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KARNALYTE RESOURCES INC.

Condensed Interim Statements of Financial Position (unaudited)

(CAD $ thousands)
September 30, December 31,
2021 2020
ASSETS
Current assets:
Cash and cash equivalents $ 2,167 $ 4,821
Trade and other receivables 158 117
Prepaid expenses 468 353
2,793 5,291
Restricted cash 375 375
Capital assets (note 4) 270 318
Exploration and evaluation and other assets (note 5) 5,257 5,257
ASSETS $ 8,695 $ 11,241
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities:
Trade and other payables $ 790 $ 1,460
Current portion of lease obligation - 39
790 1,499
Decommissioning liability (note 6) 1,648 1,812
Total liabilities 2,438 3,311
Shareholders’ equity:
Share capital (note 7) 132,149 132,149
Contributed surplus 9,680 9,659
Deficit (135,572) (133,878)
Total shareholders' equity 6,257 7,930
LIABILITIES AND SHAREHOLDERS' EQUITY $ 8,695 $ 11,241

Basis of presentation (note 2), Contingent liabilities (note 10), Subsequent event (note 11)
See accompanying notes to the financial statements.

Approved on behalf of the Board on November 10, 2021:

"signed" "signed"

Vishvesh Nanavaty, Director Gerald Scherman, Director



KARNALYTE RESOURCES INC.

Condensed Interim Statements of Loss and Comprehensive Loss (unaudited)

For the three and nine months ended September 30, 2021 and 2020

(CAD $ thousands)
Three months ended Nine months ended
2021 2020 2021 2020
Expenses:
General and administrative $ 317 % 675 % 1387 % 1,367
Depreciation (note 4) 13 23 46 57
Share-based compensation (note 7(c)) 5 13 21 19
Restructuring - - 124 63
Impairment (note 5) 95 216 410 684
Other income (53) - (196) a7
Gain on disposal of capital assets (99) - (99) -
Gain on disposal of mineral properties and
intangible assets (1) - () -
277 927 1,692 2,173
Finance income (4) a7 (15) (56)
Finance expense 6 4 17 22
Net finance expense/(income) 2 (13) 2 (34)
Loss and Comprehensive loss $ (279) $ (914) $ (1,694) $  (2,139)
Loss per share (note 7(b)) Basic
and diluted $ (0.01) $ (0.L02) $ (0.04) $ (0.05)

See accompanying notes to the financial statements.



KARNALYTE RESOURCES INC.

Condensed Interim Statements of Cash Flows (unaudited)

For the nine months ended September 30, 2021 and 2020
(CAD $ thousands)

2021 2020
Cash Flows from (used in) Operating Activities:
Net loss for the period $ (1,694) (2,139)
Add/(deduct):
Depreciation (note 4) 46 57
Share-based compensation (note 7(c)) 21 19
Impairment (notes 5) 410 684
Net finance income 2 (34)
Interest income received 18 64
Other income (185) -
Gain on disposal of capital assets (99) -
Gain on disposal of mineral properties and intangible assets Q) 0
Changes in non-cash working capital (note 8) (826) 312
(2,308) (2,037)
Cash Flows from (used in) Investing Activities:
Additions to mineral properties and intangible assets (note 5) (410) (514)
Proceeds on disposal of capital assets 101 -
Proceeds on disposal of mineral properties and intangible assets 1 -
(308) (514)
Cash Flows from (used in) Financing Activities:
Repayment of lease obligation (39) (22)
(39) (22)
Effect of foreign exchange on cash 1 (7)
Change in cash and cash equivalents (2,654) (1,580)
Cash and cash equivalents, beginning of period 4,821 7,520
Cash and cash equivalents, end of period $ 2,167 5,940
Cash and cash equivalents are comprised of:
Cash 2,106 5,888
Cash equivalents 61 52
Cash and cash equivalents, end of period $ 2,167 5,940

See accompanying notes to the financial statements.



KARNALYTE RESOURCES INC.

Condensed Interim Statements of Changes in Equity (unaudited)

For the nine months ended September 30, 2021 and 2020

(CAD $ thousands)
2021 2020
Number Amount Number Amount

Share Capital:

Balance, beginning of period 42,174 $ 132,149 42,174 $ 132,149
Balance, end of period 42,174 132,149 42,174 132,149

Contributed Surplus:

Balance, beginning of period 9,659 9,626
Share-based compensation (note 7(c)) 21 19
Balance, end of period 9,680 9,645

Deficit:

Balance, beginning of period (133,878) (130,449)
Net loss for the period (1,694) (2,139)
Balance, end of period (135,572) (132,588)

Balance, end of period $ 6,257 $ 9,206

See accompanying notes to the financial statements.



KARNALYTE RESOURCES INC.

Notes to Condensed Interim Financial Statements (unaudited)

For the three and nine months ended September 30, 2021 and 2020
(All tabular amounts are in CAD thousands except per share amounts)

1. Reporting entity

Karnalyte Resources Inc. (the “Company” or “Karnalyte”) is incorporated under the laws of the
province of Alberta. As at the date of the financial statements, the business of Karnalyte consisted
of the exploration and development of its property and possible construction of a production facility
and development of a potash mine. The property is situated in Saskatchewan, south of Wynyard
and contains a dominant zone of potash and magnesium minerals.

The Company’s address is PO Box 22055 RPO Wildwood, Saskatoon, SK S7H 5P1.

2. Basis of presentation

These financial statements are prepared on the assumption that the Company will continue as a
going concern and realize its assets and discharge its liabilities and commitments in the normal
course of business. Management is aware, in making its going concern assessment, of material
uncertainties related to events and conditions that may cast significant doubt upon the Company’s
ability to continue as a going concern.

The Company is in its pre-development phase and therefore there is a material uncertainty about
the Company’s ability to raise additional funds to move forward to the production stage. There is
also a material uncertainty with respect to various legal matters. As at September 30, 2021, the
Company had incurred an accumulated deficit of $135,572,000 and expects to incur further
expenditures on the exploration and future development of its mineral exploration projects. As at
September 30, 2021, the Company had working capital (current assets less current liabilities) of
$2,003,000. In addition to ongoing operating expenses, the Company is committed to expenditures
in 2021 and subsequent years on its mineral properties to keep the Company in good standing
(Note 9). The Company also expects to provide funding to settle the decommissioning liability (Note
6).

The Company is pursuing the sale of non-strategic assets and considering strategic alternatives.
The ability of the Company to continue as a going concern is dependent upon obtaining further
equity issuances or other forms of financings. On March 11, 2020 the COVID-19 outbreak was
declared a pandemic by the World Health Organization. The situation is dynamic and the ultimate
duration and magnitude of the impact on the economy and capital markets is not known at this
time. There is no assurance that the Company will be successful in obtaining required funding at
an acceptable cost as and when needed or at all. Failure to obtain additional funding on a timely
basis may cause the Company to postpone development plans, forfeit rights in its properties or
reduce or terminate its operations.

These financial statements do not include any adjustments to carrying values of asset amounts
and liabilities or reported expenses that may be necessary if the going concern assumption were
not appropriate.



KARNALYTE RESOURCES INC.

Notes to Condensed Interim Financial Statements (unaudited)

For the three and nine months ended September 30, 2021 and 2020
(All tabular amounts are in CAD$ thousands except per share amounts)

3. Basis of preparation
(a) Statement of compliance

These condensed interim unaudited financial statements have been prepared by management
in accordance with International Accounting Standard (“IAS”) 34, Interim Financial Reporting,
as issued by the International Accounting Standards Board. In preparing these interim financial
statements the Company applied the same accounting policies as disclosed in the year-end
financial statements dated December 31, 2020. These statements do not include all information
or disclosures normally provided in annual statements. These interim statements should be
read in conjunction with the annual financial statements and related notes.

These financial statements were authorized for issue by the Board of Directors on November
10, 2021.



KARNALYTE RESOURCES INC.

Notes to Condensed Interim Financial Statements (unaudited)

For the three and nine months ended September 30, 2021 and 2020
(All tabular amounts are in CAD$ thousands except per share amounts)

4. Capital assets

Processing Assets Right
Land and and other Under of Use
Buildings Vehicles Equipment Construction Asset Total

Cost:

Balance at January 1, 2020 $497 $ 117 $ 3,658 $ 19,886 80 $ 24,238
Additions to

decommissioning liability - - - 129 - 129

Balance at December 31, 2020 497 117 3,658 20,015 80 24,367
Disposals (48) (117) (93) - (80) (338)

Balance at September 30, 2021 $ 449 $ - $ 3,565 $ 20,015 - $ 24,029

Accumulated depreciation:

Balance at January 1, 2020 $208 $ 117 $ 3617 $ 19,886 18 $ 23,846
Depreciation 15 - 22 - 37 74
Impairment - - - 129 - 129

Balance at December 31, 2020 223 117 3,639 20,015 55 24,049
Depreciation 9 - 12 - 25 46
Disposals (48) (117) (91) - (80) (336)

Balance at September 30, 2021 $ 184 $ - $ 3,560 $ 20,015 - $ 23,759

Carrying amounts:

December 31, 2020 $ 274 $ -8 19 3 - 25 $ 318

September 30, 2021 $ 265 $ - $ 5 8 - - $ 270

As at September 30, 2021, cumulative impairment losses recognized for capital assets is

$20,128,000 (December 31, 2020 - $20,193,000).



KARNALYTE RESOURCES INC.

Notes to Condensed Interim Financial Statements (unaudited)

For the three and nine months ended September 30, 2021 and 2020
(All tabular amounts are in CAD$ thousands except per share amounts)

5. Exploration and evaluation assets and other assets

Mineral Process Computer
Properties Patents Software Total

Cost:

Balance at January 1, 2020 $ 50,753 % 202 262 51,217

Additions 1,044 10 - 1,054

Additions to decommissioning liability 58 - - 58

Disposals - - 5) ©)
Balance at December 31, 2020 51,855 212 257 52,324

Additions 405 5 - 410

Disposals - - (1)) (1))
Balance at September 30, 2021 $ 52260 $ 217 246 52,723
Amortization and impairment losses:

Balance at January 1, 2020 $ 45709 $ 202 262 46,173

Disposals - - (5) (5)

Impairment 889 10 - 899
Balance at December 31, 2020 46,598 212 257 47,067

Disposals - - (1)) (1))

Impairment 405 5 - 410
Balance at September 30, 2021 $ 47,003 $ 217 246 47,466
Carrying amounts:

December 31, 2020 $ 5,257 $ - - 5,257

September 30, 2021 $ 5,257 $ - - 5,257

As at September 30, 2021, cumulative impairment losses recognized for exploration and evaluation
assets and other assets is $47,194,000 (December 31, 2020 - $46,784,000).



KARNALYTE RESOURCES INC.

Notes to Condensed Interim Financial Statements (unaudited)

For the three and nine months ended September 30, 2021 and 2020
(All tabular amounts are in CAD$ thousands except per share amounts)

6. Decommissioning liability

September 30, December 31,

2021 2020
Beginning balance $ 1,812 $ 1,607
Change in estimate (183) 187
Unwinding of discount 19 18
Ending balance $ 1,648 $ 1,812

The undiscounted amount of estimated costs required to settle the obligations at September 30,
2021 is $2,341,000 (December 31 2020 - $2,220,000) which are expected to be incurred in 2038.

7. Share capital

(@)

(b)

Authorized

As at September 30, 2021 and 2020 the Company was authorized to issue an unlimited number
of common shares. The holders of common shares are entitled to receive dividends as declared
by the Company and are entitled to one vote per share. Since its inception, the Company has
not declared a dividend. No common shares were issued throughout the nine months ended
September 30, 2021.

The Company is also entitled to issue an unlimited number of preferred shares. There were no
preferred shares issued throughout the nine months ended September 30, 2021.

Earnings per share

Basic earnings per share were calculated as follows:

Three months ended Nine months ended
2021 2020 2021 2020

Loss for the period ending September 30, $ (279) $ (914) $ (1,694) $ (2,139
Weighted average number (thousands) of
common shares outstanding 42,174 42,174 42,174 42,174

Basic loss per share $ (0.01) $  (0.02) $ (0.04) $ (0.05

Basic loss per share is calculated using the weighted average number of shares outstanding
during the year. Diluted per share amounts are equal to basic per share amounts due to the
Company incurring a net loss for the period. Excluded from the diluted per share calculations
were 660,000 (2020 - 1,200,000) options as their effect would have been anti-dilutive.



KARNALYTE RESOURCES INC.

Notes to Condensed Interim Financial Statements (unaudited)

For the three and nine months ended September 30, 2021 and 2020
(All tabular amounts are in CAD$ thousands except per share amounts)

7. Share capital (continued)
(c) Share-based compensation expense

The Company has a stock option plan under which directors, officers and non-employees of
the Company are eligible to receive stock options. The aggregate number of common shares
to be issued upon the exercise of all stock options granted under the plan shall not exceed
10% of the issued common shares of the Company at the time of granting of the options.
Options granted under the plan generally have a term of two to five years and vest at terms to
be determined by the directors at the time of grant. The exercise price of each option shall be
determined by the directors at the time of grant but shall not be less than the price permitted
by the policies of the stock exchange on which the Company’s common shares are then listed.
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KARNALYTE RESOURCES INC.

Notes to Condensed Interim Financial Statements (unaudited)

For the three and nine months ended September 30, 2021 and 2020
(All tabular amounts are in CAD$ thousands except per share amounts)

7. Share capital (continued)

(c) Share-based compensation expense (continued)

The number (thousands) and weighted average exercise prices of share options are as follows:

2021 2020
Weighted Weighted
Number of average Number of average
options _exercise price options _exercise price
Outstanding at January 1, 950 $ 0.42 1,150 $ 0.66
Changes during the period:
Issued - - 460 0.19
Cancelled (275) 0.36 (175) 0.65
Expired (15) 0.75 (210) 0.75
Forfeited - - (25) 0.51
Outstanding at September 30, 660 0.43 1,200 0.47
Exercisable at September 30, 510 $ 0.50 740 % 0.64
Number of
Options Exercise Remaining Exercisable Exercisable
Outstanding Price Life (yrs) Options Price
15,000 0.75 0.20 15,000 0.75
15,000 0.75 0.70 15,000 0.75
15,000 0.75 1.20 15,000 0.75
175,000 0.51 1.69 175,000 0.51
35,000 0.75 1.71 35,000 0.75
35,000 0.75 2.21 35,000 0.75
35,000 0.75 2.71 35,000 0.75
35,000 0.75 3.21 35,000 0.75
300,000 0.19 3.79 150,000 0.19
660,000 $ 0.43 1.93 510,000 $ 0.50

Share-based compensation of $5,000 (2020 - $13,000) was expensed during the three month
period ended September 30, 2021. Share-based compensation of $21,000 (2020 - $19,000)
was expensed during the nine month period ended September 30, 2021. The forfeiture rate
assumed in the calculation of all share based compensation expenses was 11%.
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KARNALYTE RESOURCES INC.

Notes to Condensed Interim Financial Statements (unaudited)

For the three and nine months ended September 30, 2021 and 2020
(All tabular amounts are in CAD$ thousands except per share amounts)

8. Supplemental cash flow information

Operating activities included in the statements of cash flows are as follows:

September 30, 2021 2020

Changes in non-cash working capital:
Trade and other receivables $ (41) $ 52
Prepaid expenses (115) (20)
Trade and other payables (670) 280
$ (826) $ 312

9. Financial instruments and related risk management

Financial instruments included in the statements of financial position consist of cash and cash
equivalents, trade and other receivables, restricted cash, and trade and other payables. The fair
values of these financial instruments approximate their carrying amounts due to the short-term
maturity of the instruments. The Company considers its capital structure to include cash and cash
equivalents and non-cash working capital. During the period January 1, 2021 to September 30,
2021, cash and cash equivalents and non-cash working capital declined by $1,789,000 to
$2,003,000. There have been no changes to the risks and related management thereof as
disclosed in the annual financial statements during the nine month period ended September 30,
2021.

In addition to the minimum regulatory expenditure requirements, the following are the commitments
of the Company as at September 30, 2021

Contractual Less than Two -three  Four - five  More than

cash flows one year years years five years
Trade and other payables $ 790 $ 790 $ - $ - $ -
Lease on mineral property 5,102 367 735 735 3,265
Project contracts 23 23 - - -

$ 5915 $ 1,180 $ 735 $ 735 $ 3,265

12



KARNALYTE RESOURCES INC.

Notes to Condensed Interim Financial Statements (unaudited)

For the three and nine months ended September 30, 2021 and 2020
(All tabular amounts are in CAD$ thousands except per share amounts)

10.

11.

Contingent liabilities

During the first quarter of 2021, the Company received an originating application filed by Messrs.
Peter Matson and Gregory George Szabo against the Company. The applicants are seeking a
declaration that the Company oppressed its shareholders; the removal of all current directors; fixing
the size of the Company’s board at six; appointing Messrs. Joe Vidal, Neil Yelland, Joe Clavelle,
Todd Rowan, and two GSFC nominees; reimbursing all costs incurred by the applicants and Mr.
Mark Zachanowich in connection with requisitioning the special meeting of shareholders held on
December 15, 2020; and damages in the amount of $3.25 million. The Company has filed a claim
for insurance coverage under its directors and officers insurance policy for this matter, which is
subject to certain limits and a $50,000 deductible per claim. The Company is working with its legal
counsel and insurer to respond to the application.

During the first quarter of 2021, the Company received a statement of claim filed by Mr. Dan Brown
against the Company, Frank Wheatley, Mark Zachanowich, Peter Matson, Todd Rowan, Gregory
Szabo, Sanjeev Varma and Vishvesh Nanavaty. Mr. Brown is seeking a declaration that certain
statements made by the Defendants’ about the Plaintiff are false and defamatory; a written apology;
a declaration that the defendants have harassed, intimidated, and threatened the Plaintiff; damages
in the amount of $180,000 for breach of contract; general damages of $500,000; punitive,
exemplary and aggravated damages of $200,000; that the defendants pay Mr. Brown for those
monies paid by Mr. Brown for his shares in the Company; and an award of special damages, past
and future loss of income, and cost of future care. The Company has filed a claim for insurance
coverage under its directors and officers insurance policy for this matter, which is subject to certain
limits and a $50,000 deductible per claim. The Company is working with its legal counsel and
insurer to defend the claim.

There have been no other changes in contingent liabilities, with the exception of the subsequent
event note below, as disclosed in the annual financial statements during the nine month period
ended September 30, 2021.

Subsequent Event

Subsequent to September 30, 2021, the Company reached a final settlement with the Company’s
former Chief Executive Officer, for which the Company had received a statement of claim filed at
the Court of Queen’s Bench of Saskatchewan in the fourth quarter of 2019. The Company has
accrued the full amount owing to the former Chief Executive Officer.
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KARNALYTE RESOURCES INC.

Notes to Condensed Interim Financial Statements (unaudited)

For the three and nine months ended September 30, 2021 and 2020
(All tabular amounts are in CAD$ thousands except per share amounts)

12. Comparative figures
Certain prior year balances have been reclassified to conform to the current financial statement

presentation.
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