does not exceed the carrying amount that would have been determined had no
impairment loss have been recognized for the asset or CGU in prior years. A reversal of an
impairment loss is recognized immediately in the consolidated statement of operations and loss.

Gains and losses on disposal of an item of property, plant and equipment, including oil and natural
gas interests, are determined by comparing the proceeds from disposal with the carrying amount of
property, plant and equipment and are recognized as separate line items in the consolidated
statement of operations and loss.

Financial assets and liabilities are classified as either financial assets or liabilities at fair value
through profit and loss, loans and receivables, held to maturity investments, available for sale
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Notes to Condensed Consolidated Financial Statements

financial assets, or interest bearing loans and borrowings, as appropriate. Financial assets and
liabilities are recognized initially at fair value.

Financial assets and liabilities at fair value through profit or loss

Financial assets and liabilities at fair value through profit or loss include financial assets and
liabilities held for trading and financial assets and liabilities designated upon initial recognition at fair
value through profit or loss. Financial assets and liabilities are classified as held for trading if they
are acquired for the purpose of selling in the near term. Derivatives are also classified as held for
trading financial assets and liabilities held for trading. Gains or losses on assets and liabilities held
for trading are recognized in profit and loss. The Company has no financial instruments classified
as fair value through profit or loss.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that
are not quoted in an active market. After initial measurement, loans and receivables are
subsequently carried at amortized cost using the effective interest method less any allowance for
impairment. Amortized cost is calculated taking into account any discount or premium on acquisition
and includes fees that are an integral part of the effective interest rate and transaction costs. The
Company has classified cash and cash equivalents, restricted cash, accounts receivable and
accounts payable and accrued liabilities as loans and receivables.

Fair value

The fair value of financial instruments that are actively traded in organized financial markets is
determined by reference to quoted market bid prices at the valuation date. For financial instruments
that have no active market, fair value is determined using valuation technigues including the use of
recent arm’s length market transactions, reference to the current market value of equivalent
financial instruments and discounted cash flow analysis.

Share capital

Common shares are classified as equity. Incremental costs directly attributable to the issue of
common shares and stock options are recognized as a deduction from equity, net of any tax
effects.

The consolidated financial statements are presented in Canadian dollars, which is the Company’s
functional and presentation currency. For the accounts of foreign operations, assets and liabilities
are translated at period end exchange rates, while revenues and expenses are translated using
average rates over the period. Translation gains and losses relating to the foreign operations are
included in Exchange differences on translation of foreign operations, a component of equity.
Foreign currency transactions are translated into the legal entity’s functional currency at the
exchange rate in effect at the transaction; and any gains or losses are recorded in the consolidated
statement of operations and loss.

The Company accounts for stock-based compensation granted to directors, officers, employees
and consultants using the Black-Scholes option-pricing model to determine the fair value of the plan
at grant date. An estimated forfeiture rate is incorporated into the fair value calculated and adjusted
to reflect the actual number of options that vest. Stock-based compensation expense is recorded
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and reflected as stock-based compensation expense over the vesting period with a corresponding
amount reflected in contributed surplus. At exercise, the associated amounts previously recorded
as contributed surplus are reclassified to common share capital.

Revenue from the sale of natural gas, natural gas liquids and crude oil is recognized when the
significant risks and rewards of ownership is transferred, which is when title passes to the customer
in accordance with the terms of the sales contract. This generally occurs when the product is
physically transferred into a pipe, truck or other delivery mechanism.

The Company recognizes in its financial statements its proportionate share of the assets, liabilities,
revenues, and expenses of the joint operation.

Basic per share amounts are computed by dividing net earnings (loss) by the weighted average
number of common shares outstanding for the period. Diluted per share amounts are calculated
giving effect to the potential dilution that would occur if stock options or other dilutive instruments
were exercised into common shares. The treasury stock method assumes that any proceeds upon
the exercise of dilutive instruments, including remaining unamortized compensation costs, would be
used to purchase common shares at the average market price of the common shares during
the period.

Income tax expense comprises current and deferred tax. Income tax expense is recognized in profit
or loss except to the extent that it relates to items recognized directly in equity, in which case it is
recognized in equity.

Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted
or substantively enacted at the reporting date, and any adjustments to tax payable in respect of
previos years.

Deferred tax is recognized using the balance sheet method, providing for temporary differences
between the carrying amounts of assets and liabilities for financial reporting purposes and the
amounts used for taxation purposes. Deferred tax is not recognized on the initial recognition of
assets or liabilities in a transaction that is not a business combination. In addition, deferred tax is
not recognized for taxable temporary differences arising on the initial recognition of goodwill.
Deferred tax is measured at the tax rates that are expected to be applied to temporary differences
when they reverese, based on the laws that have been enacted or substantively enacted by the
reporting date. Deferred tax assets and liabilities are offset if there is a legally enforceable right to
offset, and they relate to income taxes levied by the same tax authority on the same taxable entity,
or on different tax entities, but they intend to settle current tax liabilities and assets on a net basis or
their tax assets and liabilities will be realized simultaneously.

A deferred tax asset is recognized to the extent that it is probable that future taxable profits will be
available against which the temporary difference can be utilized. Deferred tax assets are reviewed
at each reporting date and are reduced to the extent that it is no longer probable that the related tax
benefit will be realized.
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A number of the Company’s accounting policies and disclosures required the determination of fair
value, both for financial and non-financial assets and liabilities. Fair values have been determined
for measurement and/or disclosure purposes based on the following methods. When applicable,
further information about the assumptions made in determining fair values is disclosed in the notes
specific to that asset or liability.

1) Property, plant and equipment are recognized at fair value in a business combination. The fair
value of property, plant and equipment is the estimated amount for which the property, plant
and equipment could be exchanged on the acquisition date between a willing buyer and a
willing seller in an arm’s length transaction after proper marketing wherein the parties had each
acted knowledgeably, prudently and without compulsion. The fair value of oil and natural gas
interests (included in property, plant and equipment) is estimated with reference to the
discounted cash flows expected to be derived from oil and gas production based on externally
prepared reserve reports. The risk-adjusted discount rate is specific to the asset with reference
to general market conditions, being 10% for fiscal 2012 (2011 — 10%).

The market value of other items of property, plant and equipment is based on the quoted market
prices for similar items.

2) The fair value of cash and cash equivalents, accounts receivable and accruals and accounts
payable and accruals is estimated as the present value of future cash flows, discounted at the
market rate of interest at the reporting date. At June 30, 2011 and March 31, 2011 the fair value
of these balances approximated their carrying value due to their short term to maturity.

3) The fair value of employee stock options is measured using a Black Scholes option pricing
model. Measurement inputs include share price on measurement date, exercise price of the
instrument, expected volatility (based on weighted average historic volatility adjusted for
changes expected due to publicly available information), weighted average expected life of the
instruments (based on historical experience and general option holder behavior), expected
dividends, and the risk-free interest rate (based on government bonds).

The preparation of the Company’s consolidated financial statements in conformity with IFRS requires
management to make estimates and assumptions that affect the reported amounts of assets and
liabilities at the balance sheet date and reported amounts of revenues and expenses during the
reporting period. Estimates and judgments are continuously evaluated and are based on management'’s
experience and other factors, including expectations of future events that are believed to be reasonable
under the circumstances. However, actual outcomes can differ materially from these estimates. In
particular, significant estimation uncertainty exists in the accounting of oil and gas properties,
impairment and provision for decommissioning costs.

In the process of applying Bengal's accounting policies, management made the following judgments,
apart from those involving estimates, which have the most significant effect on the amounts recognized
in the consolidated financial statements:

Reserves estimation
The capitalized costs of proved oil and gas properties are amortized to expense on a unit-of-production
basis at a rate calculated by reference to proved plus probable reserves determined in accordance with

National Instrument 51-101 and the Canadian Oil and Gas Evaluation Handbook, and incorporating the
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estimated future cost of developing and extracting those reserves. Commercial reserves are determined
using best estimates of oil and gas in place, recovery factors, future development and extraction costs
and future oil and gas prices. Future development costs are estimated using assumptions as to the
number of wells required to produce the commercial reserves, the cost of such wells and associated
processing facilities and other capital costs.

Proved reserves are those reserves claimed to have a reasonable certainty (normally at least 90%
confidence) of being recoverable under existing economic and political conditions, with existing
technology. Unproved reserves are based on geological and/or engineering data similar to that used in
estimates of proved reserves, but technical, contractual, or regulatory uncertainties preclude such
reserves being classified as proved. Probable reserves are attributed to known accumulations, and
claim a 50% confidence level of recovery. Possible reserves are attributed to known accumulations
which have a less likely chance of being recovered than probable reserves. This term is often used for
reserves which are claimed to have at least a 10% certainty of being produced.

Impairment of non-financial assets

The recoverable amounts of Bengal's cash-generating units and individual assets have been
determined based on the higher of value-in-use calculations and fair values less costs to sell. These
calculations require the use of estimates and assumptions. It is reasonably possible that the oil and gas
price and other assumptions may change in the future, which may impact the Company’s recoverable
amount calculations and will therefore require a material adjustment to the carrying value of petroleum
and natural gas properties. The company monitors internal and external indicators of impairment
relating to its exploration and evaluation assets and petroleum and natural gas properties.

Decommissioning and restoration costs

Decommissioning and restoration costs will be incurred by the Company at the end of the operating
lives of Bengal's petroleum and natural gas properties. The ultimate decommissioning and restoration
costs are uncertain and cost estimates can vary in response to many factors including changes to
relevant legal requirements and the emergence of new restoration techniques or experience at other
production sites. The expected timing and amount of expenditures can also change, for example, in
response to changes in reserves or changes in laws and regulations or their interpretation. As a result,
there could be significant adjustments to the provisions established which would affect future results.

Stock-based compensation

The Company measures the cost of equity-settled transactions with employees by reference to the fair
value of the equity instruments at the grant date. Estimating fair value requires the determination of the
most appropriate valuation model for a grant of equity instruments, which is dependent on the terms
and conditions of the grant. This also requires the determination of the most appropriate inputs to the
valuation model including the expected life of the option, risk-free interest rate, volatility and dividend
yield and making assumptions about them. The assumptions and model used are disclosed in note 9.

For the purposes of the statement of cash flows, cash and cash equivalents include cash on hand and
in banks and investments with an original maturity date of three months or less, net of outstanding bank
overdrafts. Cash and short-term deposits at the end of the reporting period as shown in the statement of
cash flows can be reconciled to the related items in the statement of financial position as follows:

As At ($000s) June 30, March 31, April 1,
2011 2011 2010
Cash and bank balances $ 1,211 $ 1,880 $ 1,055
Short-term deposits 36,437 12,720 -
$ 37,648 $ 14,600 $ 1,055
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As at June 30, 2011, the Company had a $ 0.1 million (March 31, 2011 - $1.2 million; April 1, 2010 -
$0.5 million) in restricted cash. The amount at June 30, 2011 is to secure corporate Visa cards. In prior
periods the Company had restricted cash to secure performance guarantees issued to the Government
of India regarding Bengal's exploration permits in India. In June, 2011, the Company negotiated an
Account Performance Security Guarantee with the Canadian Federal Government, through Export
Development Canada (EDC) in the amount of $1.3 million. EDC has undertaken to guarantee the
obligations of the Company to the Government of India up to the amount of the Security Guarantee.

Petroleum and
Natural Gas Corporate
Properties Assets Total
$000s $000s $000s
Cost:
Balance at April 1, 2010 $ 21,041 $ 581 $ 21,622
Additions 492 - 492
Exchange adjustments (563) - (563)
Balance at March 31, 2011 20,970 581 21,551
Additions (4) = (4)
Exchange adjustments 546 - 546
Balance at June 30, 2011 $ 21,512 $ 581 $ 22,093
Oil and Gas Corporate
Properties Assets Total
$000s $ 000s $000s
Accumulated depletion, depreciation and
impairment losses:

Balance at April 1, 2010 $ 19,315 $ 385 $ 19,700
Depletion and depreciation charge for the period 286 51 337
Exchange adjustments (516) - (516)
Balance at March 31, 2011 19,085 436 19,521
Depletion and depreciation charge for the period 87 10 97
Exchange adjustments 514 = 514
Balance at June 30, 2011 $19,686 $ 446 $ 20,132
Net carrying value
At April 1, 2010 $ 1,726 $ 196 $ 1,922
At March 31, 2011 $ 1,885 $ 145 $ 2,030
At June 30, 2011 $ 1,826 $ 135 $ 1,961

The depletion expense calculation for the three months ended June 30, 2011 included $1,987,000
(2010 - $948,000) for estimated future development costs associated with proved and probable
reserves in Canada and Australia.
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Exploration and Evaluation

Expenditures

Balance at April 1, 2010 $ 3,553
Additions 3,338
Exchange adjustments 173
Balance at March 31, 2011 $ 7,064
Additions 1,937
E&E impairment loss (702)
Exchange adjustments 114
Balance at June 30, 2011 $ 8,413

Exploration and evaluation assets consist of the Company’s exploration projects in Australia and India

which are pending the determination of technical feasibility and commercial viability. Costs primarily
consist of drilling costs until the drilling of the well is complete and results have been evaluated. The
E&E impairment loss in the current quarter relates to costs of an abandoned well.

The total decommissioning and restoration obligations were estimated by management based on the
estimated costs to reclaim and abandon the wells, well sites and certain facilities based on the
Company'’s contractual requirements.

Changes to decommissioning and restoration obligations were as follows:

June 30, March 31, April 1,

2011 2011 2010

Decommissioning liabilities, beginning of period $ 159 $ 115 $ 179

Revision - (4) 8
Additions - 43 -

Liabilities settled - - (22)

Liabilities disposed - - (63)

Accretion 2 5 12

Decommissioning liabilities, end of period $ 161 $ 159 $ 115

The Company’s decommissioning liabilities result from ownership interests in petroleum and natural gas
properties. The Company estimates the total inflation adjusted undiscounted amount of cash flow
required to settle its decommissioning and restoration costs at June 30, 2011 is approximately $213,000
(March 31, 2011 — $204,000) which will be incurred between 2012 and 2026. An inflation factor of 2.0%
and a discount rate of 4% have been applied to the decommissioning liability at June 30, 2011.

Unlimited number of common shares.

Unlimited number of preferred shares, of which none have been issued.

The following provides a continuity of share capital:

($000s) Number of Shares Amount
Balance at April 1, 2010 18,212,783 $43,460
Issued on exercise of stock options 56,766 17
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Shares issued for cash 19,525,000 21,030
Share issue costs - (1,912)
At March 31, 2011 37,794,549 $62,595
Shares issued for cash 14,166,800 25,500
Share issue costs - (2,022)
At June 30, 2011 51,961,349 $86,073

In April 2011, the Company issued 14,166,800 common shares at a price of $1.80 per share.
Proceeds of the offering, net of share issue costs of $2,022,000, were $23,478,000.

The table below provides details of common share purchase warrant activity:

($000s) Number of Warrants Amount

Balance April 1, 2010 940,000 $ 490
Stock-based compensation expense - 215

Balance March 31, 2011 and June 30, 2011 940,000 $ 705

These warrants expired on August 13, 2011.

The Company has a stock option plan for directors, officers, employees and consultants of the
Company whereby stock options representing up to 10% of the issued and outstanding common
shares can be granted by the Board of Directors. Stock options are granted for a term of three to
five years and vest one-third immediately and one-third on each of the next two anniversary dates.
The exercise price of each option equals the market price of the Company’'s common shares on the
date of the grant.

Bengal accounts for its stock-based compensation plan using the fair value method. Under this
method, each grant results in three installments. The fair value of the first installment is charged to
operations and loss immediately. The remaining two installments are charged to operations and
loss over their respective vesting period of two and three years respectively. Stock options granted
under the plan can be exercised on a cashless basis, whereby the employee receives a lesser
amount of shares in lieu of paying the exercise price based on the deemed market price of the
shares on the exercise date.

Bengal has incorporated an estimated forfeiture rate of 5% for stock options that are not expected
to vest.

A summary of stock option activity is presented below:

Weighted Average

Options Exercise Price

Outstanding at April 1, 2010 1,802,000 $1.37
Granted 660,000 1.41
Expired (149,667) 2.19
Forfeited (58,333) 0.75
Exercised (83,333) 0.45
Outstanding at March 31, 2011 2,170,667 $1.38
Granted 750,000 1.32
Expired (172,000) 3.74
Qutstanding at June 30, 2011 2,748,667 $1.21
Exercisable at June 30, 2011 1,649,672 $1.12
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Subsequent to quarter end 200,000 stock options were granted at an exercise price of $1.05. These
options vest one-third immediately and one-third on each of the next two anniversaries of the grant
date and expire five years from the grant date.

Options Outstanding Options Exercisable
Number Exercise Remaining Number Exercise
Option Price (1) Outstanding Price (2) Life (3) Exercisable Price (2)
$ 0.36 576,667 $ 0.36 2.7 576,667 $ 0.36
$ 1.26-2.25 2,052,000 $ 1.34 3.1 953,005 $ 1.33
$ 2.26-3.25 120,000 $ 3.15 0.4 120,000 $ 3.15
Total 2,748,667 $ 121 29 1,649,672 $ 1.12

) Range of option exercise prices

? \Weighted average exercise price of options
(3)

Weighted average remaining contractual life of options in years

The fair value of options granted were estimated on the date of grant using the Black-Scholes
option-pricing model with the following weighted average assumptions and resulting values:

June 30, March 31, April 1,

For the Period Ended

2011 2011 2010

Assumptions:
Risk free interest rate (%) 4.0% 2.0% 2.0%
Expected life (years) 5 yr 3 yr 3yr
Expected volatility (%) 69% 72% 122%
Vesting period (years) 2yr 2yr 2yr
Weighted average fair value of options granted $0.80 $0.70 $0.91

The fair value of stock options granted during the quarter ended June 30, 2011 was $597,000.

Earnings (loss) per share is calculated based on net loss and the weighted-average number of
common shares outstanding. The Company has recorded a loss in each of the last two years and
therefore any addition to basic shares outstanding is anti-dilutive.

At June 30, 2011, there were 2,749,000 (June 30, 2010 — 1,709,000) options considered anti-
dilutive and at June 30, 2011 there were also 940,000 warrants (June 30, 2010 — 940,000)
considered anti-dilutive.

The Company has exposure to credit, liquidity and market risk from its use of financial instruments.
This note presents information about the Company’'s exposure to these risks, the Company's
objectives and policies and processes for measuring and managing risk.

The Board of Directors has overall responsibility for identifying the principal risks of the Company and
ensuring the policies and procedures are in place to appropriately manage these risks. Bengal's
management identifies, analyzes and monitors risks and considers the implication of the market
condition in relation to the Company’s activities.

Financial instruments comprise cash and cash equivalents, restricted cash, accounts receivable and
accounts payable and accrued liabilities. The fair values of these financial instruments approximate
their carrying amounts due to their short-term maturities.
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Notes to Condensed Consolidated Financial Statements

Credit risk is the risk of financial loss to the Company if a customer or counterparty to a financial
instrument fails to meet its contractual obligations, and arises principally from Bengal's cash calls
paid to joint venture partners and receivables from petroleum and natural gas marketers. As at June
30, 2011, Bengal's receivables consisted of $2.5 million (March 31, 2011 - $0.6 million) from joint
venture partners and $0.3 million (March 31, 2011 - $0.2 million) of other trade receivables.

Production from the Canadian operations is marketed by the operator. Bengal has not experienced
any collection issues with the operator of the propety.

In Australia, production is purchased by a consortium led by one of Australia’s largest public oil and
gas companies which is also the operator of Bengal's production. Bengal has a Crude Oil Purchase
Agreement with this purchaser and has not experienced any collection problems to date.

Cash calls paid to Bengal's Australian joint venture partners are held in trust accounts by the
partner until spent. Bengal attempts to mitigate the risk from joint venture receivables by approving
significant spending by partners prior to expenditure and only paying the cash call shortly before the
funds are to be spent.

At June 30, 2011, the Company had no receivables that were considered past due (past due is
considered greater than 90 days outstanding).

The carrying amount of accounts receivable and cash and cash equivalents represents the
maximum credit exposure. Bengal establishes an allowance for doubtful accounts as determined by
management based on their assessment of collection. Bengal does not have an allowance for
doubtful accounts as at June 30, 2011 and did not provide for any doubtful accounts nor was it
required to write-off any receivables during the quarters ended June 30, 2011 or March 31, 2011.

Cash and cash equivalents, when held, consist of cash bank balances and guaranteed investment
certificates redeemable at any time. Bengal manages the credit exposure related to guaranteed
investments by selecting counterparties based on credit ratings and monitors all investments to
ensure a stable return, avoiding complex investment vehicles with higher risk such as asset backed
commercial paper.

Liquidity risk is the risk that the Company will not be able to meet its financial obligations, including
work commitments, as they are due. Bengal prepares an annual budget and updates forecasts for
operating, financing and investing activities on an ongoing basis to ensure it will have sufficient
liquidity to meet its liabilities when due. Bengal’s financial liabilities consist of accounts payable and
accrued liabilities and amounted to $5.0 million at June 30, 2011 (March 31, 2011 - $2.7 million).
Bengal had $37.6 million in cash (March 31, 2011 - $14.6 million), $0.1 million in restricted cash
(March 31, 2011 - $1.2 million) and a net working capital surplus of $35.7 million at June 30, 2011
(March 31, 2011 - $14.1million).

As the Company is in the early stages of exploration and development, and although it is generating
operating revenue, funding of most activities to date has been supplemented through the issuance
of share capital. It is expected that further equity financings, as well as joint ventures and farm-ins
when appropriate, will be used to fund ongoing operations and the Company’s projected capital
program, supplemented by cash flow from operations, working capital and debt, when the level of
operations provides borrowing capacity.
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Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate
because of changes in market prices. Market risk comprises three types of risk: currency risk,
interest rate risk and other price risk. The Company is exposed to market risks resulting from
fluctuations in commodity prices, foreign exchange rates and interest rates in the normal course of
operations. A variety of derivative instruments may be used to reduce exposure to these risks.

Foreign Currency Risk

Foreign currency exchange rate risk is the risk that the fair value or future cash flows will fluctuate
as a result of changes in foreign exchange rates. Bengal receives Canadian dollars for sales in
Canada, U.S. dollars for Australian oil sales and incurs expenditures in Australian, Canadian and
U.S. currencies. Having sales and expenditures denominated in three currencies spreads the
impact of individual currency fluctuations.

The Company may enter into derivative foreign currency contracts in order to manage foreign
currency exchange rate risk, but has not done so to date.

The table below shows the Company’s exposure to foreign currencies for its financial instruments:

As at June 30, 2011 ($000s)

Total CAD AUD U.Ss.D

CAD $ Equivalent

Cash and short-term deposits 37,648 32,574 3,694 1,380
Restricted cash 135 135 - -
Accounts receivable 2,845 280 1,051 1,514
Accounts payable and accrued liabilities (5,007) (316) (4,691) -
Balance sheet exposure 35,621 32,673 54 2,894

A 5 % strengthening or (weakening) of the CAD as compared to the AUD or USD would have
increased or (decreased) net loss by $347,000 respectively.

Commodity Price Risk

Commodity price risk is the risk that the fair value or future cash flows will fluctuate as a result of a
change in commodity prices. Commodity prices for petroleum and natural gas are impacted by not
only the relationship between the Canadian and United States dollar, as outlined above, but also
world economic events that dictate the levels of supply and demand. Australian oil prices are based
on the Daily Brent reference price, which trades at a premium to WTI. There were no financial
instruments in place to manage commodity prices during the quarter ended June 30, 2011.

Interest Rate Risk

Interest rate risk is the risk that future cash flows will fluctuate as a result of changes in market
interest rates. The Company is exposed to interest rate risk on its cash and cash equivalents that
have a floating interest rate. The Company is receiving 1.3% interest on its guaranteed investment
certificates in Canada and 4.55% on term deposits in Australia. A 1.0% decrease in interest rates
would have resulted in an $87,000 increase to net loss and cash flow used in operating activities in
the quarter ended June 30, 2011 and a 1.0% increase in interest rates would decrease net loss and
cash flow used in operating activities by $87,000 over the same period. The Company had no
interest rate swaps or hedges at June 30, 2011.
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The Company’s policy is to maintain a strong capital base for the objectives of maintaining financial
flexibility which will allow it to execute on its capital investment program, provide creditor and market
confidence and to sustain future development of the business.

The Company manages its capital structure and makes adjustments by continually monitoring its
business conditions, including: changes in economic conditions, the risk profile of its drilling inventory,
the efficiencies of past investments, the efficiencies of forecasted investments and the timing of such
investments, the forecasted cash balances, the forecasted commodity prices and resulting cash flow.
The Company currently has no debt.

In order to maintain or adjust the capital structure, the Company may from time to time issue shares (if
available on reasonable terms), sell assets, farm out properties and adjust its capital spending to
manage current and projected cash levels. There can be no assurance that equity financing will be
available or sufficient to meet capital commitments, or for other corporate purposes, or if equity
financing is available, that it will be on terms acceptable to the Company. The Company presently does
not have a credit facilty in place but based on project viability may arrange separate
project financing.

Quarters Ended ($000s) June 30, June 30,
2011 2010
Accounts receivable $ (2,027) $ (78)
Prepaid expenses and deposits 20 (20)
Accounts payable and accrued 2,335 (38)
liabilities
Total $ 328 $ (126)
Relating to:
Operating $ (1,378) $ (24)
Financing (82) (97)
Investing 1,788 (5)
Total $ 328 $ (126)

The following represents the cash interest received and taxes paid in each period.

Quarters Ended ($000s) June 30, June 30,

2011 2010
Cash interest received $ 7 $ =
Total $ 7 $ -

Pursuant to current production sharing contracts (“PSC”), the Company is required to perform minimum
exploration activities that include various types of surveys, acquisition and processing of seismic data and
drilling of exploration wells. The costs of these activities are based on minimum work budgets included in
bid documents and have not been provided for in the financial statements. Actual costs will vary from
budget.
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Country and Work Program Obligation Estimated
Permit Period Ending Expenditure (net)
(millions CAD$)™
Offshore Australia — ) o
750km*“ 3D seismic March 2, 2012 $6.2
AC/P47
Offshore Australia —
Drill 1 exploration well February 7, 2012 $1.5
AC/P24
Onshore India — CY- 625km? 3D seismic + 75km? high
March 3, 2014 $6.6
ONN-2005/1 resolution 3D seismic + 3 wells
Offshore India — CY- 310km 2D seismic & 81km?
o August 15, 2014 $3.0
OSN-2009/1 3D seismic
Onshore Australia — Drill 1 development well. Tie-in and
July 31, 2014 $2.6
ATP 752 connect 3 wells.
Shoot 456km’
Onshore Australia — )
of 2D and 50km March 31, 2015 $7.2
ATP 732 o . .
of 3D seismic. Drill 1 exploration well.
Onshore Australia — Awaiting completion of Native Title 4 years after grant of $12.1
ATP 934P before granting of ATP®@ ATP '

D Translated at June 30, 2011 exchange rate of US $1.00 = CAD $ 0.9765 and AUD $1.00 = CAD $1.0346
@ Currently negotiating Native Title Agreement with the Wongkumara People of Queensland. The Native Title Agreement is
then submitted to the Government of Queensland for approval and granting of the Authority to Prospect (“ATP”). Work program

consists of 500km of 2D seismic and up to seven wells.
Bengal is pursuing joint venture or farm-out arrangements to finance its exploration commitments under
some of these licenses.
At June 30, 2011 the Company had the following lease commitment for office space in Canada:

($000s)
Fiscal 2011 — July 2011 to March 2012 $ 95

The Company paid $33,000 in consulting fees and travel costs to a director of the Company and to a
company controlled by a director. The fees were paid in the ordinary course of business based on
market rates and were for international consulting services. At June 30, 2011, the Company has an
accounts payable balance of $12,600 (March 31, 2011 - $41,328) payable to this director.

As at June 30, 2011, the Company has three reportable operating segments being the Australian,
Canadian and New Cost Centres’ oil and gas operations. New Cost Centres are considered to be in the
pre-production stage and includes India and Ireland.

Revenue reported below represents revenue generated from external customers. There were not inter-
segment sales in any of the reported periods.
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The accounting policies of the reportable segments are the same as the group’s accounting policies de-
scribed in Note 3. Segment profit represents the profit earned by each segment without allocation of
central administration costs and directors’ salaries, finance costs and income tax expense. This is the
measure reported to the chief operating decision maker for the purposes of resource allocation and
assessment of segment performance.

For the Three Months Ended June

30, 2011
Australia Canada Other"” Total

Revenue $ 1,211 $ 108 $ - $ 1,319
Net loss (259) (734) (68) (1,061)
Petroleum and natural gas property

expenditures 4 - 4
Exploration and evaluation

expenditures 1,836 101 1,937
Impairment losses (702) - - (702)
As at June 30, 2011
Petroleum and natural gas properties

Cost $ 17,271 $ 4,370 $ 451 $ 22,092

Accumulated depletion,

depreciation and accretion (16,126) (3,554) (451) (20,131)

Net book value $ 1,145 $ 816 $ - $ 1,961
Exploration and evaluation assets $ 8,274 - 841 $ 9,115
Accumulated impairment losses (702) - - (702)
Net book value $ 7,572 $ - $ 841 $ 8,413

W Other is new cost centres considered to be in the pre-production stage and includes India and Ireland.

For the three months ended June

30, 2010

Australia Canada Other™ Total
Revenue $ 203 $ 146 $ - $ 349
Net loss (156) (518) (48) (722)
Petroleum and natural gas property $ ) $ ) $ i $ i

expenditures
Exploration and evaluation $

expenditures 18 $ 29 $ 46 $ 93

As at March 31, 2011

Petroleum and natural gas properties

Cost 16,733 4,368 451 $ 21,552
Accumulated depletion, depreciation
and accretion (15,551) (3,520) (451) $(19,522)
Net book value 1,182 848 - 2,030
Exploration and evaluation cost 6,315 - 749 $ 7,064
Accumulated Impairment losses $ -
Net book value 6,315 - 749 7,064

W Other is new cost centres considered to be in the pre-production stage and includes India and Ireland.
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As stated in Note 2, these are the Company’s first IFRS condensed consolidated interim financial
statements prepared in accordance with IFRS. The impact that the transition from Canadian GAAP to
IFRS has had on the Company'’s financial position, financial performance and cash flow is set out in this
note.

The significant accounting policies described in Note 2 have been applied in the preparation of these
financial statements for the quarter ended June 30, 2011, as well as in the preparation of the
comparative information presented for the year ended March 31, 2011, the quarter ended June 30,
2010 and in the opening IFRS balance sheet at April 1, 2010 (the “transition date”), except where
certain IFRS 1 exemptions have been applied as described below.

Exemptions Applied

IFRS 1 First-time Adoption of International Financial Reporting Standards allows first-time adopters
certain exemptions from the general requirement to retrospectively apply IFRS that were effective as at
April 1, 2010. The Company has applied the following exemptions:

e IFRS 3 Business Combinations has not been applied to acquisitions of subsidiaries that occurred
before April 1, 2010.

e |FRS 2 Share-based Payment has not been applied to equity instruments which vested before the
Company’s transition date to IFRS.

e The deemed cost of exploration and evaluation assets is the amount determined under Canadian
GAAP. For assets in the development or production phases the deemed cost is the amount
determined for the cost centre under Canadian GAAP, allocated to the cost centre’s underlying
assets pro rata using reserve values as of April 1, 2010.

e |IAS 21 The Company set cumulative translation differences for its foreign operations to zero at
transition.

e |AS 37 The Company measured asset retirement obligations (“ARQ”) in accordance with IAS 37
Provisions, Contingent Liabilities and Contingent Assets and recognized directly into retained
earnings the difference between that amount and the carrying amount of ARO under Canadian
GAAP

IFRS 1 also requires that an entity’s estimates under IFRS at the date of transition be consistent with
estimates made under its Canadian GAAP for the same date, unless there is objective evidence that
those estimates were made in error. The Company’s IFRS estimates at April 1, 2010 are consistent with
the estimates made under Canadian GAAP for that same date.

Reconciliations from Canadian GAAP to IFRS

An explanation of how the transition from Canadian GAAP to IFRS has affected the Company’'s
consolidated statements of financial position, statements of operations and comprehensive loss as at
the date of transition for the and comparative periods is set out in the following reconciliations and in the
notes that accompany the reconciliations. Certain amounts on the statements of financial position and
the statements of operations and comprehensive loss have been reclassified to conform to the
presentation adopted under IFRS.
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Reconciliation of Assets, Liabilities and Equity as reported under Canadian GAAP to IFRS

March 31, 2011 June 30, 2010 April 1, 2010
Note CDN CDN CDN
GAAP Adj IFRS GAAP Adj IFRS GAAP Adj IFRS
(¥) (%) (%) (¥) (%) (¥) (¥) (%) (¥)
ASSETS
Current assets
Cash & cash
equivalents A 14,623 (23) 14,600 637 - 637 1,055 - 1,055
Restricted cash A 1,212 15 1,227 160 - 160 510 - 510
Accounts
receivable 817 - 817 351 - 351 273 - 273
Prepaid expenses
& deposits A 95 (4) 91 113 (2) 111 103 (3) 100
16,747 (12) 16,735 1,261 (2) 1,259 1,941 (3) 1,938
Non-current
assets
Petroleum and
natural gas
properties A&B 8,777 (6,747) 2,030 5,423 (3,593) 1,830 5,427 (3,505) 1,922
Exploration &
evaluation
assets A&B - 7,064 7,064 - 3,604 3,604 - 3,553 3,553
Total assets 25,524 305 25,829 6,684 9 6,693 7,368 45 7,413
LIABILITIES & SHAREHOLDER'S
EQUITY
Current liabilities
Accounts payable &
accrued liabilities 2,672 - 2,672 628 - 628 666 - 666
2,672 - 2,672 628 - 628 666 - 666
Non-current
liabilities
Decommissioning
liability C 138 21 159 94 21 115 93 22 115
138 21 159 94 21 115 93 22 115
Total liabilities 2,810 21 2,831 722 21 743 759 22 781
Shareholder’s
equity
Share capital 62,595 - 62,595 43,468 - 43,468 43,460 - 43,460
Warrants 705 - 705 544 - 544 490 - 490
Contributed
surplus D 4,280 (91) 4,189 3,913 8 3,921 3,871 19 3,890
Accumulated
other
comprehensive
income - 95 95 - (48) (48) - - -
Deficit AtoD (44,866) 280 (44,586)| (41,963) 28 (41,935)| (41,212) 4 (41,208)
22,714 284 22,998 5,962 (12) 5,950 6,609 23 6,632
Total liabilities & $
shareholder’s equity 25,524 305 25829 | $6684 $ (9 $6693| $7368 $ 45 $ 7,413
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Reconciliation of Net Earnings for the Year
Ended March 31, 2011 and the Quarter Ended
June 30, 2010.

March 31, 2011

Notes to Condensed Consolidated Financial Statements

June 30, 2010

CDN CDN
GAAP Adj IFRS | GAAP Adj IFRS
$000's  $000’s $000's $000's $000’s $000's
Petroleum and natural gas 1,853 1,853 349 349
Royalties (181) (181) (28) (28)
Revenue 1,672 1,672 321 321
Operating expenses
General and administrative ** 3,277 (19) 3,258 687 17) 670
Operating and transportation 883 - 883 179 - 179
Depletion and depreciation B 610 (267) 343 98 (19) 79
Pre-licensing and impairment B - 82 82 - 2 2
Stock-based compensation D 641 (110) 531 104 (11) 93
Total expenses 5,411 (314) 5,097 1,068 (45) 1,023
Operating loss (3,739) 314 (3,425) (747) 45 (702)
Other income (expenses)
Interest income 119 - 119 - -
Finance and accretion - (20) (20) - (18) (18)
Foreign exchange gain (loss) (34) 20 (14) (4) 2 (2)
85 - 85 4) (16) (20)
Net Loss (3,654) 314 (3,340) (751) 29 (722)
Exchange differences on translation of foreign operations
A - (22) (22) - (48) (48)
Total comprehensive loss for the period (3,654) 292 (3,362) (751) (19) (770)

** At June 30, 2010 letter of credit charges of $17,000 (March 31, 2011 $19,000) have been reclassified as finance expenses.
A. Changes in functional currency

Under IAS 21 - The Effects of Changes in Foreign Exchange Rates, the method of determining
functional currency takes into account a broader range of factors than under GAAP. This has
resulted in the functional currency of Avery Resources Australia (Pty) Ltd. changing from the
Canadian dollar to the Australian dollar and the functional currency of Bengal Energy International
Inc. (India) from the Canadian dollar to the U.S. dollar.

As such the value of a number of balance sheet accounts have been revalued with the resulting
impact for the year ended March 31, 2011 as follows: Decrease in cash of $23,000; increase in
restricted cash of $15,000; decrease in prepaid expenses and deposits of $4,000; increase in
Exploration and Evaluation (“E&E”) assets of $83,000 and an increase in Development &
Production (“D&P”") assets of $54,000 offset by $125,000 decrease to deficit.

The impact for the three months ended June 30, 2010 is as follows: decrease in prepaid expenses
and deposits of $2,000 and a decrease in E&E assets of $3,000 offset by an increase to deficit of
$5,000.

The impact at April 1, 2010 is as follows: decrease in prepaid expenses and deposits of $3,000;
increase in E&E assets of $9,000 and an increase in D&P assets of $46,000 offset by a decrease
to deficit of $51,000.

Differences arising from the translation of financial statements that are prepared under a currency
other than the presentation currency of the consolidated financial statements are recognized as a
separate component of equity. The Company has made use of the exemption in IFRS 1 that such
translation differences may be deemed zero at the date of transition.
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B. Exploration and evaluation assets (“E&E”) (Note the changes in this section must be added
to the changes identified in Note A in order to reconcile to the table on page 22)

IFRS 1 — Deemed Cost. The Company applied the IFRS 1 exemption whereby the value of its
opening plant, property and equipment at April 1, 2010 was deemed to be equal to the net book
value as determined under Canadian GAAP and the corresponding Cash Generating Units
(“CGU's”) were tested for impairment. The Company chose to allocate its costs to its CGU’s based
on proved plus probable reserve volumes.

Under Canadian GAAP the Company followed the full cost method of accounting for oil and gas
properties whereby all costs associated with the exploration for and the development of oil and gas
reserves were capitalized in country-based cost centers. Under IFRS, pre-exploration costs are
recognized in the statement of operations as incurred. Costs incurred after the legal right to explore
has been obtained and before technical feasibility and commercial viability have been determined
are capitalized as E&E assets. Once an exploration area has been deemed to be technically
feasible and commercially viable, E&E costs are reclassified to development and production assets,
a separate category of property and equipment.

The following reclassifications were made from property, plant and equipment under Canadian
GAAP:

At April 1, 2010, $3,544,000 reclassified from property, plant and equipment to E&E assets; for the
three months ended June 30, 2010 a reduction in D&P assets of $3,610,000 with an corresponding
increase in E&E assets of $3,607,000 and $3,000 charged to the statement of operations and loss
for pre-licensing costs; for the year ended March 31, 2011 a reduction in D&P assets of $7,064,000
with a corresponding increase in E&E assets of $6,982,000 and $82,000 charged to the statement
of operations and loss for pre-licensing costs.

Depletion and depreciation:

Upon transition to IFRS, the Company adopted a policy of depleting and depreciating oil and
natural gas interests on a unit of production basis over proved plus probable reserves taking into
account the future development costs required to bring those reserves into production. The
depletion and depreciation policy under Canadian GAAP was based on unit of production over
proved reserves.

There was no impact of this difference on adoption of IFRS at April 1, 2010 as a result of the IFRS 1
exemption taken. For the three months ended June 30, 2010 the use of proved plus probable
reserves resulted in a decrease to depletion of $17,000 (year ended March 31, 2011 $263,000) with
a corresponding increase to D&P assets.

C. Decommissioning liabilities

Consistent with IFRS, decommissioning obligations (asset retirement obligations under Canadian
GAAP) were measured under Canadian GAAP based on the estimated cost of the
decommissioning, discounted to their net present value upon initial recognition. Under Canadian
GAAP, asset retirement obligations were discounted at a credit adjusted risk free rate of seven to
ten percent. Under IFRS, the estimated cash flow to abandon and remediate the wells and facilities
has been risk adjusted; therefore the provision is discounted at a risk free rate of four percent.
Decommissioning obligations are also required to be re-measured based on changes in estimates
including discount rates.

The IFRS 1 exemption was utilized for decommissioning obligation associated with oil and gas
properties and the Company re-measured asset retirement obligations as at April 1, 2010 under
IAS 37 with a corresponding adjustment to opening retained deficit. Upon transition to IFRS this
resulted in a $22,000 increase in the decommissioning obligations with a corresponding decrease
in deficit.
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At June 30, 2010, using a risk free rate of four percent, the Company increased its
decommissioning obligations by $21,000 (March 31, 2011 - $21,000) from the previous GAAP
amount. The Company also increased the value of its D&P assets for June 30, 2010 and March 31,
2011 by $21,000.

The change in accretion expense under IFRS compared with GAAP was not significant. Under
IFRS, accretion of the discount is included in finance expenses whereas under GAAP it is included
in depletion and depreciation.

Share-based payment transactions

The Company issues certain stock-based awards in the form of stock options that vest one-third on
the grant date and one-third on each of the next two anniversaries of the grant date. Under IFRS,
the fair value of each instalment of the award is considered a separate grant based on the vesting
period with the fair value of each instalment determined separately and recognized as
compensation expense over the term of its respective vesting period (‘graded vesting”).
Accordingly, this will result in the amounts of each grant being recognized in income at a faster rate
than under GAAP.

Under GAAP, the Company accounts for forfeited stock options in the period in which the forfeiture
occured. Under IFRS, the Company estimated forfeitures at the grant date with revised estimates
reflected in each subsequent reporting period. Accordingly, this will result in the amounts of each
grant being recognized in income at a slower rate than under GAAP partially offsetting the impact of
the graded vesting discussed above.

IFRS 1 First-time Adoption of International Financial Reporting Standards (“IFRS 1") provides an
elective exemption which does not require first-time adopters to apply IFRS 2 Share-based
Payment to equity instruments that were granted on or before November 7, 2002, or equity
instruments that were granted subsequent to November 7, 2002 and vested before the later of the
date of transition to IFRS and January 1, 2005. The Company has used this election.

As a result of this election an increase of $19,000 has been made to contributed surplus with an
offsetting decrease in the deficit at April 1, 2010.

An increase of $23,000 has also been made as at June 30, 2010 (March 31, 2011 - $36,000) in the
stock based compensation expense offset by a decrease in Warrant amortization of $34,000
(March 31, 2011 - $144,000) in order to reflect the difference of the expense recognized under
GAAP and IFRS.

Cash flow statement

The transition from Canadian GAAP to IFRS did not have a material impact on the consolidated
statement of cash flows.
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