FINANCIAL & OPERATING HIGHLIGHTS

As at and for the three months ended March 31, 2006 2005 % change
Financial
($000s, except where noted)
Qil and natural gas revenue 21,593 11,382 a0
Cash flow from operations ¥ 11,548 3,396 240
Per share — basic ($) 0.18 0.06 200
Per share — diluted (%) 0.17 0.06 183
Net income (10ss) 3,242 (248)
Per share — basic and diluted ($) 0.05 -
Capital expenditures 67,517 10,780 526
Total assets 302,356 184,841 64
Net debt @ 76,133 42,796 78
Common shares outstanding (000s)
Basic 66,613 55,141 21
Diluted 71,249 60,682 17
Operations ®
Canadian operating netback ($/boe except where noted)
Natural gas revenue ($/mcf) 7.13 6.08 17
Oil and NGL revenue ($/bbl) 53.97 47.59 13
Oil and natural gas revenue 4551 38.30 19
Royalties 8.32 7.59 10
Production expenses 4.89 6.76 (28)
Transportation expenses 0.46 1.43 (68)
Operating netback 31.84 22.52 41
Colombian operating netback ($/bbl)
Oil revenue 59.03 49.13 20
Royalties 4.72 3.93 20
Production expenses 9.66 8.46 14
Operating netback 44.65 36.74 22
Average daily production
Canada— natural gas (mcf) 15,960 9,662 65
Canada—oil and NGL (bbls) 853 317 169
Total Canada (boe) 3,513 1,927 82
Colombia—ail (bbls) 1,356 1,072 26
Total Company (boe) 4,869 2,999 62
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Calculated based on cash flow from operations before changes in other non-cash items and asset retirement obligations settled.
Includes working capital (deficiency) and subordinated notes.

6 mcf of natural gasisequivalent to 1 barrel of oil equivalent (“boe’).

Canadian sales prices are shown after forward gas sales contracts.




REPORT TO SHAREHOLDERS

Petrobank Energy and Resources Ltd. (“Petrobank” or the “Company”) is pleased to announce first
guarter financia and operating results.

HIGHLIGHTS

Thefirst quarter results reflect the impact of increases in production generated from the Company’ s 2005
capital program and are highlighted as follows.

Canadian production averaged 3,513 boepd, an 82 percent increase over the first quarter of 2005.

Colombian oil production averaged 1,356 bpd in the first quarter of 2006, a 26 percent increase
over the comparative 2005 period. Colombian production averaged 2,827 bpd in April 2006.

Cash flow increased 240 percent to $11.5 million.
Operating netbacks improved 41 percent and 22 percent in Canada and Colombia, respectively.

Capital expenditurestotaled $67.5 million, which included the acquisition of additional oil sands
leases increasing total oil sands leases to 60 sections (38,400 acres).

In February 2006, Petrobank issued 2.6 million common shares raising net proceeds of
$30.2 million in connection with an Oslo Stock Exchange listing.

The borrowing base under the Company’s Canadian credit facilities were increased from $35 to
$50 million in May 2006.

The Company filed a preliminary prospectus for theinitia public offering of its Latin American
Business Unit, Petrominerades Ltd. (“ Petrominerales’) on May 5, 2006.

OPERATIONAL UPDATE
Heavy Oil Business Unit

Initial start-up operations at the WHITESANDS project began the first week March with steam injection
into the first vertical injection well followed by steam injection with early fluid production from the
horizontal well, during the second week of April. This steam injection phase is the Pre Injection Heating
Cycle (“PIHC") and is necessary to condition the reservoir prior to air injection and the initiation our
patented THAI™ technology. The PIHC is targeted to last approximately three months, to create bitumen
mobility in the area of the vertical injection well, and bitumen flow and production in the horizontal well.
We are targeting to initiate air injection into the first well pair in June. Once we have commenced air
injection in the first well pair we will begin the PIHC in the second well pair incorporating knowledge of
reservoir response characteristics and operationa efficiencies from the first well pair. We plan to have all
three well pairs on air injection by the end of the year.

Since October 2005, WHITESANDS has acquired an additional 15 sections of oil sands leases offsetting
our existing lands. In April 2006, we completed a 17 square kilometer 3-D seismic survey over a portion
of our leases. We are currently finalizing the processing of the seismic data and updating the resource
assessment of the WHITESANDS lands to incorporate the new leases and hew seismic data.



Latin American Business Unit - Petrominerales Ltd.

During the first quarter of 2006 in Colombia, Petrominerales made significant progress on both our
existing producing assets and on our extensive exploration land base. Our production operations
concentrated on the completion of the Orito wells from the 2005 drilling program and the successful
fracture stimulation treatment program initiated during the fourth quarter of 2005. Production averaged
1,356 bpd during the first quarter and 2,827 bpd in April 2006.

Due to the success of the Orito 117 and 118 completions, which continue to produce at combined rates
above 2,000 bpd (1,580 bpd working interest before 8 percent royalty), the Company obtained an updated
reserve evaluation prepared by DeGolyer and MacNaughton, effective March 31, 2006. Highlights of the
report include:

Tota proved reservesincreased by 9% from December 31, 2005 to 10.5 million barrels
Tota proved plus probable reserves increased by 4% to 16.8 million barrels

Tota proved, probable and possible reserves increased by 16% to 25.7 million barrels
Tota proved plus probable NPV 10% (forecast prices, before tax) increased 15% to
US$310.3 million (3P — US$411.6 million)

Reserves — Company Working Interest*
Light and Medium Oil (mbbl)

Proved Devel oped Producing 4,117
Tota Proved 10,485
Total Proved + Probable 16,754
Total Proved + Probable + Possible 25,725

! After State Oil Company share but before royalties, based on the D&M’ s price forecast effective March 31, 2006

Net Present Value — Before Tax (US$ millions) December 31,
March 31, 2006 2005

0% 5% 10% 15% 10%

Proved Devel oped Producing 156.6 132.2 114.2 100.5 53.6
Tota Proved 316.9 248.1 198.8 162.3 160.8
Total Proved + Probable 499.1 388.7 310.3 252.6 271.0
Total Proved + Probable + Possible  721.3 537.4 411.6 322.6 384.7

Petrominerales has also been actively acquiring large 3-D seismic surveys over each of our Las Aguilas,
Corcdl, Casanare Este and Casimena exploration blocks. To-date, we have identified a total of 16 leads
and prospects on these blocks and are planning a minimum five-well exploration program to commence at
the end of 2006. On the Chicago Technica Evaluation Agreement (“TEA”), Petrominerales has
exercised itsright of first refusal by countering athird party exploration proposal. Our proposa includes
a commitment to drill two exploration wells and acquire 40 square kilometers of 3-D seismic data during
a 23-month period. Petrominerales hopes to finalize the exploration license for the area by July. On the
Joropo block, Petrominerales drilled a D& A exploration well during the first quarter, and we plan to drill
a second geologically distinct prospect on this block during the current year of the contract.

The Company has just secured a second drilling rig in Colombiafor an 18-month term. Thisisin addition
to the drilling rig currently contracted to begin operations in the Putumayo or Llanos Basins during the
third quarter of this year. Securing these rigs provides the Company with guaranteed access to the
equipment required to implement our exploration program during the winter dry season in the Llanos
Basin and to facilitate an acceleration of the Company’s Orito development drilling program, now
scheduled to start in June 2006.



Petrominerales has started the necessary work to evaluate the heavy oil potential of three of our five large
TEASs covering 1.5 million acres in the southern Llanos Basin, where the company feels there is an
extensive heavy oil belt and the potential to apply Petrobank’s THAI™ heavy oil recovery technology.
Petrominerales has negotiated agreements with Petrobank’s subsidiary, Archon Technologies
International Ltd., pursuant to which Petrominerales has access to the THAI™ technology, subject to a
licensing fee equal to 10 percent of gross production.

Canadian Business Unit

First quarter production in Canada averaged 3,513 boepd, an increase from 3,127 boepd in the fourth
quarter of 2005 and 1,927 boepd in the first quarter of 2005. Average production has declined from our
2005 exit rate of 4,000 boepd due to initia flush production declines, operationa delays caused by
equipment availability and spring breakup, and regulatory delays which impacted our ability to maintain
and grow production through the first quarter. Despite these challenges, we drilled nine (7.8 net) wells
resulting in two (2.0 net) oil wells, and five (3.8 net) gas wellsin the first quarter, well below our planned
activity level. Petrobank also participated in a further two (0.4 net) non-operated oil wels in
Saskatchewan.

Through the first quarter we continued to position Petrobank for an active 2006 program during the
balance of the year. In our core development areas in Alberta (Jumpbush/Milo and Red Willow/Hackett)
we continue to expand our drilling inventory through the acquisition of new land and seismic. An
additional 5,760 acres (4,365 net) of exploratory land has been acquired since year-end and we are
currently shooting and/or processing four 3-D seismic programs and one 2-D seismic program. In the
areas of Saskatchewan where we are pursuing the Bakken light oil play, we have added a further
14,720 acres at crown land sales. Petrobank has contracted three drilling rigs to commence operations on
our growing inventory of drilling locations. One of those rigs is on site and will continue work on our
initial 30-well program at Jumpbush. Only the first four of the wellsin this program were drilled prior to
spring break-up, causing the operation to shutdown until ground conditions improved. Another rig will be
working on our other Southern Alberta projects at Little Bow and Red Willow, where we plan to drill at
least eight locations. We are aso finalizing a long-term contract for a drilling rig that will be used to
aggressively pursue our drilling program in the Bakken light oil play in southeast Saskatchewan where we
planto drill aninitial 10 wells starting in July.



MANAGEMENT'S DISCUSSION AND ANALYSIS

The following Management’s Discussion and Analysis (* MD&A") is dated May 10, 2006 and should be
read in conjunction with the unaudited consolidated financial statements of the Company for the three
months ended March 31, 2006, MD&A for the year ended December 31, 2005, and the audited
consolidated financial statements for the year ended December 31, 2005. Additional information for the
Company, including the Company's Annual Information Form, can be found at www.sedar.com. In
addition to historical information, the MD&A contains forward-looking statements that reflect
management’s 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 not
considered measures under Canadian generally accepted accounting principles (* GAAP”), 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.
Foecifically, cash flow from operations and cash flow per share reflect cash generated from operating
activities before changes in non-cash items and asset retirement obligations settled. These measures are
considered important as they demonstrate the Company’ s ability to generate sufficient cash to fund future
growth opportunities and repay debt. All amounts are in Canadian dollars, unless otherwise stated.

Production

The Company’s natural gas production averaged 16.0 million cubic feet per day (“mmcfpd”) in the first
guarter of 2006 compared to 14.8 mmcfpd in the fourth quarter of 2005 and 9.7 mmcfpd in the first
quarter a year earlier. The continued increase in natural gas production is primarily a result of the
development program at Jumpbush. Oil and NGL production in Canada during the first quarter averaged
853 barrels per day (“bpd”), an increase from the 662 bpd produced in the fourth quarter of 2005 and the
317 bpd produced in the first quarter of 2005. Total Canadian production for the first quarter was
3,513 boepd, a 12 percent increase from the fourth quarter of 2005 and an 82 percent increase over the
same period last year. Canadian production includes 452 boe per day (“boepd”) of royalty income
production from the Company’s fee title lands in the first quarter, more than double the 211 boepd
received in the first quarter of 2005.

Colombian oil sales averaged 1,356 bpd in the first quarter, increases from the fourth quarter average of
955 bpd and the 1,072 bpd averaged in the first quarter of 2005. Production increased as a result of well
recompletions and fracture stimulations that were performed on several wells at Orito. Production
increased further to average 2,827 bpd in April 2006 due to the completion of the Orito 117 and
118 wells.

Average Benchmark Prices and US$ Exchange Rate

For the three months ended March 31, Dec. 31, March 31,

2006 2005 2005
WTI crude oil (US$/bbl) 63.48 60.05 49.84
WT]I crude oil (Cdn$/bhbl) 73.30 70.47 61.15
NYMEX natura gas (US$/mmbtu) 7.84 12.88 6.50
US$/Cdn$ exchange rate 0.87 0.85 0.82




Realized Prices

The average natura gas price received in the first quarter was $7.13 per mcf, a decrease from the
$10.36 per mcf received in the fourth quarter of 2005 but higher than the $6.08 per mcf received in the
first quarter of 2005. Natural gas prices declined from the fourth quarter largely due to a warmer than
average winter experienced in much of North America, including the top consuming natural gas regions.
Natural gas prices continue to reflect the impact of the Company’s long-term physical natural gas sales
contract.

The average Canadian oil and NGL price received in the first quarter was $53.97 per barrel, a 13 percent
increase from the $47.59 per barrel received in the first quarter of 2005. Canadian oil and NGL prices
represented a US$16.62 per barrel discount to average WTI prices in the quarter compared to
US$7.94 per barrel in the fourth quarter of 2005 and US$10.24 per barrel in the first quarter of 2005. The
average discount widened as a result of more heavy oil production, increasing the negative impact of
Canadian heavy oil differentials.

Oil sdes prices in Colombia averaged US$51.12 per barre in the first quarter, representing a
US$12.35 per barrel (19% of WTI) discount to WTI compared to a discount of US$15.31 per barrel
(25% of WTI) in the fourth quarter of 2005 and US$9.80 per barrel (20% of WTI) in the first quarter of
2005. The discount to WTI decreased as a result of an increased percentage of production coming from
higher quality Orito ail.

Royalties

Royalties totaled $3.2 million in the first quarter of 2006, a decrease from $4.1 million in the fourth
quarter and an increase from $1.7 million in the first quarter of 2005. Canadian royalties as a percentage
of revenue fell to 18 percent in the current period from 20 percent in the first quarter of 2005 and
21 percent in the fourth quarter of 2005. The decrease is a result of higher royalty income production
from the Company’ s fee title lands along with an increase in royalty credits associated with the expansion
of the Company’ s natural gas processing plant at Jumpbush. Colombian royalties remain constant at arate
of 8 percent until the Company’s net production per field exceeds 5,000 bpd.

Production Expenses

Consolidated production expenses increased to $2.7 million in the first quarter of 2006 from $2.3 million
in the fourth quarter of 2005 and from $2.0 million in the first quarter of 2005. Production expenses per
unit of production in Canada were $4.89 per boe, a decrease of 4 percent from $5.07 per boe in the fourth
quarter, and a decrease of 28 percent from $6.76 per boe in the first quarter of 2005. The reductions are
primarily aresult of the continued addition of low cost production at Jumpbush.

Production expenses in Colombia averaged $9.66 per barrel during the quarter, a 4 percent decrease from
the fourth quarter 2005 average of $10.08 per barrel and a 14 percent increase from the first quarter 2005
average of $8.46 per barrel. Ecopetrol, the state oil company and the Company’s partner, is responsible
for primary production operations at Orito and Neiva at a cost (subject to annua inflation and currency
adjustments) of US$3.91 per barrel and US$2.13 per barrel, respectively. The Company anticipates
production expenses in Colombia to decrease through 2006 to less than $8.00 per barrel with the addition
of new production at Orito as remaining production expenses are primarily fixed.

General and Administrative Expenses

Generd and administrative expenses of $2.1 million during the quarter increased slightly compared to
$2.0 million in the first quarter of 2005.



Stock-Based Compensation Expense

Stock-based compensation expense totaled $0.5 million in the first quarter of 2006, an increase from
$0.2 million in the same period a year earlier. The calculation of this non-cash expense is determined
based on the fair value of stock options and deferred common shares granted. At higher common share
prices the caculated fair value of new grants increases along with the corresponding stock-based
compensation expense.

I nterest on Subordinated Notes

Interest on subordinated notes totaled $1.5 million during the first quarter, a 42 percent reduction from
$2.5 million in the same period last year and a 14 percent reduction from the $1.7 million charge in the
fourth quarter of 2005. The decreases are a result of the repurchase of $50.5 million face value of notes
through several transactions in 2005, the last of which occurred in November 2005.

Depletion, Depreciation and Accretion

Depletion, depreciation and accretion expense was $6.2 million in the first quarter compared to
$5.0 million in the fourth quarter of 2005 and $3.6 million in the first quarter of 2005. On a unit-of-
production basis in Canada, the rate increased to $12.45 per boe compared to $10.83 per boe in the fourth
quarter of 2005 and $11.15 per boe in the first quarter of 2005. In Colombia, the rate was $18.50 per
barrel in the first quarter of 2006, an increase from $17.25 per barrel in the same period ayear earlier and
a decrease from $21.11 per barrel in the fourth quarter of 2005. An updated independent reserve
evaluation of the Company’s Colombian producing assets was obtained, effective March 31, 2006. As a
result of reserve additions at Orito, the depletion rate in Colombia decreased from the fourth quarter of
2005.

Capital Taxes

The Company’s first quarter capital taxes totaled $0.7 million including Large Corporations Tax in
Canada and presumptive income taxes in Colombia, which compares to $0.5 million in the fourth quarter
of 2005 and $0.4 millionin thefirst quarter of 2005.

Futurelncome Taxes

The Company’s first quarter future income tax expense totaled $1.3 million compared to a $0.6 million
recovery in the first quarter of 2005. The increase was due to higher Canadian net income before tax in
the current period. The Company currently has an unrecognized future income tax asset in Colombia.
Accordingly, no future income tax expense is recorded on Colombian income.

Net Income (L 0ss)

Net income increased to $3.2 million ($0.05 on a per diluted share basis) compared to a loss of
$0.2 million (nil per diluted share) in the first quarter of 2005. Profitability increased due to higher
production and commodity prices, operating efficiencies as a result of increased production, and lower
interest on subordinated notes as a result of early redemption and repurchase of $50.5 million face value
of notes throughout 2005.

Cash Flow From Operations

The Company’s cash flow from operations increased 240 percent to $11.5 million in the first quarter of
2006 from $3.4 million in the first quarter of 2005. On a per diluted share basis, cash flow increased by
183 percent to $0.17 from $0.06 in the same period in 2005. The increase was mainly a result of higher
production and commaodity prices combined with lower operating costs in Canada.



Capital Expenditures

Three months ended March 31, 2006 2005
Business Unit
Canada $ 11,524 $ 3,469
Latin America (Colombia) 21,871 4,901
Heavy Oil 34,122 2,410
Total $ 67,517 $ 10,780

Canadian Business Unit expenditures were spread amongst drilling, completions, workovers, and land
acquisitions at the Company’s properties at Jumpbush, Red Willow, Macklin and Innes. Latin American
expenditures related to drilling, completions and workovers at Orito, drilling one well on the Joropo
exploration block which was dry and abandoned, and acquiring and evaluating seismic data on the
Company’s exploration blocks. The Heavy Oil Business Unit expenditures were focused on completing
the WHITESANDS pilot project that will field test the Company’s patented THAI™ technology. The
facilities construction is complete and the Pre Ignition Heating Cycle (“PIHC”) for the first of three well
pairs is currently underway. Air injection in the first well pair is expected to commence in June 2006.
Once combustion is initiated from the first well pair, the PIHC phase for the second well pair will begin.
All three well pairs are expected to be on production by the end of 2006. The Heavy Oil Business Unit
also acquired 11 additional sections of oil sands leasesin the first quarter bringing total oil sands leases to
60 sections, or 38,400 acres.

Liquidity and Capital Resour ces

In February 2006, the Company issued 2.6 million common shares for net proceeds of $30.2 million in
connection with a public offering and secondary listing on the Oslo Stock Exchange.

At March 31, 2006, net debt totaled $76.1 million, including the book value of outstanding subordinated
notes ($49.4 million). The subordinated notes are not callable and mature on July 31, 2006. The working
capital deficiency at March 31, 2006 totaed $26.7 million including $9.8 million drawn on the
Company’s secured credit facility. The facility consists of two tranches, the first of which is arevolving
demand loan, and the second is a non-revolving demand loan available to fund the acquisition and/or
development of producing or proved non-producing petroleum and natural gas reserves in Canada. In
May 2006, the combined borrowing base under the facility was increased from $35million to
$50 million.

The Company is currently pursuing the issuance of longer-term senior secured debt to refinance the
existing $49.9 million face value of subordinated notes maturing on July 31, 2006. If the Company does
not refinance the subordinated notes with new debt, an incremental equity issue may be required.

The Company has five exploration contracts and five technical evaluation agreements (“TEAS”) spanning
over 2.5million acres of land in Colombia with estimated work commitments of US$5.2 million
remaining to be spent by the end of 2006. These commitments include drilling one exploration well on
the Joropo Block in the Llanos Basin, reprocessing 2-D seismic and performing regional studies including
the feasibility of the Company’s THAI™ heavy oil recovery process. The Company has made an
exploration contract proposal over a portion of its Chicago TEA involving a commitment to drill two
exploration wells and acquire 3-D seismic data during a 23-month period at an estimated cost of
approximately US$10 million.

Through May 2006, the Company has secured two drilling rigs in Colombia for minimum 16 and
18-month terms, respectively. Securing these rigs provides the Company with guaranteed access to the
equipment required to implement the planned exploration program during the winter dry season in the
Llanos Basin. These rigs will also facilitate an acceleration of the Company’s Orito development drilling



program now scheduled to start in June 2006. Total payments expected over the contracted terms are
estimated at US$26.5 million, a portion of which will satisfy existing exploration contract commitments.

Subsequent to March 31, 2006, an additional 426,800 warrants were exercised on or before the
May 6, 2006 expiry date, resulting in incremental cash proceeds of $1.7 million.

The Company’s Latin American subsidiary, Petrominerales Ltd. (“Petrominerales’), has obtained a
commitment from an international bank for a US$50 million revolving credit facility with an initial
US$25 million borrowing base. The facility is subject to standard closing conditions.

The Company is proceeding with an initia public offering (“1PO”) of its wholly-owned subsidiary,
Petrominerales. The offering will consist of a combination of an issuance of common shares by
Petrominerales from treasury and a secondary offering of Petrominerales shares held indirectly by
Petrobank and is expected to close in June 2006. Following the IPO, Petrobank has the flexibility to sell
al or a portion of its remaining shareholdings in Petrominerales in the secondary market to generate
funds, or may ultimately elect to distribute Petrobank’s remaining shareholdings to Petrobank
shareholders.



SUMMARY OF QUARTERLY RESULTS
2006 2005 2004
Ql Q4 Q3 Q2 Q1 Q4 Q3 Q2

Financial ($000s except where noted) @

Oil and natural gas revenue 21593 | 22510 17,983 13,206 11,382 17,028 18,700 18,175
Cash flow from operations @ 11548 | 12304 8877 4575  3,3% 4388 6,166 6,215
Per share - basic ($) 0.18 0.20 0.15 0.08 0.06 0.08 0.11 0.11
- diluted ($) 0.17 0.19 0.15 0.08 0.06 0.08 0.11 0.11
Net income (loss) 3,242 5,184 3,170 4,702 (248) 6,630 (1,727) (1,822)
Per share - basic and diluted ($) 0.05 0.08 0.05 0.08 - 0.12 (0.03) (0.03)
Capital expenditures 67,517 | 58436 32,094 16,842 10,780 14,272 8,921 9,995
Property dispositions - - - - - 100,166 550 4174
Operations
Canadian operating netbacks by product
Natural gas sales price ($/mcf) 7.13 10.36 8.25 6.60 6.08 5.80 6.13 5.99
Royalties 133 215 1.60 1.45 1.19 118 1.10 1.08
Production expenses 0.74 0.70 0.91 1.10 1.02 1.18 1.08 0.94
Transportation expenses 0.10 0.11 0.23 0.21 0.29 0.23 0.23 0.30
Operating netback 4.96 7.40 551 3.84 3.58 321 3.72 3.67
Light/medium oil and NGL sales price ($/bbl)  60.76 63.46 66.45 63.60 47.59 21.05 27.03 29.54
Royalties 11.56 13.82 14.12 13.94 9.76 10.18 9.79 8.93
Production expenses 5.41 7.92 7.05 10.82 9.99 9.11 6.78 7.14
Operating netback 43.79 41.72 45.28 38.84 27.84 1.76 10.46 13.47
Heavy oil sales price ($/bbl) 25.37 31.10 52.14 - - 15.96 26.95 22.36
Royalties 0.68 0.72 091 - - 4.36 531 3.29
Production expenses 9.60 15.28 5.95 - - 9.89 9.08 10.69
Operating netback 15.09 15.10 45.28 - - 171 12.56 8.38
Oil eguivalent sales price ($/boe) 4551 62.21 53.07 42.63 38.30 29.90 33.09 32.22
Royalties 8.32 13.00 10.41 9.35 7.59 7.53 7.20 6.79
Production expenses 4.89 5.07 581 7.12 6.76 7.81 6.90 6.77
Transportation expenses 0.46 0.53 1.08 113 1.43 0.93 0.85 1.02
Operating netback 31.84 4361 35.77 25.03 2252 13.63 18.14 17.64
Colombian operating netback ($/bbl)
Oil sales price 59.03 52.50 60.24 52.34 49.13 46.45 48.69 45.62
Royalties 4.72 4.20 4.82 4.19 393 371 3.96 3.62
Production expenses 9.66 10.08 9.41 10.09 8.46 7.08 7.10 8.53
Operating netback 44.65 38.22 46.01 38.06 36.74 35.66 37.63 33.47
Average daily production
Canada - light/medium oil and NGL (bbls) 689 639 514 273 317 993 1,065 1,288
Canada - heavy oil (bbls) 164 23 37 - - 424 564 562
Canada - natural gas (mcf) 15960 | 14,792 11485 11,245 9,662 17,880 16,231 14,592
Total Canada (boe) 3,513 3,127 2,465 2,147 1,927 4,397 4,334 4,282
Colombia- ail (bbls) 1,356 955 1,073 1,024 1,072 1,155 1,229 1,354
Total Company (boe) 4,869 4,082 3,538 3,171 2,999 5,552 5,563 5,636

2004 periods restated for change in accounting policy.

@ Calculated based on cash flow from operations before changes in other non-cash items and asset retirement obligations settled.

®  sdes prices are shown after hedging costs. The hedging costs relating to oil sales were net against the Canadian light/medium oil
and NGL price, except for the Company’s 300 bpd fixed price crude oil contract (WTI — US$27.74) that was net against the heavy
oil sales pricein 2004. The majority of these hedges expired on December 31, 2004. The only remaining contract is a forward gas
sales contract.



CONSOLIDATED BALANCE SHEETS
(Unaudited, thousands of Canadian dollars)

March 31, December
Asat 2006 31, 2005
Assets
Current assets
Cash and cash equivalents $ 8,599 $ 25343
Accounts receivable and other current assets 22,669 21,727
31,268 47,070
Capital assets 271,088 213,912
$ 302,356 $ 260,982
Liabilitiesand Shareholders Equity
Current liahilities
Accounts payable and accrued liabilities $ 48,167 $ 58834
Bank debt (Note 8) 9,825 -
Subordinated notes (Note 4) 49,409 49,044
107,401 107,878
Obligations under gas sale and transportation contracts 5,447 5,650
Asset retirement obligations (Note 3) 8,033 7,931
Future income tax 8,929 10,358
129,810 131,817
Non-controlling interest 13,885 8,406
Shareholders’ equity
Common shares (Note 2) 157,643 123,262
Contributed surplus (Note 2) 1,852 1,573
Deficit (834) (4,076)
158,661 120,759
$ 302,356 $ 260,982

See accompanying notes to these consolidated financia statements.



CONSOLIDATED STATEMENTS OF OPERATIONS AND RETAINED EARNINGS

(Unaudited, thousands of Canadian dollars, except per share amounts)

Three months ended March 31, 2006 2005

Revenues
Oil and natural gas $ 21,593 $ 11,382
Royalties (3,208 (1,695)
18,385 9,687

Expenses
Production 2,726 1,989
Transportation 144 248
Genera and administrative 2,098 1,944
Stock-based compensation 471 204
Interest on bank debt 43 -
Interest on subordinated notes 1,473 2,548
Depletion, depreciation and accretion 6,193 3,600
13,148 10,533
Income (loss) before other items and taxes 5,237 (846)
Gain on repurchase of subordinated notes - 134
Other income (expense) (55) 267
Net income (loss) befor e taxes 5,182 (445)
Capital taxes (663) (406)
Future income taxes (1,277) 603
Net income (loss) 3,242 (248)
Deficit, beginning of period (4,076) (16,884)
Deficit, end of period $ (834) $ (17,132)

Basic and diluted earnings per share (Note 2) $ 0.05 $ -

See accompanying notes to these consolidated financia statements.



CONSOLIDATED STATEMENTS OF CASH FLOW
(Unaudited, thousands of Canadian dollars)

Three months ended March 31, 2006 2005
Operating Activities
Net income (l0ss) 3,242 $ (248)
Depletion, depreciation and accretion 6,193 3,600
Stock-based compensation 471 204
Future income taxes 1,277 (603)
Amortization of discount on subordinated notes 365 577
Gain on repurchase of subordinated notes - (134)
11,548 3,396
Asset retirement obligations settled (49 -
Changes in other non-cash items (Note 7) (2,851) (3,758)
8,648 (362)
Financing Activities
Issuance of bank debt 9,825 -
Repurchase of subordinated notes - (13,537)
Issuance of common shares — net of issuance costs (Note 2) 33,131 418
Equity issued by subsidiary 5,479 -
Amortization of obligations under gas sale and transportation
contracts (203) (204)
Changes in other non-cash items (Note 7) 1,555 -
49,787 (13,323)
Investing Activities
Expenditures on capital assets (67,517) (20,780)
Changes in other non-cash items (Note 7) (7,662) (3,641)
(75,179) (14,421)
Net decrease in cash (16,744) (28,106)
Cash and cash equivalents, beginning of period 25,343 75,509
Cash and cash equivalents, end of period 8,599 $ 47,403

See accompanying notes to these consolidated financia statements.




NOTESTO THE CONSOLIDATED FINANCIAL STATEMENTS

As at and for the three months ended March 31, 2006
(All tabular amounts are expressed in thousands of Canadian dollars, except share amounts)

Note 1 — Significant Accounting Policies

The interim consolidated financial statements for Petrobank Energy and Resources Ltd. (*“Petrobank” or
the “Company”) as at and for the three months ended March 31, 2006 should be read in conjunction with
the audited consolidated financial statements as at and for the year ended December 31, 2005. The notes
to these interim consolidated financia statements do not conform in all respects to the note disclosure
requirements of generally accepted accounting policies for annual financial statements. These interim
consolidated financial statements are prepared using the same accounting policies and methods of
computation as disclosed in the audited consolidated financial statements as at and for the year ended
December 31, 2005. Certain prior year's amounts have been reclassified to conform with current
presentation.

Note 2 — Share Capital

Asat March 31, 2006 the Company had outstanding 66,612,649 common shares, 4,050,651 stock options,
433,800 share purchase warrants, and 152,000 deferred common shares.

Common Share Continuity Number Amount
Balance at December 31, 2005 63,219,721 $ 123,262
Exercise of stock options 276,625 826
Exercise of warrants 518,900 2,076
Issued through secondary listing 2,597,403 33,377
Share issue costs - (3,148)
Tax effect of share issue costs - 1,058
Transfer from contributed surplus related to stock

options exercised - 192
Balance at March 31, 2006 66,612,649 $ 157,643

W' On February 6, 2006, the Company closed an issuance of 2.6 million common shares through a secondary
listing on the Oslo Stock Exchange for net proceeds of $30.2 million.

Weighted -

Average

Stock Option Continuity Number Exercise Price
Balance at December 31, 2005 4,138,526 $ 3.83
Granted 244,750 12.92
Exercised (276,625) (2.98)
Cancelled (56,000) (5.77)
Balance at March 31, 2006 4,050,651 $ 4.41

Share Purchase Warrants

As at March 31, 2006, there were 433,800 share purchase warrants outstanding which allowed holders to
purchase an equivalent number of common shares at $4.00 per share. Subsequent to March 31, 2006,
426,800 of these warrants were exercised on or before May 6, 2006, resulting in cash proceeds of
$1.7 million.



Deferred Common Shares

As at March 31, 2006, there were 152,000 deferred common shares outstanding under the Company’s
deferred share compensation plan, which allows holders to receive one common share upon payment of
$0.05 per share. The deferred common shares vest after three years and expire after ten years. Up to
0.5 million deferred common shares have been approved for issuance under this plan.

Sock-Based Compensation

The fair value of stock options and deferred common shares granted have been estimated on their
respective grant dates using the Black-Scholes option-pricing model using the following assumptions:

Three months ended March 31, 2006 2005
Risk freeinterest rate 4.75% t05.0% 4.25%
Dividend rate 0% 0%
Expected life — options (years) 4 4
Expected life — deferred common shares (years) 8 8
Expected volatility 40% 30%

The average fair value per stock option and deferred common share granted during the period was
$5.33 (2005 - $1.58) as at the date of grant.

Earnings Per Share

Basic and diluted earnings per share have been calculated based on net income (loss) divided by the
weighted average number of common shares outstanding for the three month period ended
March 31, 2006 of 64,825,319 (2005 - 55,046,125). The diluted calculations for the three month period
ended March 31, 2006 include 2,820,255 (2005 - nil) additional shares for the potential impact of share
purchase warrants, stock options and deferred common shares.

Note 3 — Asset Retirement Obligations
Changes to asset retirement obligations were as follows:

Three months ended March 31, 2006 2005
Asset retirement obligations, beginning of period $ 7,931 $ 2870
Obligationsincurred 42 69
Obligations settled (49 -
Accretion expense 154 59
Changes in estimated future cash flows and other (45 (293)
Asset retirement obligations, end of period $ 8,033 $ 2,705

The obligations have been calculated using an inflation rate of two percent and discounted using a credit-
adjusted risk free rate of eight percent per annum. Most of these obligations are not expected to be paid
for several years extending up to 40 years in the future, and are expected to be funded from the
Company’s general resources available at the time of settlement. The total undiscounted amount of
estimated cash flows required to settle the obligations is $32.4 million (2005 - $14.9 million).



Note 4 — Subor dinated Notes

Petrobank’ s subordinated notes are unsecured and subordinate to the Company’s existing credit facility
and any other senior debt that may be outstanding from time to time. Interest on the notes is payable
guarterly at a rate of 9 percent per annum and the notes mature on July 31, 2006. The notes may be
repaid at their face value prior to their maturity date and the Company has the option of issuing common
shares, at market price, to settle quarterly interest payments as well as the principal amount. The notes
were recorded at fair value on issuance and the discount to face value is being amortized to interest on
subordinated notes over the term of the notes.

Carrying Value Face Vaue
Balance at December 31, 2005 $ 49,044 $ 49,924
Amortization of discount 365 -
Balance at March 31, 2006 $ 49,409 $ 49,924

Note 5 - Commitments and Contingencies

The Company has estimated work commitments remaining on its exploration contracts in Colombia
totaling US$4.0 million which are to be incurred by the end of 2006 and includes drilling one exploration
well on the Joropo Block in the Llanos Basin. The Company has made an exploration contract proposa
over a portion of the area covered by its Chicago technical evaluation agreement (“TEA”) including a
commitment to drill two exploration wells and acquire 3-D seismic data during a 23-month period at an
estimated cost of approximately US$10.0 million.

The Company’s remaining work commitments pursuant to its TEA’s in Colombia, including contracts
finalized subsequent to March 31, 2006, are expected to total US$1.2 million until the end of 2006 and
include reprocessing 2-D seismic and performing regiona studies including the feasibility of the
Company’ s patented THAI™ heavy oil recovery process.

In April 2006, the Company contracted to secure arig in Colombia for a minimum 16-month term that is
expected to commence drilling in the third quarter of 2006 and result in expected payments over the
contract term of approximately US$13.0 million, a portion of which will satisfy the exploration work
commitments noted above.

In May 2006, the Company committed to a second rig in Colombia for a minimum 18-month term that is
expected to commence drilling at Orito in June 2006 and result in expected payments over the contract
term of approximately US$13.5 million.

The Company is committed to spend US$2.1 million over five years for air compression rental at the
WHITESANDS pilot project. The term is expected to commence in the first half of 2006.

Petrobank is committed to payments under operating leases for office space, net of sub-lease
arrangements, asfollows:

Y ear
2006 $ 526
2007 301

$ 827

The Company plans to finance its commitments through 2006 with cash flow from operations, proceeds
from the initial public offering (“1PO”) of the Company’s Latin American subsidiary, Petrominerales Ltd.
(“Petrominerales’), available debt, and/or equity issuances.



Note 6 — Technology Partner ships Canada Financing

Technology Partnerships Canada (“TPC”) has committed to invest up to $9 million towards the
development and field demonstration of the Company’s THAI™ technology at the WHITESANDS pilot
project. Under the TPC funding commitment, TPC has agreed to contribute 20.134 percent of eligible
expenditures for the WHITESANDS project to a maximum of $9 million. In the first quarter of 2006,
benefits totaling $2.7 million were accrued bringing total benefits accrued to date to $8.5 million, al of
which have been recorded as a reduction of capital assets. Upon commercialization of the THAI™
technology TPC would be entitled to receive a royalty based on three separate revenue streams. The first
stream is based on three percent of WHITESANDS pilot project revenues earned after January 1, 2006
with initial payments due May 1, 2010. The second stream is based on 0.6 percent of WHITESANDS
Insitu Ltd. revenues (excluding pilot revenues) earned after January 1, 2009 with initia payments due
May 1, 2010. The third stream is based on three percent of al third-party THAI™ licensing revenues
earned after January 1, 2008 with initial payments due May 1, 2009. If, as of December 31, 2017 the
cumulative royalty paid from the three royalty streams has not reached $26.2 million, royalty payments
will continue until $26.2 million has been paid or until December 31, 2022, whichever occurs first.

Note 7 —Changesin Other Non-Cash Items

Three months ended March 31, 2006 2005
Changein:
Accounts receivable and other current assets $ (942) $ (540)
Less: accrued financing items (Note 6) 2,651 -
$ 1,709 $ (540)
Accounts payable and accrued liabilities (10,667) (6,859)
$ (8,958) $ (7,399)

Changes relating to:

Attributable to operating activities $ (2,851) $ (3,758)
Attributable to financing activities $ 1,555 $ -
Attributable to investing activities $ (7,662) $ (3,641)

@ TPC funding received during the period (Note 6).

Note 8 — Subsequent Events

In April 2006, Petrominerales obtained a commitment from an international bank for a US$50 million
revolving credit facility with an initial US$25 million borrowing base. The facility is subject to standard
closing conditions.

In May 2006, the borrowing base under Petrobank’ s revolving demand loan was increased to $35 million
from its previous base of $20 million. An additiona $15 million development loan facility also remains
available to fund the acquisition and/or development of producing or proved non-producing petroleum
and natural gas reservesin Canada.

The Company is proceeding with an IPO of its wholly-owned Latin American subsidiary, Petrominerales.
The offering will consist of a combination of an issuance of common shares by Petrominerales from
treasury and a secondary offering of Petrominerales shares held indirectly by Petrobank and is expected to
close in June 2006. Following the IPO, Petrobank has the flexibility to sell all or a portion of its
remaining shareholdings in Petrominerales in the secondary market to generate funds, or may ultimately
elect to distribute Petrobank’ s remaining shareholdings to Petrobank shareholders.



Note 9 — Segmented I nformation

Three months ended March 31, 2006 2005
Canada Canada
and Other  Colombia Total and Other  Colombia Total

Revenues

Oil and natural gas $ 14389 $ 7,204 $ 21,593 $ 6642 $ 4740 $ 11,382

Royalties (2,632) (576) (3,208) (1,316) (379) (1,695)

11,757 6,628 18,385 5,326 4,361 9,687

Expenses

Production 1,547 1,179 2,726 1,173 816 1,989

Transportation 144 - 144 248 - 248

General and administrative 1,137 961 2,098 1,074 870 1,944

Depletion, depreciation and

accretion 3,935 2,258 6,193 1,934 1,666 3,600

Segmented income $ 4994 $ 2230 $ 7,224 $ 897 $ 1009 $ 1,906
Non-segmented expenses

Stock-based compensation (471) (204)

Interest on bank debt (43 -

Interest on subordinated notes (1,473) (2,548)

Gain on repurchase of subordinated notes - 134

Other income (expense) (55) 267

Capital taxes (663) (406)

Future income tax recovery (expense) (1,277) 603
Net income (l0ss) $ 3,242 $ (248)
Identifiable assets ¥ $176,386 $125970 $302,356 $108045 $ 76,796 $ 184,841
Capital expenditures @ $ 45646 $ 21,871 $ 67,517 $ 5879 $ 4901 $ 10,780

@ Canada includes Heavy Oil Business Unit expenditures of $34.1 million in 2006 (2005 - $2.4 million), identifiable assets at
March 31, 2006 of $74.0 million (2005 - $12.1 million), and negligible revenue and expenses.

Certain statements in this report are “ forward-looking statements’ within the meaning of the United States Private Securities
Litigation Reform Act of 1995. Specifically, this press release contains forward-looking statements relating to, prospects for
technologies which remain unproven and the expected amount and timing of capital projects. The reader is cautioned that
assumptions used in the preparation of such information, although considered reasonable at the time of preparation, may prove
to be incorrect. Actual results achieved during the forecast period will vary from the information provided herein as a result of
numerous known and unknown risks and uncertainties and other factors. Such factors include, but are not limited to: the ability
to economically test, develop and utilize the technologies described herein, the feasibility of the technologies, general economic,
market and business conditions; fluctuations in oil and gas prices; the results of exploration and development of drilling and
related activities; fluctuation in foreign currency exchange rates; the uncertainty of reserve estimates; changes in environmental
and other regulations; risks associated with oil and gas operations; and other factors, many of which are beyond the control of
the Company. Thereis no representation by Petrobank that actual results achieved during the forecast period will be the samein
whole or in part as those forecast.
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