


Report to Shareholders

Petrobank Energy and Resources Ltd. (Petrobank) is pleased to provide this operational update of our
Canadian, Latin American and Heavy Oil Business Units, and our first quarter financial results.

FINANCIAL HIGHLIGHTS

The first quarter results reflect the going concern performance of the Company(s production assets in
Canada and Colombia. The Canadian comparative numbers for prior periods include the results from a
number of properties that were sold by the Company during 2004.

e Excluding production from properties sold during 2004, Canadian production increased 48
percent year-over-year.

e Colombian oil sales averaged 1,072 bpd in the first quarter of 2005, a slight decrease from
the fourth quarter of 2004 average of 1,155 bpd.

* Net debt was reduced from $121.4 million at the end of the first quarter of 2004 to
$42.8 million at the end of the current period.

e Operating netbacks improved 31 percent and 42 percent in Canada and Colombia,
respectively.

OPERATIONAL UPDATE
Canadian Business Unit

First quarter Canadian production averaged 1,927 boepd (84% gas), a 48 percent increase from the first
quarter of 2004, excluding production from properties disposed during 2004. Canadian Business Unit
production is expected to double by year-end through the execution of our $40 million capital program in
2005. The majority of the 2005 expenditures and resulting production additions are expected to occur
between May and August at our Jumpbush property where we are planning a 58-well shallow gas drilling
program and infrastructure expansion to handle up to 25 mmcfpd (working interest - 17.8 mmcfpd).

At Princeton, our initial CBM evaluation test well has been completed across a 120-foot interval in the
targeted Black Coal zone. A planned fracture stimulation of the well has been delayed until later in May,
due to equipment availability, and will be followed by a long-term testing program over several months. A
more comprehensive pilot project will likely be required to assess the ultimate commerciality of our
Princeton CBM asset, which is expected to commence in late-2005.

Latin American Business Unit

In Colombia, production averaged 1,072 barrels of oil per day from our Orito and Neiva blocks in the first
quarter. Drilling has been completed on our Orito-116 well, which is targeting a large potential southwest
extension to the main producing region of the Orito field. Drilling went smoothly and ahead of schedule
but we experienced a series of equipment failures and well bore problems during logging and completion
operations, which caused delays in testing the well. Well logs and the initial testing results are
encouraging and we expect to be in a position to announce results in the near-term once stabilized
production rates are obtained. With success, this well is expected to lead to a number of additional
offsetting locations.

We are now finalizing contracts on three exploration blocks and one Technical Evaluation Area (TEA) in
the Llanos Basin where we have identified a series of geological trends offering multi-pool/multi-zone
prospects that can be effectively identified through the application of 3-D seismic. In addition, we are
negotiating a new exploration block contiguous with our Orito block in the Putumayo Basin.



The first prospect on these new exploration lands is expected to be drilled on the Joropo Block in the first
quarter of 2006. The location for this well has been selected based on 3-D seismic and is interpreted as
an up-dip extension to an original well drilled off 2-D seismic in 1985. The discovery well encountered a
thin oil zone over water and was abandoned at the time. A follow up 3-D seismic program shot in 2000,
indicated that the original well was drilled down structure. The new fiscal terms for Colombian exploration
have made the up-dip location a very compelling prospect.

We have completed a substantial portion of the required documentation for our planned initial public
offering (IPO) of the Companyls subsidiary, Petrominerales Colombia Ltd. (Petrominerales). The
proposed IPO contemplates listing Petrominerales on the Toronto Stock Exchange (TSX) and
contiguously on the Alternative Investment Market (AIM) in London. Current market conditions may not
warrant fast tracking of the IPO process to meet a June timeframe, as such we are now focusing on the
fall of 2005 for the IPO timing

Heavy Oil Business Unit

The $23.75 million WHITESANDS private equity financing was closed on April 12, 2005 with the
Richardson Financial Group (RFG). Through this investment RFG will acquire a 16 percent interest in
WHITESANDS Insitu Ltd. for $14 million and have also acquired 3 million common shares of Petrobank
for $9.75 million. RFG have been early stage investors in other oil sands projects such as Western Oll
Sands and OPTI Canada. Effective March 31, 2005, the WHITESANDS project also received an
additional $9 million non-dilutionary financing commitment from Technology Partnerships Canada (TPC)
bringing the total third party funding of the project to $32.75 million. Petrobank recently filed an
application for further funding under the Innovative Energy Technologies Program of the Government of
Alberta for up to $10 million.

Field activities at our WHITESANDS - THAI project ramped up during the first quarter. Field activities
included drilling three exploration wells in the center of the leases to further define the extension of the
McMurray channel edge. The remaining three (out of a total of nine) observation wells were also drilled
on the project site. The exploration wells confirmed the presence of the McMurray channel further into the
leases while the three wells on the project site reaffirmed the quality of the resource in the pilot area. The
nine observation wells will now be used to aid the directional drilling of the three horizontal production
wells.

Drilling of the three horizontal production wells will commence in early July with anticipated completion by
mid-August. Drilling the vertical air injection wells, at the toe of the horizontal wells, along with the 17
additional observation wells will commence once the horizontal wells are completed.

Engineering for the pilot is in the final stages and equipment procurement is advancing. The plant will
utilize modular construction methods where key elements of the project are manufactured offsite with final
assembly at the project site. Construction activities are targeted to begin in early July with completion
forecasted for early fourth quarter and startup before year-end. The estimated project capital cost is
approximately $30 million, consistent with earlier estimates.

With substantially all of the funding requirements in place, the WHITESANDS project is on track for initial
results early in the first quarter of 2006.



OUTLOOK

Petrobank has a number of important milestones in each of our Business Units to further validate our
MVision to value[plan over the coming year, including:

e Results of our Orito-116 well and the potential follow-up locations;

e Testing of our Princeton CBM evaluation well;

e Astep change in production capability from our May-August drilling and infrastructure
expansion program at Jumpbush; and

e Start-up of our WHITESANDS-THAIO project.

Relative to Petrobank(s market capitalization and underlying asset value, Petrobank continues to offer our
shareholders an extraordinary opportunity to participate in the upside associated with each of these high-
impact projects.

e

John D. Wright
President and Chief Executive Officer
May 11, 2005



Management s Discussion and Analysis

The following Management s Discussion and Analysis (MD&A) is dated May 11, 2005 and should be read
in conjunction with the unaudited consolidated financial statements of the Company for the three months
ended March 31, 2005, MD&A for the year ended December 31, 2004, and the audited consolidated
financial statements for the year ended December 31, 2004. Additional information for the Company can
be found at www.sedar.com. In addition to historical information, the MD&A contains forward-looking
statements that reflect managements objectives and expectations as at the date of this report, which
involve risks and uncertainties. The Company s actual results may differ materially from those anticipated
in these forward-looking statements.

Natural gas volumes have been converted to barrels of oil equivalent (boe) so that six thousand cubic feet
(mcf) of natural gas equals one barrel based on an energy equivalency conversion method primarily
applicable at the burner tip and does not represent a value equivalency at the well head. Boes may be
misleading, particularly if used in isolation. This report contains financial terms that are considered non-
GAAP measures such as cash flow from operations, cash flow per share, net debt, and operating
netback. These measures are commonly utilized in the oil and gas industry and are considered
informative for our shareholders. Specifically, cash flow from operations and cash flow per share reflect
cash generated from operating activities before changes in non-cash working capital. We consider these
measures important as they demonstrate our ability to generate sufficient cash to fund future growth
opportunities and repay debt. All amounts are in Canadian dollars, unless otherwise stated.

Production

Oil and NGL production in Canada during the first quarter averaged 317 barrels per day (bpd), a
decrease from the 1,417 bpd produced in the fourth quarter of 2004 and the 2,035 bpd produced in the
first quarter of 2004. These decreases were due to the disposition of several properties throughout 2004
and a major disposition in December 2004 for proceeds of $96.1 million. The sale in December
accounted for approximately 2,700 boepd and eliminated all of the Company(s heavy oil production. First
quarter natural gas production also decreased from prior periods as a result of the dispositions in 2004.
The Company averaged 9.7 million cubic feet per day (mmcfpd) in the first quarter compared to 17.9
mmcfpd in the fourth quarter and 16.1 mmcfpd a year earlier. Total Canadian production for the first
quarter was 1,927 boepd, a 56 percent decrease from the fourth quarter of 2004 and a 59 percent
decrease from the same period last year. Excluding production from properties sold during 2004,
Canadian production decreased 5 percent from the fourth quarter of 2004 and increased 48 percent from
the first quarter of 2004.

Colombian oil sales averaged 1,072 bpd in the first quarter, a slight decrease from the fourth quarter
average of 1,155 bpd and lower than the 1,702 bpd averaged in the first quarter of 2004. Production is
expected to increase with planned well interventions and upon completion of the Orito-116 well.

Average Benchmark Prices

For the three months ended March 31, Dec. 31, March 31,
2005 2004 2004
WTI crude oil (US$/bbl) 49.84 48.28 35.15
WTI crude oil (Cdn$/bbl) 61.15 58.94 46.32
Bow River heavy oil differential (US$/bbl) 18.55 19.16 9.00
NYMEX natural gas (US$/mmbtu) @ 6.27 7.11 5.69
AECO (daily) natural gas (Cdn$/mcf) 6.90 6.61 6.43
US$/Cdn$ exchange rate 0.82 0.82 0.76

@) Prices quoted are near-month contract prices for settlement during the next month.



Realized Prices

The average Canadian oil and NGL price received in the first quarter was $47.59 per barrel, a 144
percent increase from the $19.53 per barrel received in the fourth quarter of 2004 and an 80 percent
increase from the $26.45 per barrel received in the first quarter of 2004. Canadian oil and NGL prices
represented a US$10.24 discount to average WTI prices in the quarter compared to a US$11.37 discount
to WTI in the fourth quarter of 2004 and a US$9.59 discount to WTI in the first quarter of 2004. The
average price received increased significantly from 2004 periods due to hedges that expired on
December 31, 2004 and the disposition of heavy oil production in the fourth quarter of 2004.

The average natural gas price received in the first quarter was $6.08 per mcf, a small increase from $5.80
per mcf received in the fourth quarter and consistent with the $6.09 per mcf received in the first quarter of
2004. In 2004, the natural gas price was impacted by a natural gas price collar on 10,000 mcfpd with a
ceiling AECO price of $6.27 per mcf. This contract expired on December 31, 2004. Natural gas prices
continue to reflect the impact of the Company(s long-term physical natural gas sales and transportation
contracts.

Oil sales prices in Colombia averaged US$40.04 per barrel in the first quarter, representing a US$9.80
per barrel (20% of WTI) discount to WTI compared to a discount of US$10.23 per barrel (21% of WTI) in
the fourth quarter of 2004 and US$7.36 per barrel (21% of WTI) in the first quarter of 2004.

Royalties

Royalties decreased from $3.5 million in the first quarter of 2004 to $1.7 million in the current period.
Canadian royalties as a percentage of revenue decreased from 22 percent in the first quarter of 2004 to
20 percent in the current period. Hedging losses recognized in the first quarter of 2004 did not impact
royalties and resulted in higher royalty rates. Canadian royalty rates are expected to average
approximately 22 percent throughout the remainder of 2005. Colombian royalties remained constant at a
rate of 8 percent.

Production Expenses

Consolidated production expenses decreased to $2.0 million from $3.9 million in the fourth quarter and
$4.1 million a year earlier. Production expenses per unit of production in Canada were $6.76 per boe, a
decrease of 13 percent from $7.81 per boe in the fourth quarter, and consistent with $6.82 per boe in the
first quarter of 2004. Production expenses in Colombia averaged $8.46 per barrel during the quarter, a 19
percent increase from the fourth quarter 2004 average of $7.08 per barrel and a 7 percent increase from
the first quarter 2004 average of $7.89 per barrel. The increase in Colombia is primarily a result of the
fixed nature of certain costs combined with lower production volumes.

General and Administrative Expenses

General and administrative expenses were $2.1 million in the first quarter of 2005 compared to
$1.7 million a year earlier. The increase relates primarily to higher professional fees, and stock based
compensation.

Interest on Bank Debt
The Company(s credit facility was undrawn throughout the first quarter of 2005 compared to $22.6 million

at the end of the same period a year earlier. As a result, interest on bank debt decreased from
$0.5 million in the first quarter of 2004 to nil in 2005.






Liquidity and Capital Resources

At March 31, 2005 net debt totaled $42.8 million, including the book value of outstanding subordinated
notes ($82.8 million). The subordinated notes are not callable and mature in July 2006. Working capital at
March 31, 2005 totaled $40.0 million and Petrobank(s undrawn borrowing base under its senior secured
credit facility was $10.0 million.

Effective March 31, 2005 Technology Partnerships Canada (TPC) announced their commitment to invest
up to $9 million towards the development and field demonstration of the Company(s THAI™ technology at
the WHITESANDS pilot project. TPCIS investments will be made quarterly based on 20.134 percent of
eligible expenditures.

On April 12, 2005 the Company closed a $23.75 million financing involving an investment in Petrobank
and its wholly owned subsidiary, WHITESANDS. The investor acquired a 16 percent interest in
WHITESANDS for a $14 million equity commitment and 3 million common shares of Petrobank at a price
of $3.25 per share for aggregate proceeds of $23.75 million.

On April 22, 2005 the Company redeemed an additional $17.2 million face value of notes, reducing the
outstanding face value to $68.9 million. This redemption, along with the $14.3 million repurchase in
January, results in annualized cash interest savings of $2.8 million until maturity on July 31, 2006.

Changes in Accounting Policies
Financial Instruments

Effective January 1, 2005 the Company retroactively adopted the revised recommendations of the
Canadian Institute of Chartered Accountants (CICA) section 3861, [Financial Instruments [0 Disclosure
and Presentationl] on the classification of obligations that must or could be settled with an entityl[S own
equity instruments. The new recommendation requires securities such as Petrobank(s subordinated notes
to be reclassified from equity to liabilities on the balance sheet. There is no impact on earnings per share
but interest expense on the subordinated notes and the related future income tax recovery are deducted
when calculating net income rather than net income attributable to common shareholders as previously
reported. Note 2 discloses the impact of the adoption of the revised recommendations of CICA section
3861 on the consolidated financial statements.
























Note 8 Subsequent Events

On April 12, 2005, the Company closed a $23.75 million financing involving an investment in Petrobank
and its wholly owned subsidiary, WHITESANDS Insitu Ltd. (WHITESANDS). The investor acquired a
16 percent interest in WHITESANDS for a $14 million equity commitment and 3 million common shares of
Petrobank at a price of $3.25 per share for aggregate proceeds of $23.75 million. The investment in
WHITESANDS is being made in four installments beginning with the $5 million received on closing, with
the remaining $9 million to be invested in up to four additional tranches ending no later than
April 15, 2006. Under the financing agreement, on an annual basis, the investor may request a third-
party valuation of WHITESANDS and may require the Company to repurchase the investor(s interest in
WHITESANDS at fair market value. The Company has the option to fund this repurchase with cash or
through the exchange of Petrobank common shares, valued at 95 percent of the 10-day weighted
average trading price prior to the date of the exchange.

On April 22, 2005 the Company redeemed an additional 20 percent of the outstanding subordinated
notes, reducing the outstanding face value to $68.9 million. The Company purchased $17.2 million face
value of notes at a price of $100.5178 including accrued interest per $100 face value at a cost of $17.3
million. The redemption results in additional annual interest expense savings of $1.6 million until maturity
on July 31, 2006. The Company expects to record a pre-tax loss of $0.7 million on this transaction in the
second quarter as the notes were redeemed at face value, which is in excess of carrying value.






