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Interim Condensed Financial Statements  
Unaudited 

Three Months Ended March 31, 2011 and 2010 
 
 
 

  
 
 
 

Management’s Report 
 
The accompanying unaudited interim condensed financial statements of Ironhorse Oil & Gas Inc. for the 
three month ended March 31, 2011 have been prepared by management and were approved by the Board of 
Directors of the Company.  These financial statements have not been reviewed by the Company’s external 
auditors.   
 
Dated June 23, 2011 
 
 
On behalf of Ironhorse Oil & Gas Inc.  
 
 
 
 
signed “Larry J. Parks”      signed “Rob Solinger” 
 
Larry J. Parks       Rob Solinger 
President & Chief Executive Officer     Vice President, Finance & 
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Ironhorse Oil & Gas Inc. 
Unaudited 

Interim Statements of Financial Position  
 
 

 March 31 December 31 January 1 
($000s)  Notes 2011 2010 2010 

   (Note 15) 
 

(Note 15) 

Assets  
 

 

   Current assets  
 

 

 Cash  $ 294 $ 23 $ 345 

 Accounts receivable  2,527 2,259 
 

1,009 

  2,821 2,282 
 

1,354 

   Assets held for sale 5 11,062 - 
 

- 

  13,883 2,282 
 

1,354 

   Exploration and evaluation assets 4 5,684 5,041 
 

3,327 

   Property and equipment 5 23,922 36,968 
 

31,810 

  $ 43,489         $ 44,291 $ 36,491 

Liabilities     

   Current liabilities    

 Accounts payable and accrued liabilities  $ 1,622 $ 867 $ 2,513 

 Credit facility 6 15,850 16,264  8,750 

 Flow-through obligation 9 528 528  503 

  18,000 17,659  11,766 

Decommissioning liabilities 7 1,309 2,515  2,220 

Deferred income taxes 8 2,284 2,299  2,012 

  21,593 22,473  15,998 

Shareholders’ Equity      

 Common shares 9 29,883 29,884  25,768 

 Contributed surplus  1,869 1,797  1,423 

 Deficit  
          
(9,856)  (9,863)   (6,698) 

  21,896 21,818  20,493 

  $ 43,489 $ 44,291 $ 36,491 
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Ironhorse Oil & Gas Inc. 
Unaudited 

Interim Statements of Income (Loss) and Comprehensive Income (Loss) 
 
 

 
 

   Three months ended March 31 
($000s except per share)  Notes 2011                            2010 

    (Note 15) 

Revenue    

      Petroleum and natural gas revenues  $ 2,915 $ 2,838 

      Royalties   (991)  (649) 

   1,924  2,189 
       

Expenses      

 Operating and transportation   571  349 

 Exploration and evaluation   -  1 

 Depletion and depreciation    726  579 

 Impairment    -  4,000 

 General and administrative 10,11  312  335 

 Interest   238  160 

 Accretion 7  13  23 

 Stock-based compensation 9  72  180 

   1,932  5,627 

      

Loss before taxes   (8)  (3,438) 

Taxes     

 Deferred income tax reduction 8  15  549 

Income (loss) and comprehensive income (loss)  $ 7 $ (2,889) 
Income (loss) and comprehensive income (loss) per 
share    

 Basic and diluted 9 $ - $ (0.12) 
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Ironhorse Oil & Gas Inc. 
Unaudited 

Interim Statements of Changes in Equity 
 
 

 

     
  

  

 ($000s)  Notes 
Number of 

Common Shares 
Common 

Shares 
Contributed 

Surplus  Deficit 

Total 
Shareholders’ 

Equity  

January 1, 2010 15 24,186,081      $    25,768 1,423              (6,698)         $      20,493 

 Exercise of stock options  58,000 37                   (15) - 22 

 Shares repurchased for cancellation             (24,400)                   (24)                     (5) -                      (29) 

 Share issue costs  -                     (8) - -                         (8) 

 Tax effect of share issue costs  - 1 -  1 

 Stock-based compensation  - - 180 - 180 

 Loss for the period  - - -              (2,889)                 (2,889) 

March 31, 2010 15 24,219,681 25,774 1,583              (9,587) 17,770 

       Issued for cash on financing  3,683,143 5,156 - - 5,156 

       Premium on flow-through shares  -                 (737) - -                    (737) 

       Share issue costs  -                (397) - -                    (397) 

       Tax effect of share issue costs  - 114 - - 114 

       Shares repurchased for cancellation            (27,000)                  (27) 2 -                      (25) 

       Stock-based compensation  - - 212 - 212 

       Loss for the period  - - -                 (276)                    (276) 

December 31, 2010 15 27,875,824 29,883 1,797              (9,863) 21,817 

 Stock-based compensation  - - 72 - 72 

 Income for the period  - - -                   7                            7 

March 31, 2011  27,875,824        $    29,883 1,869              (9,856) $     21,896 
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Ironhorse Oil & Gas Inc. 
Unaudited 

Interim Statements of Cash Flow 
 
 
 
 

 
 

 Three months ended March 31 
  
  ($000s)  2011 2010 

Operating activities 
    

(Note 15) 

 Net income (loss) for the period $ 7 $ (2,889) 

 Adjustments for     

 Exploration and evaluation  -  1 

 Depletion and depreciation   726  579 

 Impairment of property and equipment  -  4,000 

 Deferred income tax reduction  
                       
(15)  (549) 

 Accretion  13  23 

 Stock-based compensation  72  180 

 Funds from operations  803  1,345 

 Changes in non-cash working capital  (38)  (1,207) 

     765  138 

Financing activities    

 Credit facility borrowings  (414)  3,175 

 Exercise of stock options  -  37 

 Purchase of common shares for cancellation  -  (43) 

  (414)  3,169 

Investing activities   

 Exploration and development  (604)  (7,470) 

 Change in non-cash working capital  524  3,840 

  (80)  (3,630) 

Change in cash  271  (323) 

Cash, beginning of the period  23  345 

Cash, end of the period $ 294 $ 22 
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Ironhorse Oil & Gas Inc. 
Unaudited 

Notes to Interim Financial Statements  
March 31, 2011 and 2010 

 

 

1.  Corporate Information 
 

Ironhorse Oil & Gas Inc. (“Ironhorse” or the “Company”) is incorporated under the Business Corporations Act 

of Alberta and headquartered at 1000, 324 -8th Avenue SW, Calgary, Alberta. The Company’s shares are 

listed on the TSX Venture Exchange under the symbol IOG. V. Ironhorse is engaged in the exploration for, 
development and production of petroleum and natural gas reserves in western Canada. 

 

2. Basis of Preparation 
 

a) Statement of Compliance 
 
These condensed interim financial statements (“Financial Statements”) of the Company have been prepared 

by management in accordance with International Accounting Standard 34 - Interim Financial Reporting (“IAS 

34”). These Financial Statements do not include all of the information required for full annual financial 
statements. These are the Company’s first International Financial Reporting Standards (“IFRS”) Financial 

Statements. Note 15 provides an explanation of how the transition to IFRS has affected the previously 

reported financial position and results from operations. These Financial Statements have been prepared in 
accordance with IFRS currently issued and expected to be effective as at and for the year ended December 

31, 2011, the date of the Company’s first annual reporting. Any subsequent changes to IFRS reflected in the 

Company’s annual financial statements could result in restatement of these interim financial statements. 
 

These Financial Statements were authorized for issuance by the Board of Directors on June 23, 2011. 

 
b) Basis of Measurement 
 
These Financial Statements have been prepared on a historical cost basis with some exceptions in 
accordance with IAS 34 and are presented in Canadian dollars, with all values rounded to the nearest 

thousand except when indicated otherwise.  
 

c) Use of Estimates and Judgments 
 

The preparation of financial statements 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 judgments are continuously evaluated and are based on management’s experience and other 

factors, including expectations of future events that are believed to be reasonable under the circumstances. 

However, uncertainty about these assumptions and estimates could result in outcomes that require a material 
adjustment to the carrying amount of the asset or liability in future periods.   
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Ironhorse Oil & Gas Inc. 
Unaudited 

Notes to Interim Financial Statements  
March 31, 2011 and 2010 

 
 

Specifically, amounts recorded for depletion, depreciation and amortization expense, decommissioning 

liabilities, deferred income taxes, stock-based fair value measurements and amounts used in impairment tests 
are based on estimates. These estimates include petroleum and natural gas reserves, future petroleum and 

natural gas prices, future interest rates and future costs associated with developing petroleum and natural gas 

reserves. The process of estimating reserves is complex and requires significant interpretation and judgment. 
It is affected by economic conditions, production, operating and development activities and is based on 

available geological, geophysical, engineering and economic data. Reserves are annually evaluated by the 

Company’s independent reserve evaluators. Future development costs are based on assumptions and costs 
estimates required for the commercial production of reserves and may include drilling wells and constructing 

facilities.  

 

3. Significant Accounting Policies 

 

The accounting policies set out below have been applied consistently to all years presented in these Financial 
Statements. 

 
a) Property and Equipment and Exploration and Evaluation Assets  
 
i. Pre-license costs 

 

Pre-license costs are expenditures incurred before obtaining the legal rights to explore for the petroleum and 

natural gas reserves in a specific area. These costs, the most significant of which is the acquisition and 

interpretation of seismic data, are expensed in the period in which they are incurred, as they do not meet the 
definition of an asset under IFRS. 

 
ii. Exploration and evaluation (“E&E”) costs 

 
Land acquisition costs and expenditures directly associated with drilling and evaluating exploratory wells 
including directly attributable administrative costs are capitalized as E&E assets. The costs are accumulated 
by area and remain capitalized until the Company has chosen to discontinue all exploration activity in the area. 
Successful exploration activities, which establish technically feasible and commercially viable petroleum and 
natural gas reserves, result in the reclassification of E&E costs to petroleum and natural gas properties. 
Technical feasibility and commercial viability is established when proved and probable reserves are 
determined to exist. A review of each area is carried out at least annually to ascertain whether proved and 
probable reserves have been discovered and to assess the capitalized E&E costs for impairment.  

 

iii. Property and equipment costs 
 

Property and equipment costs include drilling, completion and equipping expenditures, production facilities and 
pipelines and directly attributable general and administrative cost are capitalized to petroleum and natural gas 
properties.  
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Ironhorse Oil & Gas Inc. 
Unaudited 

Notes to Interim Financial Statements  
March 31, 2011 and 2010 

 
 

 
Drilling credits earned under government incentive programs are recorded as a reduction of the petroleum and 
natural gas properties. 

 
Gains and losses on the dispositions of petroleum and natural gas properties are determined by comparing the 
sale proceeds with the carrying amount of the asset. 

  

iv. Depletion and depreciation 
 

The capitalized petroleum and natural gas costs plus future development costs, if any, are depleted and 

depreciated using the unit-of-production (“UOP”) method based on the Company’s interest in proved plus 
probable reserves of petroleum and natural gas calculated before royalties.  Estimated proved plus probable 

reserves are based on reports prepared by independent engineering consultants.  Petroleum substances are 

converted to volumes of energy equivalent barrels of oil at a conversion rate of six thousand cubic feet (“mcf”) 
of natural gas to one barrel of crude oil. 

 

The calculation of the UOP rate of amortization could be impacted to the extent that actual production in the 
future is different from the current forecast production based on proved plus probable reserves. This would 

result from significant changes in any of the factors or assumptions used in estimating reserves. 

 
v. Impairment test 

 

Development costs net of accumulated depletion and depreciation are grouped into cash generating units 
(“CGU”). The Company has grouped its development assets into the following CGU’s: Hamilton Lake, Jedney, 

Leon Lake, Pembina and Shackleton. 

 
The Company performs an impairment test whereby the carrying value of its petroleum and natural gas 

properties is compared at the end of each reporting period to a recoverable amount. The recoverable amounts 

for the CGU and individual assets have been determined based on the higher of value-in-use calculations and 
fair values less costs to sell. These calculations require the use of estimates and assumption. It is reasonably 

possible that the oil or gas price assumption may change, which may then impact the estimated life of the field 

and may require a material adjustment to the carrying value of tangible assets. The Company monitors internal 
and external indicators of impairment relating to its tangible and intangible assets. 

The recoverable amount is an estimate of the discounted future net cash flow before tax from the production of 

proved plus probable reserves less the cost to develop properties. Cash flow is estimated using forecast 
prices, less estimated costs directly associated with the development, production and sale of reserves. Net 

cash flows are discounted to their present value using a discount rate that reflects the markets assessments of 

the time value of money and the risks specific to the asset. E&E assets are assessed for impairment when 
they are reclassified to petroleum and natural gas properties and also if facts and circumstances suggest that 

the carrying amount exceeds the recoverable amount. 
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Ironhorse Oil & Gas Inc. 

Unaudited 
Notes to Interim Financial Statements  

March 31, 2011 and 2010 
 

 
b) Assets Held for Sale 
 

Non current assets are classified as held for sale if their carrying amounts will be recovered through a sale 

transaction rather than through continued use. This condition is met when the sale is highly probable and the 
asset is available for immediate sale in its present condition. 

 

Non current assets classified as held for sale are measured at the lower of their carrying amount and fair 
value less costs to sell, with impairments recognized in the profit or loss in the period. 

 
c) Decommissioning Liabilities 
 

The Company recognizes decommissioning liabilities for future obligations associated with the retirement of 

petroleum and natural gas properties. The amount recognized is the net present value of the estimated future 
expenditures determined in accordance with current requirements and technologies.  The decommissioning 

liability is calculated based on current cost estimates to reclaim and abandon wells and facilities, inflated to the 

estimated retirement date and then discounted using a risk free discount rate. The liability is recorded in the 
period that the obligation is created with a corresponding increase in the carrying value of the related asset. 

The liability is progressively accreted over time as the effect of discounting unwinds, creating an expense 

recognized as part of financing costs. 
 

In subsequent periods, the liability is adjusted for the change in present value and any changes in the amount 

or timing of the underlying future cash flows required for settlement of the obligation with a corresponding 
charge to property and equipment.  Adjustments to the ARO liability are a normal occurrence as changes in 

estimates with respect to amount and timing of the costs will occur over time. 

 
d)  Joint Ventures 

 

Substantially all of the Company’s petroleum and natural gas exploration and development activities are 
conducted jointly with other industry partners and accordingly, these financial statements reflect only the 

Company’s proportionate interest in such activities. 

 
e)  Income Taxes 

 

The Company uses the liability method for accounting for deferred income taxes.  Under this method, the 
Company records future income tax assets and liabilities based on any differences between the accounting 

and the tax basis of an asset or liability using the currently enacted tax rates on the balance sheet date.  The 

effect on future tax assets and liabilities of a change in tax rates is recognized in net income in the period when 
the change is substantially enacted into law.  A valuation allowance is recorded against any future income tax 

assets if it is probable that the asset will not be realized. 
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Ironhorse Oil & Gas Inc. 
Unaudited 

Notes to Interim Financial Statements  
March 31, 2011 and 2010 

 
 

f) Flow-through Shares 
 

The Company has financed some of its exploration and development activities through the issuance of 

common shares on a flow-through basis, pursuant to the terms of a flow-through financing the tax deductions 

associated with the resource expenditure are renounced to investors in accordance with income tax legislation. 
The Company allocates the proceeds received from the flow-through financing between the offering of shares 

and the sale of a tax benefit. The amount recorded in share capital is based on the current market price of the  

shares and the difference is recorded as a current liability. The deferred tax liability is recognized when the 
expenditures are incurred and renouncement is probable. The flow-through share liability is reversed at that 

time and the difference between the amount of the deferred tax liability and the flow-through share liability is 

charged to deferred income tax expense. 
 
g)  Normal Course Issuer Bid (“NCIB”) 
 

Pursuant to the terms of the current NCIB, Ironhorse may repurchase common shares on the open market for 

cancellation. The difference between cost to repurchase the common shares and the average carrying value 

of the shares is charged to contributed surplus. 
 
h) Stock-based Compensation 
 

In accordance with the Company’s stock option plan stock options may be granted to directors, officers, 

employees and consultants. The Company follows the fair value method to record the compensation expense 

for stock options granted under its stock option plan.  Under this method, the Company estimates the fair value 
of stock options using the Black-Scholes option pricing model on the date of granting. Key components of the 

Black-Scholes model include estimates with respect to share price volatility; a risk free discount rate, option 

forfeitures and the expected life. Over the vesting period, the Company records stock-based compensation 
expense on the Statement of Income with a corresponding increase to contributed surplus. When stock 

options are exercised, the amortized portion of the value of the stock option is transferred from the contributed 

surplus to the share capital account.  
 
i) Revenue Recognition 
 

Revenue from the sale of petroleum and natural gas is recognized when deliveries of the products are made to 

third parties and collection is reasonably assured. 

 
j)  Per Share Information 
 

Basic and diluted per share amounts are calculated based on the weighted average number of shares 
outstanding for each period. Common shares issued during the period are included in the weighted average 

number of common shares from the date the consideration is received by the Company.  
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Ironhorse Oil & Gas Inc. 
Unaudited 

Notes to Interim Financial Statements  
March 31, 2011 and 2010 

 
 

The weighted average number of diluted common shares outstanding is calculated using the treasury stock 

method which assumes that any proceeds received from in-the-money stock options would be used to buy 
back common shares at the average market price for the period.  Anti-dilutive items are not included in the 

calculation. 
 

k) Financial Instruments 
 

Financial Instruments are classified as held for trading, held to maturity, loans and receivables, available for 
sale, and other liabilities.  All of these classifications are measured initially at fair value, with subsequent 

measurements at amortized cost, except instruments held for trading or available for sale.  Amortized cost is 

calculated using the effective interest rate method.   
 

Changes in the amortized cost are recognized into income through amortization using the effective interest 

method or when the instrument is impaired or derecognized.  Any related transactions costs are recognized 
into net income in the period incurred. 

 

Financial instruments held for trading are subsequently measured at fair value, with gains and losses 
recognized in net income in the period they arise. 

 

Financial instruments available for sale are subsequently measured at fair value, with gains and losses arising 
recorded in comprehensive income.  Theses gains and losses are recognized into net income when the 

instrument is sold, impaired, or derecognized. 
 

4. Exploration and Evaluation assets (“E&E”) 
 

E&E assets consist of the Company’s exploration projects which are pending the determination of proved 
and probable reserves. 

 

As at March 31, 2011, exploration and evaluation assets are comprised of $4.3 million in undeveloped land 
and $1.3 million in intangible exploration and evaluation assets.   

 

E&E Cost   

January 1, 2010  $ 3,327 

Additions   8,962 

Exploration and evaluation expense   (12) 

Transfers to petroleum and natural gas properties   (3,236) 

December 31, 2010   9,041 

Additions   643 

Exploration and evaluation expense   - 

Transfers to petroleum and natural gas properties   - 

March 31, 2011  $ 9,684 
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Ironhorse Oil & Gas Inc. 
Unaudited 

Notes to Interim Financial Statements  
March 31, 2011 and 2010 

 
 

 

E&E Accumulated impairment   

January 1, 2010 $ - 

Impairment       (4,000) 

December 31, 2010       (4,000) 

Impairment  - 

March 31, 2010 $      (4,000) 

 

E&E Carrying amount   

January 1, 2010 $ 3,327 

December 31, 2010  5,041 

March 31, 2011 $ 5,684 
 

5. Property and Equipment 
 

Cost   

January 1, 2010 $ 31,810 

Additions  5,072 

Transfers from E&E  3,236 

Changes in decommissioning liabilities  - 

December 31, 2010  40,118 

Additions          (39) 

Transfers from E&E  - 

Transfers to assets held for sale    (11,062) 

Changes in decommissioning liabilities      (1,219) 

March 31, 2011 $ 27,798 

 

 

Accumulated depletion, depreciation and impairment   

January 1, 2010 $ - 

Depletion and depreciation     (2,850) 

Impairment        (300) 

December 31, 2010      (3,150) 

Depletion and depreciation        (726) 

March 31, 2010 $     (3,876) 

 

Carrying amount   

January 1, 2010 $ 31,810 

December 31, 2010  36,968 

March 31, 2011 $ 23,922 
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Ironhorse Oil & Gas Inc. 
Unaudited 

Notes to Interim Financial Statements  
March 31, 2011 and 2010 

 
 

During the period ended March 31, 2011 the Company capitalized nil (2010 - $0.2 million) of general and 

administrative expenses. Estimated future development costs of $10.1 million (March 31, 2010 – $8.7 million) 
were included in the calculation of depletion and depreciation for the period ended March 31, 2011. 

 

The Company has recorded drilling credits of $0.4 million as a reduction of property and equipment 
(December 31, 2010 $0.4 million). 

 

As at March 31, 2011, the Company commenced a process to sell its interest in the Shackleton, 
Saskatchewan gas property therefore the carrying value of the property was reclassified to assets held for 

sale. The marketing process for the property is expected to be concluded in July 2011. 

 

6. Credit Facilities 
 

At March 31, 2011 the Company had a $17 million revolving demand credit facility (December 31, 2010 - $17 

million) with a Canadian financial institution. Draws against the credit facility are made by way of direct 
advances or guaranteed notes. Direct advances bear interest at the financial institution’s prime lending rate 

plus 2.25%, guaranteed notes bear interest at a base rate of 3.75% plus an applicable fee.  

The monthly unused portion of the credit facility is subject to an annualized fee of 0.80%. The credit facility is 
secured by a general security agreement providing a first floating charge over all of the Company’s assets. 

The credit facility is reviewed annually with the next review scheduled review to occur prior to July 31, 2011.  

 
 

7.     Decommissioning Liabilities 
 

 March 31 December 31 

 2011 2010 

Beginning of the period  $     2,515 $     2,220 

New liabilities - 217 

Disposition of liabilities - (17) 

Change in estimates (1,219) - 

Accretion expense 13 95 

End of the period      $    1,309 $     2,515 

 
Ironhorse’s decommissioning liabilities result from the net ownership interests in petroleum and natural gas 

assets including well sites, gathering systems and production equipment. The Company estimates the total 

undiscounted amount to settle the Company’s decommissioning liabilities is $2.3 million (December 31, 2010 - 
$3.5 million). These costs are expected to be incurred over the next 25 years with the majority of the costs 

being incurred between 2026 and 2029. A risk free rate of 4% and an inflation rate of 2% were used to 

calculate the present value of the decommissioning liabilities.  
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Ironhorse Oil & Gas Inc. 
Unaudited 

Notes to Interim Financial Statements  
March 31, 2011 and 2010 

 
 

8. Deferred Income Taxes 
 

The deferred income tax reduction differs from the amount that would be computed by applying the basic 

combined Federal and Provincial income tax rates to loss before taxes. The differences result from the 

following items: 
 
 

  Three months ended March 31 

              2011 2010 

Net loss before tax                 $           8              $     3,438 

Current statutory income tax rate 27.5% 29.0%

Anticipated tax reduction               $           2          $        997 

Add (deduct)   

 Non-deductible stock-based compensation                         (20)                          (52) 

 Other non-deductible charges                           (12)                           8         

 Reversal of Flow through Share Premium -                       (430) 

 Effect of change in income tax rate    45                         26 

Deferred income tax reduction                  $        15              $        549 

 

9. Shareholders’ Equity 
 

The Company is authorized to issue an unlimited number of common shares. The holders of common shares 

are entitled to one vote per share and to receive dividends as declared by the company. 

   a)   Financings 
 

On April 15, 2010, the Company completed a brokered private placement of 3,683,143 common shares issued 
on a flow-through basis at a price of $1.40 per share for gross proceeds of $5.2 million. Issue costs were $0.4 

million with a tax impact of $0.1 million. Pursuant to the terms of the placement the Company is obligated to 

incur $5.2 million of qualifying Canadian exploration expenditures prior to December 31, 2011. The 
expenditures were renounced to the investors in February of 2011 with an effective date of December 31, 

2010.  As at March 31, 2011, the Company had incurred $1.5 million of qualifying Canadian exploration 

expenditures and needed to incur $3.7 million of additional qualifying Canadian exploration expenditures prior 
to December 31, 2011. 

 

   b)   Stock-based compensation 
 

The Company has a stock option plan that entitles officers, directors, employees and consultants to acquire 

common shares in the Company.  The number of stock options outstanding at any point in time is limited to 
10% of the common shares then outstanding.    
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Ironhorse Oil & Gas Inc. 

Unaudited 
Notes to Interim Financial Statements  

March 31, 2011 and 2010 
 

 

The following tables summarize information about the Company’s stock options outstanding as at March 31, 
2011: 

 

      Number of options Weighted average exercise price 

December 31, 2010 2,370,817 $1.04 

 Granted  200,000 0.40 

 Forfeited (131,917) 2.00 

March 31, 2011 2,438,900 $0.94 

 
 

Range of 

exercise prices 

Weighted 

average 

exercise price Number of options Remaining contractual life (years) 

$0.40 – 0.50 0.40 875,250 4.7 

0.51 – 1.50 1.20 1,468,650 2.9 

1.51 – 2.00 1.60 80,000 2.1 

2.01 – 2.95 2.95 15,000 0.1 

$0.40 – 2.95 0.94 2,438,900 3.5 

 
 

The stock-based compensation expense is calculated based on the fair value of the stock options on the date 

of grant using the Black-Scholes pricing model. The following assumptions were applied by the Company in 
this calculation for options granted in the period: 
 

 

  Three months ended March 31 

    2011 2010 

Dividend yield  nil nil 

Volatility  50-70% 50-70% 

Risk-free rates  2-3% 2-3% 

Pre-vesting forfeiture rate   8% 8% 

Expected life – years   3-5 3-5 
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Ironhorse Oil & Gas Inc. 

Unaudited 
Notes to Interim Financial Statements  

March 31, 2011 and 2010 
 

 

c)    Per share amounts 
 

 The following table summarizes the weighted average common shares used in calculating net loss per share: 

 
  Three months ended March 31 
    2011 2010 

Weighted average number of shares - basic   27,875,824 24,213,782 

Effect of dilutive stock options   - - 

Weighted average number of shares - diluted   27,875,824 24,213,782 

 
No options to purchase common shares were included in the calculation because in a net loss position all 

options are considered anti-dilutive.  
 

10.     Related Party Transactions 
 

The Company, Grizzly Resources Ltd. (“GRL”) and Copper Island Resources Ltd. (“CRL”) are considered 

related by virtue of common management. The Company, GRL and CRL are also significant joint venture 
partners in Ironhorse’s operating areas. The Company has entered into a management contract with GRL to 

provide technical and administrative services. The management fee is a flat fee of $50,000 per month for 

technical and administrative services plus a portion of the salaries paid by GRL to the Company’s senior 
officers based on the time spent.   

 

The inter-company balances between the Company and GRL were as follows: 
 

 March 31 December 31 

 2011 2010 

Accounts receivable  $           762        
        

$           11 

Accounts payable          $           260               $              - 

 

The amounts outstanding at March 31, 2011 were settled in May 2011. 

 
Management fees paid to GRL were as follows: 

        
 Three months ended March 31 

   2011  2010 

Fees expensed to G&A               $         170   $         161 

Fees capitalized  - 244 

Management fees               $         170  $         405 
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Ironhorse Oil & Gas Inc. 
Unaudited 

Notes to Interim Financial Statements  
March 31, 2011 and 2010 

 
 

The Company has entered into an agreement with CRL to acquire a 50% working interest in 19.75 sections of 

land in Central Alberta which is prospective for Viking formation oil. Ironhorse and CRL have agreed to pool 
their respective land holdings, on the basis of initial acquisition cost, in order to complete the pooling 

agreement Ironhorse must make a payment of $1.7 million prior to July 9, 2011. 

 
11.   General and Administrative Expenses  

 
 

 Three months ended March 31 

   2011  2010 

Salaries and benefits $        57          $         65 

Other 112 141 

Management fees 170 405 

Capitalized overhead - (244) 

Operating recoveries  (27) (32) 

General and administrative expenses $      312        $       335 

 

12.    Management of Capital Structure 
 

Ironhorse’s strategy is to maintain a capital structure which will sustain the growth of the Company and retain 
creditor and investor confidence. Ironhorse’s capital structure includes shareholders’ equity, credit facilities and 

working capital.  In managing its capital structure, the Company considers future investments and acquisition 

opportunities; the current level of credit available from the Company’s lender; the amount of credit that may be 
obtainable from the Company’s lender as a result of changes in reserve values; the availability of other 

sources of debt; the sale of assets; adjustments to the current capital expenditures program; and issuance of 

new share equity.  The Company’s objective is to maintain a flexible capital structure that will allow it to 
execute its capital expenditures program, including exploration and development of its oil and gas properties 

and acquisition and disposition transactions which all carry varying amounts of risk.  Ironhorse continually 

strives to balance the proportion of debt and equity in its capital structure to take into account the level of risk 
being incurred in its capital expenditures program.  Ironhorse may from time to time, issue shares, sell 

properties or adjust its capital spending to manage current and projected debt levels.   

 
The methods used by the Company to monitor capital is based on the ratio of net debt to annualized funds 

from operations and also the ratio of net debt to the maximum amount of the Company’s credit facility.   The 

first net debt ratio is calculated as net debt, defined as current assets less assets held for sale minus current 
liabilities less flow-through share obligation, divided by annualized funds from operations which is calculated 

as the current quarter ended funds from operations times four.   

 The second net debt ratio is calculated as net debt divided by the credit facility available.  Ironhorse’s current 
strategy is to maintain a ratio of net debt to annualized funds from operations of no more than 2.0 to 1.0 and its 

ratio of net debt to credit facility availability at less than 90%.  The ratios may increase at certain times as a 

result of capital expenditures, which are necessary to bring new reserves on production, and commodity prices 
being significantly lower than those used in the budget.  The annual and updated budgets are based on  
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current commodity prices and production rates.  As at March 31, 2011, Ironhorse’s ratio of net debt to 

annualized funds from operations was 4.8 to 1.0 (December 31, 2010 – 6.7 to 1.0) which is well outside the 
Company’s optimal ratio due to sustained low natural gas prices for the past two years and further delays with  

 

respect to placing the Pembina oil wells on production. The Company expects to be outside its self imposed 
optimal ratio until such time as one or a combination of the following changes occurs: gas prices increase, the 

Pembina oil wells are on production and/or the Company receives an infusion of cash from the sale of one or 

more of its properties. The Company is currently marketing its working interest in the Shackleton gas property. 
The Company’s ratio of net debt to credit facility availability was 86% (2009 – 87%), which was within the 

range established by the Company. This ratio is expected to go higher in 2011 when the Company completes 

its annual review of its existing credit facility as the amount available on the credit facility is expected to 
decrease. 

 

The Company's share capital is not subject to external restrictions but the Company does have financial 
covenants in regards to its credit facility. The credit facility requires the Company to maintain a working capital 

ratio of not less than 1:1 for the period of April to December and permits a maximum working capital deficit of 

$1 million for the period of January to March. The working capital ratio is calculated as current assets plus 
unused portion of the credit facility divided by current liabilities excluding any amount drawn under the credit 

facilities. The Company has complied with these financial covenants. 

 
 

 March 31 December 31 

 2011 2010 

Current assets less assets held for sale $       2,822             $      2,282        

Current liabilities less flow-through share obligations 17,472 17,131 

Net debt  14,650 14,849 

Annualized funds flow from operations 3,084 $      2,216       

Ratio of net debt to annualized funds flow  4.8 6.7 

   

Credit facility availability $     17,000 $    17,000 

Ratio of net debt to credit facility availability  0.86 0.87 

 
 

13.   Financial Instruments 
 

Financial instruments consist of recorded amounts for cash, deposits, accounts receivable which will result in 

future cash receipts, as well as accounts payable, accrued liabilities and credit facilities which will result in 
future cash outlays. In management's opinion, the Company’s carrying values for: cash, accounts receivable, 

accounts payable, accrued liabilities and credit facilities approximate their fair values due to the immediate or 

short-term maturity. 
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Fair value measurement of assets and liabilities recognized on the balance sheet are categorized into levels 

within a fair value hierarchy based on the nature of valuation inputs.  The fair value hierarchy has the following 

levels: 
�

Level 1: Quoted prices in active markets for identical assets or liabilities; 
 
Level 2: Inputs other than quoted prices included in Level 1 that are observable for the asset or liability, 

either directly or indirectly; 
 
Level 3: Inputs for asset or liabilities that are not based on observable market data. 
 
Cash and cash equivalents and bank indebtedness are classified as Level 2. 
�

Credit risk 

 

Credit risk is the potential financial loss to the Company if a customer or joint venture partner is unable to meet 

its contractual obligations and arises principally from the Company’s accounts receivable with respect to the 
sale of petroleum and natural gas.  The Company’s petroleum and natural gas is marketed on behalf of the 

company by Grizzly under standard industry terms. In order to mitigate credit risk, Grizzly markets its 

petroleum and natural gas to various established credit worthy purchasers. 
 

At March 31, 2011 accounts receivable were $2.5 million, of which $1.1 million relates to accrued revenue for 

the month of March, $0.3 million relates to accrued drilling incentive credits, $0.9 million is receivable from joint 
venture partners and the remaining balance is made up of various smaller account balances. The amounts 

outstanding, excluding the drilling incentive credits, were settled by June. 
 
Interest rate risk 
 

The Company’s credit facilities bear interest at the lender’s prime rate plus 2.25%. Fluctuations in the prime 
rate will result in changes to the monthly interest expense. Assuming an average loan balance drawn on the 

revolving operating facility of $15 million, a change in the interest rate of 0.50% will result in a $75,000 change 

in the annual interest expense. 
�

�

Foreign exchange rate risk 
 

The Company is exposed to the risk of changes in the Canadian/U.S. dollar exchange rate on sales of 

commodities that are denominated in U.S. dollars or directly influenced by U.S. dollar benchmark prices.  As of 
March 31, 2011 Ironhorse had no accounts receivable or accounts payable denominated in foreign currencies. 
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Liquidity risk 
 

Liquidity risk is the potential for the Company to have difficulty in meeting its obligations associated with 

financial liabilities as they become due. Ironhorse financial liabilities consist of accounts payable, financial 

instruments, and bank debt. All of the Company’s financial liabilities have contractual maturities of less than 
one year and accounts payable are processed within normal payment terms.  

 

Ironhorse prepares an annual budget which is monitored and updated throughout the year. Occasionally the 
Company enters into fixed price contracts with respect the sale of a portion of its production to protect its cash 

flow from commodity price declines.  
 

The Company’s approach to managing liquidity risk is to meet its obligations when due through a mix of 

available cash and credit facilities.  Budgets and forecasts are prepared based on reasonable assumptions 

about production, pricing, royalty structure and estimated future capital expenditures.  These assumptions are 
updated on a regular basis.  The budgets and forecasts are reviewed on an ongoing basis in order to identify 

future cash and financing requirements.  The Company does not have sufficient cash and credit to fund its 

2011 drilling program. In order to finance its 2011 drilling program Ironhorse is selling its Shackleton property 
and pursuing alternative financing arrangements. 

�

�

 
Commodity price risk  
     

The Company produces petroleum and natural gas which have historically been subject to fluctuations in price. 

Currently, the Company’s production is weighted to natural gas, an increase of CDN $0.25 per mcf in the price 

of natural gas would increase net income by approximately $65,000 for the three months ended March 31, 
2011 based on natural gas production for the first three months of 2011. A similar decrease in commodity 

prices would have the opposite impact. 
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14.  Supplemental Cash Flow Information 

 
 Three months ended March 31 

 2011 2010 

Source/(use) of cash   

      Accounts receivable            $      (269)          $       (558)      

      Accounts payable and accrued liabilities 755 3,191 

          $       486           $      2,633 

Relating to:   

      Operating activities          $         (38)          $     (1,207) 

      Investing activities 524 3,840 

          $       486        $       2,633   

 
 
 
15.  First-time Adoption of IFRS 
 

These are the Company’s first Financial Statements for the period covered by the first annual financial 
statements to be prepared in accordance with IFRS.   

 

The accounting policies in Note 3 have been applied in preparing these Financial Statements for the period 
ended March 31, 2011, and the comparative information for the three months ended March 31, 2010 and for 

the year ended December 31, 2010. 

 
IFRS employs a conceptual framework which is similar to Canadian GAAP; however, significant differences 

exist in certain areas of recognition, measurement and disclosure. An explanation of how the transition from 

Canadian GAAP to IFRS has affected the Company’s financial position and results from operations is set out 
in the following tables. The transition from Canadian GAAP to IFRS has not affected the Company’s cash 

flows. 
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     Key first-time adoption exemptions applied 
 

       IFRS 1 First-time Adoption of IFRS allows first-time adopters certain exemptions from retrospective   

restatement of certain IFRS. 

 
The Company has applied the following exemptions: 

 

• Petroleum and natural gas properties on the balance sheet were recorded and measured on a full cost 
basis in accordance with Canadian GAAP. The Company has elected to measure its properties at the 

amount determined under Canadian GAAP as at January 1, 2010. Costs included in the full cost pool 

were allocated on a pro-rata basis to the underlying areas on the basis of total proved plus probable 
reserve values before tax discounted at 10% as at January 1, 2010. ARO liabilities were measured using 

the risk free rate with a corresponding entry to the opening deficit.  

 
• IFRS 2 Share-based payments was not applied to stock options granted after November 2002 that vested 

before January 2010. 
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Balance sheet reconciliation from Canadian GAAP to IFRS at date of transition - January 1, 2010  
 

  
 
 

Notes  
Canadian 

GAAP  

Effect of  
transition 

to IFRS  IFRS 

Assets 
 

 
     

 
 

 
     

Current assets  
 

 
     

Cash 
 

$ 345 $ - $ 345 

Accounts receivable  
 

 1,009  -  1,009 

 
 

 1,354  -  1,354 

Exploration and evaluation assets  
 

1  -  3,327  3,327 

Property and equipment 
 

2  35,137  (3,327)  31,810 

 
 

$ 36,491 $ - $ 36,491 

Liabilities  
 

      

Current liabilities  
 

      

Accounts payable and accrued liabilities  
 

$ 2,513 $ - $ 2,513 

Flow-through obligation 
 

4  -  503  503 

Credit facility 
 
  8,750  -  8,750 

 
 

 11,263  503  11,766 

Decommissioning liabilities 
 

3  1,343  877  2,220 

Deferred income taxes 
 

4,5  2,258  (246)  2,012 

 
 

 14,864  1,134  15,998 

Shareholders’ equity 
 

      

Common shares 
 

4  24,919  849  25,768 

Contributed surplus 
 

 1,423  -  1,423 

Deficit 
 

4,5,8  (4,715)  (1,983)  (6,698)

 
 

 21,627  (1,134)  20,493 

 
 

$ 36,491 $ - $ 36,491 
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Balance sheet reconciliation from Canadian GAAP to IFRS under Canadian GAAP - March 31, 2010 
 
  

 
Notes 

 
Canadian 

GAAP  

Effect of  
transition 

to 
IFRS  IFRS 

Assets 
 

 
     

 
 

 
     

Current assets  
 

 
     

Cash 
 

$ 22 $ - $ 22 

Accounts receivable  
 

 1,567  -  1,567 

 
 

 1,589  -  1,589 

Exploration and evaluation assets  
 

1  -  1,565  1,565 

Property and equipment 
 

2  40,894  (4,287)  36,607 

 
 

$ 42,483 $ (2,722) $ 39,761 

Liabilities  
 

      

Current liabilities  
 

      

Accounts payable and accrued liabilities  
 

$ 5,705 $ - $ 5,705 

Flow-through obligation 
 

4  -  -  - 

Credit facility 
 
  11,925  -  11,925 

 
 

 17,630  -  17,630 

Decommissioning liabilities 
 

3  1,366  1,022  2,388 

Deferred income taxes 
 

4,5  2,961  (987)  1,974 

 
 

$ 21,957 $ 35 $ 21,992 

Shareholders’ equity 
 

      

Common shares 
 

4  23,993  1,781  25,774 

Contributed surplus 
 

 1,476  107  1,583 

Deficit 
 

4,5,8  (4,943)  (4,645)  (9,588) 

 
 

 20,526  (2,757)  (9,588) 

 
 

$ 42,483 $ (2,722) $ 39,761 
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Balance sheet reconciliation from Canadian GAAP to IFRS at the end of the last reporting year under Canadian 
GAAP - December 31, 2010 
 
  

 
Notes 

 
Canadian 

GAAP  

Effect of  
transition 

to 
IFRS  IFRS 

Assets 
 

 
     

 
 

 
     

Current assets  
 

 
     

Cash 
 

$ 23 $ - $ 23 

Accounts receivable  
 

 2,259  -  2,259 

 
 

 2,282  -  2,282 

Exploration and evaluation assets  
 

1  -  5,041  5,041 

Property and equipment 
 

2  43,501  (6,533)  36,968 

 
 

$ 45,783 $ (1,492) $ 44,291 

Liabilities  
 

      

Current liabilities  
 

      

Accounts payable and accrued liabilities  
 

$ 867 $ - $ 867 

Flow-through obligation 
 

4  -  528  528 

Credit facility 
 
  16,264  -  16,264 

 
 

 17,131  528  17,659 

Decommissioning liabilities 
 

3  1,510  1,005  2,515 

Deferred income taxes 
 

4,5  2,574  (275)  2,299 

 
 

$ 21,215 $ 1,258 $ 22,473 

Shareholders’ equity 
 

      

Common shares 
 

4  28,848  1,036  29,884 

Contributed surplus 
 

 1,676  121  1,797 

Deficit 
 

4,5,8  (5,956)  (3,907)  (9,863) 

 
 

 24,568  (2,750)  21,818 

 
 

$ 45,783 $ (1,492) $ 44,291 
 
 
 
 
 
 
 
 
 
 
 
 
 



 26 

 
Ironhorse Oil & Gas Inc. 

Unaudited 
Notes to Interim Financial Statements  

March 31, 2011 and 2010 
 
 

Reconciliation of total comprehensive loss for the three months ended March 31, 2010 
 
  

 
Notes 

 
Canadian 

GAAP  

Effect of  
transition 

to 
IFRS  IFRS 

Revenue 
 

 
 

 
 

 
 

Petroleum and natural gas revenues 
 

$ 2,838 $ - $ 2,838 

Royalties 
 

 (649) 
 

- 
 

(649) 

 
 

 2,189 
 

- 
 

2,189 

Expenses 
 

      

Operating and transportation 
 

 349  -  349 

Exploration and evaluation 
 

7  -  1  1 

Depletion and depreciation  
 

8  1,723  (1,144)  579 

Impairment of property and equipment 
 

2  -  4,000  4,000 

General and administrative 
 

 335  -  335 

Interest 
 

 160  -  160 

Accretion 
 

3  14  9  23 

Stock-based compensation 
 

6  73  107  180 

 
 

 2,654  2,973  5,627 

Loss before taxes 
 

 (465)  (2,973)  (3,438) 

Taxes 
 

      

Deferred income tax reduction 
 

9  (237)  (312)  (549) 
Loss and comprehensive loss for the 
period 

 
$ (228) $ (2,661) $ (2,889) 
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Reconciliation of total comprehensive loss for the year ended December 31, 2010 
 
  

 
Notes 

 
Canadian 

GAAP  

Effect of  
transition 

to 
IFRS  IFRS 

Revenue 
 

 
 

 
 

 
 

Petroleum and natural gas revenues 
 

$ 10,936 $ - $ 10,936 

Royalties 
 

     (2,303) 
 

- 
 

       (2,303) 

 
 

 8,633 
 

- 
 

8,633 

Expenses 
 

      

Operating and transportation 
 

 1,910  -  1,910 

Exploration and evaluation 
 

7  -  12  12 

Depletion and depreciation  
 

8  5,255  (2,405)  2,850 

Impairment of property and equipment 
 

2  -  4,300  4,300 

Gain on sale of property and equipment 
 

 -  (273)  (273) 

General and administrative 
 

 2,105  -  2,105 

Interest 
 
  725  -  725 

Accretion 
 

3  109  (14)  95 

Stock-based compensation 
 

6  270  121  391 

 
 

 10,374  1,741  12,115 

 
 

     

Loss before taxes 
 
       (1,741)  (1,741)  (3,482) 

Taxes 
 

      

Capital tax 
 

 1  -  1 

Deferred income tax reduction 
 

9          (501)  183  (318) 
Loss and comprehensive loss for the 
period 

 
$      (1,241) $ (1,924) $ (3,165) 
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Notes to reconciliations 
 

1.     Exploration and evaluation assets (“E&E”) 
 

Under IFRS, E&E costs are shown as a separate class of assets. At January 1, 2010, $3.3 million of 

undeveloped land and unproven properties were reclassified from property and equipment to E&E. ($1.6 

million at March 31, 2010 and $5.0 million at December 31, 2010). 
 

2. Property and equipment 
 

At January 1, 2010, there were no indicators of impairment. 

 

At March 31, 2010, the Company recorded an impairment of $4 million with respect to its Jedney CGU the 
impairment was determined by comparing the carrying value of the Jedney CGU to an estimate of its 

discounted future net cash flow before tax. An additional impairment charge of $0.3 million was recorded in the 

second quarter of 2010. 
 

At December 31, 2010, there were no indicators of impairment. 
 
3. Decommissioning liabilities 

 

Under Canadian GAAP, provisions to abandon and reclaim assets were discounted using a credit-adjusted 
risk-free rate. The Company’s policy under IFRS is to discount its decommissioning liabilities under IFRS using 

a current risk-free rate, which is lower than the previous discount rate, resulting in an increase in the carrying 

amount of the decommissioning liabilities of $0.9 million at January 1, 2010 and $0.1 million at March 31, 
2010. The change in methodology resulted in a corresponding charge to retained earnings. 

 

The change in the discount rate resulted in a decrease in the accretion expense of $23 thousand for the period 
ended March 31, 2010 and $64 thousand for the year ended December 31, 2010. 

 
4. Flow-through shares 
 

The Company has financed a portion of its exploration and development activities through the issuance of 

flow-through shares. Pursuant to the terms of the flow-through subscription agreements, the tax attributes of 
the related expenditures are renounced to the subscribers. Under Canadian GAAP, recognition of the foregone 

tax benefits to the Company is recognized by reducing the carrying value of the shares issued by the amount 

equal to the tax effect on the expenditures renounced to the subscribers. 
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Under IFRS, common shares issued on a flow-through basis are recorded at the fair value, excluding any 

premium to the current market price, the premium is recorded as a current liability and the tax benefits 
renounced to the subscribers are recorded as tax expense when the expenditures are incurred and 

renounced. 

 
As a result of the differences in accounting for flow-through shares: 

 

• At January 1, 2010, the Company reduced its deficit and increased its share capital by $1.4 
million; the Company also reduced its share capital and increased its current liabilities by $0.5 

million; and 

 
•  At March 31, 2010, the $0.5 million liability was extinguished with an offset to deferred taxes and 

share capital was increased and deferred tax expense was increased by $0.4 million as 

expenditures were incurred and renounced to the subscribers. 
 

• At December 31, 2010 the Company had a current liability of $0.5 million with respect to its 2010 

flow-through financing. 
 

 
5. Deferred income taxes 

 

At January 1, 2010, the Company decreased its deferred taxes and deficit by $0.3 million primarily due to 

adjustments in the carrying value of its decommissioning liabilities.  
 

At March 31, 2010, the Company increased its deferred taxes and deficit by $1.0 million primarily due to 

adjustments in the carrying values of its property and equipment and decommissioning liabilities. 
 

As at December 31, 2010, the Company decreased its deferred taxes and deficit by $0.3 million primarily due 

to adjustments in the carrying values of its property and equipment and decommissioning liabilities. 
 
6. Stock-based compensation 

 

As at March 31, 2010, contributed surplus was reduced by $0.2 million ( December 31, 2010 $40 thousand) as 

a result of differences in accounting for stock options due to the requirement to fair value each tranche of the 

stock options separately. The offset was recorded through the profit and loss as an increase in stock-based 
compensation. 

 
7. Exploration and evaluation expense 

 

For the three months ended March 31, 2010, the Company expensed $1 thousand (December 31, 2010 $12 

thousand) in pre-license costs, these costs were capitalized under Canadian GAAP. 
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8. Depletion and depreciation 
 

Under Canadian GAAP, petroleum and natural gas properties were depleted and depreciated on a unit-of-

production basis utilizing proven reserves. The Company’s policy under IFRS is to deplete and depreciate its 

property and equipment costs for each CGU on a unit-of-production basis utilizing proven plus probable 
reserves. As a result the depletion and depreciation expense was $1.2 million lower for the three months 

ended March 31, 2010 and $2.5 million lower for the year ended December 31, 2010, resulting in a 

corresponding increase in the carrying value of property and equipment.   
 

9. Deferred income tax reduction 
 

For the three months ended March 31, 2010, the Company increased its deferred tax reduction by $0.3 million 

primarily as a result of adjustments to depletion and depreciation and impairment charges which were offset by 

increase in tax expense associated with the flow-through shares. 
 

For the year ended December 31, 2010, the Company decreased its deferred tax reduction by $0.2 million 
primarily as a result of adjustments to depletion and depreciation and impairment charges which were offset by 

increase in tax expense associated with the flow-through shares. 

 
 

10. Cash flow statement 
 

The transition to IFRS from Canadian GAAP has had no effect on the reported cash flows generated by the 

Company.  
 
 
 
 
 
 
 
 


