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TEMAGAMI OIL & GAS LTD.
(Incorporated under the laws of British Columbia)

CONSOLIDATED BALANCE SHEET

MAY 31, 1981

ASSETS

Current assets

Notesreceivablei(nole )
Properties and equipment (note 3)......c.ooiiiiiiiiiiiiiiaiieeeee, e P
Gtherassets (noted) st s e R e e e

Current liabilities

Accounts payable and accrued liabilities.............ccccoooi
Bividends payatle s s
Obligations under capital leases — current portion ............ccccceeeeevecunens

Totalfcurrentliablliiasian-i e aers v Eminritialsune = ot - e
Fong-termdebl(noterb) s o e e
Deferred Ncome A eSS s

Share capital (Nole B s e i e e e s
Contributed surplisinotel6)l i ol o s = r e e e e o e
Retained: eamings i i s R e e

Approved on behalf of the Board,
i Director

e i;l e
o { i Director
vl

The accompanying notes are an integral part of these financial statements
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1981 1980
$ 1312938 §$ 635,754
2,634,406 1,567,609
36,416 37,187
3,983,760 2,240,550
970,500 1,038,000
12,796,415 6,890,659
299,264 396,634
$18,049,939 $10,565,843

$ 3,252,125

$ 1,808,506

60,059 12,726
31,000 20,804
3,343,184 1,842,036
9,284,574 5,208,978
1,379,010 325,538
1,997,000 1,944,500
853,500 906,000
1,192,671 338,791
4,043,171 3,189,291
$18,049,939 $10,565,843
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TEMAGAMI OIL & GAS LTD.

CONSOLIDATED STATEMENT OF EARNINGS

YEAR ENDED MAY 31, 1981

Revenue

Expenses
o (5 L (o1 o] L e Py e S e LR ottt R St | 02 ool S i [ D e b
Windfall profit tax and proguetion 1) ... .. i iti it soraassssssersssbrasatassass
Generaliand administalive: i i e e
Minieraiiclame surendered Gl s e e s e e
B e e s e I re b Tt A s e R i e e e MR e T e
Bepreciationtandiamortization ol SR e i e

Eamings Defore INCOmIE B S i o aiis i ensaees s shnsse b st dabenintsnisna s Fash
B e o L D e o e e e e e

(2R E T o F et o el o e s o o e e o e e el 1 e

Earnings per share (after giving effect to a
3-for-1 stock spilit)
BaSICEZ et e O e e S e e e R e e U e

Rullyidilated s o R R R T e e
O O A DA S G e T R L e el

The accompanying notes are an integral part of these financial statements.

TEMAGAMI OIL & GAS LTD.

1981 1980
$5,265,305 $1,167,402
92,435 39,001
5,357,740 1,206,403
285,167 36,323
717,548 114,046
596,184 168,338

87,125 —
1,460,000 118,000
244,305 82,077
3,390,329 518,784
1,967,411 687,619
1,053,472 325,538
$ 913,939 $ 362,081
$ 0127 $ 0.055
$ 0.085 $ 0.035

$ 0.087

CONSOLIDATED STATEMENT OF RETAINED EARNINGS

YEAR ENDED MAY 31, 1981

Retained earnings (deficit), beginning of year ..........ccccoiviiiiiiiiiiiice
AdCNENBAIINGS e e o e G e e i

Deduct: Dividends on Preferred Shares
S HT TS e T e b e Rl e s O S L 8 e S LA S
SoriosBabiieRieambavm el n ol e e S T e e
SO o e e B I e B T e e

Retainad earnings, end Ol ean. . tiiei i st ta umh b dhe Seoiisn shaisss Ve o0ees

The accompanying notes are an integral part of these financial statements
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1981 1980

$ 338,791 $(10,564)
913,939 362,081
1,252,730 351,517
16,439 3,794
20,760 4,242
22,860 4,690
60,059 12,726
$1,192,671 $338,791
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TEMAGAMI OIL & GAS LTD.

CONSOLIDATED STATEMENT OF CHANGES

IN FINANCIAL POSITION

YEAR ENDED MAY 31, 1981

Working capital was provided from
Bt 2 L[] Aot e o e e S T A L LA L e R e e e i
Gbligatiens undericapitalileases: . === & SNl E L
Bank:prodilciomigan e e e e ek e e e s
Dectease innolesirecaVable o i e e T e s

Isste of shares —=COMMON:.:. i s e e e R s
—preferradin.e i i e, T e e R
IssUe Of Aeb e T e i i s ey i s s b s el S s wanss sn e e v es s s a e i oan b an e s

Working capital was used for
Acquisition of property and equIpmMent ..........c.oeiiiiiiimiinii e
NG S e 0 Ol DR S S B v e s e e e s e e o e i aa aw s wnims i e o
NOtas TECOIVaD B s e i et i 84
Prefaired i share AN IaORAS s i eeaiisiessa e Tl e e S o)

Increase ImwWorking GapIlal e e s e s A
Working capital (deficiency), beginning of year ...

Working: capifal end B e sl e et alie. i suinss i conan bt Yoo

The accompanying notes are an integral part of these financial statements
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1981 1980
$3,864,735 $ 836,696
75,596 208,978
4,000,000 —
67,500 =
178,821 —_
— 322,500
— 1,038,000
_— 5,000,000
8,186,652 7,406,174
7,884,531 5,509,535
— 332,478
— 1,038,000
60,059 12,726
7,944,590 6,892,739
242,062 513,435
398,514 (114,921)
$ 640,576 $ 398,514
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TEMAGAI I & GAS LTD.
NOTES TO THE CONSOLIDATED FINANCIAL

STATEMENTS

MAY 31, 1981

Significant accounting policies

The consolidated financial statements of the company have been prepared by management in accordance
with generally accepted accounting principles consistently applied. These financial statements have, in
management’s opinion been properly prepared within reasonable limits of materiality and in light of
information available up to July 24, 1981. The principal accounting policies are summarized as follows:

(a)

(b)

(c)

(d)

(e)

(f)

Principles of consolidation

The consolidated financial statements include, in addition to the accounts of the company, the
accounts of its wholly-owned subsidiary, Temagami Oil & Gas Inc.

Exploration and development costs

The company follows the full cost method of accounting for exploration and development
expenditures, wherein all costs related to the exploration for and the development of oil and gas
reserves are initially capitalized. Costs capitalized include land acquisition costs, geological and
geophysical expenditures, rentals on undeveloped properties, costs of drilling productive and
non-productive wells together with overhead and interest directly related to exploration and
development activities. Proceeds on minor property sales are credited to the net book value of the
property and equipment. Gains or losses on major property sales are normally recognized in the
statement of earnings.

Exploration and development costs are allocated to one cost centre, namely, North America (Canada
and the United States).

Costs capitalized in the cost centre are depleted on the composite unit-of-production method
based on estimated proven oil and gas reserves as determined by independent and company
engineers.

Mining properties

The company follows the practice of capitalizing all acquisition and exploration costs relating to

mining properties on a prospect area basis. If a prospect area is subsequently abandoned, all capitalized
costs relating to producing properties are charged to earnings.

Depreciation

Depreciation of production equipment is provided for on the composite unit-of-production method.
Depreciation of other equipment is computed on the declining balance method at rates varying from 20 to
30 percent per annum.

Joint venture

Substantially all of the exploration and production activities of the company are conducted jointly with
others and accordingly these financial statements reflect only the company’s proportionate interest
in such activities.

Unamortized deferred financing charges
Deferred financing charges included in other assets in respect of the issuance of shares and a debenture
are being amortized using the straight line method over six and five years respectively.

12
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(h)

Translation of foreign currencies

The accounts of the foreign subsidiary have been translated to Canadian dollars on the following

basis: Current assets and current liabilities at the rate of exchange in effect at the year end. Other assets
and liabilities at the rate of exchange in effect at the date of settlement. Revenue and expense items

are translated using average rates of exchange prevailing throughout the year.

Earnings per share

Basic earnings per share is based on the weighted average number of common shares outstanding
during the year.

Fully diluted earnings per share is calculated assuming the conversion of the convertible debenture
and the preferred shares.

Pro forma basic earnings per share is calculated taking into consideration the conversion of debenture
referred to in note 9. It is calculated as though the issue of the common shares on the conversion of
the debenture had taken place at the beginning of the current year.

Notes receivable

Notes receivable in the amount of $970,500 bearing interest at a rate of 6% per annum are due from
three employees of the company. These loans were made to enable the employees to purchase preferred
shares of the company.

Property and equipment
Property and equipment consists of the following:

1981 1980

Accumulated
Depletion and

Cost Depreciation Net Net

Oil and gas properties

including exploration

and development costs

thereon s amlit o s sl $12,306,621 $1,599,899 $10,706,722 $5,915,000
Mining. properiesS e et on e e e s — — = 87,025
Production equipment ...........c.cccoveeeniencennnnns 1,927,010 246,075 1,680,935 673,602
Other. e SR 482,046 73,288 408,758 215,032

$14,715,677 $1,919,262 $12,796,415 $6,890,659
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4. Other assets
Other assets consist of the following:

1981 1980
Unamortized deferred finance charges in connection
with the issue of a convertible debenture ..........cccccvvecvvieciieccciicccee e $249,503 $331,686
Unamortized deferred finance charges in connection
with the issUe O COMIMON SRALES. . i it sessrive s ol 48,153 63,340
Organ Zalion C S S e e e I R S o e o 1,608 1,608
$299,264 $396,634
5. Long-term debt
Long-term debt consists of the following:
1981 1980
Bank product om0 BN e TS v s e Ul ) e $4,000,000 $ —
Obligations under capital leases — net
of cirrent:portion s aNge N Tal e B s mi s R D o e 284,574 208,978
Convertibleldebentlre: i o h a e i e AR B i e e I 5,000,000 5,000,000

$9,284,574 $5,208,978

a) The bank production loan is secured by certain petroleum and natural gas properties. The loan bears
interest at 1% over a Canadian bank’s prime lending rate and is repayable out of future production
proceeds and accordingly is not expected to require the use of existing working capital; therefore, no
portion of this loan has been reclassified to current liabilities. It is anticipated that the loan will
be repaid at regular intervals from future production proceeds. There is no requirement for any fixed terms
of repayment.

b) Obligations under capital leases
The following is a schedule of future minimum lease payments under capital leases expiring in 1986

and 1987.

Year ending May 31, 1982 $ 84,588
1983 84,588
1984 84,588
1985 84,588
1986 69,090
1987 82,500
Total minimum lease payments 489,942

Less: Amount representing interest at rates
varying from 13 - 20% 174,368
Balance of obligations before current portion 315,574
Current portion 31,000
Balance of obligations $284,574
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c)

Convertible debenture

The debenture bears interest at 2% below the Canadian prime rate and is secured by a fixed charge on all
of the company’s property and equipment and a floating charge on all other assets. The debenture

is due November 15, 1984.

The debenture is convertible in whole or in part into common shares of the company on the following
basis (after giving effect to a three-for-one stock split):

$1.333 per share up to November 15, 1981

$1.500 per share between November 16, 1981 and November 15, 1982
$1.667 per share between November 16, 1982 and November 15, 1983
$2.000 per share between November 16, 1983 and November 15, 1984

The company may redeem the debenture at 115% of the principal amount after November 15, 1981,
subject to the exercise of any conversion privileges.

Share capital and contributed surplus

a)

Authorized and issued share capital consist of the following:
1981 1980

Authorized
100,000 Preferred Shares Series A with a
par value of $1 each
100,000 Preferred Shares Series B with a
par value of $1 each
100,000 Preferred Shares Series C with a
par value of $1 each
15,000,000 Common Shares without par value
Issued
29,000 Convertible Preferred Shares
Series A (1980 — 44,000 shares) $ 29,000 $ 44,000
44,000 Convertible Preferred Shares
Series B 44,000 44,000
44,000 Convertible Preferred Shares
Series C 44,000 44,000
6,720,000 Common Shares (1980 - 6,675,000
shares) 1,880,000 1,812,500

$1,997,000 $1,944,500

During the year the following Common Shares were issued:

Number of
Shares Amount
Shares issued upon conversion of 15,000

45,000 Convertible Preferred Shares, Series A $67,500
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c) The Preferred Shares Series A, B and C issued are in respect of a key employee share purchase
plan and are all convertible into Common Shares on a three-for-one basis (after giving effect to a
three-for-one stock split). Loans in the amount of $970,500 have been made to certain key
employees to enable them to purchase the shares (see note 2). The shares are held in trust pending
repayment of the loans by the employees. The shares pay dividends equal to the income earned by
the company on the notes due from the employees.

d) Effective November 12, 1980, the shareholders of the company approved an increase in the authorized
share capital of the Company from 5,000,000 Common Shares without par value to 15,000,000
Common Shares without par value.

e) Effective November 12, 1980, the directors approved the subdivision of shares of the company on a
three-for-one basis.

f) There are 3,750,000 Common Shares (after giving effect to a three-for-one stock split) reserved at
May 31, 1981 for issuance upon the conversion of the convertible debenture (see note 5).

g) Contributed surplus represents the excess of cash received on the issue of Preferred Shares over their
par value.

Seghented information

Canada United States Total

Petroleum and natural gas sales.......cccoccvvveviiiriieciieniincnnns $ 4663 §$ 5,260,642 $5,265,305
Operating;profit-ZteweRemRiie o artem ot i whe $ 94591 $ 4,260,434 $4,355,025
General and administrative eXpenses........cccccvcveeeeevcvieciieriinns 596,184
Mineral claims surrendered ............ooooooiiiiiiiiieeieeeeeeeeeeee. 87,125
B T o e e ety KA e SRR 1,460,000
Depreciation and amortization...........cccocveeeevveeiinee e, 244,305

2,387,614
Earnings before income taxes..........cccociviiciiiiiiiecc e, $1,967,411
ldentifiable 888EtS s $5,471,922 $12,578,017

Remuneration of directors and officers

The total remuneration paid to directors and officers of the company amounts to $374,250 (1980
-$140,000).

Subsequent event
Effective August 20, 1981, the convertible debenture of $5,000,000 referred to in note 5 was converted to
fully paid and non-assessable common shares of the company.
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