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MANAGEMENT’S REPORT
To the Shareholders of Kaisen Energy Corp.
Management’s Responsibility on Financial Statements

Management is responsible for the preparation of the annual Kaisen Energy Corp. financial statements. The financial
statements have been prepared in accordance with the accounting policies detailed in the notes thereto. In Management’s
opinion, the financial statements are in accordance with International Financial Reporting Standards as issued by the
International Accounting Standards Board and include certain estimates that reflect Management’s best judgments.

Management is responsible for the integrity of the financial statements. Management has developed and maintains an
adequate system of internal control over financial reporting which provides reasonable assurance that all transactions are
recorded, that the financial statements realistically report the Company’s operating and financial results, and that the
Company’s assets are safeguarded from loss or unauthorized use. Management believes that this system of internal controls
has operated effectively for the year ended December 31, 2015. The Company has effective disclosure controls and
procedures to ensure timely and accurate disclosure of material information relating to the Company which complies with
the requirements of Canadian securities legislation.

The Board of Directors has approved the information contained in the financial statements. Their financial statement related
responsibilities are fulfilled mainly through the Audit Committee which is composed entirely of independent directors, and
includes at least one director with financial expertise. The Audit Committee meets regularly with management and the
external auditors to discuss reporting issues and ensures each party is properly discharging its responsibilities. The Audit
Committee also considers the independence of the external auditors and reviews their fees.

The financial statements have been audited by Ernst & Young LLP, Independent Registered Chartered Professional
Accountants, in accordance with Canadian generally accepted auditing standards on behalf of the shareholders.

(Signed) (Signed)

Cameron King Jeff Holmgren

President and Chief Executive Officer Senior Vice-President and Chief Financial Officer
April 5, 2016
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INDEPENDENT AUDITOR’S REPORT
To the Shareholders of Kaisen Energy Corp.:

We have audited the accompanying financial statements of Kaisen Energy Corp. (the “Company”), which comprise the
statements of financial position as at December 31, 2015 and 2014, and the statements of earnings (loss) and comprehensive
earnings (loss), statements of changes in shareholders’ equity and cash flows for the years then ended and a summary of
significant accounting policies and other explanatory information.

Management's Responsibility for the Financial Statements

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

Auditor's Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We conducted our audits in
accordance with Canadian generally accepted auditing standards. Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor's judgment, including the assessment of the risks of material
misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity's preparation and fair presentation of the financial statements 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 entity's internal control. An audit also includes evaluating the appropriateness of accounting policies
used and the reasonableness of accounting estimates made by management, as well as evaluating the overall presentation
of the financial statements.

We believe that the audit evidence we have obtained in our audits is sufficient and appropriate to provide a basis for our
audit opinion.

Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of Kaisen Energy Corp.
as at December 31, 2015 and 2014, and its financial performance and its cash flows for the years then ended in accordance
with International Financial Reporting Standards.

Chartered Professional Accountants

April 5, 2016
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Statements of Financial Position
As at December 31

(Cdns) 2015 2014
Assets
Cash & cash equivalents S 2,981,709 S 94,922
Accounts receivable (Note 4) 1,059,276 2,463,853
Prepaid expenses and deposits 464,989 453,204
Total current assets 4,505,974 3,011,979
Due from shareholder (note 16) 250,000 -
Property, plant and equipment (Note 6) 35,617,460 35,517,740
Total assets S 40,373,434 S 38,529,719
Liabilities
Accounts payable and accrued liabilities S 1,483,935 S 4,116,243
Bank debt (note 7) - 2,277,581
Total current liabilities 1,483,935 6,393,824
Asset retirement obligations (nvote 10) 6,798,773 6,567,254
Deferred tax liability (Note 13) 2,275,074 2,590,464
Total non-current liabilities 9,073,847 9,157,718
Total liabilities 10,557,782 15,551,542
Equity
Share capital (Note 11) 31,228,855 21,894,865
Contributed surplus (Note 11) 1,732,881 884,260
Retained earnings / (deficit) (3,146,084) 199,052
Total equity 29,815,652 22,978,177
Total liabilities and equity S 40,373,434 S 38,529,719

Commitments and contingencies (Note 15)

See accompanying notes to the financial statements

Approved by the Board of Directors

(Signed) (Signed)

Evan Hazell Cameron King

Chairman President, CEO and Director
April 5, 2016 April 5, 2016
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Statements of Earnings (Loss) and Comprehensive Earnings (loss)

Three months ended Twelve months ended
December 31, December 31,
(Cdns) (Unaudited)
2015 2014 2015 2014
Petroleum and natural gas sales S 2058562 S 9,123,917 S 12,953,714 S 27,979,325
Royalties (308,853) (2,316,061) (2,507,217) (6,976,514)
Revenue, net of royalties 1,749,709 6,807,856 10,446,497 21,002,811
Saskatchewan resource tax (51,880) (463,977) (502,574) (463,977)
Realized gain/(loss) on risk management contracts (Note 5) 650,659 771,485 1,622,977 (655,333)
Revenue, net of royalties and realized hedging gain/(loss) 2,348,488 7,115,364 11,566,900 19,883,501
Operating expenses 1,701,489 2,661,277 7,261,008 8,781,631
Transportation expenses 210,852 355,499 946,998 937,255
General and administrative expenses 386,028 831,105 2,178,394 2,751,404
Share-based compensation (Note 11) 260,325 173,426 760,632 688,327
Depletion and depreciation 813,782 1,795,090 4,128,428 4,963,471
Unrealized (gain)/loss on risk management contracts (Note 5) 570,312 (282,497) - -
Total expenses 3,942,788 5,533,900 15,275,460 18,122,088
Earnings / (loss) from operating activities (1,594,300) 1,581,464 (3,708,560) 1,761,413
Loss on sale of assets (Note 6) - 580,883 - 580,883
Finance charges (Note 8) 65,089 58,006 289,360 280,132
Earnings / (loss) before income taxes (1,659,389) 942,575 (3,997,920) 900,398
Current income tax expense/(recovery) (182,490) 401,236 (583,725) 403,477
Deferred income tax expense/(recovery) (47,963) 137,962 (69,058) 433,574
Total Income tax expense/(recovery) (Note 13) (230,453) 539,198 (652,783) 837,051
Net earnings / (loss) and comprehensive earnings / (loss) $ (1,428,936) S 403,377 $ (3,345,137) S 63,347
Net earnings / (loss) per share (Note 11)
Basic & diluted (50.07) $0.03 ($0.20) $0.01

See accompanying notes to the financial statements
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Statements of Cash Flows

Three months ended Twelve months ended
December 31, December 31,
(Cdn$) (Unaudited)
2015 2014 2015 2014
Cash provided by (used in)
Operating activities
Net earnings / (loss) for the period $ (1,428936) S 403,377 S (3,345,137) S 63,347
Add (deduct) items not affecting cash:
Depletion and depreciation expense 813,782 1,795,090 4,128,428 4,963,471
Accretion of asset retirement obligations (note 10) 37,435 41,168 147,777 152,119
Deferred income tax expense/(recovery) (47,963) 137,962 (69,058) 366,076
Share-based compensation (Note 11) 260,325 173,426 760,632 607,077
Loss on sale of assets (Note 6) - 485,258 - 485,258
Change in fair value of financial instruments (note 5) 570,312 (282,497) - -
Asset retirement liabilities settled (note 10) - - - (1,800)
204,955 2,753,784 1,622,642 6,635,548
Change in non-cash working capital (Note 12) (850,776) (3,345,508) (1,239,518) 315,148
Cash flow from (used in) operating activities (645,821) (591,724) 383,124 6,950,696
Financing activities
Increase / (decrease) in bank debt (4,213,940) 2,272,581 (2,277,581) 553,033
Proceeds from issuance of shares 10,000,000 - 10,000,000 7,893,242
Share issue costs (912,341) (5,000) (912,341) (190,127)
Loan to shareholder (250,000) - (250,000) -
Change in non-cash working capital (Note 12) - (40,000) - (68,480)
Cash flow from financing activities 4,623,719 2,227,581 6,560,078 8,187,668
Investing activities
Development of oil and gas properties (1,090,848) (3,190,261) (4,056,415) (15,639,191)
Net divestitures/(acquisitions) of oil and gas properties - 679,375 - 679,375
Corporate acquisitions - - - -
Change in non-cash working capital (Note 12) - (1,517,114) - (83,626)
Cash used in investing activities (1,090,848) (4,028,000) (4,056,415) (15,043,442)
Net change in cash during the period 2,887,050 (2,392,143) 2,886,787 94,922
Cash, beginning of the period 94,659 2,487,065 94,922 -
Cash, end of the period S 2,981,709 S 94,922 S 2,981,709 S 94,922
Supplementary disclosure
Cash interest paid $ 27,654 S 16,838 $ 141,583 $ 128,013
Cash taxes paid S - S 2,246 S - S 2,246

See accompanying notes to the financial statements
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Statement of Changes in Shareholders’ Equity

Retained
Share Capital Contributed Earnings / Total
(Cdns) (Note 11) Surplus (deficit) Equity
Balance at inception - - - -
Net earnings for the period from inception to December 31, 2013 - 119,675 119,675
Shares issued for cash 9,260,994 9,260,994
Flow through liability reclassification (251,086) (251,086)
Shares issued for capital equipment 33,600 33,600
Shares issued for corporate acquisition (Note 11) 5,032,898 5,032,898
Share issue costs (84,923) (84,923)
Share-based compensation — issued for services (Note 11) 166,668 166,668
Share-based compensation — stock options 228,919 228,919
Balance at December 31, 2013 14,158,151 228,919 119,675 14,506,745
Net earnings - - 63,347 63,347
Adjustment to opening retained earnings (Note 6) 16,030 16,030
Share issued for cash 7,893,242 - - 7,893,242
Shares issued for equipment 33,600 - - 33,600
Share issue costs (net of tax of $67,498) (190,128) - - (190,128)
Share-based compensation — stock options - 655,341 - 655,341
Balance at December 31, 2014 21,894,865 884,260 199,052 22,978,177
Net earnings / (loss) - - (3,345,137) (3,345,137)
Share issued for cash 10,000,000 - - 10,000,000
Share issue costs (net of tax of $246,332) (666,010) - - (666,010)
Share-based compensation — stock options - 848,621 - 848,621
Balance at December 31, 2015 31,228,855 1,732,881 (3,146,084) 29,815,652

See accompanying notes to the financial statements
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Notes to the Annual Financial Statements
For the three and twelve month periods ended December 31, 2015 and 2014

Corporate information:

Kaisen Energy Corp. (the “Company” or “Kaisen”) is a Calgary based energy company primarily focused on heavy oil
development and production in Saskatchewan. The Company was incorporated in Canada on November 6, 2012. The
Company’s principal place of business is located at 400, 522 — 11" Avenue S.W. Calgary, Alberta, Canada, T2R 0C8.

Basis of presentation

(a) Statement of compliance

These financial statements have been prepared in accordance with International Financial Reporting Standards (“IFRS”) as
issued by the International Accounting Standards Board (“IASB”). The reporting and the measurement currency is the
Canadian dollar. Management believes these financial statements present fairly the Company’s financial position, financial
performance and cash flows for the periods reported herein. The financial statements were approved by the board of
directors for release on April 5, 2016.

All three month periods presented in these financial statements are unaudited.

(b) Basis of Measurement

These financial statements have been prepared under the historical cost convention except for derivative financial
instruments and share-based compensation transactions which are measured at fair value. The methods used to measure
fair values are discussed in Note 4 — Financial Instruments and Risk Management.

(c) Use of Judgments, Estimates and Assumptions

The timely preparation of financial statements in conformity with IFRS requires management to make judgments, estimates
and assumptions that impact the carrying amounts of assets and liabilities and disclosure of contingent assets and liabilities
as at the date of the balance sheets as well as the reported amounts of revenue, expenses and cash flows during the periods
presented. Such estimates relate primarily to unsettled transactions and events as of the date of the financial statements.
Actual results could differ materially from estimated amounts.

Amounts recorded for depletion and depreciation expenses and amounts used for impairment test calculations are based on
estimates of crude oil reserves and future costs required to develop those reserves. Estimates and assumptions by
management are employed with respect to exploration and evaluation assets and cash-generating-units (“CGU’s").
Decommissioning liabilities are based on estimates of abandonment costs, timing of abandonment, forecast inflation and
risk-free interest rates. Stock-based compensation is based upon the expected volatility, estimated forfeiture rate and option
life estimates. The unrealized value of commodity price risk management contracts (if applicable) are based on valuations
from third party providers and verified by management. These judgments, estimates and assumptions are subject to
measurement uncertainty and changes to any of these items could materially impact the financial statements of future
periods. These estimates and underlying assumptions are reviewed on an ongoing basis.

(i) Depletion, Depreciation and Reserve Estimates

Depletion is based on the proved plus probable reserves as evaluated in accordance with National Instrument 51-101,
Standards of Disclosure for Oil and Gas Activities (“NI 51-101”) and incorporating the estimated future cost of development
and production. The process of estimating reserves is complex. It requires significant judgments and decisions based on
available geological, geophysical, engineering, and economic data. These estimates may change substantially as additional
data from ongoing development activities and production performance becomes available and as economic conditions
impacting oil and gas prices and costs change. The reserve estimates are based on current production forecasts, prices and
economic conditions. As circumstances change and additional data becomes available, reserve estimates also change.
Estimates made are reviewed and revised, either upward or downward, as warranted by new information. Revisions are
often required due to changes in well performance, prices, economic conditions and government restrictions.

Although every reasonable effort is made to ensure that reserve estimates are accurate, reserve estimation is not an exact
science. As a result, subjective decisions, new geological or production information and a changing environment may impact
these estimates. Revisions to reserve estimates can arise from changes in year-end oil and gas prices and reservoir
performance. Such revisions can be either positive or negative. Changes in reserve estimates impact the financial results of

Kaisen Energy Corp. Page 8



the Company as reserves and estimated future development costs are used to calculate depletion and are also used in
measuring fair value less costs to sell of property, plant and equipment for impairment calculation.

(ii) Determination of Cash-Generating Units

The determination of CGUs requires judgment in defining a group of assets that generate cash inflows that are largely
independent of the cash inflows from other assets or groups of assets. CGUs are determined by similar geological structure,
shared infrastructure, geographical proximity, commodity type, similar exposure to market risks and materiality.

(iii) Decommissioning Liabilities

Decommissioning and restoration costs will be incurred by the Company at the end of the operating life of certain of its
assets. The ultimate decommissioning and restoration costs are uncertain and cost estimates can vary in response to many
factors including changes to relevant legal and regulatory requirements, the emergence of new restoration techniques or
experience at other production sites. The expected timing and amount of expenditure can also change in response to changes
in reserves or changes in laws and regulations or their interpretation. As a result, there could be significant adjustments to
the provisions established which would affect future financial results. In the Company’s judgment, the most appropriate
discount rate to use is a weighted average risk free rate. The Company re-measures the provision at the end of each reporting
period to reflect the rates in effect at that time.

(iv) Impairment Indicators and Discount Rate

The recoverable amounts of CGUs and individual assets have been determined as the greater of an asset’s or CGU’s value-
in-use and fair value less costs to sell. These calculations require the use of estimates and assumptions and are subject to
changes as new information becomes available including information on future commodity prices, expected production
volumes, quantity of reserves and discount rates as well as future development and operating costs. It is reasonably possible
that the commodity price assumptions may change, which may impact the estimated life of the field and economical reserves
recoverable and may require a material adjustment to the carrying value of oil and natural gas assets. The Company monitors
internal and external indicators of impairment relating to its tangible assets.

(v) Stock Based Compensation

The Company measures the fair value of stock-based compensation based on grant dates using the Black- Scholes model
using estimates for expected volatility, forfeiture rate, and option life. Actual stock-based compensation may differ from
estimated amounts.

(vi) Income Taxes

The Company recognizes a deferred tax liability based on estimates of temporary differences between the book and tax value
of its assets. An estimate is also used for both the timing and tax rate upon reversal of the temporary differences. Actual
differences and the timing of reversals may differ from estimates, impacting the future income tax balance and net income.

Tax interpretations, regulations and legislation are subject to change. As such, income taxes are subject to measurement
uncertainty. Deferred tax assets are assessed by management at the end of each reporting period to determine the likelihood
that they will be realized from future taxable earnings.

Summary of Significant Accounting Policies
The accounting policies set out below have been applied consistently in these financial statements.

(a) Business Combinations

Business combinations are accounted for using the acquisition method. The cost of an acquisition is measured as the
aggregate of the consideration transferred at acquisition date fair value. Acquisition costs incurred are expensed. When the
Company acquires a business, it assesses the financial assets and liabilities assumed for appropriate classification and
designation in accordance with the contractual terms, economic circumstances and pertinent conditions as at the acquisition
date. Contingent consideration to be transferred by the Company is recognized at fair value at the acquisition date.
Subsequent changes to the fair value of contingent consideration recorded as a financial asset or liability are recognized in
accordance with IAS 39 Financial Instruments: Recognition and Measurement in net earnings (loss).
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(b) Property, Plant and Equipment

Property, plant and equipment is stated at cost, less accumulated depreciation and accumulated impairment losses and are
not depreciated until proved or probable reserves can be determined or until management determines that these costs have
been impaired.

The initial cost of an asset comprises its purchase price or construction cost, any costs directly attributable to bringing the
asset into operation, the initial estimate of the decommissioning obligation, and for qualifying assets, borrowing costs.

Expenditure on the construction, installation or completion of infrastructure facilities, pipelines and the drilling of
development wells, including unsuccessful development or delineation wells, is capitalized within property, plant and
equipment. The purchase price or construction cost is the aggregate amount paid and the fair value of any other
consideration given to acquire the asset. The capitalized value of a finance lease is also included within property, plant and
equipment. The Company does not capitalize interest expense.

A gain or loss arising on the disposal or retirement of fixed assets is determined as the difference between the sales proceeds
and the carrying amount of the asset and is recognized in the Statement of Earnings (Loss) for the relevant period.

Expenditure on major turnarounds comprises the cost of replacement assets or parts of assets and inspection and overhaul
costs. Where an asset or part of an asset is replaced and it is probable that future economic benefits will flow to the Company
from the replacement, the expenditure is capitalized and the replaced part is derecognized. Inspection and overhaul costs
relating to turnarounds and all other repairs and maintenance costs are expensed when incurred.

Well workover costs incurred to stimulate depleted wells are charged as an expense when incurred. Certain stimulation costs
which increase production and reserves, extending beyond one year, are capitalized in property, plant and equipment and
depleted over the economic life of the asset.

The Company assesses at each reporting date whether there is an indication that property, plant and equipment may be
impaired. If any indication exists, the Company estimates the asset’s recoverable amount using the methodology described
below.

(c) Impairment of Assets

Property, Plant and Equipment and Exploration and Evaluation Assets

The Company tests property, plant and equipment assets for possible impairment whenever events or changes in
circumstances indicate that the carrying value of an asset may not be recoverable, for example, changes in assumptions
relating to future prices, future costs and reserves. Individual assets are grouped for impairment assessment purposes at the
lowest level at which there are identifiable cash flows that are largely independent of the cash flows of other groups of assets,
known as a cash-generating unit. If any such indications of impairment exist, an estimate of its recoverable amount is made.
A CGU’s recoverable amount is the higher of its fair value less costs to sell and its value in use.

Exploration and evaluation assets are tested for impairment using the same methodology.

A previously recognized impairment loss is reversed only if there has been a change in the estimates or assumptions used to
determine the asset’s recoverable amount since the last impairment loss was recognized. If that is the case, the carrying
amount of the CGU is increased to its recoverable amount, not to exceed the carrying amount of what would have been
determined, net of depreciation, had no impairment loss been recognized for the CGU in prior years. Such a reversal is
recognized in net earnings (loss), following which the depreciation charge is adjusted in future periods to allocate the CGU’s
revised carrying amount, less any residual value, over its remaining useful life.

(d) Depletion and Depreciation

Oil and gas properties are depleted on a unit-of-production basis over the proved and probable reserves of the CGU. The
unit-of-production rate for the amortization of field development costs takes into account expenditures incurred to date,
together with estimated future development expenditures.

Corporate assets are generally depreciated on a straight-line basis over their estimated useful lives.

(e) Decommissioning Liability
Decommissioning liabilities are recognized when the Company has a statutory, contractual or legal obligation as a result of
past events, it is probable that an outflow of resources will be required to settle the obligation and a reliable estimate of the
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amount of the obligation can be made. A corresponding amount equivalent to the liability is recognized as part of the cost
of the related property, plant and equipment.

Estimated decommissioning liabilities are carried on the Statement of Financial Position at present value, calculated using a
weighted average risk free rate, accreted over time for the change in present value, with this accretion expense included in
finance costs on the Statement of Earnings (Loss). Actual expenditures incurred are charged against the accumulated
obligation. Any difference between the recorded decommissioning liability and the actual retirement costs incurred is
recorded as a gain or loss when the field is abandoned.

The resulting increase in capitalized costs due to the inclusion of the decommissioning liability is amortized to income on a
basis consistent with depletion and depreciation of the underlying assets. Subsequent changes in the estimated
decommissioning liabilities are capitalized and amortized over the remaining useful life of the underlying asset.

Liabilities for environmental costs are recognized when an obligation exists and the associated costs can be reliably
estimated. Generally, the timing of recognition of these liabilities coincides with the commitment to a formal plan of action
or, if earlier, on divestment or on closure of inactive sites. The amount recognized is the best estimate of the expenditure
required. Where the liability will not be settled for a number of years, the amount recognized is the present value of the
estimated future expenditure. These estimates are included in decommissioning liabilities.

(f) Cash and Cash Equivalents

Cash and cash equivalents include cash on deposit with banks and short-term investments with a maturity of 90 days or less.
Cash and cash equivalents are stated at cost, which approximates market value. When material and applicable, restricted
cash is reported separately on the statement of financial position.

(g) Accounts Receivable

Accounts receivable are recorded based on the Company’s revenue recognition policy. The allowance for doubtful accounts
is management’s best estimate of accounts receivable balances that may not be collectible, and is reviewed at each interim
period.

(h) Inventory

Inventory is valued at the lower of cost and net realizable value. Cost comprises direct purchase costs (including
transportation), production costs and taxes. Net realizable value is the estimated selling price in the ordinary course of
business, less applicable expected variable selling expenses.

(i) Financing Income and Charges

Finance income comprises interest earned on cash and cash equivalents and other income. Finance charges include interest
and other costs that the Company incurs in connection with the borrowing of funds, as well as accretion expense relating to
the Company’s decommissioning liabilities and impairment losses recognized on financial assets.

(j) Financial Instruments

Financial instruments are measured at fair value on initial recognition of the instrument, into one of the following five
categories: held-for-trading, loans and receivables, held-to-maturity investments, available-for-sale financial assets or other
financial liabilities. All financial assets and liabilities are recognized on the Statement of Financial Position when the Company
becomes a party to the contractual requirements of the instrument. All financial instruments are measured at fair value on
initial recognition. Transactions costs are included in the initial carrying amount of financial instruments except for held-for-
trading items, in which case they are expensed as incurred.

Subsequent measurement of financial instruments is based on their initial classification. Held-for-trading financial assets are
measured at fair value and changes in fair value are recognized in net earnings (loss). Available-for-sale financial instruments
are measured at fair value with changes in fair value recorded in other comprehensive income (loss) until the instrument is
derecognized or impaired. The remaining categories of financial instruments are recognized at amortized cost using the
effective interest rate method.

Accounts receivable and loan receivable from related parties are classified as loans and receivables, which are measured at
amortized cost. Accounts payable and accrued liabilities and obligations under finance lease are classified as other financial
liabilities, which are measured at amortized cost.
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For financial instruments that are not classified as held-for-trading, the transaction costs that are directly attributable to the
acquisition or issue of a financial instrument are adjusted to the fair value initially recognized for that financial instrument.
These costs are expensed using the effective interest rate method and are recorded within interest expense.

The Company has not entered into any financial derivative contracts, does not enter into these contracts for speculative
purposes, and has not recorded any assets or liabilities as a result of embedded derivatives.

(k) Taxes

The Company is a taxable entity under the Income Tax Act (Canada). Income tax expense is comprised of current and
deferred taxes. Current tax and deferred tax are recognized in profit or loss, except to the extent that it relates to items
recognized directly in equity or in other comprehensive income, or as part of a purchase option.

Current tax is the expected tax payable or receivable, calculated on the taxable income or loss for the period, using tax rates
enacted or substantively enacted at the reporting date. Current tax assets and liabilities are offset if there is a legally
enforceable right to offset and the amounts can be settled on a net basis.

Deferred tax is recognized using the liability method for temporary differences at the reporting date between the carrying
amounts of assets and liabilities for financial reporting purposes and the amounts used for taxation purposes. Deferred tax
is not recognized for:

e Temporary differences on the initial recognition of assets and liabilities in a transaction that is not a business
combination and that affects neither accounting nor taxable profit or loss;

e Temporary differences related to investments in subsidiaries and jointly controlled entities to the extent that they
will not reverse in the foreseeable future; and

e Taxable temporary differences arising on the initial recognition of goodwill, 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.

Deferred tax assets are recognized to the extent that it is probable future taxable profits will be available for their utilization.

(I) Revenue Recognition

Petroleum and natural gas sales are recognized as the Company’s share of the fair value of the consideration received or
receivable when the significant risks and rewards of ownership have been transferred, which is when title passes from the
Company to the customer. Royalty payments to the Government and other mineral interest owners, transportation
expenses and all taxes collected from customers that are remitted to the Government are reported separately.

(m) Share-Based Payments

The Company accounts for share-based compensation using the fair-value method of accounting for stock-options and
performance warrants (collectively referred to as “Rights”) granted to directors, officers, employees and consultants using
the Black-Scholes option-pricing model. Share-based compensation expense is recorded over the vesting period with a
corresponding amount reflected in reserve for share-based compensation. Share-based compensation expense is calculated
as the estimated fair value for the related Rights at the time of grant, amortized over their vesting period. When Rights are
exercised, the associated amounts previously recorded as reserve for share-based compensation are reclassified to common
share capital.

(n) Per Share Information

Basic net earnings (loss) per share is calculated by dividing the income or loss attributable to common shareholders of the
Company by the weighted average number of common shares outstanding during the period. Diluted net earnings (loss) per
share is determined by adjusting the income or loss attributable to common shareholders and the weighted average number
of common shares outstanding for the effects of dilutive instruments such as options granted to employees, except when
the effect would be anti-dilutive.

(o) Accounting Standards and Interpretations Issued but Not Yet Effective

There are ongoing IFRS standards and interpretation developments which may apply to future periods. These IFRS
developments may result in future changes to our existing accounting policies and other note disclosures. Management is
currently assessing the impact of adopting these standards, however the impact of these changes is not expected to be
material to the Company’s financial statements and therefore no further disclosure of IFRS developments have been made
herein.
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(p) Flow-through shares

Resource expenditures for income tax purposes related to exploration and development activities funded by flow-through
share arrangements are renounced to investors in accordance with income tax legislation. A deferred liability is recognized
for the difference between the value ascribed to the flow-through shares issued and the value that would have been received
for common shares at the date of announcement of the flow-through shares. The deferred liability is drawn down as the
Company incurs qualifying expenditures. Any difference between the deferred liability set up for the premium on the flow-
through shares and the tax effect on the renounced expenditures is recognized in profit or loss as a deferred tax expense.

Financial Instruments and Risk Management

(a) Classification and Measurement
Kaisen’s financial instruments on the Balance Sheet are carried at amortized cost with the exception of cash and risk
management contracts, which are carried at fair value. As at December 31, 2015 and 2014, no significant differences existed
between the carrying value of financial instruments and their estimated fair values.

All of Kaisen’s cash and risk management contracts are transacted in active markets. Kaisen classifies the fair value of these
transactions according to the following hierarchy based on the amount of observable inputs used to value the instrument.

e Level 1 — Quoted prices are available in active markets for identical assets or liabilities as of the reporting date.
Active markets are those in which transactions occur in sufficient frequency and volume to provide pricing
information on an ongoing basis.

e Level 2—Pricinginputs are other than quoted prices in active markets included in Level 1. Prices in Level 2 are either
directly or indirectly observable as of the reporting date. Level 2 valuations are based on inputs, including quoted
forward prices for commodities, time value and volatility factors, which can be substantially observed or
corroborated in the marketplace.

e Level 3 — Valuations in this level are those with inputs for the asset or liability that are not based on observable
market data.

Kaisen’s cash (and cash equivalents if any), and risk management contracts have been assessed on the fair value hierarchy
described above. Kaisen’s cash is classified as Level 1 and risk management contracts as Level 2. Assessment of the
significance of a particular input to the fair value measurement requires judgment and may affect the placement within the
fair value hierarchy level.

(b) Risks Associated with Financial Assets and Liabilities

The Company has exposure to the following risks from its use of financial instruments:
e Credit risk
e Liquidity risk
e Market risk

This note presents information about the Company’s exposure to each of the above risks.

Credit risk
Credit risk is the risk of financial loss to the Company if a counterparty to a financial instrument fails to meet its contractual
obligations. The carrying amounts of cash and accounts receivable represent the maximum credit exposure to the Company.

All of the Company’s crude oil and natural gas production is sold, as determined by market based prices adjusted for quality
differentials, to midstream companies and intermediate producers. Receivables from customers are normally collected
approximately 25 days following the month of production. As at December 31, 2015, approximately 99% of the Company’s
accounts receivables were with one crude oil marketing counterpart to whom the Company sells its production. The
Company has not experienced any collection issues with its crude oil sales and therefore has not recorded an allowance for
doubtful accounts as at December 31, 2015.

Liquidity risk
Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they become due. Kaisen’s
financial liabilities on the statement of financial position consist of accounts payable and accrued liabilities and bank debt.
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With consideration to currently low commodity prices, the Company believes it currently has adequate cash flows and
working capital to discharge its current financial obligations and to service its bank debt (which as at December 31, 2015 was
nil.)

Market risk
Market risk is the risk that fluctuations in commodity prices, interest rates and foreign currency rates will affect the
Company’s net earnings (loss) and comprehensive income (loss) or the value of its financial assets and liabilities.

(a) Commoadity price risk
The price Kaisen receives for its oil production fluctuates continuously and, for the most part, is beyond the Company’s
control. A $1.00 change in the US denominated WTI price would impact the Company’s revenues (utilizing the
December 2015 production average of 850 barrels per day) by approximately $26,000 per month. The Company’s
2015 risk management contract expired on December 31, 2015. Refer to Note 17 - Subsequent events for risk
management contracts entered into subsequent to the year end.

(b) Interest rate risk
At December 31, 2015, the Company has no liabilities recorded on its balance sheet that are subject to interest rates.

(c) Foreign currency risk
Foreign currency risk is the risk that the fair value of future cash flows of a financial instrument will fluctuate as a
result of changes in foreign currency exchange rates. The Company is exposed to foreign currency fluctuations as
crude oil prices are denominated in US dollars. A $0.01 change in the US dollar to Canadian dollar exchange rate
would impact the Company’s revenues (utilizing the December 2015 production average of 850 barrels per day) by
approximately $6,000 per month. The Company had no foreign exchange forward rate contracts in place as at or
during the period ended December 31, 2015.

Risk Management Contracts

The following is a summary of all risk management contracts in place during the year, all of which expired on December 31,
2015:

Type Period Volume Price/unit Index
Fixed — sell (Swap) February 2015 — December 2015 350 bbl/d CADS$76.40 WTI
Fixed — sell (Swaption)(®) January 2016 — December 2016 700 bbl/d CADS$80.00 WTI

(1) Counterparty held an option to exercise the contract by the expiry deadline of 4pm (MST) on December 31, 2015

As at December 31, 2015, the fair value associated with Kaisen’s risk management contracts was nil (nil at December 31,
2014) due to the expiry of all hedge contracts on December 31, 2015. The Company recorded a realized gain of $650,659
and $1,622,977 for the Quarter and Year respectively. The change in fair value during the Quarter produced an unrealized
loss of $570,312 ($282,497 gain in same quarter in 2014) and nil for the Year and the prior year, as the remaining value of
the contract was unwound at expiry.
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6.  Property, plant and equipment

Oil and Gas Corporate Total
Cost Assets Assets Assets
Balance, December 31, 2013 26,935,933 48,112 26,984,045
Development expenditures 15,666,202 4,394 15,670,596
Net asset acquisitions/(divestitures) (1,438,708) - (1,438,708)
Change in asset retirement obligation 584,092 - 584,092
Capitalized general and administrative costs 269,989 - 269,989
Capitalized stock based compensation 48,264 - 48,264
Balance, December 31, 2014 S 42,065,772 S 52,506 S 42,118,278
Development expenditures 3,774,478 11,949 3,786,427
Change in asset retirement obligation 83,743 - 83,743
Capitalized general and administrative costs 269,989 - 269,989
Capitalized stock based compensation 87,988 - 87,988
Balance, December 31, 2015 S 46,281,970 S 64,455 S 46,346,425
Accumulated depletion and depreciation
Balance, December 31, 2013 S (1,763,484) S (42,131) S (1,805,615)
Depletion and depreciation (4,941,235) (22,236) (4,963,471)
Asset divestiture 168,548 - 168,548
Reclassification (42,875) 42,875 -
Balance, December 31, 2014 (6,579,046) (21,492) (6,600,538)
Depletion and depreciation (4,115,602) (12,826) (4,128,428)
Balance, December 31, 2015 $  (10,694,648) S (34,318) S (10,728,966)
Net book value
Balance, December 31, 2013 S 25,172,449 S 5,981 S 25,178,430
Balance, December 31, 2014 S 35,486,726 S 31,014 S 35,517,740
Balance, December 31, 2015 S 35,587,322 S 30,137 S 35,617,460

In October 2014, Kaisen divested of approximately 23 boe per day of non-operated gas weighted production for proceeds of
$950,000 ($854,375 net of sales costs), resulting in a loss of $580,883 ($485,258 non-cash loss). In December of 2014, Kaisen
acquired non-producing heavy oil properties for $175,000.

During the three and twelve month periods ended December 31, 2015, the Company capitalized general and administrative
expenses in the amount of $67,497 and $269,989 respectively (same amounts in the prior year) and capitalized share based
compensation expense in the amount of $38,294 and $87,988 respectively (517,877 and $48,264 respectively in prior year),
relating to development activities. Future development costs associated with proved and probable undeveloped reserves of
$58,051,600 (584,546,000 in the prior year) are included in the depletion calculation net of salvage values of $1,644,000
(51,624,000 in the prior year) for the year. No other costs have been included or excluded from property plant and
equipment in the determination of depletion and depreciation expense.

As a result of declining commodity prices for crude oil, an impairment test was carried out at December 31, 2015 on Kaisen’s
CGU’s. The estimated recoverable amounts were based on fair value less costs of disposal calculations using a discount rate
determined based on an estimated industry weighted cost of capital, and the following forward commodity price estimates:
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WTI Cushing Ok Western Canadian Canadian$/US$

Year (USS/bbl) Select (CadS$/bbl) Exchange rates
2016 45.00 45.26 0.750
2017 60.00 57.96 0.800
2018 70.00 65.88 0.830
2019 80.00 75.11 0.850
2020 81.20 77.03 0.850
2021 82.42 78.19 0.850
2022 83.65 79.36 0.850
2023 84.91 80.55 0.850
2024 86.18 81.76 0.850
2025 87.48 82.99 0.850
2026 88.79 84.23 0.850

Escalation rate of 1.5% thereafter

A sensitivity analysis for impairment has not been calculated due to the absence of any reasonable changes in assumptions that
could be material to the outcome.

For the years ended December 31, 2015 and 2014, no impairment was recorded. The recoverable amount of the Company’s
CGU’s was $134.0 million, determined using a discount rate of 10% before tax. The fair value less cost to dispose value used
to determine the recoverable amount of the CGU’s are classified as Level 3 fair value measurements. Refer to Note 4 for
information on fair value hierarchy classifications.

Bank Debt
The Company has a revolving bank operating credit facility of $5,500,000. The next borrowing base review was scheduled
for January 31, 2016, however this review is not expected to be completed until later in April 2016.

The operating facility is payable in full on demand by the lender, and the lender may terminate the availability thereof
(including any undrawn portion) at any time without notice, therefore the loan facility have been classified by the Company
as a current liability on the statement of financial position. Prime-based loans are available through the operating facility at
prime plus 1.25% per annum.

At December 31, 2015, there were no amounts drawn on the facility (52,277,581 at December 31, 2014, including a negative
cash balance). Total net working capital at December 31, 2015 was a surplus of $3,022,039 ($3,381,845 total net debt
(including bank debt) in the prior year).

The facility is subject to a financial covenant wherein the working capital ratio at no time shall fall below 1.00:1. Working
capital is defined under the lending agreement to include current assets plus any undrawn availability under the operating
facility, less current liabilities less any amount currently drawn under the facility (if applicable). As at December 31, 2015,
the working capital ratio was 7.6:1 as such, the Company was compliant with this financial covenant. A demand debenture
on all the assets of the Company has been provided as collateral for the facility.

Finance Charges

Three months ended Year ended

December 31, December 31,

2015 2014 2015 2014

Interest and financing charges on bank debt $ 27654 S 16,838 $ 141,583 S 128,013
Accretion of asset retirement obligations 37,435 41,168 147,777 152,119
Finance charges $ 6508 S 58,006 $ 289360 S 280,132
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10.

Capital Management
The Company’s policy is to maintain a strong capital base in order to provide flexibility in the future development of the
business and to maintain the confidence of investors and lenders.

The Company periodically reviews certain quantitative measures of its capital structure in order to understand its position
relative to industry peers. The Company does not set certain limits or ranges with respect to these quantitative measures.
The Company is not subject to any external restrictions on its capital structure with exception to covenants in place with the
Company’s lender (refer to note 7). There have been no material changes in the Company’s approach to capital management
during the year ended December 31, 2015.

Kaisen has a secured operating credit facility in the amount of $5,500,000. Management closely monitors debt leverage
against internally imposed borrowing limits to ensure the Company maintains financial flexibility and balance sheet strength
sufficient to manage unforeseen events and/or opportunities as they arise.

As at December 31, 2015, the Company had a no debt and a net working capital surplus (current assets net of current
liabilities) of $3,022,039 ($3,381,845 net debt including working capital deficit in the prior year), with an additional
$5,500,000 ($7,700,000 in the prior year) of borrowings available under the credit facility. Furthermore, Kaisen has
$10,000,000 of currently undrawn equity available under its arrangements with Azimuth Capital Management in connection
with the private placement offering that closed on November 12, 2015 (see note 11a).

Beyond the capital resources available to the Company, Kaisen has the ability to adjust its capital structure through the
issuance of new equity and/or debt and by making adjustments to its capital expenditure program to the extent that capital
expenditures are not committed.

Asset Retirement Obligations

The total future asset retirement obligations were estimated by management based on the expected cost to abandon and
restore its net ownership interest in the well sites and the facilities and the estimated timing of the costs to be incurred in
future periods. The Company has estimated that the total undiscounted amount of cash flows required to settle its asset
retirement obligations at December 31, 2015 was $8,523,851 (58,414,973 in the prior year) which will be incurred over the
next 10-15 years with the majority of costs incurred between 2018 and 2024. In the prior year, the Company reduced the
assumed risk free interest rate from 2.50% to 2.22%, reflecting the lower Canadian interest rates at year end. Reserve life
assumptions were also modified to reflect the estimated reserves life of the Company’s wells. The combined impact of the
change in assumptions was a reduction in the liability of $25,035. An inflation rate of 2.0% to inflate the estimated future
costs to abandon the wells remained unchanged. A reconciliation of the changes to the asset retirement obligations during
the periods were as follows:

Three months ended Year ended

December 31, December 31,
2015 2014 2015 2014
Balance, beginning of period $ 6,719,217 $ 6,451,372 $ 6,567,254 $ 5,821,251
Liabilities incurred 42,121 160,156 83,742 681,126
Liabilities acquired/divested - (60,407) - (60,407)
Asset retirement liabilities settled - - - (1,800)
Change in estimates - (25,035) - (25,035)
Accretion 37,435 41,168 147,777 152,119
Balance, end of period S 6,798,773 S 6,567,254 S 6,798,773 S 6,567,254
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11.

(a)

(b)

a)

b)

(a)

Share Capital

Authorized
The Company is authorized to issue an unlimited number of voting common shares

The Company is authorized to issue an unlimited number of special voting shares

Common shares, issued and outstanding

Year ended Year ended

December 31, 2015 December 31, 2014

Shares Amount Shares Amount

Balance, beginning of period 15,420,029 S 21,894,865 11,895,122 $ 14,158,151
Issued for cash (a) 8,000,000 S 10,000,000 3,508,107 S 7,893,242
Issued for acquisition of equipment (b) - - 16,800 S 33,600
Share issue costs (net of tax of $246,332) - S (666,010) - S (190,128)
Balance, end of period 23,420,029 S 31,228,855 15,420,029 S 21,894,865

On November 12, 2015, the Company closed a private placement to Azimuth Capital Management for an aggregate of
8,000,000 Common Shares, 8,000,000 put and call obligations ("Put and Call Obligations") and 8,000,000 special voting shares
("Special Voting Shares"), for total gross proceeds of $10,000,000 ($9,087,659 net of share issuance costs.)

i each Put and Call Obligation sets forth the rights of the Company to cause the holder (“Azimuth”) thereof to
subscribe for, or the right of the holder thereof to cause the Company to issue and sell, one Common Share at an
issue price of $1.25 per share pursuant to the terms of the put and call obligation agreement on or prior to the
expiry time set forth therein;

ii. each Special Voting Share entitles Azimuth to notice of and to attend and vote at all meetings of shareholders of
the Company but not providing any rights in respect of liquidation, dissolution or winding up or any entitlement to
dividends; and

iii. For every common share of the Company issued in accordance with the terms of the Put and Call Obligations, an
equal number of Special Voting Shares will be cancelled.

On September 5, 2014, the Company issued 3,508,107 common shares valued at $2.25 per share for total proceeds of
$7,893,242. Share issue costs totaled $257,626.

In 2014, 16,800 common shares of the Company valued at $2.00 per share were issued to a key equipment supplier
representing the difference between the wholesale and retail price of equipment required for the Company’s drilling
program, wherein the Company paid cash for the wholesale value of subject equipment.

Share Based Compensation

Stock Option Plan

The following table summarizes Kaisen’s stock option plan and activity during the year ended December 31, 2015.

Year ended Year ended

December 31, 2015 December 31, 2014

Weighted Weighted

Number Average Number Average

of Options  Exercise Price of Options Exercise Price

Balance, beginning of period 1,448,000 $1.46 1,043,000 $1.08
Granted - - 470,000 $2.25
Exercised - - (65,000) $1.00
Balance, end of period 1,448,000 $1.46 1,448,000 $1.46
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(b)

Outstanding stock options

Exercisable stock options

Exercise Number of options Weighted average Weighted Number of Weighted
price outstanding remaining  average exercise price options  average exercise
($/share) contractual life ($/share) exercisable price
($/share)

$1.00 893,000 2.6 $1.00 595,333 $1.00
$2.00 85,000 2.7 $2.00 56,667 $2.00
$2.25 470,000 3.7 $2.25 156,667 $2.25
1,448,000 2.9 $1.46 808,667 $1.31

In the prior year on September 5, 2014, 65,000 options with an exercise price of $1.00 were net-settled in cash to the option
holder based on a then current market value of $2.25 per share. Accordingly, $19,364 was reclassified from contributed
surplus to a cash settled liability on the statement of financial position along with a further $61,886 of share based
compensation expense which combined comprised the total amount of the cash settlement of $81,250. The full amount of
the liability was settled with the option holder on September 5, 2014. The cash settlement of stock options is not available
at the election of the option holder and in this instance was viewed as a one-time offering by the Company. As such there
has been no contemplation for a change in the accounting policy for the equity treatment of the Company’s stock option

plan.

Performance Warrants

The following table summarizes Kaisen’s performance warrants plan and activity during the year ended December 31, 2015.

Year ended Year ended

December 31, 2015 December 31, 2014

Weighted Weighted

Number Average Number Average

of warrants Exercise Price of warrants Exercise Price

Balance, beginning of period 1,780,999 $2.00 1,780,999 $2.00
Cancelled (1,780,999) $2.00 - -
Granted 5,780,999 $1.91 - -
Balance, end of period 5,780,999 $1.91 1,780,999 $2.00

On November 12, 2015, the Company granted 4,000,000 performance warrants to employees, directors and contractors
serving in the capacity of employees of the Company. These performance warrants vest upon a qualifying liquidity event,

expire in 5 years and have exercise prices as follows:

Performance warrants granted # Exercise price
Series 1 1,000,000 $1.50
Series 2 1,000,000 $1.75
Series 3 1,000,000 $2.00
Series 4 1,000,000 $2.25
Total 4,000,000 $1.88

Also on November 12, 2015, the Company approved the cancellation of the existing outstanding 1,780,999 performance
warrants and re-issued the same number of performance warrants under the new performance warrants plan, retaining
the same exercise price ($2.00) with revised vesting and expiry terms consistent with the terms of the new performance
warrants granted. The cancellation of these warrants and the re-granting of the same number of performance warrants
under revised terms, has been accounted for as a modification of incentive units in accordance with IFRS 2. The
incremental expense attributed to the modified performance warrants will be amortized to share based compensation
expense over the expiry period of the new performance warrants granted.
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12,

Outstanding performance warrants

Exercisable performance warrants

Exercise  Number of perf. Weighted average Weighted Number of perf. warrants Weighted average
price warrants remaining  average exercise exercisable exercise price
($/share) outstanding contractual life price ($/share) ($/share)
$1.50 1,000,000 4.9 $1.50 - -
$1.75 1,000,000 4.9 $1.75 - -
$2.00 2,780,999 4.9 $2.00 - -
$2.25 1,000,000 4.9 $2.25 - -
5,780,999 4.9 $1.91 - -
Per share information

The following table summarizes the weighted average shares used in calculating net earnings per share:
Three months ended Year ended
December 31, December 31,
2015 2014 2015 2014
Basic 19,767,855 15,420,029 16,515,920 13,036,439
Diluted 19,767,855 16,123,473 16,515,920 13,739,883

For the purpose of calculation net loss per diluted share (for the three and twelve month periods ended December 31, 2015),
none of the outstanding options and performance warrants are included as these instruments were anti-dilutive as at

December 31, 2015.

Contributed Surplus

Three months ended Year ended

December 31, December 31,

2015 2014 2015 2014

Balance, beginning of period $ 1,434,262 $ 692,957 $ 884,260 $ 228,919
Share based compensation 298,619 191,303 848,621 674,705
Exercise of stock options R - - (19,364)
Balance, end of period $ 1,732,881 $ 884,260 $ 1,732,881 $ 884,260

Share based compensation recorded to contributed surplus differs from Share based compensation expense due to the
inclusion of capitalized share based compensation of $38,294 for the Quarter (517,877 in the same quarter of 2014) and
$87,988 for the Year (548,264 in 2014). In the prior year, $19,364 was reclassified from contributed surplus to a cash
settled liability on the statement of financial position along with a further $61,886 of share based compensation expense in

connection with the exercise of 65,000 options on September 5, 2014.

Change in Non-Cash Working Capital
The net change in working capital is comprised of:

Three months ended Year ended

December 31, December 31,
2015 2014 2015 2014

Non-cash working capital

Accounts receivable S (49,215) S 426,280 $ 1,643,387 S (600,194)
Prepaid expenses and deposits 235,421 212,356 (11,787) (71,775)
Accounts payable and accrued liabilities (1,036,982) (5,541,258) (2,871,118) 835,011
Change in non-cash working capital S  (850,776) $ (4,902,622) $ (1,239,518) ¢ 163,042
Related to operating activities S  (850,776) S (3,345,508) S (1,239,518) S 315,148
Related to financing activities - (40,000) - (68,480)
Related to investing activities - (1,517,114) - (83,626)
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13.

Income Taxes

The tax provision differs from the amount computed by applying the combined Canadian federal and provincial statutory

income tax rates to earnings before tax expense as follows:

December 31,

2015 2014
Earnings/(loss) before income taxes $  (3,997,920) $ 900,398
Canadian statutory tax rate 27.0% 26.2%
Expected income tax/(recovery) at statutory rates (1,079,438) 235,904
Effect on income tax of:
Stock based compensation 189,481 180,342
Flow through share renouncement - 242,349
Other 237,174 178,456
Total current and deferred income tax expense/(recovery) $  (652,783) $ 837,051

December 31,

2015 2014
Deferred tax assets:
Non-capital losses 290,937 -
Decommissioning liability 1,835,669 S 1,720,620
Other 39,747 81,179
Share issuance costs 305,635 -
Deferred tax liabilities:
Capital assets in excess of tax value (4,747,062) (4,392,263)
Net deferred tax liability (2,275,074) S (2,590,464)
The Company’s estimated tax pools are as follows:
December 31,
2015 2014
Canadian oil and gas property expense $ 2,967,756 S 3,021,514
Canadian exploration expense 640,890 -
Canadian development expense 4,901,792 5,306,187
Capital cost allowance 9,525,311 10,425,678
Non-capital losses 1,077,543 -
Other 1,132,850 309,843
$ 20,246,142 S 19,063,222

14. Major Customers

The majority of the credit exposure on accounts receivable at December 31, 2015 pertains to accrued revenue for December
2015 production volumes. Kaisen typically sells its heavy oil production to two separate oil and natural gas marketing
companies. These marketing companies remit amounts to Kaisen typically on or about the 25th day of the month following
the production month. Approximately 93% of outstanding accounts receivable at December 31, 2015 are from one of these
marketing companies, all of which was received subsequent to the year end. Kaisen did not have any other customers from
which it had outstanding accounts receivable greater than 10 per of the total outstanding balance at December 31, 2015. As
at December 31, 2015, the Company is confident in the collectability of its’ receivables and therefore has not recorded an
allowance for doubtful accounts.
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15.

16.

17.

Commitments and Contingencies

Following is a summary of Kaisen’s contractual obligations and commitments as at December 31, 2015:

(S thousands) Total 2016 2017 2018 2019 2020
Office lease S 649 S 143 $142 $160 $172 $32
Sub lease agreement (4) (4) - - - -

S 645 S 139 $142 $160 $172 $32

Related Party Transactions

The corporate secretary (and small shareholder) of the Company is a partner of the Company's legal counsel, Burnet,
Duckworth & Palmer LLP ("BDP"). For the Year, $278,430 ($132,835 in the prior year) was invoiced from BDP all of which
was payable at the year end. Costs incurred for the current year pertain to general corporate matters and share issuance
expenses in connection with the Company’s private placement share offering which closed on November 12, 2015. Prior
year costs relate to general corporate matters, share issuance costs in connection with a private placement in July 2014, and

legal costs associated with property acquisitions and dispositions.

On December 23, 2015, the Company provided a loan in the amount of $250,000 to a shareholder on competitive commercial
interest bearing terms with a maturity period of 5 years. Accrued interest is payable on the maturity date. The loan has

been recorded as a long term receivable on the statement of financial position.

Subsequent events

Subsequent to the year end, the Company entered into a financial derivative contract to fix the price of a portion of the

Company’s heavy oil production as follows;

Type Period Volume Price/unit (1) Index
Fixed — sell (Swap) April 1, 2016 — December 31, 2016 100 bbl/d CADS56.00 WTI-NYMEX
(1) Based on Canadian dollar equivalent of US denominated West Texas Intermediate - NYMEX
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