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NORTHCOTE ENERGY LIMITED
CHAIRMAN AND CHIEF EXECUTIVE’S STATEMENT
Northcote Energy was an early subscriber to the view that oil was staying ‘lower for longer’, quickly
recognising that the extended period of oil trading in the US$90-100 per barrel range was over. The
standard response to lower prices for the majority of the oil and gas sector is to batten down the hatches
and ride out the downturn. Rather than simply waiting for the cyclical upturn however, the year under
review saw us set about transforming Northcote from a pure play US onshore focused exploration and
production group heavily exposed to the price of oil, to a broader energy company with interests across
the value chain and exposure to a wide range of markets, all of which have the potential to generate
revenues that are far less dependent on the oil price.
The continued sharp fall in the price of oil from the US$60 level at the half year stage to a 12 year low of
US$27 in January 2016 has vindicated our decision. At the same time it has also meant that over the
course of the year projects have had to be reprioritised, capital reallocated and timelines extended.
Despite the challenging conditions, I am pleased to report the review period has seen much progress made
towards building a diversified energy group including: the commencement of the construction of a
remediation plant in Mexico; the acquisition of North American Petroleum; the successful drilling of the
Lutcher Moore#20 well at the Shoats Creek field in Louisiana, which has strengthened our belief in the
field’s credentials; and the securing of an agreement to participate in upstream gas and power projects in
Indonesia. While much work still needs to be done, all the above provide solid foundations upon which to
build standalone sustainable businesses in the year ahead and beyond, regardless of the prevailing oil price
environment.
Midstream/Services
There has been much copy in the press dedicated to international oil and gas companies being allowed for
the first time in decades to bid for concessions in Mexico’s vast energy sector. Acquiring and developing
upstream assets in proven hydrocarbon formations offers a well-trodden path for companies looking to
create significant value, one which we ourselves closely evaluated in H2 2015. At its core, the opening up
of Mexico’s energy sector is targeting a step-up in production and reserves. To accommodate the higher
levels of drilling activity and production volumes, Mexico requires the necessary infrastructure, as well as
the relevant expertise, to be in place to ensure the sector grows efficiently while at the same time
remaining compliant with the highest environmental standards. Based on the scale of Mexico’s energy
sector and the ambition of the government, Mexico in our view represents a once in a generation
opportunity to build a leading midstream services business, and this lay behind our decision in H1 2015 to
invest in the first scalable environmental waste remediation facility ('the Facility') in the State of Tabasco
via our 51% owned Mexican subsidiary, Mayan Drilling Fluids.
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NORTHCOTE ENERGY LIMITED
CHAIRMAN AND CHIEF EXECUTIVE’S STATEMENT

In line with our strategy to team up with established local businesses with excellent track records and
contacts, our partner in the plant is Gaia Ecologica S.A. DE C.V ('Gaia Ecologica'), an established operator in
providing waste remediation services to local oil and gas companies in Mexico. Northcote is funding 100%
of the up-front expenditures associated with the implementation of Mayan's business plan and will receive
(i) a US$15,000 per month administrative fee after the overhead costs of the business have been paid; and,
(ii) 85% of distributable cash flow until pay-out plus a 9% internal rate of return has been achieved on the
investment, after which profits will be distributed based on the relative ownership. As of June 30, 2016
commercial operations utilizing a portion of the facilities at our remediation plant have been initiated. The
revenues generated will be reinvested into future expansion of the remediation plant, which can easily be
scaled up to meet expected increases in demand both in Tabasco and across the country.
Upstream
US Onshore
Due to the low oil prices, upstream activity during the year focused exclusively on Shoats Creek. This
proven oil and gas field in Louisiana benefits from low breakeven costs and we believe that it has the
potential to produce over a thousand barrels per day. Shoats Creek’s potential was demonstrated by the
successful drilling in H2 2015 of the Lutcher Moore#20 (‘LM#20’), a low cost well which produced in excess
of 260 barrels of oil per day during a 24 hour test. This exceeded our pre-drill expectations and post period
end the well was brought online. The operator, Shoats Creek Development, Inc., has advised Northcote
that the well will consistently produce at between 100 and 120 barrels of oil per day, a rate that it believes
will maximise total recovery while minimising decline and so optimising cumulative production and
investment returns from the well. The positive result of LM#20 has de-risked a further three drilling
locations on the field, increasing our defined new well inventory for Shoats Creek to 11, each of which
demonstrate excellent economics at current prices. There is further potential to increase this well
inventory further. The success we have had at Shoats Creek over the course of the year has strengthened
our view that it is an asset which is capable of delivering the material increases in revenues and cash flows
that Northcote needs to become a sustainably cash generative group.
As set out at the time of the Group’s interims our original intention was to maintain the momentum
following the success of LM#20 by drilling another well at Shoats Creek in 2015. Funding constraints at our
partner at the field, largely caused by the deteriorating sentiment towards the sector, had already led to
Northcote drilling LM#20 with a 93% working interest.

While we were delighted with the result,

management decided it would be prudent to reduce our exposure to drilling risk for subsequent wells. As
a result, partners were sought to take the project forward but a further lurch downwards in the price of oil,
meant this process took longer than had originally been envisaged.
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NORTHCOTE ENERGY LIMITED
CHAIRMAN AND CHIEF EXECUTIVE’S STATEMENT
In October 2015, we announced the first of two farm-ins to Shoats Creek. Red Rock Resources plc (‘RRR’)
agreed to farm-in to a 20% working interest and 14.4% net revenue interest in two offset wells targeting
the Frio sands: the Lutcher Moore #21 and Lutcher Moore #22. The second farm-in was secured post
period end. Gulf Coast Western, Inc. (‘GCW’), a privately owned, Dallas based exploration and production
company founded in 1970, acquired a 50.0% working interest and 36.0% net revenue interest in the
Lutcher Moore #20 well, the right to participate in future Frio and Cockfield wells, and a 25.0% working
interest and 18.0% net revenue interest in the Wilcox formation. In return, GCW agreed to pay Northcote
US$500,000.00 in cash, including US$100,000 upfront; and carry Northcote in an amount equal to 10.0%
(of 100%) working interest in each of the next four wells drilled.
At the same time as the GCW transaction, Northcote entered into a joint operating agreement with SCDI,
its partner and the operator of the Shoats Creek Field, which saw Northcote acquire a 20.0% working
interest and 14.4% net revenue interest in the Cockfield formation for US$67,200 in new ordinary shares of
Northcote Energy. The net effect of the various transactions on Northcote’s interests in the Shoats Creek
Field are summarised as follows:
Phase 1 (1)

WI

NRI

ORRI

Partners: SCDI 3% +

Frio

20.00%

15.09% 1.72%

GCW NCT RRR

SEP

Cockfield

40.00%

29.49% 1.72%

GCW NCT ---

SEP

Wilcox

25.00%

18.86% 0.86%

GCW NCT ---

---

Frio/Cockfield

3.36%

2.42%

0.00%

Phase 2 (1)

WI

NRI

ORRI

Frio

27.00%

20.13% 1.72%

GCW NCT RRR

---

Cockfield

47.00%

34.53% 1.72%

GCW NCT ---

---

Wilcox

25.00%

18.86% 0.86%

GCW NCT ---

---

0.00%

0.00%

Directly Held (2)

Equity Interest (3)

Partners: SCDI 3% +

Directly Held

Equity Interest (3)
Frio/Cockfield

0.00%

(1) Phase 1 refers to the first 4 wells, including the Lutcher Moore #20, drilled at Shoats Creek
Phase 2 refers to wells, beyond the first 4 wells, contemplated to be drilled at Shoats Creek
(2) Refers to interests held by Northcote or one of its wholly owned subsidiaries
(3) Equity Interest refers to Northcote's 48% equity ownership in Springer Energy Partners, LP (SEP) which is owner of a 7% WI and 5.04% NRI
(4) After completion of the Lutcher Moore #22 well, Northcote also has right of first refusal to additional 20.0% WI and 14.4% NRI in Frio if RRR
does not participate for any reason.

Shoats Creek is just one of a number of US onshore projects that we hold. Lower for longer oil prices led us
to split these into ‘focus’ and ‘non-focus’ portfolios based on the economics of developing these assets at
US$40 oil. As Shoats Creek is commercial at sub US$40 oil, this has been our priority throughout the year
while our portfolio of projects in Oklahama, which includes the non-core Horizon and OKE properties as
well as the Zink Ranch project was put on care and maintenance. As at December 2015, daily production
from the Oklahoma Portfolio averaged 16.4 barrels of oil and 135.4 mcf of natural gas or, on a 6 mcf per 1
barrel of equivalent (BOE) basis, 39 BOE/d in December 2015 net to Northcote (gross of 76 BOE/d
equivalent).
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NORTHCOTE ENERGY LIMITED
CHAIRMAN AND CHIEF EXECUTIVE’S STATEMENT
We intend to sell our Oklahoma portfolio. However, the difficulty in achieving reasonable values in the
current environment while sentiment towards the sector is so low has led us to evaluate other options for
the projects.
Indonesia
The year under review saw us add a third country of interest to our portfolio after we secured a
participation agreement and equity investment in CEB Resources plc ('CEB'), an AIM listed investment
vehicle focused on Indonesia, a premier oil and gas region in South East Asia. This was in return for
introductions and assistance provided to CEB and its new management team. Under the agreement,
Northcote is entitled to participate in up to 12.5% of any of CEB's investments, at its sole discretion, in
Indonesia for a term of five years. CEB has since changed its name to Andalas Energy and Power and has
already acquired its first asset, the Tuba Obi East Technical Assistance Contract (‘TOE’), which is located in
the South Sumatran basin approximately 30km north-west of Jambi city in Jambi province, Sumatra.
Andalas is farming into a 30% interest in TOE and in line with our Participation Agreement we have elected
to exercise our right to acquire a 3.75% interest in TOE.
TOE is the entry point for Andalas into the attractive Indonesian gas and power sector and any future gas
production from the concession may support either gas export, due to the project’s proximity to a major
export route, or gas-to-power as the concession is located in an area where a significant shortfall in power
generation exists. Wells drilled historically have tested gas in the key South Sumatra hydrocarbon bearing
formations, namely, the Air Benakat Formation (‘ABF’) and the Talang Akar Formation (‘TAF’). Andalas’
technical analysis indicates that this reservoir zone contains potentially substantial gas resources that can
be proven via the drilling and flow testing of a new well. A report dated 22 April 2016 was prepared by
Gaffney Cline & Associates which estimated the prospective resources in the Air Benakat Formation within
the Tuba Obi East concession based on the historical exploration and appraisal data available. Gaffney
Cline & Associates reports best estimate prospective resources of approximately 22Bcf in each of two
potential reservoir zones, the ABF upper and ABF lower, within the main closed structure within the
boundary of the Tuba Obi East. As part of the farm-in Andalas has committed to undertake a work
programme comprising technical studies and the drilling and testing of one well, TOE-2 well, which would
be put into production on success. Northcote’s proportionate share of the costs, are estimated at a total
gross amount of US$200,000, for which it is fully funded.
Financial Review
The Group generated a loss for the year attributable to the equity shareholders totalled US$6,137,000 (31
December 2014: $9,778,000), which was a function lower commodity prices throughout the period, the
impairment of oil and gas assets totalling $1,359,000 alongside increasing activities in Mexico.
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NORTHCOTE ENERGY LIMITED
CHAIRMAN AND CHIEF EXECUTIVE’S STATEMENT
Outlook
The year under review saw us set out about transforming Northcote into a broad based energy group with
interests across the value chain including upstream, midstream and downstream. While progress has been
slower than hoped, largely due to the unfavourable oil price environment and associated poor sentiment
towards the wider sector, Northcote Energy is no longer solely focused on US onshore formations as it was
at the start of the year. Today the Group has multiple revenue and value drivers in place: an exciting
midstream offering in Mexico which provides an excellent platform for future growth; a producing low cost
conventional field in Louisiana; and an interest in a potential gas-to-power project in Indonesia. We
believe the foundations for a sustainable business which we can build on are now in place. Our priority
remains to make Northcote an EBITDA positive group irrespective of the oil price environment as soon as
possible, and all our efforts both during the year under review and beyond are focused on achieving this.
I would like to take this opportunity to thank the team and all its advisers for their continued hard work on
behalf of the Group, and also our shareholders for their loyal support during what during what has been a
difficult year for the oil and gas sector.

Ross Warner

Randall Connally

Chairman

Chief Executive Officer

30 June 2016

30 June 2016
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NORTHCOTE ENERGY LIMITED
DIRECTORS’ REPORT
YEAR ENDED 31 DECEMBER 2015
The Directors present their report and the audited financial statements for the year ended 31
December 2015.
Principal activities, business review and future developments
The principal activity of Northcote Energy Limited during the year was as an Oil & Gas
exploration and production business focussed in the United States of America with interests in
Mexico. Further details on the activities of the Group are provided in the Chairman and Chief
Executive’s report.
Results and dividends
Loss on ordinary activities after taxation attributable to the equity shareholders amounted to
$6,137,000 (31 December 2014: $9,778,000). The Directors do not recommend payment of a
dividend (31 December 2014: $Nil).
Key Performance Indicators (‘KPIs’)
The Board monitors the activities and performance of the Group on a regular basis. During the
year the principal focus of the Group was Oil & Gas exploration and development.
The KPIs being employed by the Group as at the date of this report were as follows:
-

Cash management;
Exploration expenditure;
Investment management

The Group did not monitor any further material KPIs.
Risks and uncertainties
The principal risks and uncertainties inherent in an operating oil and gas group are summarised
below:
- Volatility of Oil & Gas commodity prices
- Foreign Currency volatility
- Availability of finance
- Environmental and decommissioning responsibilities
Financial Risk Management
The Group’s operations expose it to a variety of financial risks that include the effect of changes
in debt market prices and foreign currency exchange rates, credit risk and liquidity risk. The
Group has a risk management programme in place that seeks to limit the adverse effects on the
financial performance of the Group by monitoring levels of debt finance and the related finance
costs. The Group does not use derivative financial instruments to manage interest rate or foreign
exchange costs and, as such, no hedge accounting is applied. Details of the Group’s financial
risk management policies are set out in Note 9 to the Financial Statements.
Internal Controls
The Board recognises the importance of both financial and non-financial controls and has
reviewed the Group’s control environment and any related shortfalls during the year. Since the
Group was established, the Directors are satisfied that, given the current size and activities of the
Group, adequate internal controls have been implemented.
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NORTHCOTE ENERGY LIMITED
DIRECTORS’ REPORT
YEAR ENDED 31 DECEMBER 2015
Going Concern
The financial statements have been prepared assuming the Group will continue as a Going
Concern. This assessment has been made on the Group’s economic prospects in its financial
forecasts. In assessing whether the going concern assumption is appropriate the Directors have
taken into account all available information for the foreseeable future; in particular for the 12
months from the date of approval of the financial statements. This includes future cashflows
based on management prepared forecasts and if required the Group has a track record of raising
funds, whether it is through new equity, farm-ins or disposals. As disclosed in note 2.3 the
Directors have a reasonable expectation that the Group has adequate resources to continue in
operational existence for the foreseeable future and, therefore, can continue to adopt the going
concern basis of preparation in these financial statements. It should be noted, however, that the
auditors have drawn attention to going concern within their audit report by way of an emphasis of
matter. The Group has net current liabilities as at 31 December 2015 of £2,015,000 (2014:
£3,042,000).
Events after the reporting date
These financial statements were approved on 30 June 2016; See note 24 for details of events
after the reporting date.
Directors and directors’ interests
The following Directors held office during the year:
Current Directors:
Ross Warner
Charles Wood
Randall Connally
Daniel Jorgensen (resigned from office 6 January 2016)
Kevin Green
Directors’ interests
The beneficial and non-beneficial interests in the Group’s shares of the Directors and their
families, as at the date of the financial statements that were reported by the Directors who were
in office at the date of approval of the financial statements are as follows:

Ross Warner
Charles Wood
Randall Connally
Kevin Green

2015
Ordinary shares

2014
Ordinary shares

2015
Options

2014
Options

162,663,763
49,480,391
248,947,167
-

77,478,207
9,480,391
121,169,389
-

7,000,000
10,500,000
7,000,000
13,000,000

7,000,000
10,500,000
7,000,000
13,000,000

Details of the Directors’ remuneration are given in note 8 to the Financial Statements.
Directors’ third-party indemnity provisions
During the year under review the Group did not provide any third party indemnity provisions.
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NORTHCOTE ENERGY LIMITED
DIRECTORS’ REPORT
YEAR ENDED 31 DECEMBER 2015
Provision of information to auditors
So far as each of the Directors is aware at the time this report is approved:
 there is no relevant audit information of which the Group's auditors are unaware; and
 the Directors have taken all steps that they ought to have taken to make themselves aware
of any relevant audit information and to establish that the auditors are aware of that
information.
Auditor
PKF Littlejohn LLP has signified its willingness to continue in office.
This report was approved by the Board and signed on its behalf by:

Randall Connally
Chief Executive Officer
30 June 2016
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NORTHCOTE ENERGY LIMITED
STATEMENT OF DIRECTORS’ RESPONSIBILITIES
The Directors are responsible for preparing the Annual Report and the Financial Statements in
accordance with the applicable law and regulations.
The Directors are required to prepare financial statements for each financial year. The Directors
have elected to prepare the Group Financial Statements in accordance with International
Financial Reporting Standards (IFRSs) as adopted by the European Union. The Directors must
not approve the Financial Statements unless they are satisfied that they give a true and fair view
of the state of affairs of the Group and of the profit or loss of the Group for that year. In preparing
these Financial Statements, the Directors are required to:


select suitable accounting policies and then apply them consistently;



make judgments and accounting estimates that are reasonable and prudent;



state whether applicable IFRSs as adopted by the European Union have been followed,
subject to any material departures disclosed and explained in the Financial Statements;



prepare the Financial Statements on the going concern basis unless it is inappropriate to
presume that the Group will continue in business.

The Directors are responsible for keeping adequate accounting records that are sufficient to
show and explain the Group’s transactions and disclose with reasonable accuracy at any time the
financial position of the Group. They are also responsible for safeguarding the assets of the
Group, and hence for taking reasonable steps for the prevention and detection of fraud and other
irregularities.
The Directors are responsible for the maintenance and integrity of the corporate and financial
information included on the Group’s website. The Group is compliant with AIM Rule 26 regarding
the Group’s website.

Randall Connally
Chief Executive Officer
30 June 2016
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INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF NORTHCOTE ENERGY
LIMITED
We have audited the Financial Statements of Northcote Energy Limited for the year ended 31
December 2015 which comprise the Consolidated Statement of Comprehensive Income, the
Consolidated Statement of Financial Position, the Consolidated Statement of Changes in Equity
and the Consolidated Cash Flow Statement and the related Notes. The financial reporting
framework that has been applied in their preparation is applicable law and International Financial
Reporting Standards (IFRSs) as adopted by the European Union.
This report is made solely to the Company’s members, as a body in accordance with the AIM
Rules for companies. Our audit work has been undertaken so that we might state to the
Company’s members those matters we are required to state to them in an auditor’s report and for
no other purpose. To the fullest extent permitted by law, we do not accept or assume
responsibility to anyone, other than the Company and the Company's members as a body, for
our audit work, for this report, or for the opinions we have formed.
Respective responsibilities of Directors and Auditor
As explained more fully in the Statement of Directors’ Responsibilities, the Directors are
responsible for the preparation of the Financial Statements and for being satisfied that they give a
true and fair view. Our responsibility is to audit and express an opinion on the Financial
Statements in accordance with applicable law and International Standards on Auditing (UK and
Ireland). Those standards require us to comply with the Auditing Practices Board’s Ethical
Standards for Auditors.
Scope of the audit of the Financial Statements
An audit involves obtaining evidence about the amounts and disclosures in the Financial
Statements sufficient to give reasonable assurance that the Financial Statements are free from
material misstatement, whether caused by fraud or error. This includes an assessment of:
whether the accounting policies are appropriate to Group’s circumstances and have been
consistently applied and adequately disclosed; the reasonableness of significant accounting
estimates made by the Directors; and the overall presentation of the financial statements. In
addition, we read all the financial and non-financial information in the Annual Report to identify
material inconsistencies with the audited Financial Statements and to identify any information that
is apparently materially incorrect based on, or materially inconsistent with, the knowledge
acquired by us in the course of performing the audit. If we become aware of any apparent
material misstatements or inconsistencies we consider the implications for our report.
Opinion on Financial Statements
In our opinion the Financial Statements:



give a true and fair view of the state of the Group’s affairs as at 31 December 2015 and of its
loss for the year then ended; and
have been properly prepared in accordance with IFRSs as adopted by the European Union;

In forming our opinion on the financial statements, which is not modified, we have considered the
adequacy of disclosure made in note 2.3 to the financial statements concerning the Group’s
ability to continue as a going concern. The financial statements have been prepared on a going
concern basis, which depends on the Group’s ability to manage its net current liability position,
forecasts being achieved and the receipt of new funds. These conditions, along with other
matters explained in note 2.3 to the financial statements, indicate the existence of a material
uncertainty which casts significant doubt about the Group’s ability to continue as a going concern.
The financial statements do not include the adjustments that would result if the Group was unable
to continue as a going concern.

PKF Littlejohn LLP
Chartered Accountants
And Registered Auditor
1 Westferry Circus
Canary Wharf
London E14 4HD
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30 June 2016
NORTHCOTE ENERGY LIMITED
CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
YEAR ENDED 31 DECEMBER 2015
2015
$’000s

2014
$’000s

841
(961)

1,432
(1,567)

(120)

(135)

1,359

735
5,597

4,301

2,870

7,8

(5,660)

(9,202)

4
4

(5,780)
20
(428)

(9,337)
52
(493)

10

(6,188)
-

(9,778)
-

6

(6,188)

(9,778)

254

105

Loss for the year attributable to:
- owners of the parent
- non-controlling interest

(6,137)
(51)

(9,778)
-

Loss after tax for the year

(6,188)

(9,778)

Total comprehensive income for the year
attributable to:
- owners of the parent
- non-controlling interest
Total comprehensive income for the year

(5,883)
(51)
(5,934)

(9,673)
(9,673)

(0.12 cents)

(0.78 cents)

Note
Continuing operations
Revenue
Cost of sales

5

Gross profit
Administrative expenses
- Impairment of intangible assets
- Impairment of property, plant and
equipment
- Other administrative expenses
Total administrative expenses

11
12

Operating loss
Finance income
Finance costs
Loss before income tax
Income tax expense
Loss after tax for the year
Other Comprehensive Income:
Items that may be subsequently
reclassified to profit or loss
Currency translation differences

Basic and diluted loss per share
attributable to owners of the parent
during the year (expressed in US cents
per share)

6

Notes on pages 17 to 39 form part of these Financial Statements.
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NORTHCOTE ENERGY LIMITED
CONSOLIDATED STATEMENT OF FINANCIAL POSITION
AS AT 31 DECEMBER 2015

Note

2015
$’000s

2014
$’000s

11
12

6,601

2,823

6,601

2,823

31
325
91

51
376
5

447

432

7,048

3,255

2,006
236
220

1,541
1,773
160

(2,462)

(3,474)

1,030

375

Total non-current liabilities

(1,030)

(375)

Total liabilities

(3,492)

(3,849)

3,556

(594)

30,633
329
(8,202)
(19,513)

21,244
75
(8,202)
(13,711)

3,247
309

(594)
-

3,556

(594)

Assets
Non-current assets
Intangible assets
Property, plant and equipment
Total non-current assets
Current assets
Inventories
Trade and other receivables
Cash and cash equivalents

13
14

Total current assets
Total assets
Liabilities
Current liabilities
Trade and other payables
Borrowings
Provisions

15
19
18

Total current liabilities
Non-current liabilities
Provisions

18

Net assets/(liabilities)
Equity attributable to the owners of the parent
Share Capital
Share premium
Foreign currency translation reserve
Reverse acquisition reserve
Retained losses
Total equity attributable to the equity
owners of the parent
Non-controlling interest

17
17

Total equity

The Financial Statements were approved and authorised for issue by the Board of Directors on
30 June 2016 and were signed on its behalf by

Randall Connally
Chief Executive Officer
The Notes on pages 17 to 39 form part of these Financial Statements.
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NORTHCOTE ENERGY LIMITED
CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
YEAR ENDED 31 DECEMBER 2015

Share
capital
$’000s
Balance at 1 January 2014

-

Attributable to the owners of the parent
Foreign
Reverse
Share
currency acquisition
premium translation
reserve
Retained
reserve
losses
$’000s
$’000s
$’000s
$’000s
20,420

Loss for the year
Other comprehensive income for the
year – currency translation differences
Total comprehensive income
Transactions with equity shareholders of the parent
Proceeds from shares issued
824
Share options issued
Share warrants issued
Balance at 31 December 2014
21,244
Loss for the year
Other comprehensive income for the
year – currency translation differences
Total comprehensive income
Transactions with equity shareholders of the parent
Shares issued to acquire subsidiary
1,695
Subscribe for units in controlled entity
Proceeds from shares issued
8,149
Share issue costs
(703)
Share warrants issued
(335)
Share based payments
583
Balance at 31 December 2015
30,633
The Notes on pages 17 to 39 form part of these Financial Statements.

NonTotal controlling
interests
$’000s
$’000s

Total
$’000s

(30)

(8,202)

(4,140)

8,048

-

8,048

105

-

(9,778)
-

(9,778)
105

-

(9,778)
105

105

-

(9,778)

(9,673)

-

(9,673)

75
254

(8,202)
-

55
152
(13,711)
(6,137)
-

824
55
152
(594)
(6,137)
254

(51)
-

824
55
152
(594)
(6,188)
254

254

-

(6,137)

(5,883)

(51)

(5,934)

329

(8,202)

335
(19,513)

1,695
8,149
(703)
583
3,247

360
309

1,695
360
8,149
(703)
583
3,556
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NORTHCOTE ENERGY LIMITED
CONSOLIDATED CASH FLOW STATEMENT
YEAR ENDED 31 DECEMBER 2015
2015
$’000s

2014
$’000s

(6,188)

(9,778)

12
11,12
16
4
4

1,359
428
(20)

128
6,332
56
493
(52)

13
14
15

20
68
(47)

(20)
417
1,451

(4,380)

(973)

(360)
(1,153)
-

(1,960)
775

(1,513)

(1,185)

7,999
(703)
(1,311)
(22)

2,134
(160)
(162)
(20)

5,963

1,792

70
5
16

(366)
319
52

91

5

Note
Cash flows from operating activities:
Loss for the year before tax
Adjustments for:
Depreciation of property, plant and equipment
Impairment
Share-based payment
Finance cost
Finance income
Change in working capital items:
Decrease/(Increase) in inventories
Decrease in trade and other receivables
(Decrease)/ Increase in trade and other payables
Net cash used in operating activities
Cash flows from investing activities
Acquisition of subsidiary (net of cash)
Purchases of property, plant & equipment
Proceeds from farm-in/sale

3
12
12

Net cash used in investing activities
Cash flows from financing activities
Proceeds from issue of share capital
Share issue costs
Proceeds from borrowings
Cost of borrowings
Repayment of borrowings
Finance costs

17
17
19
19
19

Net cash generated by financing activities
Net increase/(decrease) in cash and cash equivalents
Cash and cash equivalents, at beginning of the year
Effect of foreign exchange rate changes on cash and cash
equivalents
Cash and cash equivalents, at end of the year

4

Major Non Cash Transactions
Details of major non-cash transactions are described in note 11 and 12, non-current assets, note
17 share capital and note 18 provisions and note 19 borrowings.

The Notes on pages 17 to 39 form part of these Financial Statements.

16

NORTHCOTE ENERGY LIMITED
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED 31 DECEMBER 2015
1.

General Information

The principal activity of Northcote Energy Limited (‘The Company’) during the year was as an Oil
& Gas exploration and production business focussed in the United States of America. The
Company was incorporated in the British Virgin Islands on 13 May 2010 as a private limited
company with the name Everest Energy Limited. As at the year end, the Company was
domiciled in the British Virgin Islands and listed on the AIM market of the London Stock
Exchange.
At the date of authorisation of these financial statements, the following standards and
interpretations, were in issue but not yet effective, and have not been early adopted by the
Group:
 Amendment to IAS 19, Employee contributions
 Annual improvement to IFRSs 2010 – 2012 Cycle
 Amendment to IFRS 11, Accounting for acquisitions of interests in joint operations
 Amendments to IAS 16 and IAS 38, Clarification of acceptable methods of depreciation
and Amendments to IAS 16 and IAS 41, Bearer plants
 Amendments to IAS 27, Equity method in separate financial statements
 Amendments to IAS 1, Disclosure initiative
 Annual improvement to IFRSs 2012 – 2014 Cycle
 Amendment to IFRS 10, IFRS 12 and IAS 28, Investment entities, applying the
consolidation exemption
 IFRS 15, Revenue from contracts with customers
 IFRS 9, Financial instruments (2009, and subsequent amendments in 2010 and 2013)
 Amendments to IAS6: Disclosure initiative
 Amendments to IAS 12: Recognition of deferred tax assets for unrealised losses
 IFRS 14, Regulatory deferral accounts
 IFRS 16: Leases
 Amendments to IFRS 10 and IAS 28, Sale of contribution of assets between an investor
and its associate or joint venture
A number of new standards, amendments to standards and interpretations are effective for
annual periods beginning on or after 1 February 2015, and have not been applied in preparing
these financial statements. The Group does not plan to adopt these standards early; instead it
will apply them from their effective dates as determined by their dates of EU endorsement. The
Group is reviewing the upcoming standards to determine their impact.
The following standards were adopted by the Group during the year;
IFRS 10 Consolidated financial statements
IFRS 10 establishes a single control model that applies to all entities including special purpose
entities. The changes introduced by IFRS 10 required management to exercise judgement to
determine which entities are controlled and, therefore, are required to be consolidated. The
Group has applied IFRS 10 retrospectively in accordance with the transition provisions of IFRS
10. There is no material impact on the Group as a result of applying this standard. There has
been no material impact on the financial statements as a result of the adoption of IFRS 11, 12,
IAS 27 and IAS 28 other than in relation to disclosure.
2

Summary of significant accounting policies

2.1.

Basis of Preparation

The Consolidated Financial Statements have been prepared under the historical cost convention,
as modified for financial assets and financial liabilities (including derivative instruments) at fair
value through profit or loss and in accordance with International Financial Reporting Standards
(IFRSs) and International Financial Reporting Interpretations Committee (IFRIC) interpretations,
as adopted by the EU. The principal accounting policies applied in the preparation of these
consolidated financial statements are set out below. These policies have been consistently
applied to all the years presented unless otherwise stated. The consolidated financial statements
are presented in thousands of US Dollars ($’000).
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NORTHCOTE ENERGY LIMITED
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED 31 DECEMBER 2015
2.2.

Basis of Consolidation

The consolidated Financial Statements consolidate the Financial Statements of Northcote Energy
Limited and the audited Financial Statements of its subsidiary undertakings made up to 31
December 2015.
Subsidiaries are entities over which the Group has control. The Group controls an entity when the
Group is exposed to, or has rights to, variable returns from its involvement with the entity and has
the ability to affect those returns through its power over the entity Subsidiaries are fully
consolidated from the date on which control is transferred to the Group. They are de-consolidated
from the date that control ceases.
When necessary, adjustments are made to the financial statements of subsidiaries to bring their
accounting policies into line with the Group's accounting policies. All intra-group assets and
liabilities, equity, income, expenses and cash flows relating to transactions between members of
the Group are eliminated in full on consolidation.
A change in the ownership interest of a subsidiary, without a loss of control, is accounted for as
an equity transaction. If the Group loses control over a subsidiary, it derecognises the related
assets (including goodwill), liabilities, non-controlling interest and other components of equity
while any resultant gain or loss is recognised in the Statement of Comprehensive Income. Any
investment retained is recognised at fair value at the date when control is lost. The group
comprises of the following entities;
Name

Interest
held

Country
of
incorporation

Nature of business

Direct
Northcote Energy Limited

100%

Cayman
Islands

Holding Company

Indirect
Northcote USA Inc.
Oklahoma Energy LLC*
Northcote Services LLC*
Northcote Minerals LLC*
Northcote Oklahoma LLC*
Northcote Cleveland LLC*
Northcote Osage LLC*
Northcote Texas LLC*
Northcote Energy Development LLC*
NCLA Operating LLC*
Northcote Louisiana Operating LLC*
Northcote Louisiana, LLC *
Northcote Holdings LLC *
Northcote Operating, LLC
Northcote Gas Marketing LLC *
NAP USA Inc
NAP Acquisition Inc
Northcote Drilling Partners LP **
Northcote Mexico, LLC *
Northcote Energy Mexico S de RL de CV
Prosper Petro, LLC *
Prosper Station 1, JV LLC *
Northcote Drilling Ventures, LLC *
NCTX Operating LLC *
Stillwater Operating LLC *
Mayan Drilling Fluids, S.A.P.I. de C.V.
Springer Energy Partners LP **
Springer Energy Development, LLC *

100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
51%
53%
33.33%

USA
USA
USA
USA
USA
USA
USA
USA
USA
USA
USA
USA
USA
USA
USA
USA
USA
USA
USA
Mexico
USA
USA
USA
USA
USA
Mexico
USA
USA

Holding Company
Holds Libby/Tinker interest
Administrative Company
Holds Royalty interests
Holds Horizon and other interests
Holds Zink Ranch interest
Oklahoma operating company
Holds South Weslaco interest
Dormant
Shoats Creek related activity
Shoats Creek related activity
Shoats Creek related activity
Dormant
Dormant
Dormant
Oil & Gas trading company
Holding Company
Dormant
Holding Company
Holding Company
Dormant
Dormant
Dormant
Dormant
Shoats Creek related activity
JV holdco for Mexico remediation project
Limited partnership
General Partner of Springer Energy
Partners, LP

*An LLC is not a corporation, it is a legal form of company that provides limited liability to Northcote, its owner and
general manager. **An LP is not a corporation, it is a legal form of partnership that gives the partners limited
liability and is managed by a general manager.
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NORTHCOTE ENERGY LIMITED
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED 31 DECEMBER 2015
2.3.

Going Concern

The financial statements have been prepared assuming the Group will continue as a Going
Concern. This assessment has been made on the Group’s economic prospects in its financial
forecasts. In assessing whether the going concern assumption is appropriate the Directors have
taken into account all available information for the foreseeable future; in particular for the 12
months from the date of approval of the financial statements. This includes future cashflows
based on management prepared forecasts and if required the Group has a track record of raising
funds, whether it is through new equity, farm-ins or disposals. As disclosed in note 2.3 the
Directors have a reasonable expectation that the Group has adequate resources to continue in
operational existence for the foreseeable future and, therefore, can continue to adopt the going
concern basis of preparation in these financial statements. It should be noted, however, that the
auditors have drawn attention to going concern within their audit report by way of an emphasis of
matter. The Group has net current liabilities as at 31 December 2015 of £2,015,000 (2014:
£3,042,000).
2.4.

Financial assets

The Group has classified all of its financial assets as loans and receivables. The classification
depends on the purpose for which the financial assets were acquired. Management determines
the classification of its financial assets at initial recognition.
Loans and receivables are non-derivative financial assets with fixed or determinable payments
that are not quoted in an active market. They are included in current assets. The Group’s loans
and receivables comprise trade and other receivables and cash and cash equivalents in the
Statement of Financial Position.
Loans and receivables are initially recognised at fair value plus transaction costs and are
subsequently carried at amortised cost using the effective interest method, less provision for
impairment.
The Group assesses at the end of each reporting period whether there is objective evidence that
a financial asset, or a group of financial assets, is impaired. A financial asset, or a group of
financial assets, is impaired, and impairment losses are incurred, only if there is objective
evidence of impairment as a result of one or more events that occurred after the initial recognition
of the asset (a “loss event”), and that loss event (or events) has an impact on the estimated
future cash flows of the financial asset, or group of financial assets, that can be reliably
estimated.
The criteria that the Group uses to determine that there is objective evidence of an impairment
loss include:
 significant financial difficulty of the issuer or obligor; and
 a breach of contract, such as a default or delinquency in interest or principal repayments.
The amount of the loss is measured as the difference between the asset’s carrying amount and
the present value of estimated future cash flows (excluding future credit losses that have not
been incurred), discounted at the financial asset’s original effective interest rate. The asset’s
carrying amount is reduced, and the loss is recognised in the Statement of Comprehensive
Income.
If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be

related objectively to an event occurring after the impairment was recognised (such as an
improvement in the debtor’s credit rating), the reversal of the previously recognised impairment
loss is recognised in the Statement of Comprehensive Income.
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2.5.

Operating segments

Operating segments are reported in a manner consistent with the internal reporting provided to
the Chief Operating Decision Maker. The Chief Operating Decision Maker (“CODM”), who is
responsible for allocating resources and assessing performance of the operating segments, has
been identified as the Directors of the Group that make the strategic decisions.
2.6.

Borrowings

Borrowings are initially measured at fair value, net of transaction costs and are subsequently
measured at amortised cost using the effective interest method, with interest expense recognised
on an effective yield basis. The effective interest method is a method of calculating the amortised
cost of a financial liability and of allocating interest expense over the relevant period.
The effective interest rate is the rate that exactly discounts estimated future cash payments
through the expected life of the financial liability, or, where appropriate, a shorter period.
2.7.

Cash and cash equivalents

Cash and cash equivalents comprise cash in hand and current balances with banks and similar
institutions, which are readily convertible to known amounts of cash. Cash equivalents are highly
liquid amounts that are readily convertible to a known amount of cash.
2.8.

Trade and other payables

Trade and other payables are obligations to pay for goods or services that have been acquired in
the ordinary course of business. Accounts payable are classified as current liabilities if payment
is due within one year or less (or in the normal operating cycle of the business if longer). If not,
they are presented as non-current liabilities. Trade payables are recognised initially at fair value,
and subsequently measured at amortised cost using the effective interest method.
2.9.

Equity

Equity comprises the following:
 “Share premium” represents the premium paid on Ordinary Shares issued of no par value
 “Foreign currency translation reserve” includes movements that relate to the retranslation
of the subsidiaries whose functional currencies are not the US Dollar.
 “Reverse acquisition reserve” - the reserve is created in respect of the reverse acquisition
difference between the equity structure of the legal parent and the acquired entity.
 “Retained earnings” represents retained profits or losses.
 “Non-controlling interest” represents the proportion of a controlled entity apportioned to the
equity holders of the non-controlling interest
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NOTES TO FINANCIAL STATEMENTS
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2.10.

Foreign Currency Translation

 Functional and presentational currency
Items included in the financial statements are measured using the currency of the primary
economic environment in which the entity operates (“the functional currency”). The Financial
Statements are presented in US Dollars ($). The parent company’s functional currency is
Pounds Sterling (£) and the subsidiary entities functional currency is US Dollars (US$)
On consolidation of entities with a non US Dollar presentational currency, their statements of
financial position are translated into US Dollar at the closing rate and income and expenses at
the average monthly rate. Share capital is translated into the presentational currency of the
Group ($) using the exchange rate prevailing at the dates of the transactions.
All resulting exchange differences arising in the period are recognised in other comprehensive
income, and cumulatively in the Group’s translation reserve. Such translation differences are
reclassified to profit or loss in the period in which any such foreign operation is disposed of.
 Transactions and balances
Foreign currency transactions are translated into the functional currency using the exchange
rates prevailing at the dates of the transactions. Foreign exchange gains and losses resulting
from the settlement of such transactions, and from the translation at period-end exchange rates
of monetary assets and liabilities denominated in foreign currencies, are recognised in the
Consolidated Statement of Comprehensive Income.
2.11.

Share Based Payments

The Group issues equity-settled share-based payments to certain employees. Equity-settled
share-based payments are measured at fair value at the date of grant. The equity-settled sharebased payments are expensed to the consolidated statement of comprehensive income.
Where equity instruments are granted to persons other than employees, the consolidated
statement of comprehensive income is charged with the fair value of goods and services received
on a straight line basis over the vesting period based on the Group’s estimate of shares that will
eventually vest, except where it is in respect to costs associated with the issue of securities, in
which case it is charged to the share premium account.
2.12.

Revenue recognition

Revenue is measured at the fair value of the consideration received or receivable and represents
amounts receivable for goods supplied, stated net of discounts, returns and value added taxes.
The Group recognises revenue when the amount of revenue can be reliably measured and when
it is probable that future economic benefit will flow to the entity. The Group bases its estimate of
return on historical results, taking into consideration the type of customer, the type of transaction
and the specifics of each arrangement.
Revenue represents the sale value of the Group’s share of oil and the income from technical
services to third parties if any. Revenues are recognised when crude oil has been lifted and title
passed to the buyer or when services are rendered.
2.13.

Inventories

Inventories comprise produced oil and gas or certain materials and equipment that are acquired
for future use. The oil and gas is valued at the lower of average production cost and net
realisable value; the materials and equipment inventory is valued at the lower of cost and net
realisable value. Cost comprises direct materials and, where applicable, direct labour costs plus
attributable overheads based on a normal level of activity and other costs associated in bringing
the inventories to their present location and condition. Cost is calculated using the weighted
average method. Net realisable value represents the estimated selling price less all estimated
costs of completion and costs to be incurred in marketing, selling and distribution and any
provisions for obsolescence.
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2.14.

Taxation

Income tax expense represents the sum of the current tax payable and deferred tax. The current
tax payable is based on taxable profit for the year. Taxable profit differs from net profit as
reported in the consolidated statement of comprehensive income because it excludes items of
income or expense that are taxable or deductible in other years and it further excludes items that
are never taxable or deductible. The Group’s liability for current tax is calculated using tax rates
that have been enacted or substantively enacted by the reporting date.
Tax is charged or credited in the consolidated statement of comprehensive income, except when
it relates to items charged or credited directly to equity or in other comprehensive income, in
which case the tax is also dealt with in equity or other comprehensive income respectively.
Deferred tax is the tax expected to be payable or recoverable on differences between the
carrying amount of assets and liabilities in the financial statements and the corresponding tax
base used in the computation of taxable profit. Deferred tax liabilities are generally recognised for
all taxable temporary differences and deferred tax assets are recognised to the extent that it is
probable that taxable profits will be available against which deductible temporary differences can
be utilised. Such assets and liabilities are not recognised if the temporary difference arises from
goodwill or from the initial recognition (other than in a business combination) of other assets and
liabilities in a transaction that affects neither the tax profit nor the accounting profit.
Deferred tax liabilities are recognised for taxable temporary differences arising on investments in
subsidiaries, and interests in joint ventures, except where the Group is able to control the
reversal of the temporary difference and it is probable that the temporary difference will not
reverse in the foreseeable future.
The carrying amount of deferred tax assets is reviewed at each reporting date and reduced to the
extent that it is no longer probable that sufficient taxable profit will be available to allow all or part
of the asset to be recovered. Any such reduction shall be reversed to the extent that it becomes
probable that sufficient taxable profit will be available.
Deferred tax is calculated at the tax rates that are expected to apply in the period when the
liability is settled or the asset realised based on tax rates and laws substantively enacted by the
reporting date. Deferred tax assets and liabilities are offset when there exists a legal and
enforceable right to offset and they relate to income taxes levied by the same taxation authority
and the Group intends to settle its current tax assets and liabilities on a net basis.
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2.15.

Business combinations

Except as described below, the acquisition of subsidiaries is accounted for using the acquisition
method. The cost of the acquisition is measured at the aggregate of the fair values, at the date of
exchange, of assets given, liabilities incurred or assumed and equity instruments issued by the
Group in exchange for control of the acquiree. The acquiree’s identifiable assets, liabilities and
contingent liabilities that meet the criteria for recognition under IFRS 3 (Revised) are recognised
at their fair value at the acquisition date. Acquisition costs are expensed.
On 14 January 2013 the Company acquired 100% of the issued share capital of Northcote
Energy Limited, Cayman Islands (“Northcote CI”), a US focussed on-shore oil and gas Group, for
a consideration of $10.4 million to be satisfied by the issue of 645,084,519 new Shares to the
Sellers. Northcote Energy Limited was incorporated as an investment vehicle focussed on the
completion of a natural resources acquisition. The Directors identified and completed the
acquisition of Northcote CI in line with this strategy and to further the business interests of the
Group.
In accordance with IFRS 3 (Revised) the acquisition represents a reverse acquisition.
In a reverse acquisition, the acquisition date fair value of the consideration transferred by
Northcote Energy Limited is based on the number of equity instruments that Northcote CI would
have had to issue to the owners of Northcote Energy Limited to give the owners of Northcote
Energy Limited the same percentage of equity interests that result from the reverse acquisition.
The cost of the combination was calculated using the fair value of all the pre-acquisition issued
equity instruments of Northcote Energy Limited at the date of acquisition. The fair value of the
share consideration was based on the latest share transaction of Northcote Energy CI from
October 2012 of £0.17 immediately prior to the acquisition. Goodwill of $1,273,000 was
expensed immediately on acquisition and all the acquisition related costs were also expensed in
accordance with IFRS 3 (Revised).
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2.16.

Intangible assets – evaluation and exploration assets

The Group accounts for Evaluation and Exploration (“E&E”) activity in accordance with the
provisions of IFRS 6. The Group will continue to monitor the application of its policy with respect
to any future guidance on accounting for oil activities which may be issued.
Capitalisation of E&E Assets
All costs (other than payments to acquire the legal right to explore, evaluate or appraise an area,
which are expensed) incurred during the Pre-licensing Phase are charged directly to the
consolidated statement of comprehensive income. All costs incurred during the Evaluation and
Exploration Phases, such as Geological & Geophysical (“G&G”) costs, other direct costs of
exploration and appraisal are accumulated and capitalised as intangible E&E assets in
accordance with the principles of full cost accounting.
At the completion of the Exploration Phase, if technical feasibility is demonstrated and
commercial reserves are discovered then, following the decision to continue into the development
phase, the carrying value of the relevant E&E asset will be reclassified as a Development and
Production (“D&P”) asset, but only after the carrying value of the asset has been assessed for
impairment in accordance with the Impairment of E&E Assets policy. E&E costs are not
amortised prior to reclassification to the D&P Phase.
Impairment of E&E Assets
Upon reclassification of a project from the E&E phase to the D&P phase, an impairment review of
the affected E&E assets is performed. The E&E impairment test is performed by comparing the
carrying value of the costs against the estimated recoverable value of the reserves (proved plus
probable) related to these assets. Any resulting impairment loss is charged to the consolidated
statement of comprehensive income. The recoverable value is determined as the higher of a) its
fair market value less costs of disposal or b) the sum of related cash flows, on a net present
value basis.
Further, if at any time when indicators or circumstances exist which suggest the E&E assets may
be impaired such as:
 the licence to explore a particular area has expired or will expire soon and will not be
renewed; or
 further exploration or evaluation work in a particular area is not budgeted or planned; or
 Evaluation and Exploration work has concluded that commercially viable amounts of oil
are not available in a particular area and the Group has decided to discontinue Evaluation
and Exploration in that area; or
 data shows that, although development of an area will continue, the carrying amount of
the E&E asset is unlikely to be recovered in full from successful development, indicating
the possibility that the carrying value of an E&E asset may exceed its recoverable
amount;
The E&E impairment test is carried out by adding the value of the E&E assets being evaluated to
the D&P assets at a ratio of sales/ geographical area to determine the relevant Cash Generating
Unit (“CGU”).
The combined carrying value of the E&E and D&P assets in the CGU is compared against the
estimated recoverable value, and any resulting impairment loss is charged to the consolidated
statement of comprehensive income.
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2.17

Property, plant and equipment – Development & Production assets

Capitalisation
Development and production assets are accumulated into single field cost centres and represent
the cost of developing the commercial reserves and bringing them into production together with
the E&E expenditures incurred in finding commercial reserves previously transferred from E&E
assets as outlined in the policy above. From time to time different scenarios occur that call for
specific policy guidance.
The following specific policies are applied by the Group:







CGUs – The Group has defined its CGUs as assets or groups of assets representing the
smallest identifiable segments generating cash flows that are largely independent of cash
flows from other assets or groups of assets. As defined, each CGU includes the relevant
properties, wells, facilities, pipelines and other key components of the included
operations.
Dry Hole Costs – Dry hole costs are included in the capitalised costs of the field and
would therefore be included in any impairment tests conducted, as described below.
Water Injection/Disposal Wells – The Group may convert an existing well into a water
injection or disposal well. At the time of conversion, all costs associated with the asset
are transferred to facility costs. Any capitalisable costs incurred thereafter will be included
as facility costs.
Allocated Costs – Costs such as G&G, Seismic, Capitalised General and Administrative
costs, Financing costs, etc. which may cover multiple countries, business segments,
CGUs or other assets will be allocated to the appropriate CGUs during the period in
which the costs were incurred.

Depreciation, Depletion and Amortisation (DDA)
Asset costs relating to each CGU as defined above, which include the components of properties,
wells, facilities, pipelines and other, are depreciated, depleted or amortised (“DDA”) on a unit of
production method based on the commercial proven and probable reserves for that CGU.
Development and Production assets are depreciated over the relevant net production within the
corresponding CGU. As noted above, asset costs associated with E&E projects, even though
those assets may or may not have reserves associated with them and are within a CGU with
active producing operations, are not amortised until such costs are analysed for impairment and
then transferred to D&P phase. The DDA calculation takes into account the estimated future
costs of development for recognised proven and probable reserves for each field based on
current price levels and escalated annually based on projected cost inflation rates. Changes in
reserve quantities and cost estimates are recognised prospectively from the last reporting date.
Impairment of D&P Assets
A review is performed for any indication that the value of the Group’s D&P assets may be
impaired such as:
 significant changes with an adverse effect in the market or economic conditions; or
 obsolescence or physical damage of an asset; an asset becoming idle or plans to
dispose of the asset before the previously expected date; or
 evidence is available from internal reporting that indicates that the economic performance
of an asset is or will be worse than expected.
For D&P assets when there are such indications, an impairment test is carried out on the CGU.
CGUs are identified in accordance with IAS 36 ‘Impairment of Assets’, where cash flows are
largely independent of other significant assets groups and are normally, but not always, single
development or production areas. When an impairment is identified, the impairment is charged
through the statement of comprehensive income if the net book value of capitalised costs relating
to the cash generating unit exceeds the associated estimated future discounted cash flows of the
related commercial oil reserves.

25

NORTHCOTE ENERGY LIMITED
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED 31 DECEMBER 2015
2.17.

Property, plant and equipment – Development & Production assets (continued)

The Group accounts for D&P assets in accordance with the provisions of IAS 16 following the full
cost accounting principles. The Group will continue to monitor the application of its policy with
respect to any future guidance on accounting for oil and gas activities which may be issued.
Workovers/overhauls and maintenance
From time to time a workover or overhaul or maintenance of existing D&P assets is required,
which normally fall into one of two distinct categories. The type of workover dictates the
accounting treatment and recognition of the related costs:
Capitalisable costs
Costs will be capitalised where the performance of an asset is improved, where an asset being
overhauled is being changed from its initial use, the assets useful life is being extended, or the
asset is being modified to assist the production of new reserves. The asset will then be subject to
depreciation.
 If the workover is being performed on an asset which has been the subject of a previous
workover, the net book value of costs previously capitalised will be derecognised and
charged to cost of sales at the same time as the subsequent capitalisable workover
expenditures are being recognised as part of the asset’s revised carrying value.
 If the workover replaces parts, equipment or components of an asset or group of assets,
and these replacement items qualify for capitalisation, then the original cost of those parts
or equipment, including related installation and set up costs that were capitalised as part
of the original asset, will be derecognised and charged to cost of sales in the
consolidated statement of comprehensive income. In the event that the original cost of
parts, equipment or components being replaced are not reasonably identifiable, the cost
of the new items, adjusted for inflation, may be deemed adequate for consideration as the
original cost.
Non-capitalisable costs
Expense type workover costs are costs incurred such as maintenance type expenditures, which
would be considered day-to-day servicing of the asset. These types of expenditures are
recognised within cost of sales in the consolidated statement of comprehensive income as
incurred. Expense workovers generally include work that is maintenance in nature and generally
will not increase production capability through accessing new reserves, producing from a new
zone or significantly extend the life or change the nature of the well from its original production
profile.
2.18.

Decommissioning

Provision is made for the cost of decommissioning assets at the time when the obligation to
decommission arises. Such provision represents the estimated discounted liability (the discount
rate used currently being at 10%, (2014: 10%)) for costs which are expected to be incurred in
removing production facilities and site restoration at the end of the producing life of each field.
A corresponding item of property, plant and equipment is also created at an amount equal to the
provision. This is subsequently depreciated as part of the capital costs of the production facilities.
Any change in the present value of the estimated expenditure attributable to changes in the
estimates of the cash flow or the current estimate of the discount rate used are reflected as an
adjustment to the provision and property, plant and equipment. The unwinding of the discount is
recognised as a finance cost.
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2.19.

Compound Financial Instruments

Compound Financial Instruments issued by the Group comprise convertible notes that can be
converted to share capital at the option of the holder, and the number of shares to be issued
does not vary with changes in their fair value. If the number does vary with changes in their fair
value then the instrument is treated as a liability.
The liability component of a compound financial instrument is recognised initially at the fair value
of a similar liability that does have an equity conversion option. The equity component is
recognised initially at the difference between the fair value of the compound instrument as a
whole and the fair value of the liability component. Any directly attributable transaction costs are
allocated to the liability and equity components in proportion to their initial carrying amounts.
Subsequent to initial recognition, the liability component of a compound financial instrument is
measured at amortised cost using the effective interest method. The equity component of a
compound financial instrument is not re-measured subsequent to initial recognition except on
conversion or expiry.
Borrowings are classified as current liabilities unless the group has an unconditional right to defer
settlement of the liability for at least 12 months after the end of the reporting period.
2.20.

Critical Accounting Estimates and Judgements

Use of Estimates and Judgements –
The Group makes estimates and assumptions concerning the future. The resulting accounting
estimates will, by definition, seldom equal the related actual results. The estimates and
assumptions that have a risk of causing material adjustment to the carrying amounts of assets
and liabilities within the next financial year are discussed below.
This assessment involves judgement as to
(i) the likely commerciality of the asset;
(ii) proven, probable and possible (‘P’) reserves which are estimated using standard recognised
evaluation techniques;
(iii) future revenues and estimated development costs pertaining to the asset;
(iv) the discount rate to be applied for the purposes of deriving a recoverable value; and
(v) the value ascribed to contingent resources associated with the asset.
a) Carrying value of intangible exploration and evaluation expenditure
The amounts for intangible exploration and evaluation assets represent the costs of active
exploration projects, the commerciality of which is unevaluated until reserves can be appraised.
Where a project is sufficiently advanced, the recoverability of intangible exploration assets is
assessed by comparing the carrying value to estimates of the present value of projects. The
present values of intangible exploration assets are inherently judgemental. Exploration and
evaluation costs will be written off to the consolidated statement of comprehensive income unless
commercial reserves are established or the determination process is not completed and there are
no indications of impairment. The outcome of ongoing exploration, and therefore whether the
carrying value of exploration and evaluation assets will ultimately be recovered, is inherently
uncertain.
b) Depreciation of oil and gas assets (note 12)
Oil and gas assets held in property, plant and equipment are mainly depreciated on a unit of
production basis at a rate calculated by reference to proved plus probable reserves and
incorporating the estimated future cost of developing and extracting those reserves. Future
development costs are estimated using assumptions as to the numbers of wells required to
produce those reserves, the cost of the wells, future production facilities and operating costs;
together with assumptions on oil and gas realisations.
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2.20

Critical Accounting Estimates and Judgements (continued)

c) Decommissioning (note 18)
The Group has decommissioning obligations in respect of its interests. The full extent to which
the provision is required depends on the legal requirements at the time of decommissioning, the
costs and timing of any decommissioning works and the discount rate applied to such costs. The
decommissioning provision is updated each year to reflect management’s best estimates based
on the current economic environment of the key assumptions used. Actual decommissioning
costs will ultimately depend upon future market prices for the necessary decommissioning works
required, which will reflect market conditions at the relevant time. Furthermore, the timing of
decommissioning is likely to depend on when the fields cease to produce at economically viable
rates. This in turn will depend upon future oil and gas prices, which are inherently uncertain.
d) Fair value assessment and acquisitions
The Group has made certain judgements in connection with assessing the fair values of
consideration, assets and liabilities at acquisition, which include assessment of their ongoing
value, independent valuations and assessment of any adjustments or impairment to the acquired
Companies book values.
e) Share based payments
The Group has made awards of options and warrants over its unissued capital. The valuation of
these options and warrants involves making a number of estimates relating to price volatility,
future dividend yields, expected life and forfeiture rates.

28

NORTHCOTE ENERGY LIMITED
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED 31 DECEMBER 2015
3.

Acquisition of NAP USA Inc
On 13 January 2015 the Group entered into a conditional sale and purchase agreement with
North American Petroleum PLC (“NAPP”) for the acquisition of NAP USA Inc, which outlined that
the eventual consideration payable would be 29.9% of Northcote's enlarged issued share capital
as of the date of closing (the 'Consideration Shares'). On 12 February 2015 the acquisition of
NAP USA, Inc. went unconditional and the Company was committed to issuing 1,266,074,005
ordinary shares at 0.009p each, which equated to $1,695,000 of consideration.
In accordance with IFRS 3 (Revised) the details of the acquisition are below:
$000’s

Total consideration
Equity instruments in issue (1,266,074,005 ordinary shares at 0.009p each)

1,695

Recognised amounts of identifiable assets acquired and liabilities assumed based on
NAP USA Inc. balance sheet at 28 February 2015 recorded at fair value
NON-CURRENT ASSETS
Property Plant & Equipment – oil and gas assets (note 12)

2,834

Total non-current assets
CURRENT ASSETS Cash and cash equivalents
Receivables
Total receivables
TOTAL ASSETS
NON-CURRENT LIABILITIES
Decommissioning provision (note 18)
Total non-current liabilities
CURRENT LIABILITIES
Trade and other receivables
Note payable (note 19)
Total current liabilities
TOTAL LIABILITIES

2,834
1
17
18
2,852
(336)
(336)
(460)
(361)
(821)
1,157
1,695

Fair value of total net assets

If NAP USA Inc. had been consolidated for the full year prior revenue would have been increased
by $91,000 and the loss for the year would have been $46,000 greater. The costs related to the
acquisition totalled approximately $45,000.
4.

Finance income and Finance costs
Finance income
Foreign exchange loss on cash and cash equivalents
Interest on cash and cash equivalents

Finance costs
Bank charges and finance expense on borrowings
Unwinding of discount on decommissioning provision
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2015
$’000

2014
$’000

16
4
20

52
52

2015
$’000
341
87
428

2014
$’000
448
45
493
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5.

Segmental analysis
In the opinion of the Directors, the operations of the Group comprise one single operating
segment comprising production, development and sale of hydrocarbons and related activities.
The Group operates in one geographic area, the USA. The Group has some head office
operations in the UK and has initiated the construction of a remediation plant in Mexico, but the
quantitative thresholds of IFRS 8 are only met for the USA, which is therefore the Group’s one
reportable segment and the Directors consider that the primary financial statements presented
substantially reflect all the activities of this single operating segment. The majority of the Group’s
revenue is sold by the operators of its properties to customers of the operators’ choosing in the
US. Northcote then receives a revenue cheque from those operators. As the vast majority of the
revenue disclosed is generated on non-operated properties no detailed customer analysis has
been provided.

6.

Earnings per Share
Basic earnings per Share is calculated by dividing the loss attributable to ordinary shareholders
by the weighted average number of ordinary shares outstanding during the period.

Loss attributable to owners of the Group
Weighted average number of ordinary shares in issue
(thousands)
Earnings per share (cents)

2015
$’000s

2014
$’000s

(6,188)

(9,778)

5,015,981,767

1,256,782,911

(0.12)

(0.78)

In accordance with International Accounting Standard 33 ‘Earnings per share’, no diluted
earnings per share is presented as the Group is loss making.
7.

Expenses by nature
2015
$’000

2014
$’000

30
1,334
109
1,359
291
1,602
29
906
5,660

30
635
98
6,332
343
1,263
501
9,202

The Group’s operating loss is stated after charging /(crediting):
Auditors' remuneration - audit services
Professional and consulting fees
Travel and accommodation
Impairment
Rent and office costs
Staff costs (including share-based payments)
Loss on fair value through profit and loss investments
Other expenses
Total

During the year Northcote purchase investments that were sold during the period resulting in a
net loss of $29,000. As the loss is considered immaterial no further information has been
disclosed.
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8.

Staff Costs (including Directors)
The group employed 12 members of staff, of which 5 were directors (2014: 12).
2015
$’000
715
15
78
774
20
1,602

Directors remuneration
Other benefits
Share bonus
Staff costs
Staff benefits

2014
$’000
597
11
55
580
20
1,263

Key management of the Group are considered to be the Directors and their remuneration of
those in office during the year was as follows:

Ross Warner
Randall Connally
Kevin Green
Daniel Jorgensen
Charlie Wood
Total Key Management
9.

Short term
employee
benefits
$’000
125
283
72
141
94
715

Other long
term
benefits
$’000
78
78

Directors
Other
benefits
$’000
15
15

Total
2015
$’000
125
283
72
234
94
808

Total
2014
$’000
83
269
146
104
51
653

Financial Risk Management
The Group’s activities expose it to a variety of financial risks: market risk, credit risk and liquidity
risk. The Group’s overall risk management programme seeks to minimise potential adverse
effects on the Group’s financial performance. Risk management is carried out by the Board.
(a) Market Risk
Foreign exchange risk
The Group operates principally in the US, but is exposed to foreign exchange risk arising from
currency exposures, primarily with respect to the British Pound. Foreign exchange risk arises
from future commercial transactions and recognised assets and liabilities.
As at 31 December 2015 the exposure to this risk is not considered material to the Group’s
operations and thus the Directors consider that, for the time being, no hedging or other
arrangements are necessary to mitigate this risk and as a result of this not being considered
material no disclosure has been made in this respect.
(b) Credit Risk
The Group has policies in place to ensure that sales of products are made to customers with
appropriate credit worthiness. The Group limits credit risk by assessing creditworthiness of
potential counterparties before entering into transactions with them and continuing to evaluate
their creditworthiness after transactions have been initiated.
Where appropriate, the use of prepayment for product sales limits the exposure to credit risk.
There is no difference between the carrying amount of trade and other receivables and the
maximum credit risk exposure.
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9.

Financial risk management (continued)

Credit risk also arises from cash and cash equivalents. The Group considers the credit ratings of
banks in which it holds funds in order to reduce exposure to credit risk. The Group will only keep
its holdings of cash and cash equivalents with institutions which have a minimum credit rating of
‘B’.
(c) Liquidity Risk
Management of liquidity risk is achieved by monitoring budgets and forecasts against actual cash
flows. Where the group entered into borrowings during the year management monitored the
repayment and servicing of these arrangements against the contractual terms and reviewed cash
flows to ensure that sufficient cash reserves were maintained.
(d) Capital Risk Management
The Directors determine the appropriate capital structure of the Group, specifically, how much is
raised from shareholders (equity) and how much is borrowed from financial institutions (debt), in
order to finance the Group’s business strategy.
The Group’s policy as to the level of equity capital and reserves is to ensure that it maintains a
strong financial position and gearing ratio which provides financial flexibility to continue as a
going concern and to maximise shareholder value. The capital structure of the Group consists of
shareholders’ equity together with net debt (where relevant). The Group’s funding requirements
are met through a combination of debt, equity and operational cash flow.
10.

Taxation

Current income tax charge
Deferred tax charge/ (credit)
Total taxation charge/ (credit)

2015
$’000

2014
$’000

-

-

Taxation reconciliation
The charge for the year can be reconciled to the loss per the consolidated statement of
comprehensive income:
2015
2014
$’000
$’000
Loss before income tax

(6,188)

(9,778)

Tax on loss at the weighted average Corporate tax rate of 26.9%
(2014: 29.3%)
Effects of:
Tax losses carried forward
Non-taxable income/Non-deductible expenses for tax purposes
Total income tax expense

(1,665)

(2,864)

1,665
-

2,718
146
-

Unprovided deferred tax asset:
Group tax losses carried forward of $17,406,000 (2014: $11,218,000)
multiplied by the US standard rate of corporation tax 30% (2014: 30%)
recoverable only when it is probable that the taxable profit will be available.

5,222

3,365

The deferred tax asset has not been provided due to uncertainty as to when sufficient profits will
be generated against which to offset the losses. The Group does not have a material deferred
tax liability at the year end.
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11.

Intangible assets
Exploration
and
evaluation
assets
$’000s
Cost and Net Book Value
At 1 January 2014 and 2015
Impairment
At 31 December 2014 and 2015

12.

Total

$’000s

735
(735)
-

735
(735)
-

Property, plant & equipment
Other
Tangible
Assets

Assets under
construction

Cost
At 1 January 2014
Additions
Proceeds from farm-in

$’000s
189
-

$’000s
-

At 31 December 2014

189

Development
and
production
assets
$’000s

Total

$’000s

6,861
2,349
(775)

6,861
2,538
(775)

-

8,435

8,624

-

566
-

1,944
2,834

2,510
2,834

(178)

-

(70)

(248)

11

566

13,143

13,720

Depreciation and impairment
charge
At 1 January 2014
Impairment
Charge for the year

(39)

-

(75)
(5,598)
(89)

(75)
(5,598)
(128)

At 31 December 2014
Impairment
Disposal
Charge for the year

(39)
37
-

-

(5,762)
(1,361)
6
-

(5,801)
(1,361)
43
-

At 31 December 2015

(2)

-

(7,117)

(7,119)

Net book value
At 31 December 2015
At 31 December 2014

9
150

566
-

6,026
2,673

6,601
2,823

9
9

566
566

4,676
500
350
500
6,026

4,676
500
350
500
575
6,601

Additions
Acquired
through
combination
Disposal

business

At 31 December 2015

Analysis of NBV by project:
Shoats Creek
Zink Ranch
South Weslaco
Horizon Project (including Mathis)
Other
At 31 December 2015
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12.

Property, plant & equipment (continued)

Impairment
Management review each exploration project for any indication of impairment at the year end.
Such indications would include sustained changes in the oil & gas price outlook, written off wells,
changes in management’s development plan and the relinquishment of development acreage.
The principle influences on management’s decision to impair the properties are described below:
Oil price
The Oil price continued to be under pressure in 2015. The Company had acquired a number of
properties based on valuations at the peak of the market at a time when oil prices were
consistently in excess of $100/bbl.
Development plan
The value of any proven Oil & Gas asset is a function of both its current production but also in the
extraction of proven but as yet unproduced reserves. The Group’s properties in Oklahoma have
significant oil in place estimates but the fall in the oil price has materially affected the Group’s
ability to profitably extract those reserves. The lower oil price levels at the end of December
2015 are forecast to continue for 2016 and beyond and in this lower oil price environment the
vast majority of Oklahoma wells have become marginal producers or have been shut in. This
impacted the net present value forecast from the existing wells by both materially reducing the
free cash flow generation of the existing wells and also by reducing the free cash flow forecast to
be generated to be reinvested in sustaining/growing the levels of investment necessary to extract
the known hydrocarbon reserves present on the property in a profitable way.
Capital constraint
The Group only has a finite amount of capital available, management has prioritised capital
allocation to Shoats Creek as that presents more attractive returns and accordingly does not plan
to allocate the capital sufficient to bring the proven reserves into production to the Oklahoma
portfolios.
The impairment provision in the year was charged against the following properties:

US$’000

Horizon continued low oil prices with sustained impact on ability to develop the field

730

Zink continued low oil prices with sustained impact on ability to develop the field

397

Other – not profitable at year end

234

Total impairment charge for the current year

1,361

The impairment provision in the prior year was charged against the following properties:
Horizon

– low oil prices and changes to development plan

US$’000
3,357

Zink Ranch – low oil prices and changes to development plan

1,051

OKE project – not profitable at year end.

1,018

SWGU – asset expected to be sold, impairment provision to forecast sales proceeds.

92

Other – property relinquished in the year

80

Total impairment charge for the prior year

5,598
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13.

Inventories

Oil stocks

14.

2015
$’000

2014
$’000

31
31

51
51

2015
$’000

2014
$’000

317
8
325

371
5
376

Trade and other receivables

Trade receivables and accrued income
Taxes and social security

The fair values are as stated above, which equate to their carrying values as at the year end.
The financial assets were not past due and were not impaired and were all denominated in US$.
15.

Trade and other payables

Trade payables and accruals
Related party payables (see note 23)
Taxes and social security
16.

2015
$’000

2014
$’000

1,799
207
2,006

1,428
45
68
1,541

Share based payment

The following is a summary of the share options and warrants outstanding and exercisable as at
31 December 2015 and 31 December 2014 and changes during the period:

Outstanding and exercisable, beginning of year
Warrants granted
Exercised
Outstanding and exercisable, end of year

Number of
options and
warrants
(000s)
138,851
171,231
(12,500)
297,582

35

2015

2014

Weighted
average
exercise
price
(Pence)

Weighted
average
exercise
price
(Pence)

1.59
0.17
0.01

Number of
options and
warrants
(000s)
70,669
68,182
-

0.83

138,851

2.06
1.1
1.59
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16.

Share based payment (continued)

The above has been expressed in pence and not cents due to the terms of the options and
warrants. The following share options or warrants were outstanding in respect of the ordinary
shares:
Grant
Date

Expiry
Date

1 Jan
2014
(000’s)

Issued
2014
(000’s)

14.01.13
14.01.13
22.03.13
03.04.13
03.04.13
03.04.13
26.02.14
11.07.14
27.01.15
27.01.15
12.02.15
20.04.15
20.04.15

14.01.16
14.01.16
22.03.16
03.04.18
03.04.18
03.04.18
26.02.17
11.07.17
27.01.16
27.01.16
12.02.18
20.04.20
20.04.18

1,000
14,669
6,000
14,000
17,500
17,500
-

54,545
13,636

70,669
1)
2)
3)

31 Dec
2014
(000’s)

Issued
2015
(000’s)

1,000
14,669
6,000
14,000
17,500
17,500
54,545
13,636
-

-

2,500
2,500
62,981
12,500
90,750

68,181

138,851

171,231

Ex
2015
(000’s)

31 Dec
2015
(000’s)

(12,500)
-

1,000
14,669
6,000
14,000
17,500
17,500
54,545
13,636
2,500
2,500
62,981
90,750

(12,500)

297,582

Ex
Price
1.00p
1.00p
1.50p
1.75p1
2.25p2
3.25p3
1.10p
1.10p
0.20p
0.20p
0.09p
0.01p
0.23p

Exr’ble
2015
(000’s)

Exr’ble
2014
(000’s)

1,000
14,669
6,000
14,000
54,545
13,636
2,500
2,500
62,981
90,750

1,000
14,669
6,000
14,000
54,545
13,636
-

262,581

103,850

Vests after 31.12.13 on condition that the Director is employed at that date and that net production is greater than 100 boepd;
Vests after 31.12.13 on condition that the Director is employed at that date and that net production is greater than 250 boepd;
Vests after 30.06.14 on condition that the Director is employed at that date and that net production is greater than 400 boepd

The new options and warrants have been valued using the Black-Scholes valuation method and
the assumptions used are detailed below. The expected future volatility has been determined by
reference to the historical volatility:
Grant
date

Share
price at
grant

Exercise
price

Volatility

Option
life

Dividend
yield

Risk-free
investment
rate

Fair value
per option

Current year
27.01.15

0.14p

0.20p

100%

1 year

0%

1%

0.059cents

27.01.15

0.14p

0.25p

100%

1 year

0%

1%

0.047cents

12.02.15

0.09p

0.09p

100%

3 years

0%

1%

0.09 cents

20.04.15

0.11p

0.10p

100%

5 years

0%

1%

0.124cents

05.05.15

0.225p

0.225p

100%

3 years

0%

1%

0.026cents

Prior year
26-02-14

0.76p

1.10p

45%

3 years

0%

1%

0.230cents

11-07-14

0.71p

1.10p

45%

3 years

0%

1%

0.193cents

The Group recognised $335,000 (2014: $163,358) relating to equity-settled share based payment
transactions during the year, of which $335,000 (2014: $Nil) was charged to share premium, $Nil
(2014: $161,648) was charged to the convertible loan note (note 18) and $Nil (2014: $56,204)
was expensed. See note 22 for details of warrants entered into after the year end. For the share
options and warrants outstanding as at 31 December 2015, the weighted average remaining
contractual life is 1.72 years (2014: 2.42).
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17.

Share capital

Authorised:
Unlimited number of ordinary shares of Nil par value

Number

Pence per
share

Share
premium
$’000s

1,238,066,657

-

20,420

22,875,817
56,569,974

0.9p
0.53p

341
483

Balance at 31 December 2014

1,317,512,448

-

21,244

Jan 15 - Darwin conversion
Feb 15 - Darwin conversion
Feb 15 - Placing
Cost of placing
Feb 15 - Directors and consultants
Apr 15 - NAP USA consideration
Apr 15 - Directors and consultants
May 15 - Placing
Cost of placing
May 15 - Warrant exercise
Sep 15 – Directors and consultants
Oct 15 – Consideration shares
Dec 15 – Placing
Cost of Placing

95,219,212
175,000,000
1,555,725,004
236,564,367
1,266,074,005
102,042,484
1,244,444,444
12,500,000
77,777,778
65,681,445
833,333,333
-

0.16p
0.09p
0.09p
0.10p
0.09p
0.09p
0.225p
0.10p
0.09p
0.15p
0.09p
-

227
240
2,133
(173)
324
1,695
153
4,238
(737)
19
106
150
1,141
(127)

Balance at 31 December 2015

6,981,874,520

-

30,633

Allotted, called-up and fully paid:
Balance at 1 January 2014
August 14 – consideration shares*
October 14 – Loan conversion*

* Non-cash item per the consolidated cash flow statement
18.

Provisions

Brought forward
Provision in year
Utilised in year
Amortisation
Acquired in business combination
Carried forward
Current
Non-current

Plug &
Abandonment
$’000s
475
332
87
356
1,250

Environmental
Provision
$’000s
60
(60)
-

220
1,030

-

Total
2015
$’000s
535
332
(60)
87
356
1,250
220
1,030

Total
2014
$’000s
468
295
(223)
45
(50)
535
160
375

The provision in respect of Plug & Abandonment represents the present value of the
decommissioning of up to 122 (2014: 263) existing producing and currently shut-in well bores.
Decommissioning is due to take place from 2016 to 2036 (2014: 2015 to 2043). The provisions
are made using the Group’s internal estimates that Management believes form a reasonable
basis for the expected future costs of decommissioning.
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19.

Borrowings

$’000s

Darwin
Convertible
Loan
$’000s

Total
2015
$’000s

Total
2014
$’000s

187
361

127
-

1,459
-

1,773
361

2,443
-

(308)
(4)
236

3
(130)
-

319
(1,778)
-

322
(2,216)
(4)
236

(311)
428
(644)
(143)
1,773

Other
loans

Director
Loans

$’000s
Brought forward
Drawdown
Acquired in business
combination
Costs of issue
Interest and amortisation
Repayments/Conversion
Foreign currency
Carried forward

Principal terms and the debt repayment schedule of the Group’s unsecured loans and borrowings
during the year were as follows:
Effective
Currency
Interest rate
interest rate
Year of maturity
Convertible loans
US$
Nil%
18%
2015
Other loans
20.

GBP/US$

0% - 2%pm

0% - 2%pm

On demand

Contingent liabilities

As at the balance sheet date Northcote had a Production Payment Obligation in respect of its
acquisition of the Shoats Creek Properties from Aminex USA Inc, at the balance sheet date the
total sum that could potentially be payable totalled $3,150,000. Under the terms of the
production payment agreement dated 2014 Northcote will make a payment based on $10 per
barrel of oil produced from its working interest barrels. The payment is non-recourse and is only
payable out of production from the field, as production is based on variables outside of the
Company’s control no provision has been booked in respect of future barrels and each
production payment will be charged through the P&L as incurred.
Furthermore on 29 September 2015 it was agreed that the production payment obligation be
restructured to reflect the continued weakness in the oil price. It was agreed that the price to be
paid would be defined by the trailing 30 day average WTI oil price as follows:
- Where the price is greater than $65.00 the payment would be $10 per BOE
- Where the price is greater than $45.00 but less than $65.00 the payment would be $5 per
BOE
- Where the price is less than $45.00 the payment would be $2 per BOE
21.

Capital Commitments

There were no capital commitments authorised by the Directors or contracted other than those
provided for in these financial statements for at 31 December 2015 (31 December 2014: None).
22.

Ultimate Controlling party

As at the Consolidated Statement of Financial Position date, the Directors believe that there is no
ultimate controlling party.
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23.

Related party transactions

The details of transactions with related parties are detailed in the table below:

Daniel Jorgensen
Randall Connally

Services
provided
2015
$’000s
Note 8
Note 8

Amounts
due at 31
Dec 2015
$’000s
-

Services
provided
2014
$’000s
Note 8
Note 8

Amounts
owed at 31
Dec 2014
$’000s
82
45

Note 8

-

Note 8

45

The loan note to Randall Connally at 31 December 2015 was converted into equity subsequent to
the year-end. Compensation paid to key management personnel including Directors, Executive
Directors and senior management is disclosed in note 8.
24.

Events after the reporting date

On 15 March 2016 Northcote completed an asset sale to Gulf Coast Western, Inc. (‘GCW’),of a
50.0% working interest and 36.0% net revenue interest in the Lutcher Moore #20 well and the
right to participate in future Frio and Cockfield wells and a 25.0% working interest and 18.0% net
revenue interest in the Wilcox formation.
As consideration, Northcote was entitled to
US$500,000.00 in cash, including US$100,000 upfront; furthermore GCW will carry Northcote in
an amount equal to 10.0% (of 100%) WI in each of the next four wells drilled and Northcote will
retain a net 1.72% over-riding royalty interest (‘ORRI’) in the Cockfield and Frio formations and
0.86% ORRI in the Wilcox formation on every well in which GCW participates (including the next
four wells and any subsequent wells).
Also on 15 March 2016 Northcote agreed with Shoats Creek Development, Inc. (‘SCDI’),
Northcote’s partner and the operator of the Shoats Creek Field, whereby Northcote acquired an
additional 20.0% WI and 14.4% NRI in the Cockfield for US$67,200 to be funded through the
issuance of 80,738,178 ordinary shares of no par value each in Northcote at a price of
US$0.00083 per Ordinary Share. Also Northcote issued 100,505,706 new Ordinary Shares to
fund the purchase price associated with the acquisition of the additional Cockfield interest
referenced herein and to re-pay US$17,063.76 in invoices due a third-party contractor.
On 23 March 2016 Northcote Energy announced it has raised £450,000 via the issue of
1,428,571,429 new ordinary shares of no par value each in the capital of the Company (‘the
Placing Shares’) at a placing price of 0.0315 pence per Ordinary Share
20 April 2016 Northcote announced the issue of 1,587,301,587 new ordinary shares of no par
value each in the capital of the Company at a placing price of 0.0315 pence per Ordinary Share
to raise gross proceeds of £500,000. In addition, in connection with the Placing the Company
has agreed to award Cornhill Capital Limited, the Company’s Broker and Placing Agent
(‘Cornhill’), warrants over 158,730,159 Ordinary Shares valid for two years from the day of the
Placing, which shall give Cornhill the right to acquire 158,730,159 Ordinary Shares of the
Company at a price of 0.0315 pence per Ordinary Share.
On 27 April 2016 Northcote announced that it had exercised its right to acquire a 3.75% working
interest in the Tuba Obi East Technical Assistance Contract.
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