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AFRICA OIL CORP. 
Notes to Consolidated Financial Statements 
For the years ended December 31, 2019 and 2018 
(Expressed in thousands of United States dollars unless otherwise indicated) 
 

 
 

a) Intangible exploration expenditures: 

As at December 31, 2019, $411.7 million of expenditures have been capitalized as intangible exploration assets 
(December 31, 2018 - $515.8 million).  These expenditures relate to the Company’s share of exploration and 
appraisal stage projects which are pending the determination of proven and probable petroleum reserves, and 
include expenditures related to the following activities: geological and geophysical studies, exploratory and 
appraisal drilling, well testing, development studies and related general and administrative costs incurred in 
relation to the Company’s Production Sharing Agreements with the respective host governments. At December 
31, 2019, no intangible exploration assets have been transferred to oil and gas interests as commercial reserves 
have not been established and technical feasibility for extraction has not been demonstrated.   

During the third quarter of 2019, $3.3 million of proceeds from the sale of test oil production were offset against 
intangible exploration expenditures. 

During the year ended December 31, 2019, the Company capitalized $5.7 million of general and administrative 
expenses related to intangible exploration assets (December 31, 2018 - $7.6 million).  

Under the terms of a farmout agreement completed in 2016 with Maersk (whose interest in the joint venture 
partnership was subsequently acquired by Total S.A.), upon a Final Investment Decision (“FID”) of the South 
Lokichar development project (Block 10BB and 13T in Kenya), Total S.A. may be obligated to carry the Company 
for an additional amount of up to $405.0 million dependent upon meeting certain thresholds of resource growth 
and timing of first oil. To date, a receivable has not been recorded in the Company’s financial statements given 
uncertainty surrounding both resource growth and timing to first oil. 

b) Impairment of intangible exploration assets 

The recoverable amount of intangible exploration assets is determined as the fair value less costs of disposal 
using a discounted cash flow method and is assessed at the CGU level. At December 31, 2019, the Company 
has determined that the Kenyan development project CGU (blocks 10BB and 13T) would continue, however, due 
to a reduction in oil price assumption, an impairment test was performed. The fair value of the Company’s 
intangible exploration assets is designated Level 3 on the fair value hierarchy.  

In order to calculate the fair value of the Kenyan development project less costs of disposal, the Company used 
estimated 2C resources with a real $60/bbl Brent price less a discount of $3/bbl for the quality of the crude oil. 
The Company used a pre-tax discount rate of 15 percent. Forecasted benchmark commodity prices are assumed 
to increase by 2 percent each year. Cash flows have been projected to the end of the Production Sharing 
Contracts (“PSCs”).  

The impairment test of intangible exploration assets at December 31, 2019 concluded that the carrying amount 
of the intangible exploration assets of $473.5 million in relation to the Kenya development project exceeded its 
fair value less costs of disposal of $334.0 million. As a result, a total impairment loss of $139.5 million was 
recorded in expenses.  

As at December 31, 2019, a one percent increase in the assumed discount rate would result in an additional pre-
tax impairment expense of $41.0 million. Using a discount rate of 12 percent, no impairment would be required 
as the recoverable amount would exceed the carrying amount by $15.0 million.  

During the second quarter of 2018, the Company submitted a notice to the Government of Kenya relinquishing 
its interest in Block 9 (Kenya) resulting in a $44.7 million impairment of previously capitalized intangible 
exploration assets. 
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The exploration period in the Rift Basin Area (Ethiopia), expired in August 2019. In 2018, all previously 
capitalized intangible exploration assets associated with this area, amounting to $4.9 million, have been 
impaired.  

The Company’s remaining intangible exploration assets have no indicators of impairment.  

Impairment losses can be reversed in future periods if the estimated recoverable amount of the CGU exceeds its 
carrying value. The impairment recovery is limited to a maximum of the estimated depleted historical cost if the 
impairment had not been recognized. 

Although the Company believes that it has title to its oil and natural gas properties, it cannot control or 
completely protect itself against the risk of title disputes or challenges. 

7) Equity investment: 

The Company currently holds the following equity investments: 

 

The Company recognized a total loss of $13.6 million during the year ended December 31, 2019, relating to its 
equity investments ($12.2 million in losses for the year ended December 31, 2018). 

The Company has determined that these investments are not impaired. 

a) Eco (Atlantic) Oil and Gas Ltd. (“Eco”): 

During April 2019, the Company announced that it had acquired 4,752,850 common shares of Eco. The 
common shares were acquired by Africa Oil on a non-brokered private placement basis, increasing its 
ownership interest in Eco from 17.8% to approximately 18.4%. Eco is an oil and gas exploration company 
with interests in Guyana and Namibia. 

 
 
During the year ended December 31, 2019, the Company recognized a loss of $3.2 million relating to its 
investment in Eco (2018 – $0.9 million).  
 
The estimated fair value of the Company’s investment in Eco as at December 31, 2019 is $25.6 million.  
 

December 31, December 31,
2019 2018

Investment in Eco 12,022$           10,192$           
Investment in Africa Energy  17,882  19,518
Investment in Impact  33,659  36,224
Total Investment 63,563$           65,934$           

December 31, December 31,
2019 2018

Balance, beginning of the year 10,192$       11,077$               
Acquisition of common shares  -  -
Share of loss from equity investments  (3,170)  (885)
Additional investment through private placements  5,000  -
Balance, end of the year 12,022$       10,192$               
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The following tables summarize Eco’s financial information for the years ended December 31, 2019 and 
2018. The information is based on non-audited financial information for the six months ended September 
30, 2019 and audited information for the year ended March 31, 2019. Africa Oil is not aware of any material 
changes to the financial information. 

 

 

(1) At December 31, 2019, the carrying value of non-current assets includes a purchase price 
adjustment of $19.7 million. 
 

(2) During 2019, the Company’s ownership in Eco changed from 17.8% to 18.4% which impacted the 
Company’s share of net losses.  

b) Africa Energy: 

The Company’s ownership interest at December 31, 2019 in Africa Energy is approximately 34.5%. Africa 
Energy holds participating interests in exploration blocks located offshore South Africa and offshore 
Namibia. Subsequent to year end, Africa Energy announced a private placement, in which the Company 
participated, investing approximately $5.0 million, acquiring 20,930,000 shares, decreasing the Company’s 
ownership interest in Africa Energy from approximately 34.5% at the end of the year to approximately 
32.6%. 

 
 
During the year ended December 31, 2019, the Company recognized losses of $1.6 million related to its 
investment in Africa Energy (2018 - $4.5 million).  

December 31, December 31,
2019 2018

Other current assets 129$            644$                    

Cash and cash equivalents included in current assets  23,602  18,871
Non-current assets (1)  43,485  36,821
Current liabilities  (1,907)  (564)
Non-current liabilities  -  -
Net assets of Eco  65,309  55,773
Percentage ownership 18.4% 18.3%
Proportionate share of Eco's net assets  12,022  10,192

December 31, December 31,
2019 2018

Finance income  439  147
Net loss and comprehensive loss from continuing operations  (17,355)  (1,544)
Net loss and comprehensive loss  (17,355)  (1,544)
Proportionate share of Eco's net loss (2)  (3,170)  (284)

December 31, December 31,
2019 2018

Balance, beginning of the year 19,518$       5,976$             
Share of loss from equity investments  (1,636)  (4,458)
Additional investment through private placements  -  18,000
Balance, end of the year 17,882$       19,518$           
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The estimated fair value of the Company’s investment in Africa Energy as at December 31, 2019 is $49.1 
million.  

The following table summarizes Africa Energy’s financial information for the years ended December 31, 
2019 and 2018. The information is based on non-audited financial information for the nine months ended 
September 30, 2019 and audited financial information for the year ended December 31, 2018. Africa Oil is 
not aware of any material changes to the financial information. 

 
 

 
 

(1) At December 31, 2019, the carrying value of non-current assets includes a purchase price 
adjustment of $10.0 million. 

c) Impact Oil and Gas Limited (“Impact”): 

During 2018, the Company acquired an equity interest in Impact. Impact is a private UK oil and gas 
exploration company with assets located offshore South Africa and West Africa. At December 31, 2019 the 
Company’s ownership interest in Impact is approximately 29.9%.  This interest was acquired by completing 
the following transactions:  

During March 2018, the Company entered into a subscription agreement (the "Subscription Agreement") 
with inter alia Impact providing for the purchase by AOC of 59,681,539 ordinary shares (the "Shares") and 
29,840,769 ordinary share purchase warrants (the "Warrants") for an aggregate subscription price of $15.0 
million. The Subscription Agreement also provided that during the nine (9) month period after closing of the 
transactions contemplated by the Subscription Agreement, AOC may acquire, at the election of either AOC 
or Impact, an additional 9,946,923 Shares and 4,973,461 Warrants for an aggregate subscription price of 
approximately $2.5 million. The Company elected to acquire the additional shares and warrants during 
November 2018.  

During March 2018, the Company also entered into a share purchase agreement (the "Helios SPA") with 
Helios Natural Resources 2 Ltd. ("Helios") to acquire 70,118,381 Shares and 15,529,731 warrants held by 

December 31, December 31,
2019 2018

Other current assets 135$            266$                
Cash and cash equivalents included in current assets  2,445  3,009
Non-current assets (1)  49,323  53,311
Current liabilities  (103)  (78)
Non-current liabilities  (28)  -
Net assets of Africa Energy  51,772  56,508
Percentage ownership 34.5% 34.5%
Proportionate share of Africa Energy's net assets  17,882  19,518

December 31, December 31,
2019 2018

Finance income  67  558
Net loss and comprehensive loss from continuing operations  (4,003)  (13,085)
Net loss and comprehensive loss  (4,003)  (13,085)
Proportionate share of Africa Energy's net loss  (1,636)  (4,458)
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Helios in the capital of Impact (the "Helios Warrants") in exchange for 13,946,545 common shares of AOC 
(the "AOC Shares").  

During March 2018, the Company also entered into an investors agreement ("Investors' Agreement") with 
Impact and certain other shareholders of Impact. The Investors' Agreement provides AOC with the right to 
nominate up to two members of the board of directors of Impact (which may consist of a maximum of nine 
(9) members) based on certain share ownership thresholds and consent rights with respect to certain 
fundamental matters in respect of Impact, including the future issuance of securities of Impact. The rights 
pursuant to the Investors' Agreement will cease upon AOC holding less than 10% of the Shares. 
 
On December 14, 2018, the Company entered into a Subscription Agreement with Impact providing for the 
exercise of 50,343,961 ordinary share purchase warrants in Impact held by AOC at an exercise price of 
£0.18 per warrant, and a total expenditure of $11.6 million. Also, in December 2018, Impact lent funds to 
Arostyle Investments (Proprietary) Limited, who owns 51% of the shares of Main Street 1549 Proprietary 
Limited ("Main Street"). Main Street were then able to complete a farmin for an aggregate 10% participating 
interest in Block 11B/12B (offshore South Africa). Africa Energy holds a 49% interest in Main Street. Under 
the terms of the Subscription Agreement, AOC also subscribed to the acquisition of an additional 
19,890,560 Impact shares for an aggregate subscription price of $6.3 million, subject to the satisfaction of 
certain conditions. These conditions were met, and the subscription closed during January 2019.  

Subsequent to year end, Impact announced a capital raise, in which the Company participated, investing 
approximately $12.0 million, acquiring 45,000,000 shares, increasing the Company’s ownership interest in 
Impact from approximately 29.9% at the end of the year to approximately 32.2%. 

December 31, December 31,
2019 2018

Balance, beginning of the year 36,224$           -$                    
Common shares acquired through the Subscription Agreement  6,293  14,308
Common shares acquired through the Helios SPA  -  12,840
Warrants exercised  -  11,552
Value of derivative assets transferred to investment  -  3,612
Fees associated w ith the acquisition of common shares  -  779
Share of loss from equity investments  (8,858)  (6,867)
Balance, end of the year 33,659$           36,224$           

 
During the year ended December 31, 2019, the Company recognized losses of $8.9 million related to its 
investment in Impact (2018 - $6.9 million). During the year ended December 31, 2018, the Company 
capitalized $0.8 million in fees relating to the acquisition of shares and warrants. 
 
The following tables summarize Impact’s financial information for the years ended December 31, 2019 and 
2018. The information is based on non-audited financial information for the year ended December 31, 2019. 
Africa Oil is not aware of any material changes to the financial information. 
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December 31, December 31,
2019 2018

Other current assets 781$                366$                
Cash and cash equivalents included in current assets  30,944  28,603
Non-current assets (1)  86,580  100,373
Current liabilities  (3,689)  (2,491)
Non-current liabilities  (2,195)  (1,596)
Net assets of Impact  112,421  125,255
Percentage ownership 29.9% 28.9%
Proportionate share of Impact's net assets  33,659  36,224

 

December 31, December 31,
2019 2018

Finance income  -  636
Net loss and comprehensive loss from continuing operations  (27,444)  (24,338)

Net loss and comprehensive loss  (27,444)  (24,338)

Proportionate share of Impact's net loss (2)  (8,858)  (7,930)

 
(1) At December 31, 2019, the carrying value of non-current assets includes a purchase price 

adjustment of $34.8 million. 
 

(2) During 2019, the Company’s ownership in Impact changed from 30.09% to 29.9% which impacted 
the Company’s share of net losses.  

 
8) Share capital: 

a) The Company is authorized to issue an unlimited number of common shares with no par value. 

b) Issued: 

 
 

i) On March 7, 2018, in connection with the investment in Impact (Note 7(c)), the Company issued 
13,946,545 common shares to Helios. 

 

 

 

Note Shares Amount Shares Amount

Balance, beginning of the year 470,567,619 1,305,129$             456,617,074     1,290,796$           
Settlement of Performance Share Units 9(b) 400,800        620                         -                        -                           
Settlement of Restricted Share Units 9(b) 246,000        204                         -                        -                           
Shares issued to Helios (i) -                    -                              13,946,545       14,327                  
Exercise of options 9 -                    -                              4,000                6                           
Balance, end of the year 471,214,419 1,305,953$             470,567,619     1,305,129$           

December 31, 2019 December 31, 2018
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9) Equity-based compensation: 
 
During the year ended December 31, 2019, the Company recognized a total of $2.2 million in equity-based 
compensation expense relating to the Long Term Incentive Plan (“LTIP”) and Stock Option Plan (2018 – $1.6 
million). 

Of the amounts recognized in equity-based compensation expense, $1.2 million, relating to Performance Share 
Units (“PSUs”) and Share Purchase Options, were recorded in contributed surplus during the year ended 
December 31, 2019, (2018 – $1.0 million). Equity-based compensation related to Restricted Share Units 
(“RSUs”) amounting to $1.0 million (December 31, 2018 - $0.6 million) were recorded as a liability. As at 
December 31, 2019, $0.8 million of short term liabilities (2018: $0.7 million) and $0.6 million of long term 
liabilities are recorded related to RSUs (2018: $0.5 million). 

a) Share purchase options 

At the 2019 Annual General Meeting, held on April 18, 2019, the Company’s shareholders approved the terms of 
the stock option plan (the "Plan”).  The Plan provides that an aggregate number of common shares which may 
be reserved for issuance as incentive share purchase options shall not exceed 3.5% of the common shares 
outstanding, and option exercise prices will reflect current trading values of the Company’s shares.  The term of 
any option granted under the Plan will be fixed by the Board of Directors and may not exceed five years from the 
date of grant. Vesting periods are determined by the Board of Directors and no optionee shall be entitled to a 
grant of more than 5% of the Company’s outstanding issued shares. 

The Company’s share purchase options outstanding are as follows: 

 

During the year ended December 31, 2019, 0.5 million share purchase options expired (0.6 million options 
expired during the year ended December 31, 2018). During the year ended December 31, 2019, no share 
purchase options were exercised. During the year ended December 31, 2018, 4,000 share purchase options 
were exercised in which $1,528 in contributed surplus was transferred to share capital.  

 

 

 

 

 

Weighted average Weighted average
Number exercise price Number exercise price

of options (CAD$) of options (CAD$)

Outstanding, beginning of the year 10,856,667   1.95                        9,539,333         2.15                      
Granted 3,277,000     1.16                        1,966,000         1.06                      
Expired (493,167)       2.35                        (644,666)           2.18                      
Exercised -                    -                              (4,000)               1.38                      
Balance, end of the year 13,640,500   1.75                        10,856,667       1.95                      

December 31, 2019 December 31, 2018
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The fair value of each option granted is estimated on the date of grant using the Black-Scholes options pricing 
model and the fair value of the options granted is expensed over the vesting period of the options. The fair value 
of each option granted by the Company during the year ended December 31, 2019 was estimated on the date of 
grant using the Black-Scholes options pricing model with the following weighted average assumptions: 

 
 
The following table summarizes information regarding the Company’s share purchase options outstanding at 
December 31, 2019: 

 
 
The following table summarizes information regarding share purchase options exercisable at December 31, 
2019: 
 

 

2019 2018
Number of options granted 3,277,000               1,966,000             
Fair value of options granted (CAD$ per option) 0.36                        0.33                      
Risk-free interest rate (%) 1.62                        2.19                      
Expected life (years) 3.00                        3.00                      
Expected volatility (%) 43                           43                         
Expected dividend yield -                              -                           

Weighted Average Exercise price Weighted average remaining
(CAD$/share) Number outstanding contractual life in years

2.48 3,278,000               0.06                      
2.25 600,000                  0.20                      
2.12 1,314,000               1.96                      
1.99 1,904,000               0.98                      
1.98 150,000                  0.88                      
1.38 1,151,500               2.97                      
1.22 487,000                  4.88                      
1.15 2,460,000               4.95                      
1.13 280,000                  4.63                      
1.06 2,016,000               3.97                      
1.75 13,640,500             2.36                      

Weighted Average Exercise price Weighted average remaining
(CAD$/share) Number exercisable contractual life in years

2.48 3,278,000               0.06                      
2.25 600,000                  0.20                      
2.12 1,314,000               1.96                      
1.99 1,904,000               0.98                      
1.98 150,000                  0.88                      
1.38 1,151,500               2.97                      
1.22 162,333                  4.88                      
1.15 820,000                  4.95                      
1.13 93,333                    4.63                      
1.06 1,327,334               3.97                      
1.91 10,800,500             1.75                      
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All options granted vest over a two-year period, of which one-third vest immediately, and expire three or five 
years after the grant date. During the year ended December 31, 2019, the Company recognized $0.7 million in 
equity-based compensation (2018 - $0.5 million), related to share purchase options.  

b) Performance share units (“PSUs”) 

On April 19, 2016, the shareholders of the Company approved a new LTIP. Under the terms of the LTIP, eligible 
plan participants may be granted PSUs and RSUs. The LTIP provides that an aggregate number of common 
shares which may be reserved for issuance shall not exceed 4% of the issued and outstanding common shares 
of the Company.  PSUs are notional share instruments which track the value of the common shares and are 
subject to non-market performance conditions related to key strategic, financial and operational milestones. 
PSUs cliff vest three years from the date of grant, at which time the Board of Directors will assign a performance 
multiple ranging from nil to two hundred percent to determine the ultimate vested number of PSUs. PSUs may 
be settled in shares issued from treasury or cash, at the discretion of the Board of Directors. It is anticipated that 
settlements will be made by issuing shares from treasury. 

The non-market performance conditions include: 

i) metrics relating to completion of the Maersk farmout agreement and confirming resource quantities 
providing entitlement to associated advance, and contingent carry; 

ii) metrics relating to the growth in contingent resources and reserves;  
iii) additional milestones related to South Lokichar development, pipeline development and financing 

associated with these developments; and 
iv) milestones associated with exploration success in the Company’s equity Investee companies. 

The Company’s PSUs outstanding are as follows: 

December 31, 2019 December 31, 2018
Number Number
of PSUs of PSUs

Outstanding, beginning of the year 3,880,500               1,729,000              
Granted 2,783,400               2,151,500              
Forfeited (463,788)                 -                             
Vested (881,000)                 -                             
Balance, end of the year 5,319,112               3,880,500               

The Company accounts for PSUs as equity based awards whereby the estimated fair value of the grant is 
expensed evenly throughout the remaining vesting period. During the year ended December 31, 2019, the 
Company recognized $0.5 million in equity-based compensation relating to the PSUs (2018 - $0.5 million).   

c) Restricted share units (“RSUs”) 

RSUs are notional share instruments which track the value of the common shares. RSUs granted to Non-
Executive Directors cliff vest three years from the date of grant. RSUs granted to all other eligible plan 
participants vest over three years (1/3 on the first, second and third anniversary of grant). RSUs may be settled 
in shares issued from treasury or cash, at the discretion of the Board of Directors. 
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The Company’s RSUs outstanding are as follows: 

December 31, 2019 December 31, 2018
Number Number
of RSUs of RSUs

Outstanding, beginning of the year 2,553,960               1,916,357              
Granted 1,263,200               1,213,938              
Forfeited (153,200)                 -                             
Vested (1,061,367)              (576,335)                
Balance, end of the year 2,602,593               2,553,960               

During the first quarter of 2019, 567,500 RSUs (2018 – 401,600) were granted to Non-Executive Directors and 
663,700 RSUs (2018 – 717,100) were granted to other plan participants. The Company accounts for RSUs as 
cash settled awards whereby the estimated fair value of the grant is expensed evenly throughout the remaining 
vesting period. During the year ended December 31, 2019, the Company recognized $1.0 million in equity-based 
compensation relating to the RSUs (2018 - $0.6 million).  As at December 31, 2019, $0.8 million of short term 
liabilities are recorded related to RSUs (December 31, 2018: $0.7 million) and $0.6 million of long term liabilities 
are recorded related to RSUs (December 31, 2018: $0.5 million). These liabilities are revalued quarterly. 

During the first quarter of 2019, 815,367 RSUs vested and were settled for a cash payment of $0.7 million. 
During the first quarter of 2018, 576,335 RSUs vested and were settled for a cash payment of $0.6 million. 
Additionally, during the first quarter of 2019, 246,000 RSUs issued to Non-Executive Directors vested and were 
settled via the issuance of an equal number of common shares of the Company.  

 
10) Financial risk management: 

The Company’s activities expose it to a variety of financial risks that arise as a result of its exploration, appraisal 
and financing activities such as: 

• credit risk; 

• liquidity risk; and 

• market risk. 
 

This note presents information about the Company’s exposure to each of the above risks, the Company’s 
objectives, policies and processes for measuring and managing risk, and the Company’s management of capital. 
Further quantitative disclosures are included throughout these consolidated financial statements. 

a) Credit risk: 

Credit risk is the risk of loss if counterparties do not fulfill their contractual obligations. The majority of our 
credit exposure relates to amounts due from our joint venture partners.  The risk of our joint venture 
partners defaulting on their obligations per their respective joint operating and farmout agreements is 
mitigated as there are contractual provisions allowing the Company to default joint venture partners who are 
non-performing and reacquire any previous farmed out working interests.  The maximum exposure for the 
Company is equal to the sum of its cash and accounts receivable.  As at December 31, 2019, the Company 
held $3.1 million of cash in financial institutions outside of Canada where there could be increased exposure 
to credit risk. 
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b) Liquidity risk: 

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they become 
due. Liquidity describes a company’s ability to access cash. Companies operating in the upstream oil and 
gas industry, during the exploration phase, require sufficient cash in order to fulfill their work commitments in 
accordance with contractual obligations and to be able to potentially acquire strategic oil and gas assets. 

The Company will potentially issue equity and enter into farmout agreements with joint venture partners to 
ensure the Company has sufficient available funds to meet current and foreseeable financial requirements. 
The Company actively monitors its liquidity to ensure that its cash flows and working capital are adequate to 
support these financial obligations and the Company's capital programs. The Company will also adjust the 
pace of its exploration and appraisal activities to manage its liquidity position. The Company has the ability 
to settle financial obligations with working capital.  

c) Market risk: 

Market risk is the risk that changes in market prices, such as commodity prices, foreign exchange rates and 
interest rates will affect the Company’s income or the value of the financial instruments.  

 
i) Foreign currency exchange rate risk: 

The Company is exposed to changes in foreign exchange rates as expenses in international 
subsidiaries, oil and gas expenditures, or financial instruments may fluctuate due to changes in rates.  
The Company’s exposure to foreign currency exchange risk is mitigated by the fact that the Company 
sources the majority of its capital projects and expenditures in US dollars. The Company has not 
entered into any instruments to manage foreign exchange risk.  

ii) Interest rate risk: 

As at December 31, 2019, the Company’s has no outstanding debt. The Company further has not 
entered into any derivative instruments or borrowing arrangements in which exposure to fluctuations in 
interest rates exists.  

iii) Commodity price risk: 
 

The Company currently has limited exposure to fluctuations in commodity prices from the test oil 
production in Kenya. 
 

11) Capital management: 

The Company’s objective when managing capital structure is to maintain balance sheet strength in order to 
ensure the Company’s strategic exploration, appraisal and business development objectives are met while 
providing an appropriate return to shareholders relative to the risk of the Company’s underlying assets.  

The Company manages its capital structure and makes adjustments to it based on changes in economic 
conditions and the risk characteristics of the underlying assets.  In order to maintain or adjust the capital 
structure which currently consists exclusively of equity instruments, the Company may issue additional shares, 
issue debt, execute working interest farm-out arrangements and revise its capital expenditures program.  In 
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addition, the Company manages its cash and cash equivalents balances based on forecasted capital outlays 
and foreign exchange risks in order to ensure that the risk of negative foreign exchange effects are minimized 
while ensuring that interest yields on account balances are appropriate.  The Company considers its capital 
structure to include shareholder’s equity and working capital. The Company does not have externally imposed 
capital requirements. 

 
 

(1) Net working capital is calculated as current assets less current liabilities.  
 

12) Commitments and contingencies: 

a) Kenya Revenue Authority: 

The Company’s Kenyan Branch, of its wholly owned subsidiary, Africa Oil Kenya B.V., has been 
assessed for corporate income tax and value added tax by the Kenya Revenue Authority (“KRA”) 
relating to farmout transactions completed during the period 2012 to 2017.  

The Company has objected to the assessment and is prepared to appeal any further claims made by 
the KRA in regard to this matter. Management has determined that based on the facts and Kenya tax 
law that the probability of paying the assessed tax is low. The KRA assessed tax is $51.5 million. 
Multiple avenues are available to resolve this dispute including alternative dispute resolution and 
appeal to the Tax Appeals Tribunal. An appeal has been made to the Tax Appeals Tribunal and the 
case was heard by the Tax Appeals Tribunal on September 28, 2019. The Company awaits the 
decision of the tribunal and will consider further steps, potentially including appeal, once the decision of 
the tribunal is known.  

b) Contractual obligations 

i) Kenya: 

Under the terms of the Block 10BB PSC, during July 2016, the Company received approval from the 
Ministry of Energy and Petroleum for the Republic of Kenya for an extension to the second additional 
exploration period which expires in September 2020. During the extension to the second additional 
exploration period, the Company and its partners were required to drill a minimum of four exploration 
wells between Blocks 10BB and 13T. These commitments have been met. At December 31, 2019, the 
Company’s working interest in Block 10BB was 25%.  
 
Under the terms of the Block 13T PSC, during July 2016, the Company received approval from the 
Ministry of Energy and Petroleum for the Republic of Kenya for an extension to the second additional 
exploration period which expires in September 2020. During the extension to the second additional 
exploration period, the Company and its partners were required to drill a minimum of four exploration 

For the years ended December 31, 
2019

December 31, 
2018

Equity 766,703$            922,080$           
Net w orking capital (1) (290,749)            (340,744)            
Total capitalization 475,954$            581,336$           
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A deferred payment of $118.0 million, subject to update, may be due to the seller depending on the date and 
ultimate OML 127 tract participation in the Agbami field. 
 
On February 4, 2020, the Company received its first dividend from POGBV. POGBV has distributed a $125.0 
million dividend with a net payment to Africa Oil of $62.5 million related to its 50% interest. The Company will 
apply this amount, and any future dividends, in priority towards the repayment of its loan facility, in order to 
accelerate the repayment of the loan principal amount. The dividend will be accounted for as a reduction to the 
equity investment.  
 
b) Investment in Africa Energy Corp:  

 
On January 28, 2020, Africa Energy completed a private placement, in which the Company participated, 
investing $5.0 million, acquiring 20,930,000 shares, of a total of 104,652,174 shares issued, decreasing the 
Company’s ownership interest in Africa Energy from approximately 34.5% at the end of the year to 
approximately 32.6%. 
 
c) Block 3B/4B Farmin: 

On February 7, 2020, a wholly-owned subsidiary of the Company completed the acquisition of a 20% 
participating interest in the Block 3B/4B Exploration Right from Azinam Limited ("Azinam") for a consideration of 
approximately $3.0 million.  Africa Oil will assume operatorship for the joint venture partners; Azinam will retain a 
20% participating interest and Ricocure (Pty) Ltd holds the remaining a 60% participating interest. 

d) Investment in Impact Oil and Gas Limited: 

On February 14, 2020, Impact completed a private placement, in which the Company participated, investing 
approximately $12.0 million, acquiring approximately 45,000,000 shares, increasing the Company’s ownership 
interest in Impact from approximately 29.9% at the end of the year to approximately 32.2%. 
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