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Independent Auditor’s Report 

To the Shareholders of Horizon Petroleum Ltd.  

Opinion  

We have audited the consolidated financial statements of Horizon Petroleum Ltd. and its 
subsidiaries (the “Company”), which comprise the consolidated statements of financial position as 
at August 31, 2021 and 2020, and the consolidated statements of (loss) income and 
comprehensive (loss) income, consolidated statements of cash flows, and consolidated 
statements of changes in shareholders’ deficiency for the years then ended, and notes to the 
consolidated financial statements, including a summary of significant accounting policies. 

In our opinion, the accompanying consolidated financial statements present fairly, in all material 
respects, the consolidated financial position of the Company as at August 31, 2021 and 2020 and 
its consolidated financial performance and its consolidated cash flows for the years then ended in 
accordance with International Financial Reporting Standards (“IFRS”). 

Basis for opinion 

We conducted our audit in accordance with Canadian generally accepted auditing standards. Our 
responsibilities under those standards are further described in the Auditor’s responsibilities for the 
audit of the consolidated financial statements section of our report. We are independent of the 
Company in accordance with the ethical requirements that are relevant to our audit of the 
consolidated financial statements in Canada. We have fulfilled our other ethical responsibilities in 
accordance with these requirements. We believe that the audit evidence we have obtained is 
sufficient and appropriate to provide a basis for our opinion. 

Material uncertainty related to going concern  

We draw attention to Note 1 in the consolidated financial statements, which indicates that the 
Company incurred a net loss during the year ended August 31, 2021 and, as of that date, the 
Company’s current liabilities exceeded its current assets. As stated in Note 1, these events or 
conditions, along with other matters as set forth in Note 1, indicate that material uncertainties 
exist that cast significant doubt on the Company’s ability to continue as a going concern. Our 
opinion is not modified in respect of this matter. 

Other information  

Management is responsible for the other information. The other information comprises 
Management’s Discussion and Analysis. 

Our opinion on the consolidated financial statements does not cover the other information and we 
do not express any form of assurance conclusion thereon.  

In connection with our audit of the consolidated financial statements, our responsibility is to read 
the other information and, in doing so, consider whether the other information is materially 
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inconsistent with the consolidated financial statements or our knowledge obtained in the audit or 
otherwise appears to be materially misstated.  

We obtained Management’s Discussion and Analysis prior to the date of this auditor’s report. If, 
based on the work we have performed, we conclude that there is a material misstatement of this 
other information, we are required to report that fact. We have nothing to report in this regard.  

Responsibilities of management and those charged with governance for the consolidated 
financial statements 

Management is responsible for the preparation and fair presentation of the consolidated financial 
statements in accordance with IFRS, and for such internal control as management determines is 
necessary to enable the preparation of consolidated financial statements that are free from 
material misstatement, whether due to fraud or error. 

In preparing the consolidated financial statements, management is responsible for assessing the 
Company’s ability to continue as a going concern, disclosing, as applicable, matters related to 
going concern and using the going concern basis of accounting unless management either 
intends to liquidate the Company or cease operations, or has no realistic alternative but to do so.  

Those charged with governance are responsible for overseeing the Company’s financial reporting 
process. 

Auditor’s responsibilities for the audit of the consolidated financial statements 

Our objectives are to obtain reasonable assurance about whether the consolidated financial 
statements as a whole are free from material misstatement, whether due to fraud or error, and to 
issue an auditor’s report that includes our opinion. Reasonable assurance is a high level of 
assurance, but is not a guarantee that an audit conducted in accordance with Canadian generally 
accepted auditing standards will always detect a material misstatement when it exists. 
Misstatements can arise from fraud or error and are considered material if, individually or in 
aggregate, they could reasonably be expected to influence the economic decisions of users taken 
on the basis of these consolidated financial statements. 

As part of an audit in accordance with Canadian generally accepted auditing standards, we 
exercise professional judgement and maintain professional skepticism throughout the audit. We 
also: 

• Identify and assess the risks of material misstatement of the consolidated financial 
statements, whether due to fraud or error, design and perform audit procedures 
responsive to those risks, and obtain audit evidence that is sufficient and appropriate to 
provide a basis for our opinion. The risks of not detecting a material misstatement 
resulting from fraud is higher than for one resulting from error, as fraud may involve 
collusion, forgery, intentional omissions, misrepresentations, or the override of internal 
control. 
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• Obtain an understanding of internal control relevant to the audit in order to design audit 
procedures that are appropriate in the circumstances, but not for the purpose of 
expressing an opinion on the effectiveness of the Company’s internal control. 

• Evaluate the appropriateness of accounting policies used and the reasonableness of 
accounting estimates and related disclosures made by management. 

• Conclude on the appropriateness of management’s use of the going concern basis of 
accounting and, based on the audit evidence obtained, whether a material uncertainty 
exists related to events or conditions that may cast significant doubt on the Company’s 
ability to continue as a going concern. If we conclude that a material uncertainty exists, 
we are required to draw attention in our auditor’s report to the related disclosures in the 
consolidated financial statements or, if such disclosures are inadequate, to modify our 
opinion. Our conclusions are based on the audit evidence obtained up to the date of our 
auditor’s report. However, future events or conditions may cause the Company to cease 
to continue as a going concern. 

• Evaluate the overall presentation, structure and content of the consolidated financial 
statements, including the disclosures, and whether the consolidated financial statements 
represent the underlying transactions and events in a manner that achieves fair 
presentation. 
 

We communicate with those charged with governance regarding, among other matters, the 
planned scope and timing of the audit and significant audit findings, including any significant 
deficiencies in internal control that we identify during our audit.  
 
We also provide those charged with governance with a statement that we have complied with 
relevant ethical requirements regarding independence, and to communicate with them all 
relationships and other matters that may reasonably be thought to bear on our independence, 
and where applicable, related safeguards. 
 
The engagement partner of the audit resulting in this independent auditor’s report is Jessica 
Glendinning. 
 
McGovern Hurley LLP 

 
Chartered Professional Accountants 
Licensed Public Accountants 
 
Toronto, Ontario 
June 2, 2022 



 
 

 

HORIZON PETROLEUM LTD. 
Consolidated Statements of Financial Position 
(Expressed in Canadian dollars) 
As at August 31, 2021 and 2020 
  2021  2020 
 
Assets 
Current assets: 

Cash $ 50,804 $ 47,220 
GST and VAT recoverable 11,581 3,057 
Prepaid expenses -  6,158 
Inventory -  2,875 

 Total assets  $ 62,385 $ 59,310 
 
Liabilities and Shareholders’ Deficiency 
Current liabilities: 

Accounts payable and accrued liabilities (Note 10) $ 466,174 $ 426,965 
Note payable (Note 7)   100,000  -  
Acquisition cost payable (Note 14)  2,572,046  2,623,516 

 Total liabilities 3,138,220 3,050,481 
 
Shareholders’ deficiency: 

Share capital (Note 8) 18,471,426 18,471,426 
Stock option reserve (Note 9) 875,955 875,955 
Warrants (Note 9) 32,616 32,616 
Deficit (22,455,832) (22,371,168) 

Total shareholders’ deficiency (3,075,835) (2,991,171) 
 
Total liabilities and shareholders’ deficiency $ 62,385 $ 59,310 
 
Going concern (Note 1) 
Commitments and contingencies (Notes 7, 14 and 15) 
Subsequent events (Note 16) 
 
See accompanying notes to the consolidated financial statements. 
 
Approved by the Board 
 
 “Yogeshwar Sharma”  
Director – Yogeshwar Sharma 
 
 “David Winter”  
Director – Dr. David A. Winter 
 



 
 

 
 

HORIZON PETROLEUM LTD. 
Consolidated Statements of (Loss) Income and Comprehensive (Loss) Income 
(Expressed in Canadian dollars) 
Years Ended August 31, 2021 and 2020 
    2021 2020 
 
 
Expenses: 

Directors’ fees (recovered) (Note 10)    $ -  $ (21,000) 
Management fees (recovered) (Note 10)   (16,417) 23,830 
Professional fees   120,588 167,531 
Salaries and benefits   -  7,391 
Interest expense   3,823 -  
Office   30,150 57,116 
Property investigation costs (Note 6)   -  13,642 
Rent   -  4,993 
Shareholder communication   -  2,620 
Investor relations   -  1,015 
Transfer agent and regulatory fees   29,470 5,200 
Share-based payments (Note 9)   -  (2,670) 
Gain on deconsolidation of subsidiary (Note 2(c))  -  (790,713) 
Foreign exchange gain   (82,950) (31,704) 

 Total expenses (recoveries)   84,664 (562,749) 
  
 
(Loss) income and comprehensive (loss) income   $     (84,664) $     562,749 
  
Basic and diluted (loss) income per common share    $ (0.00) $ 0.01 

Weighted average number of common  
shares outstanding, basic and diluted   59,857,176 59,857,176 

 
 
 
See accompanying notes to the consolidated financial statements. 
 



HORIZON PETROLEUM LTD. 
Consolidated Statements of Cash Flows 
(Expressed in Canadian dollars) 
Years ended August 31, 2021 and 2020 
  2021 2020 
Operating activities 
Net (loss) income for the year $   (84,664) $   562,749 

Items not affecting cash: 
Share-based payments -  (2,670) 
Unrealized foreign exchange gain (51,470) (32,185) 
Gain on deconsolidation of subsidiary -  (818,231)  
Write-down of acquisition costs -  11,979  

Changes in non-cash working capital items:  
       Receivables (8,524) 33,673 
       Prepaid expenses 6,158  16,534 
     Inventory 2,875 11,251 
       Accounts payable and accrued liabilities 39,209 43,976 
 Cash flows (used in) operating activities (96,416) (172,924) 
 
Financing activities 

Proceeds on note payable 100,000 -  
 Cash flows from financing activities 100,000  -  

 
 
Change in cash during the year 3,584 (172,924) 
Cash, beginning of year 47,220 220,144 
Cash, end of year $  50,804 $   47,220 
 
 
See accompanying notes to the consolidated financial statements. 
 



HORIZON PETROLEUM LTD. 
Consolidated Statements of Changes in Shareholders’ Deficiency 
(Expressed in Canadian dollars) 
Years ended August 31, 2021 and 2020 

 
See accompanying notes to the consolidated financial statements. 
 

 
Number of 

shares Share capital Warrants 

Stock 
Option 

Reserve Deficit Total 
       
Balance at  
August 31, 2019 59,857,176  $ 18,471,426 $    32,616 $   878,625 $    (22,933,917) $   (3,551,250) 
Net income for the year - - - - 562,749 562,749 
Share-based payments - - - (2,670) - (2,670) 
       
Balance at  
August 31, 2020 59,857,176  $ 18,471,426 $    32,616 $   875,955 $    (22,371,168) $   (2,991,171) 
Net loss for the year - - - - (84,664) (84,664) 
       
Balance at August 31, 
2021 59,857,176  $ 18,471,426 $    32,616 $   875,955 $    (22,455,832) $   (3,075,835) 



HORIZON PETROLEUM LTD. 
Notes to the Consolidated Financial Statements 
(Expressed in Canadian dollars) 
Years ended August 31, 2021 and 2020 
 
1. Corporate information and going concern: 

Horizon Petroleum Ltd. (“Horizon” or the “Company”) was incorporated in Alberta, Canada. The 
principal business of the Company is the acquisition, exploration, and development of oil and gas 
properties.  

The registered and records office of the Company are located at PO Box 860036 Marda Loop 
RPO, Calgary, Alberta T2T 6B7. 

The business of exploring for oil and gas reserves involves a high degree of risk and there can be 
no assurance that current exploration programs will result in profitable operations. The 
Company's continued existence is dependent upon the preservation of its properties, the 
discovery of economically recoverable reserves, the achievement of profitable operations, or the 
ability of the Company to raise additional financing, if necessary, or alternatively upon the 
Company's ability to dispose of its interests on an advantageous basis. Although the Company 
has taken steps to verify title to the concessions in which it has an interest, in accordance with 
industry standards for the current stage of exploration of such concessions, these procedures do 
not guarantee the Company's title. Concession title may be subject to government licensing 
registration or regulations, social licensing requirements, unregistered prior agreements, 
unregistered claims, aboriginal claims and noncompliance with regulatory and environmental 
requirements. The Company’s assets may also be subject to increases in taxes and royalties, 
renegotiation of contracts, currency exchange fluctuations, restriction and political uncertainty. 
See Notes 14 and 15 regarding the status of the Company’s oil and gas concessions in Poland. 

The Company has not generated revenues from operations. These consolidated financial 
statements have been prepared on a going concern basis which assumes that the Company will 
be able to realize its assets and discharge its liabilities in the normal course of business. If this 
assumption were not appropriate, adjustments to these consolidated financial statements may be 
necessary. Material uncertainties as to the Company’s ability to obtain additional financing to fund 
future operations cast significant doubt on the Company’s ability to continue as a going concern. 
The successful future operations of the Company are dependent on the ability of the Company to 
secure sufficient funds through financing or other sources, and there are no assurances that such 
financing will be obtained. 

The Company has incurred losses since inception and is currently not generating any revenues 
except for interest income. For the fiscal year ended August 31, 2021, the Company used cash 
from operating activities of $96,416 (2020 - $172,924) and the Company had a working capital 
deficiency of $3,075,835 (2020 – $2,991,171). 

Novel Coronavirus (“COVID-19”): 

The Company’s operations have and will be significantly adversely affected by the effects of the 
widespread global outbreak of contagious disease, including the outbreak of respiratory illness 
caused by COVID-19. 



HORIZON PETROLEUM LTD. 
Notes to the Consolidated Financial Statements 
(Expressed in Canadian dollars) 
Years ended August 31, 2021 and 2020 
 
1. Corporate information and going concern (continued): 

The Company cannot accurately predict the impact COVID-19 has had and will have on its 
operations and the ability of others to meet their obligations with the Company, including 
uncertainties relating to the ultimate geographic, demographic and temporal spread of the virus, 
the severity of the disease, the duration of the outbreak(s), and the length of travel and 
quarantine restrictions imposed by governments of affected countries from time to time. It is clear 
that the disease has impacted the price of oil and the availability of capital. However, such impact 
is not quantifiable as there are other operational constraints (such as pipeline capacity, weather, 
global consumer confidence, global geopolitical decisions) that also affect these things. The 
ongoing outbreak could adversely affect the economies and financial markets of many countries, 
resulting in an economic downturn that could further affect the Company’s operations and ability 
to finance its operations. 

2. Basis of presentation and statement of compliance: 

(a) Statement of compliance: 

These consolidated financial statements have been prepared in accordance with international 
Financial Reporting Standards (“IFRS”), as issued by the International Accounting Standards 
Board (“IASB”) and interpretations of the International Financial Reporting Committee 
(“IFRIC”). 

These consolidated financial statements were authorized for issue by the Board of Directors 
on June 2, 2022. 

(b) Basis of consolidation and presentation: 

These consolidated financial statements have been prepared on a historical cost basis. In 
addition, these consolidated financial statements have been prepared using the accrual basis 
of accounting except for cash flow information. 

These consolidated financial statements are presented in Canadian dollars, which is also the 
functional currency of the Company and its subsidiaries. 



HORIZON PETROLEUM LTD. 
Notes to the Consolidated Financial Statements 
(Expressed in Canadian dollars) 
Years ended August 31, 2021 and 2020 
 

2. Basis of presentation and statement of compliance (continued): 

(b) Basis of consolidation and presentation (continued): 

These consolidated financial statements include the accounts of the Company and its wholly-
owned subsidiaries. Control exists when the Company is exposed to, or has rights to, 
variable returns as well as the ability to affect those returns through the power to direct the 
relevant activities of the entity. Subsidiaries are fully consolidated from the date control is 
transferred to the Company and are de-consolidated from the date control ceases. The 
consolidated financial statements include all of the assets, liabilities, revenues, expenses and 
cash flows of the Company and its subsidiaries after eliminating inter-entity balances and 
transactions. 

The preparation of financial statements requires management to make certain critical 
accounting estimates. It also requires management to exercise judgment in applying the 
Company’s accounting policies.  The areas involving a higher degree of judgment or 
complexity, or areas where assumptions and estimates are significant to the financial 
statements are disclosed in Note 5. 

(c) Company Subsidiaries: 

The Company holds 100% of the below subsidiaries: 

 

Legal Business Name of Subsidiary Country of Incorporation 

Gallic Lux 1 Luxembourg 

Gallic Lux 2 Luxembourg 

Energia Karpaty Zachodnie Sp. Z.O.O. Poland 

Energia Karpaty Zachodnie spolka z ograniczona 
odpowiedzialnoscia Sp. K. Poland 

Kotlarka Energy spolka z ograniczona odpowiedzialnoscia Poland 

Prusice Energy spolka z ograniczona odpowiedzialnoscia Poland 

The above subsidiaries in Poland (the “Polish Subsidiaries”) were acquired during 2019 (Note 
14). 

The Company had a 100% interest in SAS Petromanas Energy (France) SAS (“Petromanas”)  
but lost control during 2020 when Petromanas entered a court approved liquidation process. 
The Company derecognized all assets and liabilities of this subsidiary in 2020 and 
recognized a gain on deconsolidation in the amount of $790,713. Petromanas was inactive at 
the time of its deconsolidation. 



HORIZON PETROLEUM LTD. 
Notes to the Consolidated Financial Statements 
(Expressed in Canadian dollars) 
Years ended August 31, 2021 and 2020 
 

3. Significant accounting policies: 

The accounting policies set out below have been applied consistently to all years presented in 
these financial statements, except as otherwise noted below. 

(a) The functional currency for each of the Company’s subsidiaries is the currency of the primary 
economic environment in which the entity operates. Transactions in foreign currencies are 
translated to the functional currency of the entity at the exchange rate in existence at the date 
of the transaction. Monetary assets and liabilities denominated in foreign currencies at the 
reporting date are retranslated at the period end date exchange rates. Non-monetary items 
carried at historical cost are translated at the  The functional currency of the Company and its 
subsidiaries is the Canadian dollar, which is also the presentation currency of the 
consolidated financial statements.  

(b) Cash and equivalents: 

Cash and equivalents include cash held with Canadian financial institutions.  All funds are 
readily available to the Company.  

(c) Financial instruments: 

Financial assets 

Initial recognition and measurement 

Non-derivative financial assets within the scope of IFRS 9 are classified and measured as 
“financial assets at fair value”, as either fair value through profit or loss (“FVPL”) or fair value 
through other comprehensive income (“FVOCI”), and “financial assets at amortized cost”, as 
appropriate. The Company determines the classification of financial assets at the time of 
initial recognition based on the Company’s business model and the contractual terms of the 
cash flows. 

All financial assets are recognized initially at fair value plus, in the case of financial assets not 
at FVPL, directly attributable transaction costs on the trade date at which the Company 
becomes a party to the contractual provisions of the instrument. 

Subsequent measurement – financial assets at amortized cost 

After initial recognition, financial assets measured at amortized cost are subsequently 
measured at the end of each reporting period at amortized cost using the Effective Interest 
Rate (“EIR”) method. Amortized cost is calculated by taking into account any discount or 
premium on acquisition and any fees or costs that are an integral part of the EIR. The EIR 
amortization is included in finance income in the consolidated statements of loss. The 
Company’s cash and receivables are classified as financial assets at amortized cost. 



HORIZON PETROLEUM LTD. 
Notes to the Consolidated Financial Statements 
(Expressed in Canadian dollars) 
Years ended August 31, 2021 and 2020 
 

3. Significant accounting policies (continued): 

(c) Financial instruments (continued): 

Subsequent measurement – financial assets at FVPL 

Financial assets measured at FVPL include financial assets management intends to sell in 
the short term and any derivative financial instrument that is not designated as a hedging 
instrument in a hedge relationship. Financial assets measured at FVPL are carried at fair 
value in the consolidated statements of financial position with changes in fair value 
recognized in other income or expense in the consolidated statements loss. The Company 
does not measure any financial assets at FVPL. 

Subsequent measurement – financial assets at FVOCI 

Financial assets measured at FVOCI are non-derivative financial assets that are not held for 
trading and the Company has made an irrevocable election at the time of initial recognition to 
measure the assets at FVOCI. The Company does not measure any financial assets at 
FVOCI. 

After initial measurement, investments measured at FVOCI are subsequently measured at 
fair value with unrealized gains or losses recognized in other comprehensive income or loss 
in the consolidated statements of comprehensive income (loss). When the investment is sold, 
the cumulative gain or loss remains in accumulated other comprehensive income or loss and 
is not reclassified to profit or loss. 

Derecognition 

A financial asset is derecognized when the contractual rights to the cash flows from the asset 
expire, or the Company no longer retains substantially all the risks and rewards of ownership. 

Impairment of financial assets 

The Company’s only financial assets subject to impairment are receivables, which are 
measured at amortized cost. The Company has elected to apply the simplified approach to 
impairment as permitted by IFRS 9, which requires the expected lifetime loss to be 
recognized at the time of initial recognition of the receivable. To measure estimated credit 
losses, accounts receivable have been grouped based on shared credit risk characteristics, 
including the number of days past due. An impairment loss is reversed in subsequent periods 
if the amount of the expected loss decreases and the decrease can be objectively related to 
an event occurring after the initial impairment was recognized. 

 



HORIZON PETROLEUM LTD. 
Notes to the Consolidated Financial Statements 
(Expressed in Canadian dollars) 
Years ended August 31, 2021 and 2020 
 

3. Significant accounting policies (continued): 

(c) Financial instruments (continued): 

Financial liabilities 

Initial recognition and measurement 

Financial liabilities are measured at amortized cost, unless they are required to be measured 
at FVPL as is the case for held for trading or derivative instruments, or the Company has 
opted to measure the financial liability at FVPL. The Company’s financial liabilities include 
accounts payable and accrued liabilities, note payable and acquisition cost payable, which 
are measured at amortized cost.  All financial liabilities are recognized initially at fair value 
and in the case of long-term debt, net of directly attributable transaction costs. 

Subsequent measurement – financial liabilities at amortized cost 

After initial recognition, financial liabilities measured at amortized cost are subsequently 
measured at the end of each reporting period at amortized cost using the EIR method. 
Amortized cost is calculated by taking into account any discount or premium on acquisition 
and any fees or costs that are an integral part of the EIR. The EIR amortization is included in 
finance cost in the consolidated statements of income (loss). 

Derecognition 

A financial liability is derecognized when the obligation under the liability is discharged, 
cancelled or expires with any associated gain or loss recognized in other income or expense 
in the consolidated statements of income (loss). 

(d) Impairment of non-financial assets: 

The carrying amounts of the non-financial assets are reviewed at each reporting date to 
determine whether there is any indication of impairment. If such indication exists, the 
recoverable amount of the asset is estimated in order to determine the extent of the 
impairment loss. An impairment loss is recognized whenever the carrying amount of an asset 
or its cash generating unit (“CGU”) exceeds its recoverable amount. 

Impairment losses recognized in prior years are assessed at each reporting date for any 
indications that the loss has decreased or no longer exists.  An impairment loss is reversed 
if there has been a change in the estimates used to determine the recoverable amount.  An 
impairment loss is reversed only to the extent that the asset’s carrying amount does not 
exceed the carrying amount that would have been determined, net of depletion and 
depreciation or amortization, of no impairment loss had been recognized.   



HORIZON PETROLEUM LTD. 
Notes to the Consolidated Financial Statements 
(Expressed in Canadian dollars) 
Years ended August 31, 2021 and 2020 
 

3. Significant accounting policies (continued): 

(e)  Exploration and evaluation (“E&E”) assets: 

Pre-license or property investigation costs are recognized in the consolidated statement of 
income (loss) as incurred. 

Exploration and evaluation costs, including the costs of acquiring leases and licenses, initially 
are capitalized as exploration and evaluation assets. The costs are accumulated in cost 
centres by well, field or exploration area pending determination of technical feasibility and 
commercial viability. 

Exploration and evaluation assets are assessed for impairment if facts and circumstances 
suggest that the carrying amount exceeds the recoverable amount. In assessing the 
indicators of impairment, the Company considers whether the period for which the Company 
has the right to explore has expired or will expire in the near future; whether substantive 
expenditure on further exploration is budgeted or planned; whether a decision has been 
made to discontinue exploration activities and whether sufficient data exists to indicate that 
the carrying amount of the asset is unlikely to be recovered in full from successful 
development or by sale. For purposes of impairment testing, exploration and evaluation 
assets are allocated to related CGUs. The technical feasibility and commercial viability of 
extracting a mineral resource is considered to be determinable when proven and/or probable 
reserves are determined to exist. Upon determination of proven and/or probable reserves, 
intangible exploration and evaluation assets attributable to those reserves are first tested for 
impairment and then reclassified from exploration and evaluation assets to property and 
equipment. 

(f)  Decommissioning obligations: 

Decommissioning obligations are legal obligations connected with the abandonment and 
reclamation of the Company's oil and natural gas assets. These obligations are measured at 
management’s best estimate of the expenditure required to settle the obligation and are 
discounted to present value when the effect is material. Cash flows for decommissioning 
obligations are adjusted to take risks and uncertainties into account and are inflated and 
discounted using a risk-free discount rate. Initially, the net present value of the estimated 
decommissioning obligations is recorded as a liability, with a corresponding increase in the 
carrying amount of the related asset. Revaluations of the decommissioning obligations at 
each reporting period take into account changes in estimated future cash flows and the 
discount rate. Any change in the carrying amount of the provision due to change in the 
present value is accreted over the estimated time period until the obligation is to be settled; 
the accretion expense is recognized as financing costs. Actual costs incurred upon the 
settlement of the decommissioning obligations are charged against the decommissioning 
obligations. 



HORIZON PETROLEUM LTD. 
Notes to the Consolidated Financial Statements 
(Expressed in Canadian dollars) 
Years ended August 31, 2021 and 2020 
 

3. Significant accounting policies (continued): 

(f)  Decommissioning obligations (continued) 

Any difference between the estimated decommissioning obligation and the actual retirement 
costs incurred is recorded as a gain or loss. Management reviews the decommissioning 
obligation estimate and changes, if any, are applied prospectively. Revisions made to the 
decommissioning obligation estimate are recorded as an increase or decrease to the 
decommissioning obligation with a corresponding change made to the carrying amount of the 
related asset. The asset is depreciated over the remaining useful life of the underlying asset.  

The carrying amount of both the liability and the capitalized asset, net of accumulated 
depreciation, are derecognized if the asset is subsequently disposed. 

(g) Share capital: 

Financial instruments issued by the Company are classified as equity only to the extent that 
they do not meet the definition of a financial liability or financial asset. The Company’s 
common shares, share options and share warrants are classified as equity instruments. 
Incremental costs directly attributable to the issue of new shares or options are shown in 
equity as a deduction, net of tax, from the proceeds. 

 (h) Share-based payments: 

Where non-cash equity-settled share options are awarded to employees, the fair value of the 
options at the date of grant is charged to the statement of income (loss) over the vesting 
period. Vesting conditions are taken into account by adjusting the number of equity 
instruments expected to vest at each reporting date so that, ultimately, the cumulative 
amount recognized over the vesting period is based on the number of options that eventually 
vest. Non-vesting conditions are factored into the fair value of the options granted.  As long 
as all other vesting conditions are satisfied, a charge is made irrespective of whether these 
vesting conditions are satisfied. The cumulative expense is not adjusted for failure to achieve 
a market vesting condition or where a non- vesting condition is not satisfied. 

Where the terms and conditions of options are modified before they vest, the increase in 
the fair value of the options, measured immediately before and after the modification, is also 
charged to the statement of (loss) income over the remaining vesting period. 

Where equity instruments are granted to employees, they are recorded at the fair value of 
the equity instrument granted at the grant date. The grant date fair value is recognized in 
profit or loss over the vesting period, described as the period during which all the vesting 
conditions are to be satisfied. 

Where equity instruments are granted to non-employees, they are recorded at the fair value 
of the goods or services received in the statement of (loss) income, unless they are related to 
the issuance of shares. Amounts related to the issuance of shares are recorded as a 
reduction of share capital. 



HORIZON PETROLEUM LTD. 
Notes to the Consolidated Financial Statements 
(Expressed in Canadian dollars) 
Years ended August 31, 2021 and 2020 
 

3. Significant accounting policies (continued): 

(h) Share-based payments (continued): 

When the value of goods or services received in exchange for the share-based payment 
cannot be reliably estimated, the fair value is measured by use of a valuation model.  

All non-cash equity-settled share-based payments are reflected in reserves, until exercised. 
Upon exercise, shares are issued from treasury and the amount reflected in reserves is 
credited to share capital, adjusted for any consideration paid. 

Where a grant of options is cancelled or settled during the vesting period, excluding 
forfeitures when vesting conditions are not satisfied, the Company immediately accounts for 
the cancellation as an acceleration of vesting and recognizes the amount that otherwise 
would have been recognized for services received over the remainder of the vesting period. 

 (i) Income taxes: 

Income tax expense comprises of current and deferred tax. Current tax and deferred tax are 
recognized in net income (loss) except to the extent that it relates to a business combination 
or items recognized directly in equity or in other comprehensive loss. 

Deferred tax assets and liabilities are recognized where the carrying amount of an asset or 
liability differs from its tax base, except for taxable temporary differences arising on the initial 
recognition of goodwill and temporary differences arising on the initial recognition of an asset 
or liability in a transaction which is not a business combination and at the time of the 
transaction affects neither accounting nor taxable profit or loss.  Deferred tax is measured at 
the tax rates that are expected to be applied to temporary differences when they reverse, 
based on the laws that have been enacted, or substantively enacted by the reporting date. 

Recognition of deferred tax assets for unused tax losses, tax credits and deductible 
temporary differences is restricted to those instances where it is probable that future 
taxable profit will be available against which the deferred tax asset can be utilized. At the 
end of each reporting period the Company reassesses unrecognized deferred tax assets. 
The Company recognizes a previously unrecognized deferred tax asset to the extent that it 
has become probable that future taxable profit will allow the deferred tax asset to be 
recovered. Deferred tax assets and liabilities are offset if there is a legal enforceable right 
to offset the tax liabilities and assets, and they related to income taxes levied by the same 
tax authority. 

(j) Income (loss) per share: 

Basic income (loss) per share is computed by dividing net income (loss) available to common 
shareholders by the weighted average number of shares outstanding during the reporting 
period. Diluted income (loss) per share is computed by using the weighted average number 
of shares outstanding plus additional shares for the assumed exercise of stock options and 
warrants, if dilutive. 
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3. Significant accounting policies (continued): 

(j) Income (loss) per share (continued): 

The number of additional shares is calculated by assuming that outstanding stock options 
and warrants were exercised and that the proceeds from such exercises were used to 
acquire common stock at the average market price during the reporting periods. Diluted 
income (loss) per share for the years presented excludes all outstanding stock options and 
warrants as they are anti-dilutive as at August 31, 2021 and 2020.  

(k) Leases: 

A contract is a lease (or may contain a lease) if the contract conveys the right to control the 
use of an identified asset for a period of time in exchange for consideration. A lease liability is 
recognized at the commencement of the lease term at the present value of the lease 
payments that are not paid at that date. At the commencement date, a corresponding right-of-
use asset is recognized at the amount of the lease liability, adjusted for lease incentives 
received, retirement costs and initial direct costs. Depreciation is recognized on the right-of-
use asset over the lease term. Interest expense is recognized on the lease liabilities using the 
effective interest rate method and payments are applied against the lease liability. The lease 
liability is subsequently measured at amortized cost using the effective interest method. 

The Company has elected not to recognize right-of-use assets and lease liabilities for short-
term leases (lease term of 12 months or less) and leases for which the underlying asset is of 
low value. The Company recognizes the lease payments associated with these leases as an 
expense on a straight-line basis over the lease term. 

4. New accounting standards, amendments and interpretations: 

During the year ended August 31, 2021, the Company adopted a number of amendments and 
improvements of existing standards. These included IAS 1. These new standards and changes 
did not have any material impact on the Company’s financial statements. 

Recent accounting pronouncements 

Certain pronouncements were issued by the IASB or the IFRIC that are mandatory for accounting 
periods commencing September 1, 2021. Many are not applicable or do not have a significant 
impact to the Company and have been excluded. Management is currently evaluating the impact 
of these pronouncements on the Company’s consolidated financial statements. 

IAS 1 – Presentation of Financial Statements (“IAS 1”) was amended in January 2020 to provide 
a more general approach to the classification of liabilities under IAS 1 based on the contractual 
arrangements in place at the reporting date. The amendments clarify that the classification of 
liabilities as current or noncurrent is based solely on a company’s right to defer settlement at the  
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4. New accounting standards, amendments and interpretations (continued): 

reporting date. The right needs to be unconditional and must have substance. The amendments 
also clarify that the transfer of a company’s own equity instruments is regarded as settlement of a 
liability, unless it results from the exercise of a conversion option meeting the definition of an 
equity instrument. The amendments are effective for annual periods beginning on January 1, 
2023.  

IFRS 10 – Consolidated Financial Statements (“IFRS 10”) and IAS 28 – Investments in 

Associates and Joint Ventures (“IAS 28”) were amended in September 2014 to address a conflict 
between the requirements of IAS 28 and IFRS 10 and clarify that in a transaction involving an 
associate or joint venture, the extent of gain or loss recognition depends on whether the assets 
sold or contributed constitute a business. The effective date of these amendments is yet to be 
determined, however early adoption is permitted. 

IAS 37 – Provisions, Contingent Liabilities, and Contingent Assets (“IAS 37”) was amended. The 
amendments clarify that when assessing if a contract is onerous, the cost of fulfilling the contract 
includes all costs that relate directly to the contract – i.e. a full-cost approach. Such costs include 
both the incremental costs of the contract (i.e. costs a company would avoid if it did not have the 
contract) and an allocation of other direct costs incurred on activities required to fulfill the contract 
– e.g. contract management and supervision, or depreciation of equipment used in fulfilling the 
contract. The amendments are effective for annual periods beginning on January 1, 2022. 

 

5. Critical accounting estimates and judgments: 

The preparation of these consolidated financial statements in conformity with IFRS requires 
management to make judgments, estimates and assumptions that affect the application of 
accounting policies and the reported amounts of assets, liabilities, income and expenses. Actual 
results may differ from these estimates. 

Estimates and underlying assumptions are reviewed on an ongoing basis.  

Revisions to accounting estimates are recognized in the period in which the estimates are revised 
and in any future periods affected. 

Information about critical judgments in applying accounting policies that have the most significant 
effect on the amounts recognized in the financial statements are discussed below: 

(a) Share-based payment transactions: 

The Company measures the cost of equity-settled transactions by reference to the fair value 
of the equity instruments at the date at which they are granted. Estimating fair value for 
share-based payment transactions requires determining the most appropriate valuation 
model, which is dependent on the terms and conditions of the grant. This estimate also 
requires determining the most appropriate inputs to the valuation model including the 
expected life of the share option, volatility and dividend yield and making assumptions about 
them. The assumptions and models used for estimating fair value for share-based payment 
transactions are disclosed in Note 9.
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5. Critical accounting estimates and judgments (continued): 

(b) Decommissioning liabilities: 

Decommissioning liabilities are estimated based on the Company’s interpretation of current 
regulatory requirements and constructive obligations and are measured at fair value. Fair 
value is determined based on the net present value of estimated future cash expenditures for 
the settlement of decommissioning, restoration or similar liabilities that may occur upon 
decommissioning of the mine. Such estimates are subject to change based on changes in 
laws and regulations and negotiations with regulatory authorities. The cost estimates are 
updated annually during the life of a project to reflect known developments, (e.g. revisions to 
cost estimates and to the estimated lives of operations) and are subject to review at regular 
intervals.  

(c) Income, value added, withholding and other taxes:  

The Company is subject to income, value added, withholding and other taxes. Significant 
judgment is required in determining the Company’s provisions for taxes. There are many 
transactions and calculations for which the ultimate tax determination is uncertain during the 
ordinary course of business. The Company recognizes liabilities for anticipated tax audit 
issues based on estimates of whether additional taxes will be due. The determination of the 
Company’s income, value added, withholding and other tax liabilities requires interpretation of 
complex laws and regulations. The Company’s interpretation of taxation law as applied to 
transactions and activities may not coincide with the interpretation of the tax authorities. 

All tax related filings are subject to government audit and potential reassessment subsequent 
to the financial statement reporting period. Where the final tax outcome of these matters is 
different from the amounts that were initially recorded. Such differences will impact the tax 
related accruals and deferred income tax provisions in the period in which such determination 
is made. 

(d) Business combinations vs. asset acquisitions 

Determination of whether a set of assets acquired and liabilities assumed constitute a 
business requires the Company to make certain judgments, taking into account all facts and 
circumstances. In making this determination, the Company considers items including, but not 
limited to: whether there are inputs and processes attributable to the set of assets and 
liabilities, the extent of the infrastructure in place, the work required to bring the acquired 
assets to production and whether the project has resources or reserves. Such judgments are 
inherently uncertain and could have a significant effect on the method of accounting for the 
acquisition and the disclosures required. See Note 14. 

(e) Impairment of exploration and evaluation properties 

While assessing whether any indications of impairment exist for exploration and evaluation 
properties, consideration is given to both external and internal sources of information. 
Information the Company considers include changes in the market, economic and legal 
environment in which the Company operates that are not within its control that could affect 
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5. Critical accounting estimates and judgments (continued): 

the recoverable amount of exploration and evaluation properties and equipment. Internal 
sources of information include the manner in which exploration and evaluation properties are 
being used or are expected to be used and indications of expected economic performance of 
the assets. Estimates may include but are not limited to estimates of the discounted future 
pre-tax cash flows expected to be derived from the Company’s exploration and evaluation 
properties, costs to sell the properties and the appropriate discount rate. Reductions in oil 
and gas price forecasts, increases in estimated future costs of production, increases in 
estimated future capital costs, reductions in the amount of recoverable reserves and 
resources and/or adverse current economics can result in a write-down of the carrying 
amounts of the Company’s exploration and evaluation properties and equipment. 

(f) Commitments and contingencies 

See Note 15. 

 

6. Property investigation costs: 

All property investigation costs are related to the investigation of oil and natural gas opportunities 
within Europe that were expensed during the year ended August 31, 2020. 

 

7.  Note payable: 

On December 21, 2020, the Company received a loan from a third party in an amount of $75,000, 
bearing interest at 10% and matured on December 21, 2021.  On August 31, 2021 the Company 
received a second advance of $25,000 under the same terms and conditions.  The loans are 
secured against the assets of the Company. This loan was not repaid by the maturity date and 
has not been formally extended.  

 

8. Share capital: 

Authorized: 

• Unlimited common shares without par value and an unlimited number of preferred 
shares without par value, all issued shares, consisting only of common shares that are 
fully paid. 

 

During the years ended August 31, 2021 and 2020, the Company did not issue any additional 
shares. 
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9. Reserves: 

(a) Stock options: 

(i) Option plan: 

The Company has a stock option plan covering the grant of options to its directors, officers 
and employees. A limit of 10% of the issued and outstanding common shares base can be 
issued in stock options without shareholder approval.  The stock option plan provides that 
the options are for a maximum term of ten years and that the option exercise price shall be 
for not less than the market price on the grant date. 
 

The following table reflects the continuity of stock options for the years ended August 31, 2021 
and 2020: 

 
 Number of options Weighted average 

exercise price 
Balance, August 31, 2019 2,695,331 0.20 
    Expired (1,102,000) (0.19) 
    Forfeited (108,333) (0.09) 
Balance, August 31, 2020 and 2021 1,484,998 $            0.22 
Number of options currently exercisable 1,484,998 $            0.22 

 

The weighted average remaining contractual life for share options outstanding as at August 31, 
2021 is 1.22 years (August 31, 2020 – 2.23 years). 

As at August 31, 2021, the Company had outstanding and exercisable stock options enabling 
the holders to acquire common shares as follows: 

 

 

For the year ended August 31, 2021, the share-based payments expense recognized was $Nil 
(2020 – $(2,670)). 

(b) Warrants: 

The following table reflects the continuity of warrants for the years ended August 31, 2021 and 
2020:   

 

           Number Exercise  
         of options    price Expiry date 
   43,333 $   0.90 August 4, 2023 
 341,665      0.60 December 4, 2022 
 991,667      0.07 November 5, 2022 
   108,333          0.09 November 8, 2022 
 1,484,998   $   0.22  
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9. Reserves (continued): 

 
 Number of 

Warrants 
Weighted average 

exercise price 

Balance, August 31, 2021, 2020 and 2019 1,087,200 0.05 

The warrants outstanding expired on September 26, 2021. 

 

10. Related party transactions: 

The Company incurred the following expenses charged by key management personnel and 
companies controlled by key management personnel: 

 
  Twelve months Twelve months 
  August 31, August 31, 
  2021 2020 

 
Executive compensation (1) (3) $  (16,417)   $ 18,484 
Non-executive directors fees (2) -    (21,000) 
Share-based payments -  (2,670) 
   $   (16,417)   $ (5,186) 

 
(1) Executive compensation includes all management fees accrued to the Company’s current CEO,  VP Business 

Development and former corporate secretary of the Company. 
(2) During 2020, certain fees were waived by the directors which resulted in a recovery of $21,000. 
(3) During 2021, certain fees were waived which resulted in a recovery of $16,417. 

 
As at August 31, 2021, $nil (2020 - $16,417) was payable to directors and officers of the 
Company. These amounts were unsecured, non-interest bearing with no fixed terms of repayment. 

 

11.  Financial instruments and risk management: 

Financial instruments that are measured subsequent to initial recognition at fair value are grouped 
in Levels 1 to 3 based on the degree to which the fair value is observable: 

(a) Level 1: Unadjusted quoted prices in active markets that are accessible at the measurement 
date for identical, unrestricted assets or liabilities; 

(b) Level 2: Quoted prices in markets that are not active, or inputs that are observable, either 
directly or indirectly, for substantively the full term of the asset or liability; and 

(c) Level 3: Prices or valuation techniques that require inputs that are both significant to the fair 
value measurement and unobservable (supported by little or no market activity). 

The Company does not have any financial instruments carried at fair value as at August 31 2021 
and 2020.  
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11.  Financial instruments and risk management (continued): 

The carrying values of cash, GST and VAT recoverable, accounts payable and accrued liabilities, 
note payable and acquisition cost payable approximate their fair values because of their short 
terms to maturity. 

(a) Financial instrument risk exposure and risk management: 

The Company is exposed in varying degrees to a variety of financial instrument related risks. 
The Board of Directors approves and monitors the risk management processes. The type of 
risk exposure and the way in which such exposure is managed is provided below: 

(b) Credit risk: 

Credit risk is the risk of potential loss to the Company if a counterparty to a financial 
instrument fails to meet its contractual obligations. The Company’s credit risk is primarily 
attributable to its liquid financial assets, including cash and receivables. The Company limits 
the exposure to credit risk by only investing its cash with high credit quality financial 
institutions in business and saving accounts. The carrying amount of cash and receivables 
represents the Company’s maximum exposure to credit risk. 

(c) Interest rate risk: 

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument 
will fluctuate because of changes in market interest rates.  The Company has no interest 
bearing financial instruments which bear interest at variable rates.  The Company is not 
exposed to material interest rate risk. 

(d) Liquidity risk: 

Liquidity risk is the risk that the Company will not be able to meet its financial obligations 
when they become due. The Company ensures, as far as reasonably possible, it will have 
sufficient capital in order to meet short term business requirements, after taking into account 
cash flows used in operations and the Company’s holdings of cash. The Company’s cash is 
currently invested in business accounts which are available on demand by the Company for 
its programs. As at August 31, 2021, the Company had cash of $50,804 (2020 - $47,220) to 
settle current liabilities of $3,138,220 (2020 - $3,050,481).  

(e) Foreign currency: 

The Company is exposed to foreign currency risk as some of its cash and accounts payable 
and accrued liabilities are held in United States dollars (“USD”), Euros and Polish Zloty. A 
portion of the Company’s acquisition cost payable is denominated in USD and Euros. The 
Company has not entered into any agreements or purchased any instruments to hedge 
possible currency risks at this time. The exposure of the Company’s foreign denominated 
financial instruments is as follows: 
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11.  Financial instruments and risk management (continued): 

(e) Foreign currency (continued): 

The Company is exposed to foreign currency risk on fluctuations of financial instruments 
related to cash, receivables, accounts payable and accrued liabilities and acquisition cost 
payable. Financial instruments are denominated in USD, Euros, and Polish Zloty.  

 
 2021 2020 

  

Amount in 
Foreign 

Currency  

Amount in 
Canadian 

Dollars 
$ 

Amount in 
Foreign 

Currency  

Amount in 
Canadian 

Dollars 
$ 

United States dollars:     
Accounts payable and 
accrued liabilities 8,319 10,496 

           
8,319 

           
10,841  

Acquisition cost payable  1,210,000 1,526,657   1,210,000 1,576,786 
     
Euro     
Accounts payable and 
accrued liabilities 142,319 212,140 105,423 164,213 
Acquisition cost payable  30,000 44,718 30,000  46,730  
     
Polish Zloty     
Cash 67,952 22,129 115,845 41,050 
Receivables 7,438   2,426         -  -  
Accounts payable and 
accrued liabilities 118,973 38,745 105,657 37,440 

 

The Company is exposed to foreign currency risk on fluctuations of financial instruments related 
to cash, receivables, accounts payable and accrued liabilities and acquisition cost payable. 
Financial instruments are denominated in USD, Euros, and Polish Zloty. As at August 31, 2021, 
the net loss and comprehensive loss would have been $91,240 (2020 - $86,003) higher/lower, 
had the Canadian dollar strengthened/weakened by 5% as a result of foreign exchange 
gains/losses on translation of USD, Euros, and Polish Zloty denominated financial instruments. 

12.  Capital management: 

The Company’s objectives when managing capital are: 

To maintain and safeguard its accumulated capital in order to provide an adequate return to 
shareholders by maintaining a sufficient level of funds to acquire, explore, and develop other 
mineral properties. 

To invest cash on hand in highly liquid and highly rated financial instruments with high credit 
quality issuers, thereby minimizing the risk of loss of principal.
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12.  Capital management (continued): 

To obtain the necessary financing to complete exploration and development of its properties, if 
and when it is required. 

In the management of capital, the Company includes shareholders’ equity in the definition of 
capital. The Company is not exposed to externally imposed capital requirements. The Company 
is not subject to any capital requirements imposed by a lending institution or regulatory body, 
other than of the TSX Venture Exchange (“TSXV”) which requires adequate working capital or 
financial resources of the greater of (i) $50,000 and (ii) an amount required in order to maintain 
operations and cover general and administrative expenses for a period of 6 months. As of August 
31, 2021, the Company is not compliant with the policies of the TSXV. The impact of this violation 
is not known and is ultimately dependent on the discretion of the TSXV. 

The Company manages the capital structure and makes adjustments to it, based on the level of 
funds required to manage its operations in light of changes in economic conditions and the risk 
characteristics of its underlying assets. There were no significant changes in the Company’s 
approach to capital management during the years ended August 31, 2021 and 2020. 

In order to maximize ongoing exploration and future development efforts, the Company does not 
pay dividends. Notwithstanding the risks described in Note 1 of these financial statements, the 
Company expects to continue to raise funds, from time to time, to continue meeting its capital 
management objectives. 

13. Income tax:  

The provision for income taxes reported differs from the amount computed by applying 
cumulative Canadian federal and provincial income tax rates to the loss before the tax provision 
due to the following: 
  2021 2020 
 
(Loss) income for the year before taxes $ (84,664) $    562,749 
Statutory tax rate 26.5% 26.5% 
 
Expected income tax expense (recovery) $ (22,000) $ 149,000 
Change in unrecognized deferred tax assets 6,000 53,000 
Non-deductible items (3,000) (210,000) 
Foreign operations with difference in tax rates  19,000 8,000 
  $ -  $ -  

Significant components of deductible temporary differences, unused tax losses and unused tax 
credits that have not been included on the consolidated statement of financial position are: 
 
  2020 2019 
 
Share issuance costs $ 50,000 $ 102,000 
Non-capital losses  30,797,000  30,662,000 
Exploration and evaluation assets 161,000 161,000 
  $31,008,000 $30,925,000 
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13. Income tax (continued):  

At August 31, 2021, non-capital losses of $4,054,000 incurred in Canada will expire starting in 
2036. Operating losses in Luxembourg were $26,743,000 which will expire starting in 2035. The 
potential future benefits of these losses have not been recognized in the consolidated financial 
statements because it is not probable that future taxable profit will be available against which the 
Company can use the benefits. 

 
14.  Acquisition of subsidiaries in Poland: 
 

In June of 2017, the Company entered into a memorandum of understanding (“MOU”) regarding 
the acquisition of a 100% interest in certain wholly-owned Polish subsidiaries (the “Poland 
Subsidiaries”) of San Leon Energy plc (“SLE”). Two of the Polish Subsidiaries hold two 
conventional oil and natural gas concessions in Poland, while the remaining two were formed by 
SLE to hold two additional concessions once finally awarded and ratified by the Polish 
government. The Company entered into a series of definitive agreements with SLE, in September 
2017, for the acquisition of the Poland Subsidiaries (the “Acquisition”). An application for a fifth 
concession was submitted to the Polish Government by a subsidiary of SLE that was pending 
award. The Company agreed to acquire this fifth concession subject to the concession being 
awarded to SLE.  

Under the terms of the MOU, the Company advanced USD$200,000 to the counterparty to cover 
certain obligations relating to the concessions going forward where such obligations would be 
assumed by the Company upon the completion of the transaction. USD$100,000 ($133,608) of 
the option payment is non-refundable if the transaction is not completed due to any action or 
inaction on the part of the Company and has been expensed as part of property investigation 
costs for the year ended August 31, 2017, while the remaining USD$100,000 ($135,340) was 
advanced as a loan which bore interest at the rate of 6% per annum.  

The definitive agreements were subsequently amended and pursuant to the amended terms, the 
Company agreed to pay the following, in exchange for a 100% interest in the subsidiaries holding 
the Cieszyn and Bielsko-Biala concessions (the “Primary Concessions”) in Poland:  

1) Cash payment of USD$1,080,000 ($1,429,515); 

2) $1,000,000 in common shares of the Company. The common shares are to be issued at the 
lesser of: a) $0.20 per share, b) the lowest price per share at which the Company completes an 
equity placement for a minimum of $1,000,000, up to but not including the date of closing of the 
acquisition, and c) the volume weighted average price of the Company’s common shares for the 
period of 10 trading days immediately prior to the closing date. There are various warranties the 
Company provided to SLE which must be maintained by the Company, including a requirement 
for the Company’s shares to remaining trading on the TSXV. If Horizon is unable to meet these 
requirements, it will be required to pay to SLE the equivalent value of the common shares in 
cash. The Company’s shares are currently cease-traded; and 

3) A 6% net profits interest.  
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14.  Acquisition of subsidiaries in Poland (continued): 

4) The consideration for the acquisition of the subsidiaries holding the Kotlarka and Prusice 
concessions, and for the Buchowice concession (together the “Secondary Concessions”) is 
€10,000 ($14,845) per concession, the payment of administrative costs totaling USD$130,000 
($172,071) and the issuance of a 6% net profits interest. The Company subsequently withdrew 
the applications for the Kotlarka and Prucise concessions in January, 2020. SLE also withdrew 
the application for the Buchowice concession in January 2020.  

5) The loan owing to the Company from SLE of USD$100,000 ($132,363 as at the closing date) 
was assigned to Energia Karpaty Zachodnie SP. Z.O.O SP.K., one of the Polish Subsidiaries. In 
addition, the Company accepted a transfer from SLE of certain intercompany loans. These loans 
have been eliminated in these consolidated financial statements on consolidation.   

On August 12, 2019, the Company acquired control of the Polish Subsidiaries. However, the 
consideration owing for the Acquisition is not payable to SLE until such time as the 
Transformation Process (as defined below) is completed. As this has not yet occurred, the 
consideration has been recorded as a current liability in the consolidated statements of financial 
position as at August 31, 2021 and 2020. .  

A transformation of the concessions to the new Polish concession laws (“Transformation 
Process”) is required by the Polish Government, and has not yet been met. The Transformation 
Process has commenced for the Cieszyn and Bielsko-Biala concessions but is not complete. At 
this time it is not possible to determine if, or when, the Transformation Process will be 
successfully completed.  

15.  Commitments and contingencies: 

(a) The Company’s oil and gas activities are subject to various laws and regulations governing 
the protection of the environment. These laws and regulations are continually changing and 
generally becoming more restrictive. The Company believes its operations are materially in 
compliance with all applicable laws and regulations. The Company has made, and expects to 
make in the future, expenditures to comply with such laws and regulations. 

(b) The Company has discontinued oil and gas operations in various jurisdictions and has sold, 
dispersed of, or written down the carrying value of the related assets to nominal amounts. An 
estimate of the total liability, if any, for which the Company might become obligated as a 
result of its role as operator, guarantor, or indemnifier is not determinable, nor expected to be 
material, and no amount has been provided for in these consolidated financial statements. 

(c) Upon completion of the Transformation Process (see Note 14), the Poland concessions may 
be subject to annual licence fees and a mining usufruct fee. The requirement to pay such 
fees is contingent upon the completion of the Transformation Process, and accordingly no 
amounts have been recorded for these items in these consolidated financial statements. 

(d) During 2020, the Company received a tax assessment for Petromanas in the amount of 
€2,085,686 ($3,248,039) relating to taxes assessed on a 2017 gain on intercompany debt 
forgiveness. The Company disagrees with the assessment and would have disputed the  
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15.  Commitments and contingencies (continued): 

amount. However, during 2020, the Company lost control of Petromanas as it entered a court 
approved liquidation process (see Note 2(c)). Accordingly, no amounts have been accrued in 
these consolidated financial statements relating to this contingent liability.  

During 2021 the Company was advised that the liquidator for Petromanas commenced action 
against the Company’s subsidiary Gallic Lux 2 in order to recover the amount owing pursuant 
to the tax assessment. The Company believes the claims are without merit. As the ultimate 
resolution of this dispute cannot be predicted at this time, no liability has been accrued 
related to it as at August 31, 2021. 

(e) The Company may be subject to various claims, lawsuits and other complaints arising in the 
ordinary course of business. The Company records provisions for losses when claims 
become probable and the amounts are estimable. Although the outcome of such matters 
cannot be determined, it is the opinion of management that the final resolution of these 
matters will not have a material adverse effect on the Company’s financial condition, 
operations or liquidity. The outcome of these litigations cannot be reasonably determined, as 
a result, no amounts have been accrued. 

16.  Subsequent events: 

On November 3, 2021, the Company received a third advance on the note payable in the 
amount of $52,000 under the same terms and conditions. The loan continues to bear interest at 
10% and is secured against the assets of the Company. 
 
On May 17, 2022, the third-party lender initiated a claim in the amount of $188,904 for 
repayment of the note payable plus interest and other costs. The amount owed on the note 
payable as at August 31, 2021 has been accrued and included on the statement of financial 
position. The additional advances received subsequent to August 31, 2021 will be accrued in the 
period of their receipt. 

 

 


