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Introduction 
 

The following annual management’s discussion and analysis (“MD&A”) of the financial condition and results of 
the operations of Silk Energy Limited (formerly Inspiration Mining Corporation) (“Silk” or the “Company”) 
constitutes management’s review of the factors that affected the Company’s financial and operating performance 
for the twelve months ended December 31, 2019. This MD&A has been prepared in compliance with the 
requirements of National Instrument 51-102 – Continuous Disclosure Obligations. This discussion should be read 
with the audited annual financial statements (the “financial statements”) of the Company for the years ended 
December 31, 2019 and 2018, together with the notes thereto. Results are reported in Canadian dollars, unless 
otherwise noted. In the opinion of management, all adjustments (which consist only of normal recurring 
adjustments) considered necessary for a fair presentation have been included. The results for the periods 
presented are not necessarily indicative of the results that may be expected for any future period. Information 
contained herein is presented as at June 15, 2020, unless otherwise indicated. 
 
The financial statements, including comparatives, have been prepared in accordance with International Financial 
Reporting Standards (“IFRS”) as issued by the International Accounting Standards Board (“IASB”) and 
Interpretations issued by the IFRS Interpretations Committee. 

 
For the purposes of preparing this MD&A, management, in conjunction with the Board of Directors (the “Board”), 
considers the materiality of information. Information is considered material if: (i) such information results in, or 
would reasonably be expected to result in, a significant change in the market price or value of Silk common 
shares; (ii) there is a substantial likelihood that a reasonable investor would consider it important in making an 
investment decision; or (iii) it would significantly alter the total mix of information available to investors. 
Management, in conjunction with the Board, evaluates materiality with reference to all relevant circumstances, 
including potential market sensitivity. 

 
Information about the Company and its operations can be obtained from the offices of the Company or on the 
System for Electronic Documents Analysis and Retrieval (“SEDAR”) and is available for review under the 
Company's profile on the SEDAR website (www.sedar.com). 
 
Brief Corporate History 

 

The Company was incorporated on November 15, 1972 pursuant to the Company Act of British Columbia upon 
amalgamation of two predecessor companies. On August 19, 1996, after various changes during the interim, 
the Company changed its name to Inspiration Mining Corporation. On March 2, 2004, the Company’s stock 
commenced trading on Tier 2 of the TSX Venture Exchange under the symbol “ISM”. On April 26, 2007, its stock 
became listed for trading on the Toronto Stock Exchange (“TSX”) under that same symbol. On August 18, 2008, 
pursuant to Articles of Continuation, the Issuer was continued into the Province of Ontario pursuant to the 
Business Corporations Act (Ontario).Further to TSX Bulletin 2015-0348 dated April 10, 2015, the TSX 
determined that ISM was required to delist the common shares of the Company at the close of business on 
January 4, 2016 for failure to meet the continued listing requirements of the TSX. On January 4, 2016, the 
common shares were delisted from the TSX and on February 5, 2016, the Company's shares commenced 
trading on the Canadian Securities Exchange (“CSE”). On August 18, 2008, the Company continued itself from 
being a corporation existing and governed by the Business Corporations Act (British Columbia) to being a 
corporation existing under and governed by the Business Corporations Act (Ontario).  

By articles of amendment dated July 04, 2019, the Issuer’s articles were amended to change its name to “Silk 
Energy Limited” and to consolidate the issued and outstanding common shares in the capital of the Corporation 
on the basis of three (3) existing common shares for one (1) post-consolidated common share. 

On September 3, 2019 (and as approved at an annual and special meeting of shareholders of the Company held 
on April 17, 2019), the Company completed the acquisition of all of the issued and outstanding securities in the 
capital of Silk Energy AS (“Silk AS”), a private company incorporated under the laws of Norway,  in exchange for 
the issuance of an aggregate of 161,822,500 common shares (post-consolidated) in the capital of the Company 
to the shareholders of Silk AS pursuant to the terms of a Share Exchange Agreement dated October 24, 2018 
among the Company, Silk AS and the shareholders of Silk AS (collectively, the “Transaction”). The Company 
also issued a total of 4,854,675 compensatory warrants to certain shareholders of Silk AS, exercisable at a price 
of $0.08 per share for a term of two years from the date of issuance. The Transaction constitutes a reverse 
acquisition (“RTO”) of the Company by Silk AS. 
 

http://www.sedar.com/
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 Cautionary Note Regarding Forward-Looking Information 
 

This MD&A contains certain forward-looking information and forward-looking statements, as defined in applicable 
securities laws (collectively referred to herein as “forward-looking statements”). These statements relate to future 
events or the Company’s future performance. All statements other than statements of historical fact are forward-
looking statements. Often, but not always, forward-looking statements can be identified by the use of words such 
as “plans”, “expects”, “is expected”, “budget”, “scheduled”, “estimates”, “continues”, “forecasts”, “projects”, 
“predicts”, “intends”, “anticipates” or “believes”, or variations of, or the negatives of, such words and phrases, or 
statements that certain actions, events or results “may”, “could”, “would”, “should”, “might” or “will” be taken, occur 
or be achieved. Forward-looking statements involve known and unknown risks, uncertainties and other factors 
that may cause actual results to differ materially from those anticipated in such forward-looking statements. The 
forward-looking statements in this MD&A speak only as of the date of this MD&A or as of the date specified in 
such statement. The following table outlines certain significant forward-looking statements contained in this 
annual MD&A and provides the material assumptions used to develop such forward-looking statements and 
material risk factors that could cause actual results to differ materially from the forward-looking statements. 
 
Inherent in forward-looking statements are risks, uncertainties and other factors beyond Silk’s ability to predict 
or control. Please also make reference to those risk factors referenced in the “Risks and Uncertainties” section 
below. Readers are cautioned that the above chart does not contain an exhaustive list of the factors or 
assumptions that may affect the forward-looking statements, and that the assumptions underlying such 
statements may prove to be incorrect. Actual results and developments are likely to differ, and may differ 
materially, from those expressed or implied by the forward-looking statements contained in this MD&A. 

 

Forward-looking statements involve known and unknown risks, uncertainties and other factors that may cause 
Silk’s actual results, performance or achievements to be materially different from any of its future results, 
performance or achievements expressed or implied by forward-looking statements. All forward-looking 
statements herein are qualified by this cautionary statement. Accordingly, readers should not place undue 
reliance on forward-looking statements. The Company undertakes no obligation to update publicly or otherwise 
revise any forward-looking statements whether as a result of new information or future events or otherwise, 
except as may be required by law. If the Company does update one or more forward-looking statements, no 
inference should be drawn that it will make additional updates with respect to those or other forward-looking 
statements, unless required by law. 

 

Operation Highlights 
 

Corporate 
During the year ended December 31, 2019, the Company focused on cash preservation pending successful 
completion of a financing that was commenced concurrent to the Transaction. However, the Company incurred 
certain one-time costs in connection with the Transaction, predominantly in connection with professional services 
and consulting provided. 

 

UnionField Group Acquisition 
Pursuant to a Share Sale-Purchase Agreement dated July 10, 2018, Silk AS had entered into a commitment to 
purchase all of the issued shares of UnionField Group Ltd. (“UnionField Group”), which owns a 50% equity and 
working interest in the Mertvyi Kultuk (Ustyurt) concession (the “Concession”), located in the Mangystau Region 
of the Republic of Kazakhstan (the “Initial UnionField Agreement”). The transaction is subject to Canadian 
Securities Exchange (“CSE”) approval as well as approval from the Ministry of Energy in the Republic of 
Kazakhstan. 
 
Subject to the terms of the Initial UnionField Agreement, the consideration for the purchase was to comprise: 
 

• A contractual payment to National Company KazMunayGaz (“KMG”), the State oil company of 
Kazakhstan of USD $5,000,000 by July 31, 2018 (the “KMG Deferred Payment”) (not paid); 

• An initial payment of USD $11,000,000 (the “First Payment) by September 30, 2018 (not paid); and 
• A deferred payment of USD $10,000,000 (the “Second Payment”) to be paid by September 30, 2019 

(not paid). 
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On November 26, 2019, and as amended on January 31, 2020, the Company and UnionField Group entered 
into a new agreement that contemplated new payment terms in respect of the First Payment and Second 
Payments discussed above (collectively, the “Payments”) (the “Second Restated UnionField Agreement”). 
Pursuant to the Second Restated UnionField Agreement, the responsibility for the Payments was transitioned to 
the Company (as opposed to Silk AS), which is now obligated to make the Payments to KMG and to settle the 
Payments for UnionField Group through the issuance of a convertible note in the amount of USD $21,000,000 
(the “Convertible Note”), which was issued on January 31, 2020. 
 
The Convertible Note bears interest at a rate of 6% per annum and is convertible at the option of the holder into 
a total of up to 70,000,000 common shares of the Company at a deemed price equal to the greater of: 
 

• $0.40; and 
• The volume-weighted average price of the Company’s common shares at the time of conversion, subject 

to adjustment as provided in the Convertible Note or any amendments thereto. 
 
Interest is payable semi-annually, and the principal, if not converted, becomes payable on July 31, 2021. 
 
Further, the Second Restated UnionField Agreement requires Silk AS to assume an additional contractual 
payment that UnionField Group was obligated to make pursuant to the Participatory Interest Agreement (the “PI 
Agreement”) with KMG dated October 27, 2017. Pursuant to the PI Agreement, a deferred payment of USD 
$8,800,000 is also owing to KMG on or before January 31, 2022, which is now the responsibility of Silk AS. 
 
On November 26, 2019, and as amended on January 31, 2020, the Company entered into a Second Joint Activity 
Agreement with UnionField Group pursuant to which the Company agreed to undertake certain exploration 
activities on UnionField Group’s interest in the Concession. The Second Joint Activity Agreement will govern the 
work undertaken on the Concession until formal approval of the transaction to acquire UnionField Group is 
received by the Ministry of Energy in the Republic of Kazakhstan. 
 
Consistent with the terms of the Initial UnionField Agreement, Silk AS will assume the commitments of UnionField 
Group under a work program incorporating exploration activities on the Concession. 
 
On September 28, 2018, Silk AS entered into a draw down loan agreement (the “Loan Agreement”) with 
UnionField Group whereby Silk AS agreed to provide loans to UnionField Group to a maximum amount of USD 
$5,350,000. Pursuant to the Loan Agreement, the loans bear interest at 9.0% per annum, are repayable on or 
before the fourth anniversary of the first draw down of a loan and are secured against UnionField Group’s 50% 
interest in the Concession. The loans will be provided solely for the purposes of making the KMG Deferred 
Payment and the social contributions and existing debts of UnionField Group on wages and taxes and paying for 
geological information in relation to the Concession.  
 
As at December 31, 2019, the Company had made loans totaling USD $90,000 ($113,183) to UnionField Group 
(December 31, 2018 – USD $50,000 ($65,213)) and accrued interest on the loans totaled USD $6,209 ($8,003) 
(December 31, 2018 - $nil). 
 
Mineral Property Exploration Update 
 
The Company’s mineral properties had been placed under care and maintenance. However, the Transaction 
completed by the Company has refocused the Company’s efforts on oil and gas concessions in Kazakhstan. 
Management will look for opportunities to sell or option the remaining mineral property interests to interested 
parties. 
 
Accordingly, during the twelve month period ended December 31, 2019, the Company did not conduct any 
significant exploration activities on any of its remaining mineral property interests. 
 
See Note 6 in the audited consolidated financial statements for the twelve month period ended December 31, 
2019 for additional information in respect of the Company’s mineral properties. 
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Trends 
 

Management regularly monitors economic conditions and estimates their impact on the Company’s operations 
and incorporates these estimates in both short-term operating and longer-term strategic decisions. During the 
twelve months ended December 31, 2019, equity markets in Canada showed signs of improvement, with equities 
increasing significantly during this period. However, subsequent to December 31, 2019, equity markets and the 
global economy were negatively impacted by the novel coronavirus (“COVID19”), which was quickly categorized 
as a global pandemic.  
 
The Company is currently evaluating the impact of the outbreak of COVID-19, which could create significant 
uncertainty its operations. All jurisdictions in which the Company operates are asking people to self-isolate or 
practice social distancing to try to control the spread of the virus. Current measures include limitations on the 
movement of people and the closure of non-essential businesses. The Company’s management is currently 
working remotely wherever possible and self-monitoring for signs of infection. 
Apart from these and the risk factors noted under the heading “Risks and Uncertainties”, management is not 
aware of any other trends, commitments, events or uncertainties that would have a material effect on the 
Company’s business, financial condition or results of operations. See “Risks and Uncertainties” below. 
 
Current Quarter 
 
On September 3, 2019, the Company (Inspiration Mining) and Silk AS completed a Transaction which constituted 
a reverse acquisition.  
 
The Transaction resulted in the shareholders of Silk AS obtaining control of the combined entity by obtaining 
control of the voting rights, governance, and management decision making processes, and the resulting power 
to govern the financial and operating policies of the combined entities. 
  
The Transaction constitutes an RTO of Inspiration Mining by Silk AS and has been accounted for as a reverse 
acquisition transaction in accordance with the guidance provided in IFRS 2, Share-based Payments and IFRS 3, 
Business Combinations. As Inspiration Mining did not qualify as a business according to the definition in IFRS 3, 
the RTO does not constitute a business combination; rather it is treated as an issuance of common shares by 
Silk AS for the net assets of Inspiration Mining and Inspiration Mining’s public listing, with Silk AS as the continuing 
entity. Accordingly, no goodwill or intangible assets were recorded with respect to the transaction as it does not 
constitute a business.  
 
For accounting purposes, Silk AS is treated as the accounting parent company (legal subsidiary) and Inspiration 
Mining as the accounting subsidiary (legal parent) in these financial statements. As Silk AS was deemed to be 
the acquirer for accounting purposes, its assets, liabilities and operations since incorporation are included in 
these financial statements at their historical carrying values. Inspiration Mining’s results of operations have been 
included from September 3, 2019. 
 
In connection with the Transaction, a one-time listing expense (the “Listing Expense”) of $5,376,631 was 
recognized. 
 
Financial Highlights 

 
Selected Annual Information 
 

December 31,
 2019

$

December 31,
 2018

$
Revenues -                       -                       
Net loss (7,300,798)         (1,249,011)         
Net loss per share - basic and diluted (0.12)                    (5.48)                    
Total assets 1,453,443           124,391              
Total long-term financial liabilities 704,674              -                       
Cash dividends declared - per share -                       -                       
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Financial Performance 
 

The Company’s consolidated net loss totaled $7,300,798 for the twelve month period ended December 31, 2019, 
with basic and diluted loss per share of $0.12. This compares with a net loss of $1,249,011 with basic and diluted 
loss per share of $5.48 for the twelve month period ended December 31, 2018. The increase of approximately 
$6,052,000 in net loss was principally due to the Listing Expense recognized on completion of the Transaction, 
as well as increased professional fees recognized (predominantly associated with the Transaction), salaries and 
wages, travel and related expenditures and amortization of deferred financing charges. 
 
The overall increase in net loss between periods was partially offset by a reduction in consulting fees of 
approximately $67,000, a gain on settlement of accounts payable and shares committed for issuance in 2019 of 
approximately $123,000, and a gain on the change in fair value of the Company’s embedded derivative liability 
in the amount of approximately $15,000. 
 
Silk’s net loss totalled $1,404,353 for the three month period ended December 31, 2019, with basic and diluted 
loss per share of $0.01. This compares with a net loss of $702,946 with basic and diluted loss per share of $1.78 
for the three month period ended December 31, 2018. The net increase in loss of approximately $701,000 was 
principally due to increases in professional fees, consulting and research fees, amortization of deferred financing 
charges, travel and related expenditures and a loss provision on amounts due from related parties. 
 
The overall increase in net loss between periods was partially offset by a reduction in salaries and wages of 
approximately $178,000, a gain on settlement of accounts payable and shares committed for issuance in 2019 
of approximately $123,000, and a gain on the change in fair value of the Company’s embedded derivative liability 
in the amount of approximately $15,000. 
 
As at December 31, 2019, the Company had total assets of $1,453,443 and shareholders’ deficiency of $932,535. 
This compares with assets of $124,391 and shareholders’ deficiency of $37,960 at December 31, 2018. At 
December 31, 2019, the Company had $1,681,304 of current liabilities (December 31, 2018 – $162,351). During 
the twelve month period ended December 31, 2019, the Company expensed operating expenses of $1,994,145 
(2018 - $1,259,325). 
 
At December 31, 2019, the Company had $282,427 in cash held with major Canadian and Norwegian chartered 
banks (“total cash”) (December 31, 2018 – $59,178 held with major Norwegian chartered banks) and a working 
capital deficiency of $1,290,558 (December 31, 2018 – $103,173). The decrease in working capital was primarily 
due to a significant increase in trade payables and accruals, largely in connection with the RTO and services 
provided surrounding the Transaction, as well as other operating expense increases. 
 
Cash Flows 

 

At December 31, 2019, the Company had cash of $282,427. The increase in cash of $223,249 from the 
December 31, 2018 cash balance of $59,178 was as a result of cash outflows in operating activities of 
$1,130,166, cash inflows from financing activities of $1,262,072, cash inflows from investing activities of $62,165 
and a positive cash adjustment due to foreign exchange fluctuations of $29,178. Operating activities were mainly 
affected by net loss of $7,300,798 which was offset by non-cash operating items (most notably, the Listing 
Expense), and a net change in non-cash working capital balances of $783,414. 
 
Liquidity and Working Capital 

 

The financial statements have been prepared on a going concern basis which assumes that the Company will 
be able to realize its assets and discharge its liabilities in the normal course of business for the foreseeable 
future. As the Company has no revenues from operations, its continuing operations requiring cash payments are 
funded by its cash reserves either carried over from previous fiscal years or generated, and being generated, 
from its various financing activities. See Note 1 to the financial statements for additional details.  
 
In connection with the Transaction, the Company completed a private placement unit offering (the “Unit Offering”). 
During the twelve months ended December 31, 2019, the Company issued 6,174,983 units at a price of $0.15 
per unit for total proceeds of $926,116 in connection with the Unit Offering. The proceeds had previously been 
collected by the Company (and recorded as share subscriptions received) in advance of the RTO completed. No 
value was allocated to the warrant component of the units issued. 
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The Company also received proceeds of USD $800,000 ($1,080,000) in connection with a convertible debenture 
issued (the “Convertible Debenture”) during the twelve month period ended December 31, 2019, as well as 
$12,705 (USD $10,000) in connection with a promissory note agreement executed. 
 
Fixed Capital Requirements 

 

For the Company’s mineral properties, there are no minimum expenditures required to maintain the projects in 
good standing. As previously stated, Management is actively looking to sell or option these properties as the 
Company has changed its focus to oil and gas exploration in Kazakhstan. 
 
Currently, the Company’s corporate overhead requirements are not predictable as the Transaction has only been 
recently completed and Management is still in the process of transitioning the Company’s operations from the 
former Management group. See Note 5 to the financial statements for additional information pertaining to oil and 
gas costs expected going forward. 
The Company will require additional financing in order to fund the working capital, acquisition and exploration 
costs anticipated for fiscal 2020 and beyond. 
 
Disclosure of Internal Controls 
 
Management has established processes to provide them with sufficient knowledge to support representations 
that they have exercised reasonable diligence to ensure that (i) the financial statements do not contain any untrue 
statement of material fact or omit to state a material fact required to be stated or that is necessary to make a 
statement not misleading in light of the circumstances under which it is made, as of the date of and for the periods 
presented by the financial statements; and (ii) the financial statements fairly present in all material respects the 
financial condition, results of operations and cash flows of the Company, as of the date of and for the periods 
presented. 
 

In contrast to the certificate required for non-venture issuers under National Instrument 52-109 Certification of 
Disclosure in Issuers’ Annual and Interim Filings (“NI 52-109”), the Company uses the Venture Issuer Basic 
Certificate, which does not include representations relating to the establishment and maintenance of disclosure 
controls and procedures (“DC&P”) and internal control over financial reporting (“ICFR”), as defined in NI 52-109. 
In particular, the certifying officers filing this certificate are not making any representations relating to the 
establishment and maintenance of:  
 
• controls and other procedures designed to provide reasonable assurance that information required to be 

disclosed by the issuer in its annual filings, interim filings or other reports filed or submitted under securities 
legislation is recorded, processed, summarized and reported within the time periods specified in securities 
legislation; and a process to provide reasonable assurance regarding the reliability of financial reporting and 
the preparation of financial statements for external purposes in accordance with the issuer’s generally 
accepted accounting principles (IFRS). The Company’s certifying officers are responsible for ensuring that 
processes are in place to provide them with sufficient knowledge to support the representations they are 
making in this certificate. 

 
Investors should be aware that inherent limitations on the ability of certifying officers of a venture issuer to design 
and implement on a cost-effective basis DC&P and ICFR as defined in NI 52-109 may result in additional risks to 
the quality, reliability, transparency and timeliness of interim and annual filings and other reports provided under 
securities legislation. 
 
Transactions with Related Parties 

 
Related parties include Directors, Officers and entities that are controlled by these individuals as well as certain 
persons performing similar functions. 
 
The terms and conditions of the transactions with key management personnel and their related parties were no 
more favourable than those available, or which might reasonably be expected to be available, to similar 
transactions to non-key management personnel related entities on an arm’s length basis. 
 
The Company’s related parties include key management personnel and Directors, and companies in which they 
have control or significant influence over the financial or operating policies of those entities. 
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There were no stock options granted to key management personnel and Directors during the twelve months 
ended December 31, 2019, or December 31, 2018.  
 
In connection with the Unit Offering, the Company incurred cash share issue costs with a former Director of the 
Company and a current Director of Silk AS in an amount of $39,600 that remain payable as at December 31, 
2019. Further, the Company has a commitment to issue these individuals a total of 264,000 units at a value of 
$0.15 per unit for additional non-cash consideration of $39,600.  
 
In connection with the Convertible Debenture, the Company incurred cash transaction costs with a current 
Director of Silk AS in the amount of $66,720. Further, the Company is committed to issue 444,800 finder’s 
warrants to this individual, which were fair valued at $36,300. 
 
The aggregate value of transactions with related parties (which consist solely of salaries and wages paid to Silk 
AS Directors and key management) during the twelve months ended December 31, 2019 and December 31, 
2018 are as follows: 
 

December 31,
 2019

$

December 31,
 2018

$
Salaries and wages 803,159              279,266              

803,159              279,266               
 

The aggregate value of balances due to related parties are as follows: 
 

December 31,
 2019

$

December 31,
 2018

$
Due to related parties - current

Adrea Capital Corp. (controlled by Randy Miller, former CEO) 261,783              -                       
Aigerim Svanbayev (CFO) 8,125                   -                       
Herb Brugh (former Director) 19,800                
Silk A.S. (Directors and key management) 151,650              141,279              

441,358              141,279              
Due to related parties - long term

Vern Bock (Director) 10,000                -                       
James Davis (former CFO) 52,500                -                       
Charles de Chezelles (Director) 31,500                -                       

94,000                -                        
 
 
The aggregate value of balances due from related parties are as follows: 

December 31,
 2019

$

December 31,
 2018

$
Due from related parties

Martina Minerals Corp. 52,540                -                       
Hanna Capital Corp. 15,521                -                       
Less: loss provision on amounts due from related parties (68,061)               -                       

-                       -                        
 
As at December 31, 2019, the Company has provided an allowance for amounts owing from certain related party 
companies with common Directors (disclosed above) as there is uncertainty as to whether the amounts will be 
collected.  
 
All related party balances are unsecured and are due within thirty days without interest, with the exception of 
those classified as non-current. 
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Risks and Uncertainties 
 
An investment in the securities of the Company is highly speculative and involves numerous and significant risks. 
Such investment should be undertaken only by investors whose financial resources are sufficient to enable them 
to assume these risks and who have no need for immediate liquidity in their investment. Prospective investors 
should carefully consider the risk factors that have affected, and which in the future are reasonably expected to 
affect, the Company and its financial position.  
 
Competitive Conditions  
 
The exploration industry is competitive in all of its phases. The Company faces strong competition from other 
exploration companies in connection with the acquisition of properties producing, or capable of producing, 
precious and base metals, or oil and gas. Many of these companies have greater financial resources, operational 
experience and technical capabilities than the Company.  
As a result of this competition, the Company may be unable to maintain or acquire attractive properties on terms 
it considers acceptable or at all. Consequently, the Company's revenues, operations and financial condition could 
be materially adversely affected. 
 
Environmental Risks and Hazards  
 
All phases of the Company's operations are subject to environmental regulation in the various jurisdictions in 
which the Company operates. These regulations mandate, among other things, the maintenance of air and water 
quality standards and land reclamation. They also set forth limitations on the generation, transportation, storage 
and disposal of solid and hazardous waste. Environmental legislation is evolving in a manner which will require 
stricter standards and enforcement, increased fines and penalties for non-compliance, more stringent 
environmental assessments of proposed projects and a heightened degree of responsibility for companies and 
their officers, directors and employees. There is no assurance that future changes in environmental regulation, if 
any, will not adversely affect the Company's operations. Environmental hazards may exist on the properties on 
which the Company holds interests which are unknown to the Company at present and which have been caused 
by previous or existing owners or operators of the properties. Reclamation costs are uncertain and planned 
expenditures may differ from the actual expenditures required. 
 
Exploration, Development and Operating Risk 
 
The exploration for, and development of, mineral or oil and gas resources involves significant risks which even a 
combination of careful evaluation, experience and knowledge may not eliminate. While the discovery of an ore 
body may result in substantial rewards, few properties which are explored are ultimately developed into producing 
mines. Major expenses may be required to locate and establish mineral or oil and gas reserves, to develop 
metallurgical processes and to construct mining and processing facilities at a particular site. Whether a mineral 
deposit or oil and gas reserve will be commercially viable depends on a number of factors, some of which are: 
the particular attributes of the deposit, such as size, grade and proximity to infrastructure; metal or oil and gas 
prices which are highly cyclical; and government regulations, including regulations relating to prices, taxes, 
royalties, land tenure, land use, importing and exporting of minerals and environmental protection.  
 
The exact effect of these factors cannot be accurately predicted, but the combination of these factors may result 
in the Company not receiving an adequate return on invested capital. There is no certainty that the expenditures 
made by the Company towards the search and evaluation of mineral or oil and gas deposits will result in 
discoveries of commercial quantities of ore or oil and gas. 
 
Uncertainty in the Estimation of Mineral Reserves and Resources 
 
There is a degree of uncertainty to the calculation of mineral reserves and mineral resources and corresponding 
grades being mined or dedicated to future production. Until mineral reserves or mineral resources are actually 
mined and processed, the quantity of mineral resources and mineral reserve grades must be considered as 
estimates only. In addition, the quantity of mineral reserves and mineral resources may vary depending on, 
among other things, metal prices. Any material change in quantity of mineral reserves, mineral resources, grade 
or stripping ratio may affect the economic viability of the Langmuir Property. 
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Fluctuation in nickel and other base or precious metals prices, results of drilling, metallurgical testing and 
production and the evaluation of mine plans subsequent to the date of any estimate may require revisions of such 
estimates. The volume and grade of reserves mined and processed, and recovery rates may not be the same as 
currently anticipated. Any material reductions in estimates of mineral reserves and mineral resources, or of the 
Company's ability to extract these mineral reserves, could have a material adverse effect on the Company's 
results of operations and financial condition. 
 
Metal Prices 
 
The development and success of the Langmuir Property will be primarily dependent on the future price of nickel. 
Should the Company decide, subject to a positive feasibility study, to develop the nickel resources at the Langmuir 
Prices, such nickel development would be dependent on nickel prices. 
 
Metal prices are subject to significant fluctuation and are affected by a number of factors which are beyond the 
control of the Company. Such factors include, but are not limited to, interest rates, exchange rates, inflation or 
deflation, fluctuation in the value of the United States dollar and foreign currencies, global and regional supply 
and demand, and the political and economic conditions of major nickel producing countries throughout the world. 
The price of nickel, and other base and precious metals, has fluctuated widely in recent years and future serious 
price declines could cause continued development of, and commercial production from, the Langmuir Property 
to be impracticable. Depending on the price of nickel and other base metals, the Company could be forced to 
discontinue development and may lose its interest in, or may be forced to sell, some of its properties. 
 
Declining commodity prices can also impact operations by requiring a reassessment of the feasibility of a 
particular project. Such a reassessment may be the result of a management decision or may be required under 
financing arrangements related to a particular project. Even if the project is ultimately determined to be 
economically viable, the need to conduct such a reassessment may cause substantial delays or may interrupt 
operations until the reassessment can be completed. 
 
No History of Mining Operations 
 
The Company does not have a history of mining operations and there is no assurance that it will produce revenue, 
operate profitably or provide a return on investment in the future. 
 
Insurance and Uninsured Risks  
 
The Company's business is subject to a number of risks and hazards generally, including adverse environmental 
conditions, industrial accidents, labour disputes, unusual or unexpected geological conditions, ground or slope 
failures, cave-ins, changes in the regulatory environment and natural phenomena such as inclement weather 
conditions, floods and earthquakes. Such occurrences could result in damage to mineral properties or production 
facilities, personal injury or death, environmental damage to the Company's properties or the properties of others, 
delays in development or mining, monetary losses and possible legal liability. Although the Company maintains 
insurance to protect against certain risks in such amounts as it considers reasonable, its insurance will not cover 
all the potential risks associated with its operations.  
 
The Company may also be unable to maintain insurance to cover these risks at economically feasible premiums. 
Insurance coverage may not continue to be available or may not be adequate to cover any resulting liability. 
Moreover, insurance against risks such as environmental pollution or other hazards as a result of exploration and 
production is not generally available to the Company or to other companies in the mining industry on acceptable 
terms. The Company might also become subject to liability for pollution or other hazards which may not be insured 
against or which the Company may elect not to insure against because of premium costs or other reasons. Losses 
from these events may cause the Company to incur significant costs that could have a material adverse effect 
upon its financial performance and results of operations. 
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Government Regulation  
 
The Company's mineral exploration and development activities are subject to various laws governing prospecting, 
mining, development, production, royalties and taxes, export licenses, labour standards and occupational health, 
mine safety, toxic substances, land use, water use, land claims of local people and other matters. Although the 
Company's exploration and development activities are currently carried out in accordance with all applicable rules 
and regulations, no assurance can be given that new rules and regulations will not be enacted or that existing 
rules and regulations will not be applied in a manner which could limit or curtail production or development or 
otherwise have a materially adverse effect on the Company.  
 
Many of the mineral rights, interests and agreements of the Company are subject to government approvals, 
licenses and permits. Such approvals, licenses and permits are, as a practical matter, subject to the discretion of 
the applicable governments or governmental officials. No assurance can be given that the Company will be 
successful in maintaining any or all of the various approvals, agreements, licenses and permits in full force and 
effect without modification or revocation. To the extent such approvals are required and not obtained, the 
Company may be curtailed or prohibited from continuing or proceeding with planned exploration or development 
of mineral properties.  
 
Failure to comply with applicable laws, regulations, agreements and permitting requirements may result in 
enforcement actions thereunder, including orders issued by regulatory or judicial authorities causing operations 
to cease or be curtailed, and may include corrective measures requiring capital expenditures, installation of 
additional equipment, or remedial actions. Parties engaged in mining operations or in the exploration or 
development of mineral properties may be required to compensate those suffering loss or damage by reason of 
the mining activities and may have civil or criminal fines or penalties imposed for violations of applicable laws or 
regulations.  
 
Amendments to current laws and regulations governing operations or more stringent implementation thereof 
could have a substantial adverse impact on the Company and cause increases in exploration expenses, capital 
expenditures or require abandonment or delays in development of new mining properties.  
 
Need for Additional Mineral Reserves  
 
As mines have limited lives defined by their proven and probable mineral reserves, the Company will be required 
to continually replace and expand its mineral reserves as its mines produce nickel.  
 
No Assurance of Titles or Boundaries  
 
Titles to the Company's properties may be challenged or impugned, and title insurance is generally not available. 
The Company's mineral properties may be subject to prior unregistered agreements, transfers or claims, and title 
may be affected by, among other things, undetected defects. As a result, the Company may be unable to operate 
its properties as permitted or to enforce its rights with respect to its properties. 
 
Human Resources  
 
The Company depends on a relatively small number of key employees, the loss of any of whom could have an 
adverse effect on the Company. The Company currently does not have key person insurance for these 
individuals. The development of the Langmuir Property has and will continue to require further expansion of the 
Company's development and operating teams. There is no assurance that the Company will be able to attract 
and retain personnel to staff the development and operating teams. This may be more difficult in light of the 
shortages of labour in the mining industry in general. 
 
Dividend Policy 
 
No dividends on the Company's common shares have been paid to date. The Company anticipates that for the 
foreseeable future it will retain future earnings and other cash resources for the operation and development of its 
business. Payment of any future dividends will be at the discretion of the Company's Board of Directors after 
taking into account many factors, including the Company's operating results, financial condition and current and 
anticipated cash needs. 
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Future Sales of Common Shares by Existing Shareholders 
 
Sales of a large number of the Company’s common shares in the public markets, or the potential for such sales, 
could decrease the trading price of the common shares and could impair the Company's ability to raise capital 
through future sales of common shares. The Company has previously completed private placements and public 
offerings at prices per share which are lower than the current market price of its common shares. Accordingly, a 
significant number of shareholders of the Company have an investment profit in the common shares that they 
may seek to liquidate. Substantially all of the common shares can be resold without material restriction in Canada. 
 
Conflicts of Interest 
 

Certain directors and officers of the Company are or may become associated with other natural resource 
companies which may give rise to conflicts of interest. In accordance with the Business Corporations Act 
(Ontario), directors who have a material interest in any person who is a party to a material contract or a proposed 
material contract with the Company are required, subject to certain exceptions, to disclose that interest and 
generally abstain from voting on any resolution to approve the contract. In addition, the directors and the officers 
are required to act honestly and in good faith with a view to the best interests of the Company. 
 
Aboriginal Rights 
 
Aboriginal rights may be claimed on the Crown properties or other types of tenure with respect to which mining 
rights have been conferred. The Company is not aware of any aboriginal land claims having been asserted or 
any legal actions relating to native issues having been instituted with respect to any of the minerals claims in 
which the Company has an interest. 
 
The Company may be a “PFIC” under U.S. Tax Laws 
 
Acquiring, holding or disposing of the Company's securities may have tax consequences under the laws of 
Canada and the United States that are not disclosed in this MD&A and, in particular, potential investors should 
be aware that the Company may be a “passive foreign investment company” under the U.S. Internal Revenue 
Code and if it is or becomes a “passive foreign investment company”, there may be tax consequences for 
investors in the United States. 
 
Potential investors that are U.S. taxpayers should be aware that the U.S. Internal Revenue Service may 
determine that the Company is a “passive foreign investment company” under Section 1297(a) of the U.S. Internal 
Revenue Code (a “PFIC”). If the Company is or becomes a PFIC, any gain recognized on the sale of common 
shares and any excess distributions paid on the common shares must be proratably allocated to each day in a 
U.S. taxpayer's holding period for the common shares. The amount of any such gain or excess distribution 
allocated to prior years of such U.S. taxpayer's holding period for the common shares generally will be subject 
to U.S. federal income tax at the highest tax applicable to ordinary income in each such prior year, and the U.S. 
taxpayer will be required to pay interest on the resulting tax liability for each such prior year, calculated as if such 
tax liability had been due in each such prior year. 
 
Alternatively, a U.S. taxpayer that makes a “QEF election” generally will be subject to U.S. federal income tax on 
such U.S. taxpayer's pro rata share of the Company's “net capital gain” and “ordinary earnings” (calculated under 
U.S. federal income tax rules), regardless of whether such amounts are actually distributed by the Company. 
U.S. taxpayers should be aware that there can be no assurance that the Company will satisfy record keeping 
requirements or that it will supply U.S. taxpayers with required information under the QEF rules, in event that the 
Company is a PFIC and a U.S. taxpayer wishes to make a QEF election. As a second alternative, a U.S. taxpayer 
may make a “mark-to-market election” if the Company is a PFIC and the common shares are marketable stock.  
 
A U.S. taxpayer that makes a mark-to-market election generally will include in gross income, for each taxable 
year in which the Company is a PFIC, an amount equal to the excess, if any, of (a) the fair market value of the 
common shares as of the close of such taxable year over (b) such U.S. taxpayer's tax basis in such common 
shares. Investors should consult their tax advisors as to the tax consequences of an investment in the Company. 
 

 
 
 
 
 



 
Silk Energy Limited (Formerly Inspiration Mining Corporation)  
Management’s Discussion & Analysis 
Twelve Months Ended December 31, 2019 
Discussion dated: June 15, 2020 
 

13 | P a g e  
 

Contingencies  
 
On August 26, 2016, litigation was commenced against the Company, its Officers and Directors by a former CFO 
for unpaid professional services. The Company recorded a litigation provision of $74,926 in regard to its litigation 
exposure in accounts payable and accrued liabilities.  
 
Additional Information 

 
Please refer to the December 31, 2019 audited consolidated financial statements posted on www.sedar.com for 
additional information concerning the Company. 

 
Financial Instruments 
 
Fair values  
 
The carrying values of deposit, due from UnionField Group, accounts payable and accrued liabilities, due to 
related parties, and promissory notes payable approximate their fair values because of the short-term nature of 
these instruments. The Company’s embedded derivative liability is measured using Level 3 inputs as disclosed 
in Note 10 of the audited consolidated financial statements for the twelve months ended December 31, 2019.  
 
The Company’s activities expose it to a variety of financial instruments risks: credit risk, interest rate risk, liquidity 
risk and market and currency risk. 
 
Risk management is carried out by the Company's management team with guidance from the Audit Committee 
under policies approved by the Board of Directors. The Board of Directors also provides regular guidance for 
overall risk management. 
 
Credit Risk  
The Company is exposed to credit risk by holding cash. All of the Company’s cash are held in large financial institutions 
in Canada and Norway, and management believes the exposure to credit risk with respect to such institutions is not 
significant. The Company has minimal receivable exposure as its refundable credits are due from Canadian 
governments. The Company’s deposit relates to its office lease and is refundable at the end of the lease term. The 
Company’s maximum risk exposure to the amounts due from related parties equates to its carrying value. 
 
Interest Rate Risk 
 
The Company is not exposed to interest risk as it does not hold financial securities or debt that would be impacted by 
fluctuating interest rates. 
 
Liquidity Risk  
Liquidity risk is the risk that the Company is unable to meet its financial obligations as they come due. The Company 
manages this risk by careful management of its working capital to ensure its expenditures will not exceed available 
resources. As at December 31, 2019, the Company is in a working capital deficiency position and requires additional 
equity or other forms of financing to continue as a going concern. Refer to Note 1 of the audited consolidated financial 
statements for the twelve months ended December 31, 2019. 
 
Market and Currency Risk 
 
The Company is exposed to market risk because of fluctuating values of its publicly traded marketable securities. The 
Company has no control over these fluctuations and does not hedge its investments. Based on December 31, 2019 
value of marketable securities, every 10% fluctuation in the share prices of these companies would have an insignificant 
impact to profit or loss for the period. 
 
The Company's marketable securities are subject to fair value fluctuations arising from changes in the equity 
markets. 

 

 
Classification of Financial Instruments 
 
See Note 14 of the audited consolidated financial statements for financial instrument classification support. 
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Off-Balance Sheet Arrangements 
 
The Company has no off-balance sheet arrangements. 

 

Changes in Accounting Policies and Future Accounting Pronouncements 
 
Please refer to the audited consolidated financial statements for the twelve month period ended December 31, 
2019 located on www.sedar.com. 
 

Outstanding Shares, Stock Options and Warrants 
 
As of June 15, 2020, the Company had the following outstanding: 
 
Common shares – 199,651,185  
Stock options – none  
Warrants – 8,674,117  
 
Subsequent Events 

Subsequent to December 31, 2019, the Company: 

• Received proceeds of USD $200,000 pursuant to the issuance of a convertible debenture. Pursuant to the 
terms of the agreement (the “Subsequent CD Agreement”), the debenture is convertible (at the option of the 
holder) into units of the Company at a price of $0.15 per unit until 60 days following recommencement of 
trading of the Company’s common shares, bears interest at a rate of 8.0% per annum, and has a maturity 
date of January 17, 2022. Each unit is comprised of one common share and one-half warrant, with each 
whole warrant being exercisable into an additional common share at an exercise price of $0.21 until July 17, 
2021. 

In connection with the Subsequent CD Agreement, the Company issued a total of 111,200 finder’s warrants, 
exercisable at a price of $0.15 with an expiration of July 17, 2021. The Company is also committed to a cash 
finder’s fee of $16,680 in connection with the debenture.  

• Settled a promissory note for consideration of the issuance of 100,000 shares with an aggregate value of 
$15,000 ($0.15 per share). 
 

• Issued 1,923,333 common shares pursuant to shares committed for issuance as at December 31, 2019. 
 
• Issued 5,000,000 common shares pursuant to shares committed for issuance as at December 31, 2019 in 

connection with a credit facility agreement in place. 
 
• Issued 351,900 common shares pursuant to units committed for issuance as at December 31, 2019. 
 
• Issued 444,800 finder’s warrants in connection with a convertible debenture agreement entered into during 

the year. 
 
• Issued a convertible debenture with a principal amount of USD $21,000,000 to UnionField Group. 

 
• Received an advance of $42,000 from a Director and Officer of the Company for working capital purposes. 

The advance is unsecured, due on or before September 10, 2020 and bears interest at a rate of 5.0% per 
annum. 

 
Other MD&A Requirements 
 
Additional disclosure of the Company’s technical reports, material change reports, news releases, and other 
information can be obtained on SEDAR at www.sedar.com. 
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