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To the Management and Shareholders of
Petro-Victory Energy Corp.

Opinion

We have audited the consolidated financial statements of Petro-Victory Energy Corp. ("Company"),
which comprise the consolidated statement of financial position as of December 31, 2023 and the
consolidated statements of operations and comprehensive loss, changes in shareholders' equity and
cash flows for the years then ended, and notes to the consolidated financial statements, including a
summary of significant accounting policies and other explanatory information.

In our opinion, the accompanying consolidated financial statements present fairly, in all material
respects, the financial position of the Company as of December 31, 2023, and its financial
performance and its cash flows for the years then ended in accordance with International Financial
Reporting Standards (IFRS), as issued by the International Accounting Standards Board — IASB.

Basis for Opinion

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

Material Uncertainty Related to Going Concern

We draw attention to Note 2.2 of the consolidated financial statements which describes the material
uncertainty that may cast doubt on the Company’s ability to continue as a going concern. Our opinion
is not modified in respect of this matter.
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Key audit matters

Key audit matters are those matters that, in our professional judgment, were of most significance in
our audit of the current year. These matters were addressed in the context of our audit of the
consolidated financial statements as a whole and in forming our opinion thereon, and we do not
provide a separate opinion on these matters.

Recoverability of Exploration and Evaluation Assets and Property, plant and equipment, net

We draw attention to Notes 2, 3, 8 and 9 to the consolidated financial statements. At each reporting
period end, management applies judgment in assessing whether there are any indicators of impairment
relating exploration and evaluation assets and property, plan and equipment. If there are indicators of
impairment, the recoverable amount of the related asset is estimated in order to determine the extent
of any impairment. Indicators of impairment may include (i) the period during which the entity has
the right to explore in the specific area has expired during the year or will expire in the near future
and is not expected to be renewed; (ii) substantive expenditure on further exploration for and
evaluation of mineral resources in the specific area is neither budgeted nor planned; (iii) exploration
for and evaluation of mineral resources in the specific area have not led to the discovery of
commercially viable quantities of mineral resources and the entity has decided to discontinue such
activities in the specific area; and (iv) sufficient data exists to indicate that the carrying amount of the
mining claims and deferred exploration costs is unlikely to be recovered in full from successful
development or by sale.

Company evaluated impairment indicators for the respectively (“GCU’s”) in which assets were
allocated. For the calculation of the recoverable value, and assessment of the register of impairment,
Company used the discount cash flow that presents significant judgments concerning factors related
to the level of future production, commodities price, production cost and economic assumptions such
as discount rates, inflation rates and exchange rates of the countries with which the Company operates.
Due to the materiality of PP&E, and to the level of uncertainty for determining the related impairment,
which may impact the value of those assets in the consolidated financial statements, we considered
this subject as a significant matter for the audit.

We considered this a key audit matter due to (i) significance of exploration and evaluation assets and
PP&E, and to the level of uncertainty for determining the related impairment (ii) the judgments made
by management in its assessment of indicators of impairment related to exploration and evaluation
and PP&E assets, which have resulted in a high degree of subjectivity in performing audit procedures
related to these judgments applied by management which may impact the value of those assets in the
consolidated financial statements.
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How the matter was addressed in our audit

We have evaluated management’s assessment of impairment indicators per IFRS 6 Exploration for
and Evaluation of Mineral Resources, including but not limited to reviewing the Company’s rights to
explore in the relevant exploration areas and assessing whether the rights to tenure remained current
at the balance sheet date, considering the status of the relevant exploration areas by holding
discussions with management, and reviewing the Group’s exploration plans and assessing whether
any data exists to suggest that the carrying value of the Exploration and Evaluation assets is unlikely
to be recovered through development or sale.

Our procedures included, among others, the assessment of Company’s valuation procedures for its
assets, the assessment of the Company's assumptions and estimates to determine the recoverable value
of its assets, including the ones related to production, production cost, capital investments, discount
rates and exchange rates, the arithmetic checking of the economic models regarding future cash flows
and forecast results, and the appropriateness assessment of the related disclosures made by the
Company.

Fair value of financial instruments

The Company has balances of financial instruments recorded at market value. For financial
instruments that are not actively traded and for which market prices and parameters are not available,
determination of market value is subject to a significant judgment to estimate those amounts. The use
of specific valuation techniques and assumptions may result in significantly different market value
estimates. Due to the complexity and judgment involved in the evaluation and measurement of
financial instruments, which may impact the amount of this provision in the consolidated financial
statements, we consider this subject as a significant matter for the audit.

How the matter was addressed in our audit

Our procedures included, among others, the assessment of Company’s valuation procedures and
assumptions to determine the market value of its financial instruments. With the assistance of our
corporate finance specialists, we reviewed the methodology used to measure the fair value of the
financial instruments, and evaluated the reasonableness of the assumptions used and the calculations
made by comparison with market data, to the extent available, and we evaluated the sensitivity
analysis of the key assumptions used and the impacts of any changes in those assumptions on fair-
value determinations and their relevance to the financial statements as a whole, as well as assessing
the adequacy of the related disclosures in the explanatory notes of the consolidated financial
statements.
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Other Information
Financial statements for the previously year audited by other independent auditor

The consolidated financial statements for the year ended December 31, 2022, presented for
comparative purposes, were audited by other independent auditors who issued an unqualified opinion
on May 01, 2023. Such opinion contained a paragraph of material uncertainty related to going concern.

Responsibilities of Management and Those Charged with Governance for the Consolidated
Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with accounting practices adopted in Brazil and in accordance with International Financial
Reporting Standards (IFRS), as issued by the International Accounting Standards Board (IASB) , 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.

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

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

Auditors’ responsibilities for the audit of the consolidated financial statements

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

e Identify and assess the risks of material misstatement of the financial statements, whether due to
fraud or error, design and perform audit procedures responsive to those risks, and obtain audit
evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of not
detecting a material misstatement resulting from fraud is higher than for one resulting from error,
as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override
of internal control.

e Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Company’s internal control.

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

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

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

We communicate with those charged with governance regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant deficiencies in
internal control that we identify during our audit.
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We also provide those charged with governance with a statement that we have complied with relevant
ethical requirements regarding independence, and to communicate with them all relationships and
other matters that may reasonably be thought to bear on our independence, and where applicable,
related safeguards.

|\||||H Lopes, Machado

h, Audliors Tax, Cnnsultants & Business Advisers INTERNATIONAL

April 25, 2024

' BKR - Lopes, Machado Auditores
,.||"I CRC-RJ-2026/0-5
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PETRO-VICTORY ENERGY CORP.
Consolidated Statements of Financial Position
(In thousands of United States Dollars)

December 31, 2023

December 31, 2022

ASSETS
Current assets:

Cash and cash equivalents (Note 4) 107 $ 18
Prepaid expenses 81 32
Other assets (Note 5) 431 122
Total current assets 619 172
Deposits (Note 6) 3,052 3,348
Investments (Note 7) - 3,857
Property, plant and equipment, net (Note 8) 3,760 2,580
Exploration and evaluation assets (Note 9) 5,695 4,056
Right of use assets, net (Note 10) 90 106
Total assets 13,216 14,119
LIABILITIES AND MEMBERS' CAPITAL
Current liabilities:
Accounts payable 1,438 1,120
Accrued liabilities 1,908 1,015
Lease liability, current 24 21
Current portion of long-term debt (Note 11) 3,859 1,100
Total current liabilities 7,229 3,256
Long-term debt (Note 11) 3,066 5,515
Lease liability, net of current portion 70 87
Decommissioning liabilities (Note 12) 1,486 95
Derivative warrant liability (Note 11) 668 2,183
Total liabilities 12,519 11,136
Shareholders' Equity
Share capital (Note 13) 84,658 82,742
Contributed surplus 4,238 3,118
Retained earnings (deficit) (89,043) (82,157)
Accumulated other comprehensive gain (loss) 844 (720)
Total shareholders' equity 697 2,983
Total liabilities and shareholders' equity 13,216 14,119

Approved by the Board of Directors and authorized for issuance on April 25, 2024.

"Richard F. Gonzalez"
Richard F. Gonzalez, CEO

"Daniel R. Wray"

Daniel R. Wray, CFO

See accompanying notes to consolidated financial statements.
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PETRO-VICTORY ENERGY CORP

Consolidated Statements of Operations and Comprehensive Income (Loss)

(In thousands of United States dollars)

For the Year Ended
December 31, 2023 December 31, 2022

Revenues:

Net revenues from oil sales 1,764 $ 1,530

Less: royalties (92) (108)
Net oil revenue (Note 14) 1,672 1,422
Expenses:

Production costs 974 591

Depletion, depreciation and amortization 475 286

Exploration costs 377 864

Share-based compensation (Note 13) 1,120 1,114

General and administrative (Note 15) 4,619 3,486
Total expenses 7,565 6,341
Operating income (loss) (5,893) (4,919)
Finance and other expenses (income)

Interest expense (Note 15) 707 441

Interest income (Note 15) (251) (113)

Loss (gain) on fair value of warrants (Note 13) (1,515) 542

Other financing expenses (Note 15) 932 759

Other non-operating loss (gain) (Note 15) 400 -
Total finance and other expenses 273 1,629
Income (loss) before taxes (6,166) (6,548)
Income taxes

Current - 270

Deferred - -
Total - 270
Net income (loss) (6,166) (6,818)
Exchal.lge gain (loss) on translation of foreign 44 (720)
operations
Comprehensive income (loss) (5,322) (7,538)
Weighted average shares outstanding 20,063 17,290
Income (loss) per share (basic and diluted) (0.27) (0.44)

See accompanying notes to consolidated financial statements.

Page | 3



\‘/ & PETRO VICTORY ENERGY
2=y

PETRO-VICTORY ENERGY CORP.
Consolidated Statements of Changes in Shareholders' Equity
(In thousands of United States Dollars)

Share Capital

Class A common shares Class B common shares Contributed Accumulated

Shares Amount Shares Amount Surplus 12/31/2022 Total
Balance, December 31, 2021 9,242 § 56,782 3,249 § 17,259 $ 1,704 $ (75,339) 406
Compensation expense recognized in connection with stock options - - - - 1,114 - 1,114
Private placement issuance of stock 5,438 8,497 - - - - 8,497
Issuance of Class A common stock for warrants 521 873 873
Issuance costs and fees related to private placement - (669) - - 300 - (369)
Transfer of Class A shares to Class B shares (2,747) (11,881) 2,747 11,881 - - -
Net loss for the twelve months ended December 31, 2022 - - - - - (6,818) (6,818)
Accumulated Other Comprehensice Income (Loss) - - - - - (720) (720)
Balance at December 31, 2022 12,454 53,602 5,996 29,140 3,118 (82,877) 2,983
Compensation expense recognized in connection with stock options - - - - 1,120 - 1,120
Private placement issuance of stock 2,348 5,095 - - - - 5,095
Issuance of Class A common stock for warrants 128 240 - - - - 240
Shares retirement (Note 7) - - (2,290) (3,419) - - (3,419)
Transfer of Class A shares to Class B shares (3,840) (10,906) 3,840 10,906 - - -
Net loss for the twelve months ended December 31, 2023 - - - - - (6,166) (6,166)
Accumulated Other Comprehensice Income (Loss) - - - - - 844 844
Balance at December 31, 2023 11,090 48,031 7,546 36,627 4,238 (88,199) 697
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PETRO-VICTORY ENERGY CORP
Consolidated Statements of Cash Flows
(In thousands of United States Dollars)

Year Ended
December 31, 2023 December 31, 2022
Operating Activities
Net income (loss) (6,166) (6,818)
Adjustments to reconcile net loss to net cash provided by
(used in) operating activities
Accretion of transaction costs 750 525
Accretion of decommisiong obligations 91 1
Depletion, depreciation and amoritzation 451 286
Impairment 377 864
Share-based compensation 1,120 1,114
Accretion of Right of use asset 24 10
Change in fair value of derivative warrant liability (1,515) 542
Lease interest 7 3
Changes in other assets and liabilities:
Prepaid expenses (19) (32)
Other assets (319) (109)
Accounts payable 259 (187)
Accrued liabilities and other 885 (86)
Foreign exchange - (468)
Net cash provided by operating activities (4,055) (4,355)
Investing Activities
PP&E (863) (580)
E&E (1,306) (3,810)
Release of funds (deposits) on work program guarantees 576 (2,133)
Net cash used in investing activities (1,593) (6,523)
Financing Activities
Proceeds from issuance of common stock 5,095 8,497
Transaction costs incurred on stock issuance - (369)
Proceeds from exercise of warrants 240 839
Loss on redemption of investnment 438
Loan proceeds 1,203 2,865
Repayment of long-term debt (1,923) (1,065)
Lease liabilities payments (52) (11)
Interest accrued 634 -
Interest paid (354) 405
Net cash provided by financing activities 5,281 10,756
Effect of exchange rates on cash and cash equivalents 457 -
Increase (decrease) in cash (368) (122)
Cash and cash equivalents (including restricted cash)
Beginning of the period 18 140
End of the period 107 18
Supplemental Disclosure of Cash Flow Information
Revision of ARO (Non-Cash Item) 1,255 -
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NOTE 1 - GENERAL INFORMATION

Petro-Victory Energy Corp. and its subsidiaries (‘“Petro-Victory” or the “Corporation” or the “Company”)
are engaged in petroleum and natural gas exploration and other energy activities in Brazil. The Corporation
is domiciled in the BVI and maintains its United States (“US”) headquarters and registered office at 5960
Berkshire Ln, 6" Floor, Dallas, TX. The Corporation’s shares are traded on the Toronto Venture Exchange
(“TSX-V”) under the symbol VRY.

Petro-Victory, through its subsidiary located in Brazil, Petro-Victory Energia, Ltda. (“Petro-Victory
Energia”), operates in the Potiguar Basin — state of Rio Grande do Norte and the Barreirinhas Basin — state
of Maranhdo. In 2023 the Company become operational, with a productive capacity in both basins. The
consolidated financial statements were authorized for issuance by the Corporation’s Board of Directors on
April 25, 2024.

NOTE 2 - BASIS OF PREPARATION AND PRESENTATION OF THE FINANCIAL
STATEMENTS

2.1. Statement of Compliance

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

Management confirms that all relevant pieces of information characteristic of financial statements are being
evidenced and incorporated herein.

Certain prior year amounts have been reclassified to conform to the current year presentation. These
reclassifications primarily relate to the separation of other expenses into distinct categories, including
interest expense, interest income, loss (gain) on fair value of warrants, other financing expenses and other
non-operating loss (gain). These reclassifications had no effect on previously reported results of
operations.

The reclassifications ensure consistency in reporting across periods, enabling comparability and aiding
users in assessing trends and changes in the Company’s financial performance over time.

2.2. Going Concern and Uncertainties

The financial statements have been prepared on the basis of accounting principles applicable to a going
concern, which assumes that the Corporation will continue in operation for the foreseeable future and will
be able to realize its assets and discharge its liabilities in the normal course of business. The Corporation
had a comprehensive (loss) of $ 5.3 million for the year ended December 31, 2023 (2022 — loss of $7.5
million). As of December 31, 2023 the Corporation had unrestricted cash of $107 thousand (2022 - $18
thousand), an accumulated deficit of $89 million (2022 - $82.2 million) and working capital deficit of $6.6
million (2022 - $3.1 million).

Page | 6
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NOTE 2 - BASIS OF PREPARATION AND PRESENTATION OF THE FINANCIAL
STATEMENTS (continued)

The factors above give rise to a material uncertainty that may cast significant doubt on the Corporation’s
ability to continue as a going concern. The ability of the Corporation to continue as a going concern and
meet its commitments as they become due is dependent on continued support from key creditors and
lenders, the Corporation’s ability to achieve profitable operations, and obtaining the necessary debt and
equity financing required to execute its business plans. If the going concern assumption was not
appropriate for these financial statements, material adjustments might be necessary to the carrying values
of assets and liabilities, reported expenses, and the financial statement classifications and presentation.

2.3. Basis of Measurement
The financial statements have been prepared on the historical cost basis except as otherwise noted.
2.4. Functional and Presentation Currency

These financial statements are presented in United States dollars which is the Corporation’s functional
currency. The Company has defined its functional currency as the United States dollar because it
represents the currency that best reflects the economic environment in which the Company operates and
how it is managed. Unless otherwise indicated, all “dollar” amounts or references to “$” refer to United
States dollars.

2.5. Significant Estimates and Management Judgements

The timely preparation of financial statements in accordance with IFRS requires that management make
estimates, assumptions and use judgement regarding the measured amounts of assets and liabilities at the
date of the financial statements and the reported amounts of expenses during the reporting period. Such
estimates relate primarily to unsettled transactions and events as of the date of the financial statements. The
ultimate settlement of transactions involving these estimates may result in significantly different values
from those currently recognized in the Financial Statements, due to risks inherent to the estimation process.
The Company reviews its estimates and assumptions on an ongoing basis in order to most accurately
reflect the transactions involved. The following discussion relates to amounts determined by management
which required significant estimation and/or judgement:

Significant estimation is involved in determining the fair value of the derivative warrant liability associated
with debt financings. The Corporation uses the Black-Scholes model, which requires the use of estimation
and assumptions for key inputs, to calculate the fair value.

The calculation of stock-based compensation expense is subject to uncertainty as the key assumptions used

in the stock-based compensation calculation are based on estimated volatility and estimated forfeiture rates
for stock options that will not vest.

Page | 7
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NOTE 2 - BASIS OF PREPARATION AND PRESENTATION OF THE FINANCIAL
STATEMENTS (continued)

2.5. Significant Estimates and Management Judgements (continued)

The application of the Corporation’s accounting policy for Exploration and Evaluation (“E&E”)
expenditures requires judgment in determining whether it is likely that future economic benefit exists when
activities have not reached a stage where technical feasibility and commercial viability can be reasonably
determined. Factors such as drilling results, future capital programs, future operating expenses, as well as
estimated reserves and resources are considered. In addition, Management uses judgment to determine
when E&E assets are reclassified to PP&E. In making this determination, various factors are considered,
including the existence of reserves, and whether the appropriate approvals have been received from
regulatory bodies and the Corporation’s internal approval process.

Petroleum and natural gas assets are depleted on a unit-of-production basis at a rate calculated by reference
to proved reserves determined 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 developing and
extracting those reserves. Proved reserves are estimated using independent reservoir engineering reports
and represent the estimated quantities of crude oil, natural gas and natural gas liquids, which geological,
geophysical and engineering data demonstrate with a specified degree of certainty to be recoverable in
future years from known reservoirs and which are considered commercially producible.

Reserves estimates, although not reported as part of the Corporation’s financial statements, can have a
significant effect on net income (loss), assets and liabilities as a result of their impact on depletion,
decommissioning liabilities, deferred taxes and asset impairments. Independent reservoir engineers
perform evaluations of the Corporation’s oil and gas reserves on an annual basis. The estimation of
reserves is an inherently complex process requiring significant judgment. Estimates of economically
recoverable oil and natural gas reserves are based upon a number of variables and assumptions such as
geoscientific interpretation, production forecast, commodity prices and costs and related future cash flows,
all of which may vary considerably from actual results.

Natural gas and crude oil assets are grouped into cash generating units (“CGUs”) identified as having
largely independent cash flows and are geographically integrated. The determination of the CGUs was
based on management’s interpretation and judgement. The recoverability of development and production
asset carrying values is assessed at the CGU level. The asset composition of a CGU can directly impact the
recoverability of the assets included therein.

Provisions are recorded for the future decommissioning and restoration of the Corporation’s exploration
and evaluation and production assets and infrastructure at the end of their economic lives. Management
uses judgment to assess the existence and to estimate the future liability. The actual cost of
decommissioning and restoration is uncertain and cost estimates may change in response to numerous
factors including changes in legal requirements, technological advances, inflation and the timing of
expected decommissioning and restoration. In addition, management determines the appropriate discount
rate at the end of each reporting period. This discount rate is used to determine the present value of the
estimated future cash outflows required to settle the obligation and may change in response to numerous
market factors.
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NOTE 2 - BASIS OF PREPARATION AND PRESENTATION OF THE FINANCIAL
STATEMENTS (continued)

2.5. Significant Estimates and Management Judgements (continued)

Provisions are made in the Financial Statements for contingencies related to judicial processes for which it
is probable that an outflow of resources will be required to liquidate the contingency/liability and a
reasonable estimate can be made. The evaluation of the loss probability includes the evaluation of the
evidence available, the hierarchy of laws, the available jurisprudence, the most recent decisions in court
and their relevance, as well as the opinions of external legal advisors. The provisions are revised and
adjusted taking into consideration changes in circumstances, such as applicable filing deadlines
conclusions from fiscal inspections or additional exposures identified based on new court decisions.

The estimate of fair value on initial recognition and subsequent measurement for financial instruments
classified as fair value through profit and loss and fair value through other comprehensive income.
Estimates of this nature rely on Level 1 through Level 3 inputs, which can vary significantly from one
reporting period to another and have different degrees of measurability and observation. The fair value of
these instruments may be subject to material fluctuations.

NOTE 3 - MATERIAL ACCOUNTING POLICIES

3.1. Principles of consolidation

The financial statements include the accounts of the Corporation and its wholly owned subsidiaries, as
follows: Petro Victory Energy Service Company (“PV Service Company”), a Texas company; Pirity
Hidrocarburos, SRL (“PHSRL”), a Paraguayan company; Petro-Victory, LLC, a Texas limited liability
company; Universal Geophysics, LLC, an inactive Texas limited liability company; and Petro-Victory
Energia Ltda, a Brazilian company. Subsidiaries are entities over which the Corporation has control.
Subsidiaries are consolidated from the date of acquisition of control and continue to be consolidated until
the date that there is a loss of control. All intercompany balances and transactions are eliminated on
consolidation.

Interests in joint arrangements are classified as either joint operations or joint ventures, depending on the
rights and obligations of the parties to the arrangement. Joint operations arise when the Corporation has
rights to the assets and obligations for the liabilities of the arrangement.

3.2. Business combinations

Acquisitions of subsidiaries and businesses are accounted for using the acquisition method. The purchase
price used in a business combination is based on the fair value at the date of the acquisition. The acquiree’s
identifiable assets, liabilities and contingent liabilities that meet the conditions for recognition under IFRS
3, Business Combinations, are recognized at their fair values at the acquisition date. All acquisition costs
are expensed as incurred. The interest of non-controlling shareholders in the acquiree, if any, is initially
measured at the non-controlling shareholder’s proportion of the net fair value of the assets, liabilities and
contingent liabilities recognized or at the fair value of the non-controlling interest. Increases or decreases
in the Corporation’s ownership interest while retaining control is a capital transaction.
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NOTE 3 - MATERIAL ACCOUNTING POLICIES (continued)
3.3. Cash equivalents

Cash and cash equivalents in the consolidated statements of financial position is comprised of highly liquid
instruments with original maturities of three months or less on the date of purchase. At December 31, 2023
and December 31, 2022, the Corporation did not have any cash equivalents.

3.4. Foreign currency translation

United States dollar (“USD”) is the functional currency for the BVI and US entities. The functional
currency of Petro-Victory Energia Ltda. is the Brazilian Real (“BRL” or “R$”). The presentation currency
for the consolidated financial statements is USD. In the event the accounts of the Corporation’s
subsidiaries have a functional currency different from the Corporation’s presentation currency, the
transactions and balances are translated into the Corporation’s presentation currency at period-end
exchange rates for assets and liabilities and using average rates over the period for revenues and expenses.
Translation gains and losses relating to these foreign operations are recognized in other comprehensive
income (“OCI”) as a cumulative translation adjustment.

When the Corporation disposes of an entire interest in a foreign operation or loses control, joint control, or
significant influence over a foreign operation, the foreign currency gains or losses accumulated in OCI
related to the foreign operation are recognized in net loss. When the Corporation disposes of part of an
interest in a foreign operation that continues to be a subsidiary, a proportionate amount of gains and losses
accumulated in OCI is allocated between controlling and non-controlling interests.

Transactions in foreign currencies are translated to the respective functional currencies at exchange rates in
effect on the dates of the transactions. Monetary assets and liabilities that are denominated in foreign
currencies are translated into the functional currency at the rates of exchange in effect at the period-end
date. Any gains or losses are recorded in the Consolidated Statement of Operations and Comprehensive
Income (Loss).

3.5. Income taxes

As a Foreign Reporting Issuer, the Corporation is generally exempt from all provisions of the United States
Internal Revenue Code. In addition, the Corporation is generally exempt from all provisions of the Income
Tax Act of the BVI, including with respect to all dividends, interests, rents, royalties, compensation and
other amounts payable by the Corporation to persons who are not persons resident in the BVI. Certain
subsidiaries of the Corporation are subject to taxation in the United States, Brazil and Paraguay; however,
there have been no taxable profits earned to date.

Income tax expense comprises current and deferred income taxes. Income tax expense is recognized in the

consolidated statements of operations and comprehensive income (loss) except to the extent that it relates
to items recognized directly in equity, in which case it is recognized in the statement of financial position.
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NOTE 3 - MATERIAL ACCOUNTING POLICIES (continued)

Current income tax is the expected tax payable on the taxable income for the period, using tax rates
enacted or substantively enacted at the reporting date, and any adjustment to tax payable in respect of
previous periods.

Deferred income tax is recognized using the liability method, providing for temporary differences between
the carrying amounts of assets and liabilities for financial reporting purposes and the amounts used for
taxation purposes. Deferred income tax is not recognized on the initial recognition of assets or liabilities in
a transaction that is not a business combination. In addition, deferred income tax is not recognized for
taxable temporary differences arising on the initial recognition of goodwill. Deferred income 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 income tax assets and liabilities are offset if there is a legally enforceable right to offset, and they
relate to income taxes levied by the same tax authority on the same taxable entity, or on different tax
entities, but they intend to settle current tax liabilities and assets on a net basis or their tax assets and
liabilities will be realized simultaneously.

Deferred income tax assets are recognized to the extent that it is probable that future taxable profits will be
available against which the temporary difference can be utilized. Deferred income tax assets are reviewed
at each reporting date and are reduced to the extent that it is no longer probable that the related tax benefit
will be realized.

3.6. Property, Plant and Equipment and Exploration and Evaluation Assets

Exploration and evaluation (“E&E”) assets — E&E costs, including the costs of acquiring licenses, farming
into or acquiring rights to working interest and directly attributable general and administrative costs,
initially are capitalized either as tangible or intangible E&E assets according to the nature of the assets
acquired. The costs are accumulated in cost centers by well, field or exploration area pending
determination of technical feasibility and commercial viability.

When E&E assets are determined to be technically feasible and commercially viable, the accumulated
costs are transferred to property, plant and equipment (“PP&E”).

When E&E assets are determined not to be technically feasible and commercially viable or the Corporation
decides not to continue with its activity, the unrecoverable costs are charged to the consolidated statements
of operations and comprehensive loss as exploration costs.

E&E assets are allocated into CGUs and assessed for impairment when they are transferred to PP&E or in
any circumstances where sufficient data exists to determine technical feasibility and commercial viability,
and facts and circumstances suggest that the carrying amount exceeds the recoverable amount.
Development and production (“D&P”) assets — Items of property, plant and equipment, which include

natural gas and crude oil development and production assets, are measured at cost less accumulated
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NOTE 3 - MATERIAL ACCOUNTING POLICIES (continued)

depletion and depreciation and accumulated impairment losses. D&P assets are grouped into CGUs for
impairment testing. D&P assets are presented together with PP&E in the statement of financial position.

When significant parts of an item of PP&E, including natural gas and crude oil interests, have different
useful lives, they are accounted for as separate items (major components).

Gains and losses on disposal of an item of PP&E are determined by comparing the proceeds from disposal,
net of transaction costs with the carrying amount of PP&E and are recognized net within the consolidated
statements of operations and comprehensive income (loss).

Subsequent costs — Costs incurred subsequent to the determination of technical feasibility and commercial
viability and the costs of replacing parts of property, plant and equipment are recognized as PP&E only
when they increase the future economic benefits embodied in the specific asset to which they relate. All
other expenditures are recognized in the consolidated statements of operations and comprehensive income
(loss) as incurred. Such capitalized PP&E generally represent costs incurred in developing proved and/or
probable reserves and bringing in or enhancing production from such reserves. The carrying amount of any
replaced or sold component is de-recognized. The costs of the day-to-day servicing of PP&E are
recognized in the consolidated statements of operations and comprehensive income (loss) as incurred.

Depletion and depreciation — The net carrying value of D&P assets is depleted using the units-of-
production method by reference to the ratio of production in the period to the related proved reserves,
taking into account estimated future development costs necessary to bring those reserves into production.
Future development costs are estimated by taking into account the level of development required to
produce the reserves.

Proved reserves are estimated using independent reserve engineer reports and represent the estimated
quantities of natural gas, crude oil and natural gas liquids which geological, geophysical and engineering
data demonstrate with a specified degree of certainty to be recoverable in future years from known
reservoirs and which are considered commercially producible.

Reserves may be considered commercially producible if management has the intention of developing and
producing them and such intention is based upon:

e A reasonable assessment of the future economics of such production.

e A reasonable expectation that there is a market for all or substantially all the expected natural gas
and crude oil production; and

e [Evidence that the necessary production, transmission and transportation facilities are available or
can be made available.

Other property and equipment are stated at historical cost less accumulated depreciation.
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NOTE 3 - MATERIAL ACCOUNTING POLICIES (continued)
3.7. Reduction of the recoverable value of non — financial assets

The carrying amounts of the Corporation’s non-financial assets, other than E&E assets and deferred
income tax assets, are reviewed at each reporting date to determine whether there is any indication of
impairment. If any such indication exists, then the recoverable amount of the asset is estimated.

E&E assets are assessed for impairment when they are reclassified to PP&E, and also if facts and
circumstances suggest that their carrying amount exceeds the recoverable amount. Deferred income tax
assets are reviewed at each reporting date and are reduced to the extent that it is no longer probable that the
related tax benefit will be realized.

For the purpose of impairment testing, assets are grouped together into the smallest group of assets that
generates cash inflows from continuing use that are largely independent of the cash inflows of other assets
or groups of assets. The recoverable amount of an asset or a CGU is the greater of its value in use or its fair
value less costs to sell.

E&E assets are allocated to related CGUs when they are assessed for impairment, both at the time of any
triggering facts and circumstances as well as upon their eventual reclassification to D&P assets. An
impairment loss is recognized if the carrying amount of an asset or its CGU exceeds its estimated
recoverable amount. Impairment losses recognized in respect of CGUs are allocated first to reduce the
carrying amount of any goodwill allocated to the units and then to reduce the carrying amounts of the other
assets in the unit (group of units) on a pro-rata basis.

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

All impairment losses are recognized in the consolidated Statements of Operations and Comprehensive
Income (Loss).

3.8. Financial instruments

Financial instruments are recognized when the Corporation becomes a party to the contractual provisions
of the instrument. Financial assets are derecognized when the rights to receive cash flows from the assets
have expired or have been transferred and the Corporation has transferred substantially all risks and
rewards of ownership. Financial instruments are recognized initially at fair value plus, for instruments not

at fair value through profit or loss, any directly attributable transaction costs.

Subsequent to initial recognition, non-derivative financial instruments are measured as described below:
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NOTE 3 - MATERIAL ACCOUNTING POLICIES (continued)
3.8. Financial instruments (continued)

Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss (“FVTPL”) are financial assets held for trading or
financial assets designated as such by Management on initial recognition. Such assets are held for trading
if they are acquired principally for the purpose of selling in the short-term. These assets are initially
recognized, and subsequently carried, at fair value, with changes recognized in the consolidated statement
of operations and comprehensive income (loss). Transaction costs are expensed. Financial liabilities, such
as derivatives, are classified as FVTPL; hence, the Corporation carries the derivative warrant liability at
FVTPL.

Financial assets at fair value through other comprehensive income

Financial assets at fair value through other comprehensive income (“FVOCI”) are those that are held
within a business model whose objective is achieved by both collecting contractual cash flows and selling
financial assets and the contractual terms of the financial asset give rise on specified dates to cash flows
that are solely payments of principal and interest. Alternatively, an entity can make an irrevocable election
at initial recognition for particular investments in equity instruments to present subsequent changes in fair
value in other comprehensive income. The Corporation carries investments at FVOCI.

Financial assets and liabilities at amortized cost

Financial assets and liabilities at amortized cost are non-derivative financial instruments with fixed or
determinable payments that are not quoted in an active market. They are included in current assets or
liabilities, except for maturities greater than 12 months after the end of the reporting period. These are
classified as non-current assets or liabilities. Financial assets and liabilities at amortized cost are initially
recognized at fair value plus transaction costs and subsequently carried at amortized cost using the
effective interest method. The Corporation has designated cash and cash equivalents, other current assets,
accounts payable, accrued liabilities and long-term debt at amortized cost.

3.9. Share Capital

Financial instruments issued by the Corporation are classified as equity only to the extent that they do not
meet the definition of a financial liability or asset. Common shares, warrants issued on private placements,
and share purchase options are classified as equity. Incremental costs directly attributable to the issue of
common shares and share options are recognized as a deduction from equity, net of tax effects if any. In
the case where common shares and warrants are issued as part of a unit offering, the Corporation uses the
residual value method in valuing the offering’s shares and warrants. The residual value method first
allocates value to the more easily measurable component based on fair value and the residual value, if any,
to the less easily measurable component. The fair value of common shares issued in private placement is
determined to be the more easily measurable component and are valued at the trading price on the date of
closing. The balance, if any, is allocated to the attached warrants.
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NOTE 3 - MATERIAL ACCOUNTING POLICIES (continued)
3.10. Reduction of the recoverable value of financial assets

A financial asset is assessed at each reporting date for being credit-impaired or having significantly
increased credit risk since initial recognition; if so determined, an estimated loss allowance is measured at
an amount equal to the lifetime expected credit losses (“ECL”). Lifetime ECLs are a probability-weighted
estimate of credit losses from all possible default events over the expected life of a financial asset. Credit
losses are measured as the PV of all expected cash shortfalls relative to the carrying value of the financial
asset. The ECLs are discounted at the effective interest rate.

E&E assets are allocated to related CGUs when they are assessed for impairment, both at the time of any
triggering facts and circumstances as well as upon their eventual reclassification to D&P assets. An
impairment loss is recognized if the carrying amount of an asset or its CGU exceeds its estimated
recoverable amount. Impairment losses recognized in respect of CGUs are allocated first to reduce the
carrying amount of any goodwill allocated to the units and then to reduce the carrying amounts of the other
assets in the unit (group of units) on a pro-rata basis.Impairment losses recognized in prior years are
assessed at each reporting date for any indications that the loss has decreased or no longer exists. An
impairment loss is reversed if there has been a change in the estimates used to determine the recoverable
amount. An impairment loss is reversed only to the extent that the asset’s carrying amount does not exceed
the carrying amount that would have been determined, net of depletion and depreciation or amortization, if
no impairment loss had been recognized.

3.11. Provisions

A provision is recognized if, as a result of a past event, the Corporation has a present legal or constructive
obligation that can be estimated reliably, and it is probable that an outflow of economic benefits will be
required to settle the obligation. Provisions are determined by discounting the expected future cash flows
using the risk-free rate of interest.

3.12. Decommissioning obligations

The Corporation’s activities give rise to dismantling, decommissioning and site disturbance remediation
activities. Provisions are made for the estimated cost of site restoration and capitalized in the relevant asset
category.

Decommissioning obligations are measured at the present value of management’s best estimate of the
expenditure required to settle the present obligation at the period-end date. Subsequent to initial
measurement, the obligation is adjusted at the end of each period to reflect the passage of time and changes
in the estimated future cash flows underlying the obligation. The increase in the provision due to the
passage of time is recognized as finance costs whereas increases or decreases due to changes in the
estimated future cash flows are capitalized. Actual costs incurred upon settlement of the decommissioning
obligations are charged against the provision to the extent the provision was established.
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NOTE 3 - MATERIAL ACCOUNTING POLICIES (continued)
3.13. Royalty interests and arrangements

Royalty interests and arrangements represent the contractual right to receive a royalty payment or other
form of compensation or benefit arising from or contingent upon the production of resources. Royalty
assets are assessed based on the terms of the royalty arrangement to determine whether they meet the
definition of financial or intangible assets. Acquired royalty assets are initially measured at the fair value
of the consideration paid. They are subsequently amortized over the period of expected benefit. When
circumstances or events indicate that the assets may be impaired, they are written down to their estimated
recoverable values.

3.14. Leases

The Corporation assesses at contract inception whether a contract is, or contains, a lease. That is, if the
contract conveys the right to control the use of an identified asset for a period of time in exchange for
consideration.

Right-of-use assets

The Corporation recognizes right-of-use assets at the commencement date of the lease (the date the
underlying asset is available for use). Right-of-use assets are measured at cost, less any accumulated
depreciation and impairment losses, and adjusted for any remeasurement of lease liabilities. The cost of
right-of-use assets includes the amount of lease liabilities recognized, initial direct costs incurred, and lease
payments made at or before the commencement date less any lease incentives received.

Right-of-use assets are depreciated on a straight-line basis over the shorter of the lease term and the
estimated useful lives of the assets.

The right-of-use assets are also subject to impairment. Refer to the accounting policies in section 3.9.
Reduction of the recoverable value of non — financial assets.

Lease liabilities

At the commencement date of the lease, the Corporation recognizes lease liabilities measured at the present
value of lease payments to be made over the lease term. The lease payments include fixed payments
(including in-substance fixed payments) less any lease incentives receivable, variable lease payments that
depend on an index or a rate, and amounts expected to be paid under residual value guarantees.

In calculating the present value of lease payments, the Corporation uses its incremental borrowing rate at
the lease commencement date because the interest rate implicit in the lease is not readily determinable.
After the commencement date, the amount of lease liabilities is increased to reflect the accretion of interest
and reduced for the lease payments made. In addition, the carrying amount of lease liabilities is remeasured
if there is a modification, a change in the lease term, a change in the lease payments (e.g., changes to future
payments resulting from a change in an index or rate used to determine such lease payments) or a change
in the assessment of an option to purchase the underlying asset.
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NOTE 3 - MATERIAL ACCOUNTING POLICIES (continued)
3.14. Leases (continued)
Short-term leases and leases of low-value assets

The Corporation applies the short-term lease recognition exemption to its short-term leases that have a
lease term of 12 months or less from the commencement date and do not contain a purchase option. It also
applies the lease of low-value assets recognition exemption to leases of office equipment that are
considered to be low value. Lease payments on short-term leases and leases of low-value assets are
recognized as expense on a straight-line basis over the lease term.

3.15. Earnings (loss) per share

Earnings (loss) per share is calculated using the weighted-average number of common shares outstanding
during the periods. Diluted earnings (loss) per share is determined by calculating the earnings (loss)
attributable to common shareholders after adjusting the weighted average shares outstanding for the effect
of dilutive instruments. Diluted loss per share is not presented when it is anti-dilutive in nature.

Earnings (loss) per share is calculated using the weighted-average number of common shares outstanding
during the periods. Diluted earnings (loss) per share is determined by calculating the earnings (loss)
attributable to common shareholders after adjusting the weighted average shares outstanding for the effect
of dilutive instruments. Diluted loss per share is not presented when it is anti-dilutive in nature.

3.16. Share-based compensation

The Corporation accounts for share-based compensation using the Black-Scholes option-pricing model to
determine the fair value of stock options on grant date using various estimates including expected share
price volatility, the risk-free interest rate and the expected term of the options. Share-based compensation
is measured at fair value on the grant date and expensed over the vesting period of each tranche with a
corresponding increase to contributed surplus. Consideration paid upon the exercise of stock options,
together with corresponding amounts previously recognized in contributed surplus, is recorded as an
increase to share capital. The amount recognized as expense is adjusted for an estimated forfeiture rate for
options that will not vest, which is adjusted as actual forfeitures occur, until the shares are fully vested.

3.17. Revenue recognition

Revenue associated with the sale of the Corporation’s crude oil is recognized when control passes from the
Corporation to its customer. This generally occurs when product is physically transferred into a vessel,
pipe or other delivery mechanism and it is probable that the economic benefits will flow to the
Corporation.

The Corporation sells its production pursuant to variable price contracts. The transaction price for variable
price contracts is based on the commodity price and then adjusted for quality, location or other factors
whereby each component of the pricing formula can be either fixed or variable depending on the contract
terms. Revenue is recognized when a unit of production is delivered to the counterparty. The amount of
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NOTE 3 - MATERIAL ACCOUNTING POLICIES (continued)
3.17. Revenue recognition (continued)

revenue recognized is based on the agreed transaction price, whereby any variability in revenue relates
specifically to the Corporation’s efforts to transfer production and therefore the resulting revenue is
allocated to the production delivered in the period during which the variability occurs. As a result, none of
the variable revenue is considered constrained.

Crude oil is sold under contracts of varying price and volume terms of up to one year. The Corporation
only had one revenue source being the sale of crude oil and therefore there is no disaggregated revenue by
source to disclose.

3.18. Statement of cash flows

The statement of cash flows is prepared by the indirect method, in which cash flows from operations, from
investments and from financings are segregated and the net income of the year is reconciled with the net
cash flows and with the variation of the cash and cash equivalents. The changes on the items of the balance
that did not result in cash flows, such as differences from exchange conversion, variations of fair value and
other non-monetary items, were eliminated for means of preparation of this statement, when applicable.

3.19. Standards and new and reviewed interpretations already issued
New accounting standards and amendments adopted in 2023:
Amendments to [FRS 17 Insurance Contracts

IFRS 17 Insurance Contracts is a comprehensive new accounting standard for insurance contracts covering
recognition and measurement, presentation and disclosure. IFRS 17 replaces IFRS 4 Insurance Contracts.

The new standard had no impact on the Corporation’s consolidated financial statements.

Amendments to IAS 1 and IFRS Practice Statement 2 — Disclosure of Accounting Policies

These amendments continue the IASB's clarifications on applying the concept of materiality. These
amendments help companies provide useful accounting policy disclosures, and they include: requiring
companies to disclose their material accounting policies instead of their significant accounting policies;
clarifying that accounting policies related to immaterial transactions, other events or conditions are
themselves immaterial and do not need to be disclosed; and clarifying that not all accounting policies that
relate to material transactions, other events or conditions are themselves material. The IASB also amended
IFRS Practice Statement 2 to include guidance and examples on applying materiality to accounting policy
disclosures.

The amendments have had an impact on the Group’s disclosures of accounting policies, but not on the
measurement, recognition or presentation of any items in the Corporation’s financial statements.
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NOTE 3 - MATERIAL ACCOUNTING POLICIES (continued)
3.19. Standards and new and reviewed interpretations already issued (continued)

Amendments to IAS 12 — Deferred Tax related to Assets and Liabilities arising from a Single Transaction
These amendments clarify how companies account for deferred taxes on transactions such as leases and
decommissioning obligations, with a focus on reducing diversity in practice. They narrow the scope of the
initial recognition exemption so that it does not apply to transactions that give rise to equal and offsetting
temporary differences. As a result, companies will need to recognize a deferred tax asset and a deferred tax
liability for temporary differences arising on initial recognition of a lease and a decommissioning
provision.

The amendments had no impact on the Corporation’s consolidated financial statements.

Amendments to IAS 1 — Classification of Liabilities as Current or Non-current
The amendments to IAS 1 provide a more general approach to the classification of liabilities based on the
contractual arrangements in place at the reporting date.

The amendments had no material impact on the Corporation’s consolidated financial statements.

Amendments to IFRS 16 -— Lease Liability in a Sale and Leaseback

These amendments require a seller-lessee to account for variable lease payments that arise in a sale-and-
leaseback transaction as follows: (i) on initial recognition, include variable lease payments when
measuring a lease liability arising from a sale-and-leaseback transaction; (ii) after initial recognition, apply
the general requirements for subsequent accounting of the lease liability such that no gain or loss relating
to the retained right of use is recognized. Seller-lessees are required to reassess and potentially restate sale-
and-leaseback transactions entered into since the implementation of IFRS 16 in 2019.

The amendments had no impact on the Corporation’s consolidated financial statements.

Amendments to IAS 8 — Definition of Accounting Estimates

These amendments clarify how companies distinguish changes in accounting policies from changes in
accounting estimates, with a primary focus on the definition of and clarifications on accounting estimates.
The distinction between the two is important because changes in accounting policies are applied
retrospectively, whereas changes in accounting estimates are applied prospectively. Further, the
amendments clarify that accounting estimates are monetary amounts in the financial statements subject to
measurement uncertainty. The amendments also clarify the relationship between accounting policies and
accounting estimates by specifying that a company develops an accounting estimate to achieve the
objective set out by an accounting policy.

Future accounting standards and pronouncements
The amendments had no impact on the Corporation’s consolidated financial statements.

The following amendment is effective for reporting periods beginning on or after January 1, 2024:
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NOTE 3 -MATERIAL ACCOUNTING POLICIES (continued)
3.19. Standards and new and reviewed interpretations already issued (continued)
Amendment to IAS 1 — Non-current Liabilities with Covenants

The amendment clarifies how conditions with which an entity must comply within twelve months after the
reporting period affect the classification of a liability.

The Corporation expects no impact on the consolidated financial statements.

NOTE 4 - CASH AND CASH EQUIVALENT

Cash and cash equivalents in the consolidated statements of financial position is comprised of highly liquid
instruments with original maturities of three months or less on the date of purchase. At December 31, 2023
and December 31, 2022, the Corporation did not have any cash equivalents.

NOTE 5 - OTHER ASSETS

Other assets are as follows:

As at December 31,

2023 2022
Advance to suppliers $ 302§ 45
Taxes to be recovered 90 20
Other assets 39 57
Total other assets 431 122

Advance to suppliers relates to funds disbursed in anticipation of a workover program in Sdo Jodo field
scheduled to commence in the first months of 2024. The company will closely monitor the utilization of
these advances and expects them to be offset against future invoices for goods or services rendered in
accordance with the terms of the agreements.

NOTE 6 - DEPOSITS

The Corporation is required to place funds on deposit with a bank, primarily pursuant to The Brazilian
National Agency of Petroleum, Natural Gas and Biofuels (“ANP”) acquisition agreements. Such required
deposits have been paid in accordance with the agreed terms of the respective contracts. The total of
Deposits as at December 31, 2023 was $3,052 thousand ($3,348 in 2022).

The deposits will be released upon satisfaction of the underlying terms and conditions of the respective
agreements or transferred to exploration and evaluation assets or property, plant and equipment upon
successful completion.
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NOTE 7 - INVESTMENT

7.1. Oppenheimer Resources I11 Fund

In September 2021, the Corporation made an in-kind subscription investment for an interest in
Oppenheimer Resources III Fund (the “Fund”), a private alternative investment fund registered in
Luxembourg. The Fund invests in commercial promissory notes from creditworthy independent oil & gas
companies wherein the notes are secured by a collateral pledge over oil reserves confirmed by known
engineering companies with underwriting standards equal to or exceeding criteria of major US commercial
banks. Participation in the fund puts the Corporation in a position to benefit from investing in other like-
minded independent oil & gas companies in different geographic locations who receive financing
originating from the Fund, thus diversifying the Corporation’s risk profile. The investment is carried in the
accompanying Statement of Financial Position at fair value. The fair value of the investment on initial
acquisition was determined by reference to the consideration paid. Fair Value will subsequently be
measured and adjusted from time to time based on the Corporation’s relative percentage ownership of the
net asset value of the Fund as reported by the fund auditor. When an audited net asset value is not
available, the Corporation will record the investment at fair value in accordance with IFRS 13 — Fair Value
Measurement, which assumes that the asset is exchanged in an orderly transaction between market
participants at the measurement date.

During the period ended December 31, 2023, the Company received notification from Fund ORI III
regarding the liquidation of the Fund. As a result, the Company's investment in the Fund, represented by a
promissory note originally obtained, was redeemed. The redemption of the investment led to the
cancellation of the Company's contribution-in-kind of the promissory note.

Consequently, the Company approved the cancellation of 2.3 million Class B shares, which were originally
issued as in-kind contribution to the Fund. The cancellation of Class B shares was completed on December
31, 2023, in accordance with regulatory requirements.

The redemption of the Fund investment and cancellation of Class B shares impacted the Corporation's
financial statements as follows:

1. The Corporation removed the investment from its financial statements.

11. The cancellation of the note receivable and related Class B shares resulted in a reduction
in the Corporation's issued and outstanding shares in equity.

iii. Due to a decline in the Corporation’s share price on the redemption date of the Fund, the
Corporation recognized a non-operating loss of $438k.

7.2. Royalty Interest

During 2022, the Corporation acquired the rights to a 3% royalty interest in respect of future production of
petroleum of the Pirity Block concession in the Republic of Paraguay. The purchase price was cash
consideration of $25 thousand and the issuance of 100 thousand share purchase warrants that are
exercisable into an equal number of common shares for $3.00 CAD per share and expire on October 5,
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NOTE 7 — INVESTMENT (continued)

7.2. Royalty Interest (continued)

2024. The share purchase warrants were recorded at their fair value of $90 thousand on initial recognition
using the Black-Scholes model with the following key assumptions: (1) exercise price of $3.00 (CAD); (2)
volatility of 160.71%; (3) risk-free rate of 3.83% (4) term of two years; (5) forfeiture rate of 0%; and (6)
expected dividend yield of 0%. The Corporation has recognized an impairment allowance of $115
thousand for the year ended December 31, 2022. The Corporation has not changed the conclusion as the
expected future cash flows continues are uncertain as of December 31, 2023.

NOTE 8 — PROPERTY, PLANT, AND EQUIPMTENT

As at
December 31,2023  December 31, 2022
Cost, beginning of year $ 3,518  § 3,093
Additions 863 580
Revisions to asset retirement obligations (i) 893 (148)
Foreign currency translation 203 @)
Balance, end of year $ 5,477 $ 3,518
As at

December 31,2023  December 31, 2022

Accumulated depletion and depreciation, beginning of year (ii) $ 938 § 106
Depletion and depreciation 451 286
Foreign currency translation 154 546
Accumulated depletion and depreciation, end of year 1,543 938
Impairment, beginning of year $ -5 -
Recognition of impairment 208 -
Foreign currency translation 34 -
Impairment, end of year 174 -
Net book value, end of year $ 3,760 $ 2,580
(1) Establishment of abandonment provision, as in explanatory note 12 Decommissioning
obligations

(i1) The Company makes the depletion and depreciation according to the estimated production
capacity for each block, compared to the effective production of the period, based on the
method of produced units (MUP).

The GALP-38 well was suspended in November of 2023 and a remediation program was determined to be
uneconomical at this time. Consequently, this well was abandoned and the net amount of PP&E, of $208
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NOTE 8 —- PROPERTY, PLANT, AND EQUIPMTENT (continued)

thousand, has been removed from property, plant and equipment and reflected as exploration cost on the
Consolidated Statement of Operations and Comprehensive Loss.

At December 31, 2023 recoverable amounts were determined using the fair value less costs to sell method
and based on internally generated cash flow projections. In determining fair value less costs to sell, the
Corporation considered long-term views of oil prices, externally evaluated reserve volumes, and discount
rates specific to the asset. The estimated future cash flows were estimated as the proved developed
producing value for the property in each CGU discounted at rates ranging from 10% (2022 — 10% to
12.5%) per annum and were based on the Corporation’s external independent reserve report.

The Corporation determined that the recoverable values of the CGUs were in excess of the carrying values;
hence no impaired from CGU has been recognized as at December 31, 2023 (2022 — nil).

NOTE 9 - EXPLORATION AND EVALUATION ASSETS

Exploration and evaluation (“E&E”) assets represent permits and other intangible and tangible costs
incurred and capitalized pending evaluation of the prospect or concession. Occasionally, the Corporation
is required to acquire permits pursuant to farm-in and other acquisition agreements. The following amounts
were included in E&E assets at the end of each period.

As at

December 31, 2023 December 31, 2022
Balance, beginning of year $ 4,056 $ 857
Additions 1,306 3,810
Revisions to asset retirement obligations 362 -
Exploration costs (169) (749)
Foreign currency translation 140 138
Balance, end of year $ 5695 $ 4,056

The Corporation recognized Asset Retirement Obligation (“ARO”) regarding to initial development site
preparation where is Andorinha field, the measurement was made at fair value described in Note 12 —
Decommissioning Obligations.

The QX-01 well which was producing less than 1 bopd was suspended during the fourth quarter of 2023.

These costs of $169 thousand were removed from exploration and evaluation assets and reflected as
exploration cost on the Consolidated Statement of Operations and Comprehensive Loss.
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NOTE 10 - RIGHT-OF-USE (“ROU”) ASSETS AND LIABILITIES

The Corporation leases office space in Brazil, under a lease which has an expiration date in 2027. The net

book value of the Corporation’s ROU assets is as follows:

As at
December 31, 2023 December 31, 2022
Net book value, beginning of year $ 106 S -
Additions - 116
Depreciation (24) (10)
Foreign currency translation 8 -
Net book value, end of year $ 90 § 106
As at
December 31, 2023 December 31, 2022
Lease liabilities, beginning of year $ 108 § -
Additions - 116
Finance expense 7 3
Lease payments (52) (11)
Foreign currency translation 31 -
Lease liabilities, end of year $ 94 $ 108
Current $ 24§ 21
Non-current 70 87
Total $ 94 § 108
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NOTE 11 - LONG-TERM DEBT AND DERIVATIVE WARRANT LIABILITY

Long-term debt

As at

December 31,2023 December 31, 2022
Balance, beginning of year $ 6,615 $ 5,615
Loan proceeds 1,203 2,865
Accretion of transaction costs 750 525
Loan payments (1,923) (1,065)
Accrual Interest 634 -
Interest Paid (354) -
Reclassifications to accounts payable - (452)
Warrants issued as transaction costs on new debt - (873)
Balance, end of year $ 6,925 $ 6,615
Less current portion (3,859) (1,100)
Long-term debt, end of year $ 3,066 $ 5,515

On September 15, 2022, the Corporation closed on $1.7 million of secured financing from 579 Max Ltd.
The new financing includes interest at 12% per annum and is due on March 31, 2024. In conjunction with
the loan, the lender received 500 thousand warrants. Each warrant entitles the holder to purchase one
common share of the Corporation’s common stock for three years at an exercise price equal to CAD $3.00

per share.

During 2023, the Corporation closed short-term unsecured promissory notes totaling $1.2 million from

existing shareholders of the Corporation.

Legal costs and other financing fees incurred to secure the credit facilities are recorded as a reduction of
the outstanding loan balances in the year incurred and are amortized as accretion expense over the term of

the respective loans.

Warrants Issued with Debt
(Note 12 for other warrants)

As at
December 31, 2023 December 31, 2022
Weighted Weighted
Average Average
Exercise Exercise Price
Shares Price (CAD) Shares (CAD)
Outstanding, beginning of year 1,169 § 2.70 704 $ 2.03
Issued - - 794 3.02
Exercised - - (329) 2.03
Expired - - - -
Outstanding, end of year 1,169 § 2.70 1,169 $ 2.70
Exercisable, end of year 1,169  $ 2.70 1,169 $ 2.70
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NOTE 11 - LONG-TERM DEBT AND DERIVATIVE WARRANT LIABILITY (continued)
Warrants Issued with Debt (continued)

Details of the warrants that were issued with debt that were outstanding at December 31, 2023 are as
follows:

Weighted

Warrants Weighted average Warrants average years
outstanding exercise price (CAD) exercisable to expiry
1,169 $ 2.70 1,169 2.12

The number of common shares to be issued on the exercise of warrants and the price per share are fixed;
however, since the functional currency of the Corporation and the loans are USD denominated, the
warrants do not meet the requirements of an equity instrument. Based on IFRS requirements and
specifically IAS 32, the warrants are instead classified as derivative financial liabilities. Accordingly, the
value of the warrants is to be measured at their fair value on initial recognition and subsequent
measurement.

For valuation purposes, the Corporation used the Black-Scholes method to determine the fair value at
December 31, 2023 to be $0.7 million (December 31, 2022 - $2.2 million). The net change in the fair
value of the derivative liability is charged to the Statement of Operations and Comprehensive Income
(Loss) and resulted in recognizing a $1.5 million gain for the year ended December 31, 2023 (year ended
December 31, 2022 - $542 thousand loss). The average fair values of each warrant at December 31, 2023
and December 31, 2022 were $2.12 and $1.72, respectively.

NOTE 12 - DECOMMISSIONING OBLIGATIONS

The Corporation’s decommissioning obligations result from its ownership interests in petroleum and
natural gas assets, including well sites, facilities, and gathering systems. The total decommissioning
obligations are estimated based on net ownership interests, estimated costs to reclaim and abandon these
wells and facilities, and the estimated timing of the costs to be incurred in future years.

By their nature, these estimates are subject to measurement uncertainty and the effect on the financial
statements could be significant. The total undiscounted amount of the estimated cash flows required to
settle its decommissioning liabilities are approximately $1.5 million (2022 - $95 thousand) which will be
settled over the operating lives of the underlying assets, estimated to occur between 2027 and 2049. A risk-
free interest rate of 10% (2022 — 8%) and an inflation rate of 3.5% (2022 — 2%) were used to calculate the
decommissioning liability.

As at
December 31,2023 December 31, 2022
Balance, beginning of year $ 95 § 242
Revisions 1,255 (148)
Accretion expense 91 1
Foreign currency translation 45 -
Balance, end of year $ 1,486 $ 95
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NOTE 12 - DECOMMISSIONING OBLIGATIONS (continued)

During 2023, there was a revision to the decommissioning liabilities of $1.3 million (2022 - $148
thousand) as a result of changes in estimates driven by updating quotes in the market and increased
operations.

NOTE 13 - SHARE CAPITAL

13.1. Authorized

The Corporation’s authorized share capital consists of an unlimited number Class A Common Stock, no
par value, an unlimited number of Class B Restricted Voting Shares, no par value, immediately convertible
to Class A shares, and an unlimited number of Preferred Shares, no par value, which can be issued in one
or more series with the terms for each series determined by the Board of Directors.

On February 18, 2022, the Corporation closed an $8.5 million private placement to twenty (20) investors,
including several insiders. The Corporation issued 5.4 million units at a price of CAD $2.00 per unit,
which consisted of one common share per unit at a price of CAD $2.00, and two one-half warrants that
expire two years from the date of closing. The warrants were separated into two tranches of 2.7 million
warrants each, with one tranche exercisable at CAD$2.25 per warrant and the other at CAD $2.75 per
warrant. Each warrant allows the holder to acquire one common share of the Corporation. The
Corporation accounts for unit private placements using the residual value method and has assigned the full
proceeds to the common shares issued. The Corporation incurred costs related to this private placement of
$669 thousand, which consisted of cash consideration of $369 thousand and the issuance of 192 thousand
warrants to an investor in exchange for services provided to the Corporation. The fair value of these
warrants was calculated as $300 thousand using the Black Scholes model with the following key
assumptions: (1) exercise price of $2.00 (CAD); (2) volatility of 170.9%; (3) risk-free rate of 1.49% (4)
term of two years; (5) forfeiture rate of 0%; and (6) expected dividend yield of 0%.

On June 20, 2022, one of the February private placement investors exercised his warrants and purchased
32 thousand common shares of the Corporation, providing the Corporation funds from this exercise of $62
thousand. On October 19, 2022, an investor exercised his warrants and purchased 160 thousand common
shares of the Corporation, providing the Corporation funds from this exercise of $289 thousand.

On January 26, 2023, a participant in the private placement in February 2022 exercised warrants for
128,000 shares. Proceeds from exercise of these warrants totaled $240 thousand.

On March 28, 2023. 1,851,960 units were issued at a price of CAD$3.00. Each unit was comprised of one
common share in the capital of the Corporation and one transferable share purchase warrant entitling the
holder thereof to acquire one common share at a price of CAD$4.00 per share within twelve months
following the closing date.

On October 31, 2023. 495,767 units were issued at a price of CAD$3.00. Each unit was comprised of one
common share in the capital of the Corporation and one transferable share purchase warrant entitling the
holder thereof to acquire one common share at a price of CAD$4.00 per share within twelve months
following the closing date.
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NOTE 13 - SHARE CAPITAL (continued)

13.2. Private Placement and Other Warrants

As at

December 31, 2023 December 31, 2022
Weighted

Average Weighted
Exercise Average
Number of Price Number of  Exercise Price
Warrants (CAD) Warrants (CAD)
Outstanding, beginning of year 5,536 $ 2.50 - $ -
Issued on private placements - - 2,718 2.25
Issued on private placements 2,348 3.50 2,718 2.75
Issued as success fees - - 192 2.00
Issued as consideration for royalty interest - - 100 3.00
Exercised (128) (2.50) (192) (2.50)
Outstanding, end of year 7,756 $ 2.97 5,536 $ 2.50
Exercisable, end of year 7,756 $ 2.97 5,536 $ 2.50

Weighted average life remaining- 0.41 years

As discussed in Note 7 above, on September 19, 2022, the Corporation acquired a 3% net profit interest of
future hydrocarbon production in the Pirity Block concession, located in the Republic of Paraguay. A
component of the consideration paid was 100 thousand warrants exercisable into an equal number of
common shares at a price of CAD $3.00 for a period of two years.

13.3. Stock Options

The Corporation’s Stock Option Plan (the “Plan”) permits the granting of options to purchase common
shares to directors, officers, employees and consultants of the Corporation and its subsidiaries. The Plan
allows for the granting of stock options for the purchase of outstanding common shares of the Corporation
up to an annual limit established by the Board, and subject to the annual approval of a majority of the
Corporation’s shareholders. The Plan was most recently approved in June 2023 at the Annual General
Meeting of shareholders.

A summary of the changes in options is presented below:

Number of | Average Exercise
Options Price (CADS)

Balance as at December 31, 2021 2,469 $ 1.06
Granted 1,095 3.00
Balance as at December 31, 2022 3,564 $ 1.85
Granted 715 3.00
Expired (300) 2.55
Balance as at December 31, 2023 3,979 $ 1.99
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NOTE 13 - SHARE CAPITAL (continued)
13.3. Stock Options (continued)

The details of the options outstanding at December 31, 2023 are as follows:

Weighted Weighted Weighted
Options average Average Options average Weighted
Outstanding  exercise price Remaining Exercisable exercise price average years
(000's) (CADS) Contractual Life (000°s) (CADS) to expiry
227 $ 2.00 0.50 227 8§ 2.00 0.50
56 2.00 3.58 56 2.00 3.58
1,456 0.80 1.25 1,456 0.80 1.25
640 2.17 3.00 528 2.17 3.00
885 3.00 3.67 474 3.00 3.67
715 3.00 4.50 131 3.00 4.50
3979 § 1.99 2.64 2,872 § 1.63 2.11

The options granted in December of 2021 have vesting periods ranging from one to three years. Using
comparable Black-Scholes amounts but with an exercise price of $2.17 (CAD), the fair value of these
options was determined to be approximately $2.16 (CAD) per share. The fair value of the 2021 options
was determined using the Black-Scholes option pricing model with the following key assumptions: (1)
exercise price of $2.17 (CAD); (2) volatility ranging from 229.3% to 235.5%; (3) risk-free rate of 1.79%;
(4) term of five years; (5) forfeiture rate of 0%; and (6) expected dividend yield of 0%.

The options granted in September of 2022 have vesting periods ranging from 30 days to 3 years. The fair
value of the 2022 options was determined to be approximately $1.94 (CAD) per share using the Black-
Scholes option pricing model with the following key assumptions: (1) exercise price of $3.00 (CAD); (2)
volatility ranging from 159.1% to 328.5%; (3) risk-free rate ranging from 3.3% to 3.57% (4) terms ranging
from two years to five years; (5) forfeiture rate of 0%; and (6) expected dividend yield of 0%.

On July 21, 2023, the Corporation issued 690,000 stock options expiring on July 20, 2028, with vesting
periods ranging from 30 days to three years. The fair value of the options was determined using the Black
Scholes pricing model with the following key assumptions: (1) average exercise price of $3.00; (2) average
expected volatility of 124.20%; (3) risk-free expected interest rate of 4.57%; (4) expected paid dividends
of $0.00. The estimated fair value of the was calculated at $1.80.

On November 13, 2023, the Corporation issued 25,000 stock options expiring November 13, 2025, with a
vesting period of one year. The fair value of the options was determined using the Black Scholes pricing
model with the following key assumptions: (1) exercise price of $3.00 (CAD); (2) volatility ranging of
116% (3) risk-free rate of 5.22% and (4) expected dividend yield of 0%. The estimated fair value of the
was calculated at $0.75.

For the year ended December 31, 2023, the Corporation recognized $1.1 million ($1.1 million in the year
ended 2022) of share-based compensation expense that has been included in the Statements of Operations
and Comprehensive Income (Loss). At December 31, 2023, there was $0.4 million of remaining
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NOTE 13 - SHARE CAPITAL (continued)

13.3. Stock Options (continued)

unamortized share-based compensation cost related to the 2021 and 2022 stock option grants ($1.4 million
at December 31, 2022). At December 31, 2023, there was also $0.8 thousand remaining related to earlier

grants.

Basic loss per share is calculated using the weighted average shares outstanding during the year of 20.1
million (2022 — 17.3 million). Stock options and warrants are ant-dilutive in nature; hence, diluted loss and

diluted weighted average shares are not reported.

NOTE 14 - NET OIL REVENUE

Year Ended December 31,
2023 2022
Sales of Oil $ 1,955 $ 1,700
Deductions -
Royalties 92) (108)
Sales taxes (180) (156)
Cancelled sales (11) (14)
Net Oil Revenue 1,672 1,422
NOTE 15 - SELECTED INCOME AND EXPENSES
Finance and other expenses (income)
Year Ended December 31,

2023 2022

Interest expense on debts $ 617 $ 623
Other interest expense 90 -
Interest expense 707 623
Interest income (251) (113)
Fair value change in warrants (Note 11) (1,515) 542
Accretion on decommissioning liabilities 10 1
Amortization of deferred financing (Note 11) 750 526
Foreign exchange variation 1 3
Other financing costs 171 47
Other financing expenses (income) 932 577
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NOTE 15 - SELECTED INCOME AND EXPENSES (continued)

Year Ended December 31,

2023 2022

Loss on redemption of investment (Note 7) 438 -

Other non-operating loss (gain) 38) -

Other non-operating loss (gain) 400 -

Total other expenses $ 273 $ 1,629

General and administrative expenses
Year Ended December 31,

2023 2022
Payroll and related $ 2,320 $ 1,693
Professional fees 1,311 961
Office expense and other 364 335
Travel and related 247 148
Insurance 46 60
Director fees 279 250
Consulting 52 39
Gross G&A $ 4,619 § 3,486

NOTE 16 - SEGMENTED DATA

The Corporation operates in one industry, being the exploration and development of oil and gas resources,

but in several geographic locations.

Segmented data for select assets and liabilities is noted in the following table:

December 31, 2023 Brazil Paraguay United States Total
Cash $ 2 $ 2 $ 103 107
Exploration and evaluation assets 5,695 - - 5,695
Property, plant and equipment 3,730 - 30 3,760
Deposits 3,052 - - 3,052
Accounts payable 500 - 938 1,438
Accrued liabilities 203 - 1,705 1,908
Decommissioning obligations 1,486 - - 1,486
Total debt - - 6,925 6,925
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NOTE 16 - SEGMENTED DATA (continued)

December 31, 2022 Brazil Paraguay United States Total
Cash $ - $ 1 $ 17 18
Exploration and evaluation 4,056 i i 4,056
assets

Property, plant and equipment 2,547 1 32 2,580
Deposits 3,348 - - 3,348
Investment in energy fund - - 3,857 3,857
Accounts payable 760 - 360 1,120
Accrued liabilities 211 - 804 1,015
Decommissioning obligations 95 - - 95
Total debt - - 6,615 6,615

NOTE 17 - FINANCIAL INSTRUMENT RISKS AND CONCENTRATIONS

The Corporation’s financial instruments consist of cash and cash equivalents held by regulated financial
institutions, other current assets, accounts payable, accrued liabilities and long-term debt. The Company

does not make speculative investments in derivatives or any other risk assets.

Fair value

The fair values of cash and cash equivalents, other current assets, accounts payable and accrued liabilities

approximate their carrying values due to their short-term nature. The carrying value of long-term debt

approximates fair value and is recorded at amortized cost. The fair values of the investment and derivative

warrant liability are measured on initial recognition and each subsequent reporting date using Level 3

hierarchy inputs.

Risks associated with financial assets and liabilities

The Corporation’s activities are exposed to a variety of financial risks such as credit risk, market risk and
liquidity risk that arise as a result of its activities. Management has primary responsibility for monitoring
and managing financial instrument risks under the direction of the Board of Directors, which has overall

responsibility for establishing the Corporation’s risk management framework.

Market Risk

Market risk is the possibility that changes in foreign exchange rates, interest rates, access to capital, or the
prices of crude oil and natural gas products will adversely affect the value of assets, liabilities and expected

future cash flows.

Commodity Price Risk

Commodity price risk is the risk that future cash flows will fluctuate as a result of changes in commodity
prices. Commodity prices for petroleum and natural gas are impacted by world and continental/regional
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NOTE 17 - FINANCIAL INSTRUMENT RISKS AND CONCENTRATIONS (continued)
Commodity Price Risk (continued)

economic and other events that dictate the level of supply and demand (Note 2). Fluctuations in these
prices may negatively impact the Corporation’s ability to economically develop its resource properties and
execute its business plans as access to capital could be restricted.

Credit Risk

The Corporation’s financial instruments exposed to concentrations of credit risk consist primarily of cash
and cash equivalents, which is on deposit with reputable financial institutions. There has been no history of
credit losses.

Foreign exchange risk

Foreign currency risk is the risk that the fair value of the Corporation’s financial assets and liabilities will
fluctuate due to fluctuations in foreign exchange rates. The Corporation is exposed to foreign currency risk
with respect to cash, other current assets, accounts payable, accrued liabilities, derivative warrant liability
and loans from directors and officers denominated in Canadian dollars and Brazilian reals. The
Corporation does not currently manage currency risk through hedging or other currency management tools.

Liquidity risk

Liquidity risk relates to the risk the Corporation will encounter should it have difficulty in meeting
obligations associated with the financial liabilities. Financial liabilities consist of accounts payable,
accrued liabilities and long-term debt which are due within one to five years. The Corporation manages its
liquidity risk by forecasting cash flow requirements for its planned corporate activities and anticipated
investing and financing activities. Management and the board of directors are actively involved in the
review, planning and approval of significant expenditures and commitments. Liquidity difficulties would
emerge if the Corporation was unable to establish a profitable production base to generate sufficient cash
flow to cover both operating and capital requirements and service debt financing arrangements. The
Corporation anticipates it will continue to have adequate liquidity to fund its financial liabilities through its
future funds from operations and issuance of debt or equity instruments.

Market Risk

Following are the contractual maturities of financial liabilities including expected interest payments at the
end of each period:
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NOTE 17 - FINANCIAL INSTRUMENT RISKS AND CONCENTRATIONS (continued)

Market Risk (continued)

Contractual Less Than
December 31, 2023 Cash Flows One Year 1 - 5 years
Accounts and income taxes payable $ 1,438 $ 1,438  § -
Accrued liabilities 1,908 1,908 -
Lease Liabilities 94 24 70
Long-term debt and related interest payable 6,925 3,859 3,066
Total financial liabilities $ 10,365 $ 7,229 $ 3,136

Contractual Less Than
December 31, 2022 Cash Flows One Year 1 - 5 years
Accounts and income taxes payable $ 1,120 $ 1,120 $ -
Accrued Liabilities 1,015 1,015 -
Lease Liabilities 108 21 87
Long-term debt and related interest payable 6,615 1,100 5,515
Total financial liabilities $ 8,858 $ 3256 $ 5,602

Interest rate risk

Interest rate risk consists of three components:

(@)

To the extent that payments made or received on the Corporation’s monetary assets and
liabilities are affected by changes in the prevailing market interest rates, the Corporation is
exposed to interest rate cash flow risk.

To the extent that changes in prevailing market rates differ from the interest rate in the
Corporation’s monetary assets and liabilities, the Corporation is exposed to interest rate
price risk.

The Corporation is exposed to interest rate risk to the extent the changes in market interest
rates will impact the Corporation’s cash and cash equivalent balances that are at a floating
or short-term rate of interest and the long-term debt, which is at a fixed rate of interest. The
Corporation does not have any hedging instruments in place at December 31, 2023 or
December 31, 2022 to mitigate this risk.

Capital management

The Corporation manages its capital structure and makes adjustments to it, based on the funds available to
the Corporation, in order to support its operations. The Board of Directors does not establish quantitative
return on capital criteria, but rather relies on the expertise of the Corporation's management to sustain
future development of the business. Management reviews its capital management approach on an ongoing
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NOTE 17 - FINANCIAL INSTRUMENT RISKS AND CONCENTRATIONS (continued)

basis and believes that this approach, given the relative size of the Corporation, is reasonable. The
Corporation is not subject to externally imposed capital requirements.

Fair value of financial instruments
There are three levels for classification of fair value of financial instruments, the hierarchy provides
priority for quoted prices not adjusted in active market regarding a financial asset or liability. The

classification of the hierarchical levels can be presented as exposed below:

e Level 1 — Quoted prices (not adjusted) in active markets for identical assets or liabilities that the
entity can have access at the measuring date.

e Level 2 — Evaluation techniques for which the lower-level information and significant for
measuring the fair value is directly or indirectly observable.

e Level 3 — Evaluation techniques for which the lower-level information and significant for
measuring the fair value is not available.

The hierarchic, book and market fair value of the Company’s main financial instruments as at December
31,2023 and 2022 are as follows:

As at December 31, As at December

2023 31,2022
Fair Fair
Category Level Book Value Book Value

Asset

Cqsh and cash Eair value through ) $ 107 $ 107 $ 18 $ 18
equivalents income

Other assets Amortized cost 2 431 431 122 122

Deposits Amortized cost 2 3,052 3,052 3,348 3,348
Liability

Accounts payable Amortized cost 2 1,438 1,438 1,120 1,120

Accrued liabilities Amortized cost 2 1,908 1,908 1,015 1,015

Lease liabilities Amortized cost 2 94 94 108 108

Long term debt Amortized cost 2 6,925 6,925 6,615 6,615

Derivative warrant Amortized cost 3 668 668 2,183 2,183
liability

The fair values of cash and cash equivalents, other current assets, accounts payable and accrued liabilities
approximate their carrying values due to their short-term nature. The carrying value of long-term debt
approximates fair value and is recorded at amortized cost. The fair values of the investment and derivative
warrant liability are measured on initial recognition and each subsequent reporting date using level 3
hierarchy inputs.
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NOTE 18 - RELATED PARTY TRANSACTIONS AND KEY MANAGEMENT COMPENSATION

Transactions with related parties are incurred in the normal course of business and are measured at the
exchange amount which is the amount of consideration established and approved by the related parties.

For the year ended December 31, 2023 and 2022, the Corporation incurred $12 thousand in office and
administration charges provided by a company controlled by a significant shareholder. Included in
accounts payable is a balance owing of $9 thousand at December 31, 2023 (2022 - $6 thousand) in respect
of these transactions.

NOTE 18 - RELATED PARTY TRANSACTIONS AND KEY MANAGEMENT COMPENSATION
(continued)

For the year ended December 31, 2023 and 2022, the Corporation incurred $18 thousand in consulting fees
billed by members of management (Country Directors). Included in accrued liabilities is $100 thousand
(2022 - $82 thousand) owing to these individuals.

For the year ended December 31, 2023, the Corporation incurred finance charges of $308 thousand (2022 —
$64 thousand) on long-term debt and notes payable to officers and directors, which are included in
accounts payable and accrued liabilities. As at December 31, 2023, there is accrued and unpaid interest of
$198 thousand (2022 — $64 thousand) relating to outstanding debt of $1.7 million (2022 — $1.8 million)
and promissory notes payable to officers and directors of $ 0.8 (2022 — Nil).

At December 31, 2023, there are accrued and unpaid consulting, salary and related charges of $150
thousand (December 31, 2022 - $273 thousand) owing to consultants, officers and directors.

The compensation paid or payable to key management for services is as follows:

Years Ended December 31,

2023 2022

Salaries and related and director fees $ 1,342 § 1,174
Bonus 150 145
Severance 275 -
Share-based compensation 1,120 1,114
$ 2,887 $ 2,433

NOTE 19 - COMMITMENTS AND CONTINGENCIES

19.1. Commitments with production and exploration activities

Pursuant to farm-in and other acquisition agreements, the Corporation is often obligated to meet minimum
work commitments related to exploration and development activities. The Corporation will be required to
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NOTE 19 - COMMITMENTS AND CONTINGENCIES (continued)

obtain additional debt or equity financing in 2024 and beyond to fund commitments for future work
programs.

The contracts for the granting of exploration rights were recognized by the acquisition cost value. The
Andorinha, Trapia, Alto Alegre and Sao Jodo fields are in operational phase, and demonstrated below:

Land
Basin Production field Share % Concession Expiry Gover.n ment owners
royalties .
royalties
Bacia Potiguar ~ Andorinha 100%  November 21, 2036 5% 1.0%
Bacia Potiguar ~ Alto Alegre 100% May 12,2034 5% 0.5%
Bacia Potiguar ~ Trapia 100%  March 01, 2039 5% 0.5%
Bacia Barreirinha Sao Jodo 100% May 12,2034 5% 0.5%

Minimum Exploratory Program — PEM

On December 31, 2021, the Company had the commitment of compliance with the PEM regulated by
ANP, referring to the granting of the block, as shown below:

Concession Quantity of Minimum Work Minimum Work
Expiry Exploration Blocks Program (BRL) Program (USD)
2027 27 $ 36,303 $ 7,261
2028 7 8,630 1,726
Total 34 $ 44,932 $ 8,986

19.2. Legal claim

The Corporation is party to legal claims and disputes in the normal course of business. The Corporation
believes that any liabilities that might arise from such matters to the extent not provided for, are not likely
to have a material impact on the consolidated financial statements. Provisions for claims are recognized
when the probable outcome of the matter can be reasonably determined, and the amount of the provision

can be reasonably estimated.
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NOTE 20 — INSURANCE COVERAGE (NOT AUDITED)

The Corporation has insurance coverage to cover operational risks. The coverages were obtained from
reputable insurance companies, in amounts considered sufficient by Management, considering the nature
of the company’s operations, and based on the recommendations of insurance consultants.

NOTE 21 - SUBSEQUENT EVENTS

Subsequent to year-end the Corporation closed a $2.7 million private placement on February 28, 2024.
1,205,350 units were issued at a price of CAD $3.00. Each unit was comprised of one common share in the
capital of the Corporation and one transferable share purchase warrant entitling the holder thereof to
acquire one common share at a price of CAD $4.00 per share within twelve months following the closing
date.

On January 26, 2024, a participant in the February 2022 private placement exercised warrants for 64,000
shares. Proceeds from the exercise of these warrants totaled $118 thousand.

On February 13, 2024, the Corporation signed the First Amendment to Loan Agreement of $ 1.7 million to
extend the final maturity date to March 31, 2025, and modify the applicable rate under the 2022 Note to
14% fixed in exchange for the cancellation of the 500,000 warrants (2022 Warrant) and the issuance of a
new warrants to purchase up to 600,000 shares of the Parent’s common stock at an exercise price of CAD
$3.00 per share.

Subsequent to year-end, 5,245,800 warrants issued by the Corporation expired unexercised. These
warrants, which were originally issued as part of private placement, had an exercise price of CAD $2.00
and an expiration date of February 18th, 2024. The expiration of these warrants is not expected to have a
material impact on the Corporation's financial position or results of operations.
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