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Primary Petroleum Corporation

INTERIM CONSOLIDATED BALANCE SHEETS
(Unaudited)

August 31, May 31,
2009 2009
(Unaudited) (Audited)
ASSETS
Current assets
Cash and cash equivalents 3 3,989 $ 41,407
Accounts receivable 61,882 94,310
Prepaid expenses and deposits 144,206 184,342
210,077 320,059
Property and equipment (Note 4) 3,061,435 5,864,314
$ 3,271,512 $ 6,184,373
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities
Accounts payable and accrued liabilities $ 929,391 $ 1,081,222
Accrued interest 8,700 2,103
Demand loan (Note 5) 105,150 105,150
Credit facility (Note 6) 666,660 2,040,000
1,709,901 3,228,475
Asset retirement obligation (Note 8) 325,906 1,165,076
2,035,807 4,393,551
Shareholders’ equity
Common shares (Note 9) 18,462,812 18,462,812
Warrants (Note 9) 2,464,383 2,464,383
Contributed surplus (Note 9) 1,611,720 1,514,487
Convertible notes equity component - -
Deficit (21,303,210) (20,650,860)
1,235,705 1,790,822
$ 3,271,512 $ 6,184,373

Nature of operations and going concern (Note 1)
Related party transactions (Note 12)
Commitments (Note 13)

Subsequent events (Note 16)

On behalf of the board:

“Rob Geisthardt” Director

“Alan Blair” Director

See accompanying notes to the consolidated financial statements.



Primary Petroleum Corporation

INTERIM CONSOLIDATED STATEMENTS OF LOSS, COMPREHENSIVE LOSS AND DEFICIT
(Unaudited)

Three Months Three Months
Ended Ended
August 31, 2009 August 31, 2008
Revenue
Oil and natural gas $ 56,637 $ 541,455
Royalties (32,743) (97,178)
Interest - 6,821
23,894 451,098
Expenses
Operating 36,122 72,286
General and administrative 168,400 304,875
Interest and finance fees 30,119 60,575
Foreign currency translation (gain) (4,841) (10,088)
Stock-based compensation 97,233 100,551
Depletion, depreciation and accretion 60,611 227,726
Write-down of property and equipment 289,955 -
677,599 755,925
Loss before other income (653,705) (304,827)
Gain on sale of property (Note 4) 1,355 -
Net loss and other comprehensive loss
for the year (652,350) (304,827)
Deficit, beginning of period (20,650,860) (9,467,157)
Deficit, end of period $ (21,303,210) $ (9,771,984)
Net loss per share
Basic and diluted (Note 9) $ (0.01) $ (0.01)
Weighted average number of common shares outstanding 49,469,218 37,855,565

See accompanying notes to the consolidated financial statements.



Primary Petroleum Corporation

INTERIM CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

Three Months
Ended
August 31, 2009

Three Months
Ended
August 31, 2008

Cash Flows from Operating Activities

Net loss and comprehensive loss

Non-cash items
Depletion, depreciation and accretion
Write-down of property and equipment
Stock-based compensation
Gain on sale of property
Unrealized foreign exchange

Change in non-cash working capital:
Accounts receivable
Inventory
Prepaid expenses
Accounts payable and accrued liabilities
Accrued interest

Cash Flows from Financing Activities
Issue of share capital, net of issue costs (Note 9)
Conversion of convertible notes to shares
Credit facility

Cash Flows from Investing Activities
Expenditures on property and equipment
Net proceeds from sale of asset

Decrease in cash and cash equivalents

Cash and cash equivalents, beginning of period

Cash and cash equivalents, end of period

Supplemental disclosure with respect to cash flows (Note 10)

$ (652,350)  $ (304,827)
60,611 227,726
289,955 -
97,233 100,551
(1,355) -
1,276 6,322
(204,630) 29,772
32,428 185,165
- (33,756)
40,136 (4,432)
88,051 (13,519)
6,597 -
(37,418) 163,930
- 2,442,021
- (2,250,000)
(1,373,340) -
(1,373,340) 192,021
- (645,511)
1,373,340 -
1,373,340 (645,511)
(37,418) (289,560)
41,407 1,283,176
$ 3989 $ 993,616

See accompanying notes to the consolidated financial statements.



Primary Petroleum Corporation

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS
For the three months ended August 31, 2009
(Unaudited)

1.  Nature of operations and going concern

Primary Petroleum Corporation (the “Corporation”) was incorporated under the laws of the Province
of British Columbia and is a public corporation listed on the Toronto Venture Exchange. Primary is
engaged in the exploration and development of petroleum and natural gas reserves in the Province of
Alberta and the State of Montana.

These consolidated financial statements have been prepared on the going concern basis, which
presumes that the Corporation will be able to discharge its obligations and realize its assets in the
normal course of business at the values at which they are carried in these financial statements, and
that the Corporation will be able to continue its business activities.

As at August 31, 2009, there is significant doubt about the Corporation’s ability to continue to meet
obligations as they come due as the Corporation has accumulated losses of $21,303,210, a
significant working capital deficiency of $1,499,824, and has not been able to service its obligations
for accounts payable, or meet the obligations of the demand loan and credit facility on a timely basis.

The future of the Corporation is dependant on the Corporation’s success in obtaining the necessary
funds to repay its debts as they come due and to fund the development of its properties and fulfil its
flow-through obligation. The Corporation’s working capital deficiency includes a demand loan of
$105,150 and a credit facility of $666,660. The Corporation has negotiated an extension of the
credit facility until March 31, 2010. In addition, the Corporation has taken steps to reduce its
overhead including reducing salaries and the termination of employees.

Management has been and continues to be active in seeking alternative sources of funding and
disposition of assets (See Note 16 - Subsequent Events) to repay the credit facility and other
obligations and to continue with its planned capital expenditure program.

These financial statements do not reflect any adjustments to the carrying value of assets, liabilities
and reported revenues and expenses that might be necessary should the Corporation be unable to
secure the necessary funds and continue as a going concern. Such adjustments may be material.

2.  Basis of presentation

These unaudited interim consolidated financial statements have been prepared in accordance with
Canadian generally accepted accounting principles on a basis consistent with those followed in the
Corporation’s most recent annual consolidated financial statements for the year ended May 31, 2009,
except as described in Note 3.

These unaudited interim consolidated financial statements do not include all note disclosures
required by Canadian generally accepted accounting principles for annual financial statements, and
therefore should be read in conjunction with the annual consolidated financial statements for the
year ended May 31, 2009. In the opinion of management, all adjustments considered necessary for
fair presentation of the Corporation’s financial position, results of operations and cash flows have
been included. Operating results for the three-month period ended August 31, 2009 are not
necessarily indicative of the results that may be expected for the year ending May 31, 2010.



Primary Petroleum Corporation

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS
For the three months ended August 31, 2009
(Unaudited)

3. Significant accounting policies
(8  Accounting policy developments in 2010

The following summarizes the accounting changes that were applied to the Corporation’s
consolidated financial statements for the three months ended August 31, 2009:

Goodwill and Intangible Assets

Effective June 1, 2009, the Corporation adopted the CICA Section 3064, Goodwill and Intangible
Assets, replacing Section 3062, Goodwill and Other Intangible Assets, and Section 3450, Research
and Development Costs. New Section 3064 addresses when an internally developed intangible asset
meets the criteria for recognition as an asset. The CICA also issued amendments to Section 1000,
Financial Statement Concepts. The adoption of this standard had no material impact on the
Corporation’s consolidated financial statements.

Business Combinations

Effective June 1, 2009, the Corporation adopted the CICA Section 1582, Business Combinations,
which replaces former guidance on business combinations. Section 1582 establishes principles and
requirements of the acquisition method for business combinations and related disclosures. This
statement applies prospectively to business combinations for which the acquisition date is on or after
the beginning of the first annual reporting period beginning on or after January, 2011 with earlier
application permitted. The adoption of this guidance had no material impact on the Corporation’s
consolidated financial statements.

Consolidated Financial Statements and Non-controlling Interests

Effective June 1, 2009, the Corporation adopted the CICA Sections 1601, Consolidated Financial
Statements, and 1602, Non-controlling Interests, which replaces existing guidance. Section 1601
establishes standards for the preparation of consolidated financial statements. Section 1602 provides
guidance on accounting for a non-controlling in a subsidiary in consolidated financial statements
subsequent to a business combination. The adoption of the guidance had no material impact on the
Corporation’s consolidated financial statements.

Credit Risk and the Fair Value of Financial Assets and Financial Liabilities

In January 2009, the Emerging Issues Committee (“EIC”) issued EIC—173 “Credit Risk and the Fair
Value of Financial Assets and Financial Liabilities.” This abstract requires companies to take
counterparty credit risk into account when measuring the fair value of financial assets and liabilities,
including derivatives. The Corporation has performed an assessment and believes that there is no
material impact to the Corporation’s financial statements as a result of EIC-173.

(b)  Future accounting policy developments
Transition to International Financial Reporting Standards

The AcSB has adopted a strategic plan for the direction of accounting standards in Canada.
Accounting standards for public companies in Canada will converge with the International Financial
Reporting Standards (“IFRS”) by 2011. IFRS will replace Canadian GAAP with the official change
over to IFRS to occur for interim and annual financial statements relating to fiscal years beginning
on or after January 1, 2011.

For the Corporation, the transition date will be effective June 1, 2011, and will require the
restatement for comparative purposes of amounts reported by the Corporation for the year ended
May 31, 2011. While the Corporation has begun assessing the adoption of IFRS for 2011, the
financial reporting impact of the transition of IFRS cannot be reasonably estimated at this time.



Primary Petroleum Corporation
NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS

For the three months ended August 31, 2009
(Unaudited)

4.  Property and equipment

As at August 31, 2009
Accumulated

depletion,
depreciation and Net Book
Cost Amortization Value

Petroleum and natural gas properties $19,346,566 $ (16,313,901) $ 3,032,665
Office equipment 101,066 (72,296) 28,770

Net book value $ 19,447,632 $ (16,386,197) $ 3,061,435

As at May 31, 2009
Accumulated

depletion,
depreciation and Net Book
Cost Amortization Value
Petroleum and natural gas properties $ 23,126,195 $ (17,295,897) $ 5,830,298
Office equipment 101,066 (67,050) 34,016
Net book value $ 23,227,261 $ (17,362,947) $ 5,864,314

On July 8, 2009, the Corporation sold its right, title and interest in its principal producing properties
located in Montana for total consideration of $2,394,919 to Commercial Energy of Montana Inc. The
consideration included $1,373,340 in cash, $781,697 in the assumption of the asset retirement
obligation, and $239,882 in the assumption of royalties payable. As a result of the disposition, the
Corporation recorded a gain of $1,355. The effective date for the purchase and sale of the assets was
May 1, 2009. The Corporation maintains certain land in Montana, which is represented in the
remaining balance on the accounts.

During the three months ended August 31, 2009, the Corporation capitalized general and
administrative costs of $Nil (August 31, 2008 - $89,535), which are included in property and
equipment.

The cost of unproved properties and unevaluated seismic data excluded from the depletion base at
August 31, 2009 was $2.7 million, of which $300,000 were in Canada and $2.4 million were in the
USA (August 31, 2008 - $10.1 million, Canada - $500,000, USA - $9.7 million). Future
development costs of $350,000 (Canada - $350,000, USA - $Nil) (August 31, 2008 - $751,000,
Canada - $525,000, USA - $226,000) are included in the depletable base.

The Corporation performed ceiling test calculations at August 31, 2009, to assess whether the
carrying value of the property and equipment were recoverable and estimated that there was no
reduction in the value of its proved plus probable reserves in Canada and the United States and in the
value of its undeveloped properties.



Primary Petroleum Corporation

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS
For the three months ended August 31, 2009
(Unaudited)

5.

Demand loan

The Corporation entered into a secured demand loan agreement on May 26, 2009 with a syndicate of
individuals, including related parties (see Note 12 — Related party transactions) resulting in
borrowings of $105,150. The loan bears interest at 12% per annum, compounded and payable semi-
annually. The demand loan is repayable by the Corporation at any time without penalty.

Credit facility

On May 21, 2008, The Corporation entered into a $2,000,000 credit facility agreement with a private
company. During fiscal 2009, the repayment date was extended to March 31, 2010 and the facility
limit increased to $2,140,000, including a fee of $140,000. The loan bears interest at 18% per
annum compounded and payable monthly, and is secured by a general security agreement over all
the Corporation’s assets. Pursuant to the credit facility amending agreement dated May 27, 2009,
the Corporation is required to pay the private company the net sale proceeds from the sale of any of
its properties. Upon full payment, the credit facility will expire

Convertible notes

The following table summarizes the changes in the liability component of the convertible notes:

Year ended
May 31, 2009
Balance, beginning of year $ 2,250,000
Accretion -
Redeemed for common shares (2,250,000)
Balance, end of year $ -

The convertible notes matured on various dates between September 27, 2007 and October 23, 2007.
The convertible notes were extended to June 27, 2008 and July 23, 2008. The extension of the terms
of the convertible notes resulted in an additional financing charge of $30,793 in 2008. In August
2008, the holders of the convertible notes agreed to 6,105,051 common shares ($0.40 per share being
the fair value of the shares on settlement date) as full settlement of the notes and accrued interest.



Primary Petroleum Corporation

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS
For the three months ended August 31, 2009
(Unaudited)

8.  Asset retirement obligation

The Corporation’s management estimated the total future asset retirement obligation based on the
expected cost to abandon and restore well and facility sites and the estimated timing of the costs to
be incurred. As at August 31, 2009, the Corporation has estimated the net present value of its asset
retirement obligation to be $388,000 based on the total undiscounted future obligation of 465,000.
The Corporation used a credit adjusted risk free rate of 8% to 10% and an inflation rate of 2% to
calculate the present value of the asset retirement obligation.

The following table summarizes the changes in the asset retirement obligation:

Three months

ended August Year ended

31, 2009 May 31, 2008
Asset retirement obligation, beginning of period $ 1,165,076 $ 1,031,707
Additions and revisions (98,101) 70,728
Disposition of property (781,697) -
Accretion 40,628 78,697
Costs incurred during the period - (16,056)
Asset retirement obligation, end of year $ 325,906 $ 1,165,076

9.  Share capital
(a8  Authorized
Unlimited number of common shares
(b)  Issued

Number

of shares Amount
Balance, May 31, 2008 36,992,895 $ 15,224,834
Issued on redemption of convertible note and

accrued interest (Note 7) 6,105,051 2,809,738

Private placement of flow-through shares for cash 6,250,000 625,000
Shares issued on acquisition of lands 121,272 3,638
Share issue costs - (44,148)
Tax effect of flow-through shares - (156,250)
Balance, May 31, 2009 and August 31, 2009 49,469,218 $ 18,462,812

During November and December 2008 the Corporation issued 6,250,000 common shares on a flow-
through basis at a price of $0.10 per common share. To August 31, 2009, the Corporation had
incurred $260,000 of Canadian exploration expenditures and is required to incur a minimum of
$365,000 of Canadian exploration expenditures by December 31, 2009.

In May 27, 2009, the Corporation issued 121,272 common shares to satisfy its obligation to issue
shares upon the acquisition of land in certain areas of Montana. (See Note 13(a) — Commitments).

(c)  Stock options

The Corporation has a stock option plan under which it may grant options to purchase common
shares to its directors, officers, employees and consultants. Pursuant to a shareholder approved new
stock option plan on November 19, 2008, the Corporation may grant up to a maximum of 8,619,589
options to eligible participants. The options generally vest over a two year period and have a
maximum term of five years.



Primary Petroleum Corporation

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS
For the three months ended August 31, 2009
(Unaudited)

At August 31, 2009, the Corporation had 6,562,500 stock options outstanding for which shares
have been reserved.

Weighted
average
exercise

Quantity price
Balance, May 31, 2008 4,812,500 $ 0.84
Granted 4,025,000 0.20
Forfeited (1,775,000) 0.60
Balance, May 31, 2009 7,062,500 $ 0.41
Forfeited (500,000) 0.06
Balance August 31, 2009 6,562,500 3$ 0.41

No options were granted in the three month period ended August 31, 2009. The fair value of the
1,037,500 options granted in the three month period ended August 31, 2008 was $343,118 based on
the date of grant using the Black-Scholes option pricing model with the following assumptions:
average risk-free rate of 4.02%, expected life of five (5) years, expected volatility of 100% and no
expected dividends.

Options outstanding at August 31, 2009:

Options Outstanding Options Exercisable
Weighted Weighted
Weighted average average
Number average remaining Number remaining
Exercise of exercise contractual of contractual
Price ($) options price life (years) Options life (years)
$0.10 3,762,500 $ 0.06 4.0 1,709,999 4.0
$0.40 25,000 $ - 4.0 - 4.0
$0.50 887,000 $ 0.07 3.8 295,833 3.8
$0.75 100,000 $ 0.01 3.1 33,333 3.1
$1.00 1,787500 $ 0.27 2.6 ,1275,000 2.6
6,562,500 $ 0.41 3.5 3,264,165 3.5
(d)  Contributed surplus
Amount
Balance, May 31, 2008 $ 524,949
Fair value of expired warrants 925,000
Stock based compensation 64,338
Balance, May 31, 2009 1,514,487
Stock based compensation 97,233

Balance, August 31, 2009 $ 1,611,720



Primary Petroleum Corporation

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS
For the three months ended August 31, 2009
(Unaudited)

() Warrants

The following is a summary of the fair value of the warrants outstanding:

Number of
Warrants Value
Balance, May 31, 2008 18,742,420 $ 3,389,583
Expired warrants (5,455,049) (925,200)
Balance, May 31, 2009 and August 31, 2009 13,287,371  $ 2,464,383

The Corporation used the Black-Scholes valuation model to estimate the fair value of the warrants
issued in 2008 with the following assumptions: average risk-free interest rate of 4.00%, expected
life of two years, and expected volatility of 80% and no expected dividends.

The following table summarizes the warrants outstanding at August 31, 2009:

Weighted Weighted

average average
Number of exercise remaining

warrants price life (years)

Consultants warrants 126,000 $ 0.75 0.05
Share purchase warrants 8,116,371 $ 0.75 0.05
Warrants issued for corporate finance fee 50,000 $ 135 0.05
Tradable warrants 4,250,000 $ 135 0.05
Agent’s warrants 745,000 $ 135 0.05
13,287,371 $ 0.98 0.05

) Per share amounts

Basic loss per share is computed by dividing the net loss available to common shareholders by the
weighted average number of common shares outstanding. Diluted loss per share is calculated using
the treasury stock method to determine the dilutive effect of stock options and warrants. The
treasury stock method assumes that the proceeds received from the exercise of “in the money” stock
options and warrants are used to repurchase common shares at the average market price during the
period. At August 31, 2009, 6,562,500 options and 13,287,371 warrants (August 31, 2008 —
4,500,000 and 18,742,420) were excluded from determining the dilutive effect of stock options and
warrants as their impact would be anti-dilutive to this calculation.



Primary Petroleum Corporation
NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS

For the three months ended August 31, 2009
(Unaudited)

10. Supplemental disclosure with respect to cash flows

Three Three
months months
ended ended
August 31, August 31,
2009 2008
Interest received $ - $ 6,821
Interest paid 23,522 61,705

The following non-cash transactions were not included in the cash flow statement:

During the three months ended August 31, 2009 as part of the sale of its principal producing
property in Montana, the purchaser assumed $239,882 of the royalties payable previously accrued.

During the three months ended August 31, 2009, the Corporation revised the asset retirement
obligations value by $98,101 for wells it no longer has interest in and made a corresponding
adjustment to petroleum and natural gas properties.

11. Segmented information

The Corporation operates in one reportable operating segment, being exploration and development
of resource property interests. Segmented information relative to this activity on a geographic basis

is as follows:
Three months ended August 31, Three months ended August 31,
2009 2008
(Cdn dollars) Canada USA Total Canada USA Total
Oil and gas sales $ 56,298 $ 339 $ 56,637 $ 164,069 $ 377,386 $541,455
Depletion, depreciation
and accretion 10,991 49,620 60,611 91,654 136,372 2,527,726
Write-down of property
and equipment 33,587 256,368 289,955 - 249,230 249,230
Gain on sale of property - 1,355 1,355
Net loss (345,018) (307,332) (652,350) (429,455) (124,628) (304,827)
Capital expenditures - - - 86,304 2636,849 350,153
Balance as at August 31, 2009 Balance as at August 31, 2008
Canada USA Total Canada USA Total
Property and equipment $ 872,905 $ 2,188,530 $3,061,435 $ 1,714,831 $5,146,456 $ 6,867,287
Total assets $ 1,021,891 $ 2,249,621 $ 3,271,512 $ 3,053,645  $13,753,399 $ 16,796,044

12. Related party transactions

During the three months ended August 31, 2009, the following related party transactions occurred in
the normal course of operations and were recorded at the exchange amount, which is the amount of
consideration established and agreed to by the related parties:

(a) Management fees totaling $60,000 (August 31, 2008 — $60,000) were charged to the
Corporation by companies controlled by certain directors and officers of the Corporation. At



Primary Petroleum Corporation

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS
For the three months ended August 31, 2009

(Unaudited)

13.

(b)

(©)

(d)

August 31, 2009, $30,000 (August 31, 2008 - $Nil) in relation to these services is included in
accounts payable and accrued liabilities.

Legal fees of $290 (August 31, 2008 — $Nil) were charged to the Corporation by a legal firm
of which a director of the Corporation is a member. At August 31, 2009 $290
(August 31, 2008 — $Nil) was payable in relation to these services and included in accounts
payable and accrued liabilities.

Pursuant to an agreement dated May 31, 2005 an officer and director of the Corporation is to
receive a gross overriding royalty of 1% on certain oil and gas revenue produced from the
Pondera and Teton prospect areas in Montana. The Corporation has the right to purchase
two-thirds of the gross overriding royalty for cash or common shares of the Corporation as
determined by an independent valuation

On May 26, 2009, the Corporation entered into a demand loan agreement with a syndicate of
individuals in the amount of $105,150. Included in the syndicate are three directors of the
Corporation whose share of the loan proceeds was $65,150. The loan bears interest at 12%
per annum, compounded and payable semi-annually. The loan is repayable by the
Corporation at any time without penalty. No interest was paid during the three months ended
August 31, 20009.

Commitments

(@)

(b)

(©)

(d)

(€)

Pursuant to an agreement dated July 26, 2006, the Corporation committed to purchase a
minimum of 100,000 and up to 300,000 net mineral acres in Montana, with a net revenue
interest of not less than 85% to the Corporation, at a cost of US $12.50 per acre plus the issue
of one-half of a common share of the Corporation for each acre acquired. As at
August 31, 2009, 80,847 acres were acquired (May 31, 2009 — 80,847 acres). As at
August 31, 2009, the Corporation accrued $Nil (May 31, 2009 — $Nil) with respect to the
issuance of the shares. The commitment was eliminated upon the issuance of 121,272 shares
on May 27, 2009. The Corporation received a ruling from the Montana courts that it has
been relieved of any further commitment under this agreement.

Pursuant to an agreement dated August 31, 2006, a finder’s fees is payable by the
Corporation upon the completion of certain Powder River prospect land acquisitions in
Montana. The fees are payable on the basis of the issuance of one common share of the
Corporation for each of the 61,802 acres acquired. As at August 31, 2009, the Corporation
has accrued a liability of $Nil (May 31, 2009 — $Nil) with respect to the issuance of the
shares. No further obligation under this agreement is anticipated by the Corporation.

Prior to the end of calendar year 2008, the Corporation issued 6,250,000 shares on a flow-
through basis for gross proceeds of $625,000. Effective December 31, 2008, the Corporation
renounced $625,000 of Canadian exploration expenditures to the subscribers of the flow-
through shares. At August 31, 2009, the Corporation had incurred $260,000 (May 31, 2009 -
$260,000) of Canadian exploration expenditures and is required to incur a minimum of
$365,000 (May 31, 2009 - $365,000) of Canadian exploration expenditures by December 31,
20009.

Pursuant to the credit facility amending agreement dated May 27, 2009, the Corporation is
required to pay to a private company the net sale proceeds from the sale of any of its
properties. (See Note 6 — Credit facility).

The Corporation has a five year lease agreement expiring March 1, 2012 with a minimum
obligation of $123,172 per annum, excluding operating costs.



Primary Petroleum Corporation

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS
For the three months ended August 31, 2009

(Unaudited)

14.

Financial instruments

(@)

(b)

Fair value of financial instruments

The Corporation’s financial instruments as at August 31, 2009, include cash and cash
equivalents, accounts receivable, accounts payable and accrued liabilities, demand loan and
the credit facility. The fair value of the cash and cash equivalents, accounts receivable,
accounts payable and accrued liabilities, demand loan and the credit facility approximates
their carrying amounts due to their short-terms to maturity.

The Corporation has exposure to the following risks from its use of financial instruments;

- credit risk
- liquidity risk
- market risk

This note presents information about the Corporation’s exposure to each of the above risks,
the Corporation’s objectives, policies and processes for measuring and managing risk, and the
Corporation’s management of capital.

The Board of Directors has overall responsibility for the establishment and oversight of the
Corporation’s risk management framework. The Board of Directors has implemented and
monitors compliance with risk management policies. The Corporation’s risk management
policies are established to identify and analyze the risks faced by the Corporation, to set
appropriate risk limits and controls, and to monitor risks and adherence to market conditions
and the Corporation’s activities.

i. Credit risk

Credit risk is the risk of financial loss to the Corporation if a customer or
counterparty to a financial instrument fails to meet its contractual obligation, and
arises principally from the Corporation’s receivables from joint venture partners and
natural gas marketers. Receivables from petroleum and natural gas marketers are
normally collected on the 25" day of the month following production. The
Corporation’s policy to mitigate credit risk associated with these balances is to
establish marketing relationships with reputable marketers. Joint venture receivables
are typically collected within one to three months of the joint venture bill being
issued to the partner. The Corporation attempts to mitigate the risk from joint venture
partner receivables by obtaining partner approval for significant capital expenditures
prior to the expenditure. However, the receivables are from participants in the
petroleum and natural gas sector, and collection of the outstanding balances is
dependent on industry factors such as commaodity price fluctuations, escalating costs
and the risk of unsuccessful drilling. In addition, further risk exists with joint venture
partners as disagreements occasionally arise that increases the potential for non-
collection. The Corporation does not typically obtain collateral from petroleum and
natural gas marketers or joint venture partners; however the Corporation does have
the ability to withhold production from joint venture partners in the event of non-
payment.

Cash consists of cash bank balances and cash equivalents such as short term deposits
maturing in less than 90 days. The carrying amount of cash, cash equivalents and
accounts receivables represent the maximum credit exposure. The Corporation has
provided for an allowance for doubtful accounts as at August 31, 2009 in the amount
of $16,659.



Primary Petroleum Corporation

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS
For the three months ended August 31, 2009

(Unaudited)

ii. Liquidity risk

Liquidity risk is the risk that the Corporation will not be able to meet its financial
obligations as they are due. The Corporation’s approach to managing liquidity is to
ensure, as far as possible, that it will have sufficient liquidity to meet its liabilities
when due, under both normal and stressed conditions without incurring unacceptable
losses or risking harm to the Corporation’s reputation. The Corporation monitors its
capital expenditures and utilizes authorizations for expenditures on both operated and
non-operated capital expenditures. The Corporation also attempts to match its
payment cycle with collection of oil and natural gas revenues on the 25" of each
month.

The future of the Corporation is dependant on the Corporation’s success in obtaining
the necessary funds to repay it’s debts as they come due and to fund the development
of its properties, obtain positive cash flow and attain profitable operations. As at
August 31, 2009, the Corporation had a working capital deficiency of $1,499,824,
including a credit facility of $666,660 and demand loan of $105,150. Management
has been actively working to raise funds through alternative arrangements and/or sell
properties to be able to repay the $666,660 credit facility and to continue operations.
On May 27, 2009, the Corporation negotiated an extension of the credit facility
subject to the net proceeds from the sale of a properties being applied to the credit
facility. As the credit facility is repaid the amount of the facility is permanently
reduced and is not subject to renewal.

iii. Market risk

Market risk is the risk of changes in market prices, such as foreign exchange rates,
commodity prices, and interest rates that will affect the Corporation’s net earnings
and the value of financial instruments. The objective of market risk management is
to manage and control market risk exposures within acceptable limits, while
maximizing returns and meeting shareholder objectives.

iv. Foreign currency exchange rate risk

Foreign currency exchange rate risk is the risk that the fair value of assets in foreign
countries and future cash flows will fluctuate as a result of changes in foreign
currency exchange rates. Approximately 70% of the Corporation’s assets are located
in the United States, which during the three month period ended August 31, 2009
generated an immaterial amount of the Corporation’s cash flow. The underlying
market prices in Canada for petroleum and natural gas and the translation of
operating results from United States subsidiaries are impacted by changes in the
exchange rate between the Canadian and United States dollar. The Corporation had
no forward exchange contracts in place as at or during the period ended
August 31, 2009.

v. Commodity price risk

Commodity price risk is the risk that the fair value of future cash flows will fluctuate
as a result of changes 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. The Corporation had no hedging contracts in place
as at or during the period ended August 31, 20009.
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15.

16.

Capital structure and management

The Corporation uses equity to fund its operations. The Corporation considers its capital structure to
include common shares, its credit facility and demand loan. In order to maintain and adjust the
capital structure, the Corporation will from time to time issue shares and adjust its capital spending
to manage current and projected debt levels. At August 31, 2009, the Corporation had a demand
loan of $105,150 (See Note 5 — Demand Loan) and a credit facility of $666,660 (See Note 6 — Credit
Facility).

The Corporation’s share structure is not subject to external restriction. The Corporation has not paid
or declared any dividends since the date of incorporation, nor are any contemplated in the
foreseeable future.

Subsequent events

(@)  The Corporation completed the private placement of 10,000,000 common shares for gross
proceeds of $500,000. The proceeds will be used to further reduce the Corporation’s credit
facility and for general corporate purposes.

(b)  On September 18, 2009, all outstanding warrants expired unexercised.

(c)  The Corporation granted 300,000 stock options to an officer of the Corporation to purchase
300,000 common shares of the Corporation at a price of $0.10 exercisable until
October 6, 2014.

(d)  The Corporation granted 200,000 stock options to a director of the Corporation to purchase
200,000 common shares of the Corporation at a price of $0.10 exercisable until
September 29, 2014.
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